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LIMITS OF LIABILITY AND DISCLAIMER OF WARRANTY

© 2016 by the National Apartment Association, 4300 Wilson Boulevard Suite 400 Arlington, VA
22203. All rights reserved. The course materials or any part thereof may not be reproduced,
stored in a retrieval system, or transmitted, in any form or by any means—graphic, electronic, or
mechanical, including photocopying, recording, or otherwise, without the prior written
permission of the National Apartment Association Education Institute (NAAEI).

NAA retains copyright to the original materials and to any translation to other languages and any
audio or video reproduction, or other electronic means, including reproductions authorized to
accommodate individual requests based on religious or medical deferments from classroom
participation.

DISCLAIMERS

Although NAAEI programs provide general information on apartment management practices,
NAAEI does not guarantee the information offered in its programs is applicable in all jurisdictions
or that programs contain a complete statement of all information essential to proper apartment
management in a given area. NAAEI, therefore, encourages attendees to seek competent
professional advice with respect to specific problems that may arise. NAAEI, their instructors,
agents, and employees assume no responsibility or liability for the consequences of an attendee’s
reliance on and application of program contents or materials in specific situations. Though some
of the information used in scenarios and examples may resemble true circumstances, the details
are fictitious. Any similarity to real properties is purely coincidental. Forms, documents, and other
exhibits in the course books are samples only; NAAEI does not necessarily endorse their use.
Because of varying state and local laws and company policies, competent advice should be sought
in the use of any form, document, or exhibit.
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All program contents and materials are the property of the National Apartment Association
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form without the prior written consent. Except as expressly authorized in writing in advance, no
video or audio recording of NAAEI programs or photocopying of “Certified Apartment Supplier”
materials is permitted. Authorized recording of programs or duplication of materials may be done
only by the instructor on site.
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Notes to Facilitator

This guide is designed to help you manage the information for this module and to help increase consistency at all
training locations nationwide.

Duration
This is a 6 hour, 20 minute module (excluding breaks and lunch)

Materials Needed
e PowerPoint slides
e Sample Property Case Study
e  Financial Management Participant Workbook

Equipment Needed

Flipchart or whiteboard with stand and markers

e Computer with connection to project PowerPoint slides

¢ Microphone if necessary —dependent on room size and setup
e Sound system to play videos if necessary

Using Slides

You will notice that some of the slides build, and when that happens, it can be difficult for the Facilitator to know
when the slideis atits end. To help with that, there is a red period that indicates the last build. On any slide where
you don’t see a red period, that means that there is more, and to click again.

Knowledge Checks
There are Knowledge Checks at the end of the PWB. They are used by participants as a self-study after classand are
not to be reviewed in class. A copy of the Knowledge Checks, with answers, is at the end of this Facilitator Guide.

Participant Workbook

Participant Workbook pages are noted throughout the facilitator guide. Use them to direct participants to
summaries of classroom content. When providing page numbers, explain to participants they can follow along with
classroom content, take notes, and/or use the content as a study aid after dass. In some cases additional details are
listed in the Participant Workbook; this is supplemental “nice-to-know” information.

Remind participants that the space provided in the workbook should be used for notes. Tested conceptsand
explanations will include the case study, the slides, the reference material and the facilitator’s oral explanations.

At the end of each Participant Workbook, you will see Knowledge Checks pertaining to that section. Explain to
participants that they can use these for self-study after class. Answers are provided on the pages following the
questions.

CASH  © 2016 National Apartment Assodiation 5
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Module “At-A-Glance”
The timing in this guide is provided as a guideline and is estimated on an average class size of 25; modify or alter as
needed.
Topic Activity Duration
Introduction e n/a 10mins
ACAM's Impact to Financial e nfa 15mins
Performance
Financial Analysis e Partidipants will practice calculations needed tofind 75mins
GOI, NOI, and Cash Flow.
o Groups will practice calculations needed to find GO,
NO)I, Cash How, and Break Even Ratios and
determine what that means to the case study
property.
Minimize Financial Loss e  Participants will brainstorm ways they could prevent ~ 40mins
and solve for bad debt.
Manage Expenses e n/a 30mins
Develop and Manage Budgets o  Groups will gather information they will need to 120mins
develop a budget and assign values to each budget
category.
o Groups will extrapolate and annualize numbers,
analyze and explain variances, identify a need, and
recommend an action to solve the need.
Performance Measurements e Participants will practice calculations needed to 30mins
effectively measure the performance of a property.
Property Valuations o  Groups will determine the value of the sample 60 mins
property and share their results.
WrapUp e nfa 10mins

390 mins

AS#  ©2016National Apartment Association °
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Introduction

Welcome E¥
Welcome participants and introduce the module. _y
Financial
Management
CASE

CERTIFIED APARTMENT
SUPPLIER

Siide 2 -

Provide the following materials and explain their —— R
purposes. e “?;
I 7
dlickand Explain the Participant guide: T r tiia s s
e Usedin dlass tofollow along with ;rgp.f‘.m. =
information, take notes, and complete
activities CASS B PR AL T oA

e Usedasastudy aid for the exam
e Contains high-evel information covered in
class, worksheets, activity information, etc.

Remind participants that the space provided in the
workbook should be used for notes. Tested
concepts and explanations will include the case
study, the slides, the reference material and the
facilitator’s oral explanations.

Clickand Explain the Reference Guide:
e Used after class as an on-the-job reference
e Contains detailed information about topics

covered in class

Play Financial Management video.
Click to Play video.
Ask for feedback regarding the financial role of the

apartment manager. Has this been your
experience?

CASH  © 2016 National Apartment Assodiation 7
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How a CAM/CAS Impacts Financial Performance

A CAM’s
Role

Sice 4
Display the section title slide and introduce the
topic.

Fadilitate a discussion about how a CAS/CAM can
increase the value of a property.

Prompt the discussion towards the following :
e Analyzingincome
e  Minimizing economic loss
e Managing expenses
e Budgeting

Display slide and Remind participants that they are
aninvestor advocate.

-
O

Use this slide as an agenda.

Click and Explain that each task is diirectly related to
how a CAS/CAM adds value.

Click and Explain that the final topics are measuring
performance and identifying the value of a

property.

CAS ¥&  (© 2016 National Apartment Association
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How a CAM/CAS Impacts Financial
Performance

How does a CAM impact the financial
performance of a property?

=
S

————

i

il

|

YOU are an investor advocate

5™ Main Functions

1. Analyze 2. Minimize 3. Manage 4. Moritor
Income Financial Loss Expenses Budgets

How YOU impact the financial
performance of a property

L

e Bl
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Financial - %,

Goals Display Financial Goals slide. EM12[ 1218 | coneratoand
2 f g &  z Colectincome
. ;. £ |8 18] 3] |2 |3
Explaln thata CAS/ CAM’s prmary goals areto
meet the financial goals of an investment and add NEIEIFEIGIE
: e 4 . ontol (2| |g| (¥ |5] [§] |2
value. This can be simplified into two main tasks: Expenses & g |3

Click and explain that one main task is to generate
and collect as much income as possible.

Ask the dlass: “In addition to rent, whatincome
collection and generation are CAS/CAMs
responsible for?”

Click to reveal Income examples.

Click and explain that the other main taskis to
control expenses?

Ask the class: “What are some expenses that
CAMs might have some responsibility for”

Click to reveal Expense examples.

AS ¥& (©2016National Apartment Association 9
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Financial Analysis
Sicez

Display the section title slide and introduce the
Financial Analysis topic.

Financial Analysis

Financial Siide 9 B8 Financial Ansiyais
Analysis  Displayand Review Financial Analysis slide. P

performed over a specific
time period?

Explain that these questions help identify the past

*  Where does a property

and current state of a property’s financial stand at a given date n time?
*  How will the property
performance. perform in the future?

Explain that we will start our financial journey by
exploring the key component of financial analysis,

income.
Slide 10 ® Analyze Income
Explain that to complete a financial analysis, a T [ e } [ - ][ T ]
. I Fi jal Loss Expen:
CAS/CAM must know the Gross Potential Rent iy | ) s
(GPR). Esg{s’i\} P‘olen:;a‘l]Rent :GGTSIS)S F:lenllal Income !nclg:r}z{ %g:;rg\%g eﬂ
M SR G e
. . occupied and plus financial activity to the
Define GPR using slide content. « alresdonswers |+ vacantunsstcuront | DUCGEtand denufes
paying market rent market rents
Define GPI using slide content. -
Click and Explain that a CAS/CAM will also need an
Income Statement.
Describe an Income Statement using slide content.
CAS ¥& (©2016National Apartment Association 10
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8 Reference: Cash Flow and Income Statement Figures

Refer participants to the Participant Workbook for a

description of Cash Flow and for descriptions and : sl

calculations for Income Statement Figures. A k R
—— |[Z—===_ | . Descriptions and

calculations of Income

Statement Figures .

Review content from Participant Workbook.

[S. R —

Cash Flow

Cash flow, also referred to as the operating statement, is the amount of money remaining after allincome is collected
and expenses are paid. Itis used to summarize financial activities and to assess property performance.
e Positive cash flow refers to a positive amount of money remaining.
e Negative cash flow means expenses exceed income and the owner must put money into the operation of
the property.
Because apartment managers generally have limited ability to control capital expenses and debt service, they are
more concemed with Net Operating Income (NOI) than Cash Flow.

CAS ¥&  © 2016 National Apartment Assodiation 11
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Income Statement Figures

Figure Description Formula
Gross Potential The amount of rent that would be collected if a property was 100% | # of occupied units x avg.
Rent (GPR) occupied & all residents were paying market rent. All otherincome | marketrent
and expenses are measured & evaluated as a percentage of GPR.
Gross Potential The income of occupied units at existing lease rates and vacant # of occupied units xavg.
Income (GPI) units at current market rents. mo. rent +# of vacant
units x avg. market rent

Vacancy, Total value of rent loss from vacant units, concessions, collection

Concession & losses, and non-revenue units. 2% of GPR is a generally acceptable.

Collection Loss (VAC)

Total Rent Revenue | Rent earned during the period indicated in the heading of the
income statement, regardless of when the money is received.

Otherincome(Ol) | Income from items other than rent e.g. laundry, vending, parking,
late fees, pet fees, etc.; can be up to 10% of total property income.

Effective Gross The amount of GPR less vacancy, concession, collection loss (VAC). | GPR-VAC+OI=EGI
Income (EGI) Also called Net Rental Income or Total Rental (TR) income.

Operating Includes all expenses, fixed and variable, incurred in the course of

Expenses (OE) managing the property. Capital Expenses are not typically included.

Net Operating TR divided by OE. NOI helps determine a property’s value. EGI-OE=NOI
Income (NOI)

Operating Expense | An expense toincome ratio showing the percentage of Effective OE +EGI = OE Ratio
Ratio Gross Income (EGI) needed for Operating Expenses. It is used to

measure property performance and expense control.
Capital Expenses Non-recurring capital expenditures such as appliance replacement,

(CE) renovations, roofing, etc. intended to add to the life of a property.
Replacement Replacement Reserve (RR) is an account used to set aside money
Reserve (RR) for anticipated future expenses/large projects.

Debt Service (DS) Amortgage or loan payment (principal and interest). Oftentimes
the RR payment as well as real estate taxes and insurance
premiums are paid as part of the Debt Service.
Cash Flow The money remaining after all sources of income are collectedand | NOI-DS-CE-RR=CF
all property expenses (including CE, RR & DS) are paid.
Full calculation:
GPR-VAC+OI=EGI
EGI-OE=NOI
NOI-CE-DS-RR=CF
Break Even Calculates the occupancy level needed to earn enoughto paythe | (OE + DS +RR)+EGI
Occupancy Ratio operating expenses and debt service.

CAS E © 2016 National Apartment Association 12
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Break Even Rent Calculates the rent per square foot needed to pay the operating (OE + DS +RR) +Total Sq.

Per Square Foot expenses and debt service. Helps identify necessary rentsneeded | Ft.+12
to cover all property expenses (including Debt Service).

Gross Sico 12

Potential Explain how to find Gross Potential Rent (GPR).
Rent (GPR)

Calculation
total units x avg. market rent = GPR

| f+
[

Walk through the following example:
*  Property has 250 units
e 230units are occupied
*  Average monthly rent=5759
*  Average marketrent=5810

Ask “What is the Gross Potential Rent for the

property?”
Answer: 250x $810=5202,500

Gross Slide 13

Potential Ask “What is the Gross Potential Income for the
Income (GPI) property?”’
Answer: 230X $759=5174,570
20X$810=516,200
GPI=$190,770

Remind participants that the difference between
market rent or (GPR) and potential rent (GPI) is
the loss or gain to lease. Leases already in force
have a lease rate that will be either more or less
than the current market rate. Thereisalwaysa
difference between market and potential.

CAS ¥&  (© 2016 National Apartment Association
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I® Gross Potential Rent (GPR) Example

Example:

« Property has 250 units

= 230 units are occupied

+ Average monthly rent = $759
+ Average market rent = $810

What is the GPR for the
property?
250 x $810 = $202,500

® Gross Potential Income (GPI) Example

Example:

+ Property has 250 units

= 230 units are occupied

= Average monthly rent = $759
+ Average market rent = $810

What is the GPI for the property?

230 x $759 = $174,570

+20x $810=9 16.200
$190,770

13
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Sllde 14 ® Gross Potential Income (GPI) Example
Walk through the following example: o—
. . F'roperFy has 300 ur}ils
*  Property has 300 units | [
. . + Average market rent = $845

* 271 unlts are Occupled How mutg:h income cautld :e

*  Average monthly rent=5830 L e A

° Average market rent = 5845 What is the GPI for the property?

271 x $830 = $224,930

+29x §845=§ 24,505
$249,435

Ask “How much income could be generated
from the vacant units?”
Answer: 29 X $845 = 524,505

Ask “What is the Gross Potential Income?”
Answer: 271 X$830=5224,930
29X 5845 = 524,505
GPl=5249,435

Income Sice 15 fincome Sitoment o
Statement Display and Review Income Statement slide. rora s e focoed
EE

Click and Explain there are many figures on the . s

statement, but it helps to think in terms of g Sy i

income and expenses. These figures come from ::m :m

the Creekwood T-12 Income Statement in the e —

case study. e —

Introduce the three primary types of income
participants will locate and use in the module’s
activities:

e Effective Gross Income (EGI)

e Net Operating Income (NOI)

e CashFlow

Case Study
Refer participants to the Case Study Income Statement for the following
calculations.

CAS%  ©2016National Apartment Association 14
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Effective Gross = S[LI3[: E——
Income (EGI) Display Effective Gross Income (EGl)slide  crns Pt o iy
fossiotemtial. wen Gross Potential Rent $958,920
* Vacancy/Loss to
Lease/Collection Loss (VAC) Faiors St
Define each of the figures needed as you walk . Torl Rentl Revenue (TRR) TMLASTARREWE  $pmas
through the calculation: « Other Income () P
GPR —_ VAC = TRR + OI = EGI . (EEff;T:)live Gross Income EFFECTIVE GROSS INCOME $873,769
GPR - VAC = TRR + Ol = EGI
. cass
Show the location of each figure on the statement
and Explain how they are related.
Instruct participants to perform the calculation on
their own
Click to show answer
Operat’ng # Operating Expense Ratio
Expense Ratio = SN |
H 1 1 H ense Ratio Payroll 133,742
Display Operating Expense Ratio slide. e e
iyl oy
B ke it
Define Operating Expense Ratio: s, | B e
. . - ) 453,798
e Anexpense to income ratio showing the s
percentage of Effective Gross Income (EGI) e
. . CASS -
used on Operating Expenses. It is used to

measure property performance and expense
control.

Instruct participants to perform calculation on their
own.

Click to show answer.

CAS#E  ©2016National Apartment Association 15
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Net Operating = S[LI3E B Not Operating Incorme (NOI
Income (NOI) Display Net Operating Income (NOI) slide. v s meowe e
EGI - OE = NOI ;::::ISES $133,742
Management Fees 539,967
Define each of the figures needed as you walk - Sy i
through the calculation: e R o
$399,123 L L
EGI - OE = NOI Insurance $63,328
TOTAL OPERATING EXPENSES $474,646
ASE s NET OPERATING INCOME 539? 123
Show the location of each figure on the statement = i
and explain how they are related.
Instruct participants to perform calculation on their
own.
Click to show answer.
CAS ¥&  (© 2016 National Apartment Association 16
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Financial Analysis: Follow the Money

Say, “You start a financial analysis by analyzing the Income Statement.
e Transactions are recorded on the General Ledger and are organized using groups called accounts.
e Alist of these accountsis called the Chart of Accounts.
e The Income Statement is generated from the General Ledger. “

Slide 19
Transition “Now that you've practiced reviewing
anincome statement, let’s see how a rental

payment or expense gets there.”

Financial Analysis
Follow the Money

General Slide 20

Ledger Display and Read General Ledger slide. e o s el e v S M v i
i ii G | Ledger: f
Explaln the General Ledger m"gg':;t I aooo?::w‘t!smﬂmle wgpi)r(-)rtaﬂ?g) rlrjfa)jgr financial
e The General Ledgeris a group of S o
e 6/01/2015 6/1/2015 062015

nnnnn
Incor

accounts that support the major financial

sta temen tS e b/01/2015 b/1/2015 Us/Z0LS
e Itisthe formal record for all financial =

transactions for the property

s

i Transactions are
recorded on the

: General Ledger

o

Click and Explain that transactions are recorded
on the General Ledger.

Click and List what is included on the General
Ledger.

Click to Remove supporting text.

Click and Show where a rent payment would
appear the General Ledger.

CAS ¥&  (© 2016 National Apartment Association 17
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The sub-accounts (or ledgers) from

Chart of Accounts: Seys
Display and Read Chart of Accounts slide. e o e emdnse Chatf

Explain the Chart of Accounts.

e The sub-accounts (or ledgers) are
assigned names or numbers and provide
details of financial activities that occurred.

e These sub-accounts are often called the
Chart of Accounts.

j | Rentalincome onthe
| Chartof Accounts

CASE

Click and Show where a rent payment would
appear on the Chart of Accounts.

Income Slide 22

Statement Display Income Statement slide.

v Te s
fence % Vaiarm  Acdul Budoel  $Varance %% Vasiance

‘ : - " Income Statement s based |
on data entered into the General
= Ledger

Describe the Income Statement

e TheIncome Statement is based on data
entered into the General Ledger.

e |tcompares the accounting month
activity to the budget.

e ltreports avariance between the budget
and actual.

o Ithelps CAS/CAMs make comparisons,
set goals and exercise better control.

Click to Show where a rent payment would
appear on an Income Statement.

M Reference: General Ledger, Chart of Accounts, and
Income Statement

Refer participants to Participant Workbook for an

overview of the General Ledger, Chart of , o el

Workbook for an
overview of the General
Accounts, and Income Statement. ~ Ludier, char ot
— = Accounts, and Income
St it. .

Review content from Participant Workbook.

CAS#E  ©2016National Apartment Association 18
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General Ledger Chart of Accounts Income Statement
e The General Ledger is a group ofﬂo The sub-accounts (or ledgers) e Thelncome Statement (and
accounts that support the major are assigned names or numbers Balance Sheet)is based on data
financial statements and provide details of financial entered into the General Ledger
o [tisthe formal record for all activities that occurred. e Measures performance fora
financial transactions for the e These sub-accounts are often span of time
property called the Chart of Accounts e Compares the accounting
e [ttransfersjournaldatafromthe e Itestablishes account codes for month activity to the budget
book or page where accounting eachincomeandexpenseitem e Reportsavariance between
entries are posted budget and actual
e Debits and credits are the e Helps managersand owners
double-entry values used make comparisons, set goals
O Foreverydebit or credit and exercise better control
there is an offsetting debit or
credit

O Debits INCREASE assets and
DECREASE liabilities and
equity; credits do the
opposite

e  Muchlike a check register of
expenses

CAS#E  ©2016National Apartment Association 19
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Minimize Financial Loss
Slide 24

Display the section title slide and introduce the topic.

Minimize Financial Loss

=
m # 2. Minimize Financial Loss

Display and Review Minimize Financial Loss slide.

1. Analyze 2. Minimize [ 3.Manage M 4. Monitor J

Income. Financial Loss Expenses. Budgets
Remind participants that this is the second of the four Lommi
. . . . & revenue that possibly could be earned, including
main functions that impact a property’s financial v
performance_ . g::c;::l\crlsand Discounts
EES
. . CASE Measurement Valuation
Define Financial Loss

e Thedifference between actual revenue eamed
and the possible amount of revenue that could
be eamed

Remind participants that a line item on an income
statement is VAC: the total value of rent loss from vacant
units, concessions given, bad debt collection losses, and
non-revenue units. These are the types of economic loss
a CAM should work to prevent.

Ty pes Of F inanCiaI M Types of Financial Loss
Loss Display Types of Financial Loss slide.

Units unable to

Loss of potential generate revenue
rentalincome due o (employee units,
to vacant units &L&Jﬁj models, down
2 e units, etc.)

Click to show the types of Financial Loss and Read the

definition of each. e o 3, o
e Vacancy resiantissues e
e  Offline Units .
e Concessions and Discounts
e BadDebt
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Display Activity: Ways to Lose Potential Revenue slide.
Divide the class into groups of three to five participants.
Give each group a flip chart page.

Explain the instructions:

e Groups will have five minutes to list as many
ways that you could potentially lose incomeona
property that they can think of.

e  Afterfive minutes, each group will share their
answers.

e Teams should cross off all common answers.

e Unigue answers earn one point.

e The team with the most points wins!

Potential Answers May Include:
Concessions

Discounts

Unnecessary non-revenue units
Slow make-readies
Inconvenience concessions
Early-bird discounts
Underachieving rental rates

Display Minimize Financial Loss: Collect Rent slide.

Explain that paying attention to these areas aids the rent f\ 1

collection process:

e (Click) Begin Before Occupancy
O Screening process and policies

e (Click) Communicate with Residents
O Facilitating the rent collection process

e (Click) Implement Strong Policies
O Actionsto prevent late payments or no

payments

0 Waysto collect funds

CAS ¥& (©2016National Apartment Association
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# Activity: Ways to Lose Potential Revenue

Instructions:

1. Inteams, on a flip chart page, list ways
you could lose potential revenue.

2. Cross off common answers. Unique
answers earn one point each.

3. The team with the most points wins.

CASE

Minimize Financial Loss: Collect Rent

Begin Before
Occupancy

Communicate with Adhere to Company
Residents

Policies .

o

CASE
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Begin Before Slide 29 S

Occupancy Display Select the Right Resident slide. Right Resident
Click to show each bullet. i
R
Click and Explain that clear, detailed selection criteria are ey T o

* Do not make exceptions .

set by property. CAS/CAMs should evaluate and adjust
criteria as needed, but should NOT change or manually
adjust scores.

CASE e

Click and Explain Internet-based approval processes.

Click and Explain that if screening indicates, CAS/CAMs
should complete more research. E.g. calling references.

Click and Explain that CAS/CAMs should not make
exceptions.

M | 2. Clear, Written

. . . N . Collection Poli
Display Clear, Written Collection Policy slide. —colecfonPoley
e e bl g A
. = “Due in full by the 15t N
Emphasize that most rent collection problems are not - includo poloy it move-n [N
. . . materials & in orientation
because of the policy, but because the policy is not S Sedin Before Oceupancy

fO"Owed. state-specific laws

+ Paost palicy in your office . l\

CASI, o i

Click and List some things a CAS/CAM should explain
during orientation:

e Howmuchisdueand whenitis due

e Time period the payment covers

e Payment methods and details for each

e Where/how paymentis collected

e Whattodoif the payment can’t be made

e Returned payment information

e Penalties

Click and Review final points on slide.

CAS#E  ©2016National Apartment Association 2
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Comm unicate With M # 3.Collect AllRentand | gommunicate with Residents
Residents Display Collect All Rent and Charges slide. e —r—
L Zesr;g:'?t:ew and special needs
Explain that CAMs should make paying rent a habit with “Dapeienies I
residents. Click to show each technique and discuss as ={li o o iuncits i
needed. " aaiemeniy oH makina rent

- Anticipate when late rent
payments are likely .

. R— I ‘
|
A | ]
m 4. Easy Payment Communicate with Residents

Display Easy Payment Process slide. Frocess

= Have a conveniently located rent
drop box

« Consider using third party billing
services that will prepare and

Explain that an easy payment prOCQSS encourages On' present consolidated account

statements

tlme payment. * Take creditcards, ACH transfers,

& online payments

* Use check scanners .

Click to show each point and Review ways to make
paying the rent easy for residents.

CASI, o i

Ask participants for additional ideas and develop a
collective list (using a flipchart).

M ® 5.Create a Buffer

Display and Review Create a Buffer slide.

Communicate with Residents

« |dentify a specific person to
collect rent. WWho might that be?

* Assistant Manager/

Bookkeeper
Discuss types of buffers and techniques. ey
« Corporate office
Click to show a list of buffer examples. e Boaumerindlconmaiition

and discussions in writing .

Explain that a buffer helps a CAS/CAM maintain “good
terms” with tenants and helps ensure timely and
complete payments.

EHUIE i

Click and Explain that CAS/CAMs should document all
communication and discussions about rent collection in
writing.
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Adhere to Slide 34

Company Policies : Display and Review Effective Penalties slide.

Click to show each point and Explain that the type of
late fee or penalty is based on the resident profile, e.g. a
daily penalty amount for each day a resident is late.

Explain that CAS/CAMSs must also follow any state-
specific laws about late payment penalties and
incorporate them into collection policies.

Display and Review Legal Means slides (2).

Click to show each point and Explain the actions a CAM
should take.

Note that some states allow partial payments without
disrupting court proceedings.

Click to show each point and Explain information about

CAS/CAM actions once possession of the apartment is
granted.

Note that timely, electronic submissions will increase
collection changes after the resident has moved out.

CAS ¥& (©2016National Apartment Association
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® 6. Effective Penalies

« Apply fees consistently
* Don't waive fees

+ Use payment plans sparingly

= Make sure collection lstters
comply with the law

+ Ensure records are accurate Adhere to Company Policies
and up to date

= Never use “illegal lockouts”

* Follow state laws .

® 7. Legal Means

N
= Know and follow the law )/

Y N
» Include clear eviction
procedures in rent collection J
policy
+ File for eviction early
+ Have a plan if a resident Adhere to Company Policies

offers to pay after a hearing
is scheduled

* Do not accept partial
payments unless required by .
state .

® 7. Legal Means

Once possession of the
apartment is granted:

+ Monitor the apartment to see
when the resident moves out

»
N
A
.
+ Document any persanal items ’

left by the resident as required
by law

Adhere to Company Policies

+ Continue attempts to recover
what is owed

« Submitto collestion agencies

= Report to credit bureaus .
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Reference: Financial Loss and Rent Collection Rules

Display Reference: Financial Loss and Rent Collection ol
. overview of Minimizing
RU'es Sllde. _ Financial Loss, Rent

Collection Rules, and
Impl ing Strong
Policies. .

Refer participants to Participant Workbook for an
overview of Minimizing Financial Loss, Rent Collection
Rules, and Implementing Strong Policies.

Review content from Participant Workbook.
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Minimizing Financial Loss
Financial Loss is the difference between actual revenue earned and the amount of revenue that could be earned.

Financial Loss  Description Impact Solution
Vacancy Loss of potential rental e Propertydoesnot = e Fillunits with effective marketing
income due to vacant produce income e Atimely make ready process
units e Continuestocost e Maintain a high level of resident
money; e.g. utilities satisfaction

OffineUnits  Unitsunabletogenerate e Propertydoesnot | e Only maintain the necessary number

revenue produce income of model units
e Model units ¢ Provide employee units judiciously
e Employee units e Complete maintenance renovation
e Maintenance or quickly
renovation e Usespace wisely (e.g. if storage is
e (Otheruses needed, look for cheaper
alternatives)
Bad Debt Uncollected rental e Reducesincometo @ e Create, follow,and communicatea
income due to non- the property due clear rent collection policy
payment to uncollected rent
and other charges
Concessions Discounts & incentives e Reduces e Do not offer concessions/discounts if
and Discounts = used toincrease rentalincome market conditions do not call for
occupancy or address e  Property collects them
resident issues less than current e Consider impacts of concessions and
market rent discounts
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CERTIFIED APARTMENT
a110B 2R



Certified Apartment Supplier *V Facilitator Guide Financial Management

Rent Collection Rules
Begin Before Occupancy
1. Selecttheright e  Establish clear, detailed, unambiguous selection criteria by property based on
resident your resident profile and adjust as needed.

e Consider an Internet-based approval process using appropriate selection criteria.
e Don't rely solely on the automatic screening if more in-depth research is
indicated.
0 eg, Verify landlord references and rent payment history
e Evaluate current criteria for screening residents and approving applications.
e Consider adjusting property criteria to maximize revenue.
0 Do NOT change or adjust scores.
e Do not make exceptions.

2. Establishadearrent e Makeitcear when rentisdue. Noambiguity: Each resident is obligated to pay

collection policy rent on or before the first of the month, in full, and in the form specified by the
in writing lease.

e Ensure the timeframe is clearly indicated in the lease.
0 eg:“Rentisdue on the 1%of the month & considered late on the 2.
e Include a copy of the policy with resident move-in materials & post it in the office.
e Begin the orientation process when a prospect applies.
e Reorient residents when they renew their lease.

Communicate with Residents

3. Collectall rent& e Make rent payment a habit.
other charges that e Post regular reminders on community bulletin boards.
aredue e Remind new and special needs residents when rent is due.

¢ Notify residents before late fees or NSF fees

e Knock on doors on weekends and in the evenings.
e Be careful about making rent adjustments.

e  Collect ONE check per apartment.

e Anticipate when late payments are likely.

4. Makerentpayment e Aneasypayment process encourages on-time payment.

aseasyand e Usea conveniently located rent drop box and/or pre-printed envelopes.
convenient as e Consider sending monthly invoices for rent.
possible e  Accept credit cards, ACH transfers, and online payments.
e Use check scanners (frequently provided free by the bank).
5. Createabuffer e Appoint a specific person to collect rent politely but firmly.
between youand e Usea courtesy officer (if available) or a third party to collect.
your residents e Askyour corporate office to call residents who have not paid.

e Keep all communication in writing and document discussions.
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Implement Strong Policies

6. Make penalties Determine most effective late fee or penalty for your resident profile.
effective 0 Couldindude a late fee plus a daily penalty.
Apply late fees consistently and do not waive them.
Use “payment plans” sparingly. They must be realistic and in writing.
Letters attempting to collect rent must comply with the Fair Credit Reporting Act.
Ensure records are accurate and up to date.
Never utilize “illegal lockouts.”

7. Uselegal meansif Know the law and follow it.
necessary ¢ Include clear eviction conditions in rent collection policy.
o File for eviction to get on the court docket early in the month.
0 Somejurisdictions do not grant evictions during certain times of the
year.
e  Once eviction proceedings have started have a plan if a resident offers to pay.
e Don'taccept partial payments unless required by the state.
e Determine how many times you will allow a resident to “pay and stay.”
e Understand what you can do legally once possession of the apartment is
granted.
0 Monitor the apartment for when the resident moves out.
Document personal belongings left behind and abide by applicable laws.
Continue all attempts to recover what is owed.
Submit accounts to third-party collection agencies.
Report outstanding debt to various credit bureaus.

O O OO
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Manage Expenses

Display the section title slide and introduce the topic.

Say “Now let’s begin our discussion of expense control.”

Display Manage Expenses slide.

Remind participants that this is the third of the four main
functions thatimpact a property’s financial performance.

Manage Expenses

# 3. Manage Expenses

[ e R |
Income Financial Loss. Expenses Budgets

CAMs are responsible for expenses incurred
operating the business and must:

«  Control expenses on the property

+  Make expenditures judiciously

+  Manage preventive maintenance programs to minimize future expenses
+  ldentify, plan, & implement capital improvement programs .

. . . cass [Siﬂm] [ Vo, J
Explain that a CAS/CAM is responsible for expenses
incurred in operating the business. They must :
e Control expenses on the property
e Make expenditures judiciously
e Manage preventive maintenance programs to
minimize future expenses
e |dentify, plan, and implement capital improvement
programs
e Recommend expenditures that could improve
operations, decrease future costs or increase rents.
Expense Types ~ El0n i

Transition “First, we'll talk about the types of expenses youll
encounter. Then we'll talk about how to manage them.”

Click and Review each expense type using key points on the
slide.

CAS ¥&  (© 2016 National Apartment Association
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Fixed Expenses

+ Non-controllable
» Do not vary with
occupancy level

Capital Expenses (CE) Debt Service (DS) -
EI - Costs for large g:;zg:: AT

improvements
The loan or mortgage
payment .

Variable Expenses

- Controllable

« Vary as conditions
change

+ May be associated
with occupancy

CAMIB
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Fixed Expenses = heyH

Display Fixed Expenses slide.

List characteristics of Fixed Expenses:
¢ Do not vary with occupancy
¢ Notaffected by daily operations

Explain that depreciation is a non-operating expense posted

to record aging of the property equipment and building. Itis
an expense that can reduce the owner’s cash flow and
thereby save tax dollars on property proceeds.

Variable Slide 42

Expenses Display Variable Expenses slide.

List characteristics of Variable Expenses:
e Considered controllable
e Varywith occupancy and season

Explain that Variable Expenses are sometimes calculated
per square foot, per unit and/or as a percentage of total
expenses.

Capital Expenses: BlYE
(CE) Display Capital Expenses (CE) slide.

Define Capital Expenses:
e  Costs for large improvements that have an
economic useful life of several years

List examples:
e Appliances
HVAC equipment
Carpet
Vinyl
Roofing
Exterior painting

Note that Capital Expenses are subject to depreciation, so
they are not included when calculating NOI.
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¥ Fixed Expenses
- —— - e f
I.I.I.l * Real Estate Taxes + Property Insurance
v + Depreciation
(S —————
® Variable Expenses
= —— T
I_I_I_l «  Utilities » Recurring Repairs
? + Admin Costs « Payroll and Benefits
+ Landscaping +  Marketing .
# Capital Expenses (CE)
- — == ?‘/ /'fi :- -

Costs for large improvements that have an
ﬂl economic useful life of more than one year
? + Examples: appliances, HVAC

equipment

+ Capital expenses are not included in
NOI calculations.

e

-
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Replacement Slide 44 ® Replacement Reserve (RR)
Reserves (RR) Define Replacement Reserves (RR) : e —~w=g=—rer
e Anaccount where moneyis set aside for e £
anticipated future expenses. El st e
’ + Money is deposited regularly so funds

are available for capital expenditures

= Some lenders may require one and

Ralie‘N the fO"OWing key pOintS: often control disbursements .
e Money is deposited regularly so funds are

available for capital expenditures N -
e Some lenders may require one and often control '
disbursements from the Replacement Reserve
account
Ask what is Creekwood’s monthly Replacement Reserve
Amount in the 2016 budget? Lead students to the report
and discover an annual total of $34,800.
Debt Service Slide 45 T
Display Debt Service slide. _ : ~—
: e ==
Deﬁne Debt SEI’VICEZ l The loan or mortgage payment
;li + Often RR payment & real estate
) The |oan or mortgage payment V :z;e;grl;flg:rr:i::epremiums are paid with
« Not considered an operating expense,

. A therefore not included in NOI /
Explain that often times the RR payment as well as real ' e
estate taxes and insurance premiums are paid as part of -

CASIR . emmamninsesiosssinnen

the Debt Service.

Note that Debt Service is not considered an operating
expense and is not included when calculating NOI.
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46
CGSh FIOW . . # 2016 Budgeted Creekwood Cash Flow (CF)
Display Cash Flow slide. Y
I Debt Service (DS) NET OPERATING INCOME $407,166
Define Cash Flow. Cash flow is the amount of money left o bs o cp | DTG soom
after all sources of income are collected, and operating T
expenses, capital expenses and debt services have been evuaceveNTRESEES 33020
paid. CASH FLOW $164,731
AN e

Say “Let’s look at the Creekwood’s 2016 budget and see
what the owner has planned for cash flow this year.”

Review the numbers from the budget.

Explain now that we understand the formula, transition
the dlass to managing expenses.

Manag’ng M . . ® Overview: Managing Expenses
Expenses Display Managing Expenses slide.
I$ l Cost Benefit Analysis
List the tasks induded in managing expenses:

o Cost Beneﬁt Ana|y5|s @ Budget Control Log

L BUdget Control LOg E——” Invoices

e Invoices

e Checkrequest payment voucher ‘ FORYLERSIE RN

e PettyCashFund e
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Cost Benefit M ® Cost Benefit Analysis 19,
Analysis Display Cost Benefit Analysis slide. V
'$ Weighing potential expense against potential ‘
H benefit
Deﬁne a COSt Beneﬁt AnalyS|S: l « Look at potential expense and income/benefit
. . . . for every alternative
e Theact of weighing a potential expense againsta + Nt only firancial impact;could be:
. cost versus time
potential benefitin order to help you spend wisely W
» onger economic lite, etc.
. . CASE a ¥ 18
Explain how to perform a cost benefit analysis: -y !

e Lookat both the potential expense and the
potential income/benefit for every altemnative.

Explain that a cost-benefit analysis could be cost versus
time, more revenue, better people, etc.

List some examples:
e In-house staff versus contractors
e Cost of training versus improved employee
performance

Note that the most difficult part of the analysis is estimating
the potential income to be generated or the
expenses/costs that will be saved.

M # Cost Benefit Analysis — Example I$ |

Display Cost Benefit Analysis—Example slide. —_—

Light blub retrofit = $2,000

Potential utility savings = $3 500/year
Payback period = less than one year

Click and Ask the following questions: s RS
Q: In this situation, what would you track?
A: The utility expense

A

Q: What would you compare it to? < — ff E\.
A: The cost of the retrofit

Ask “What would it mean if the utility reduction exceeded
the cost of the retrofit?”’
Answer: You should do the retrofit.
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Budget Siide 50

Control Log Display Budget Control Log slide.

® Budget Control Log

Define a Budget Control Log:
e Alogwhere you track monthly purchase orders
and payments as they occur

A log where you track monthly purchase orders &
payments as they occur

* Helps operate within budget

* Helps identify amount available for each account
+ Allows immediate comparison to budget

« Anticipates expenses, eliminates surprises
Note: Property Management software can update the
Budget Control log when a purchase order is generated .

A

.t

Click and Explain its purpose using slide content.

Note that most property management software hasan
automated Budget Control Log that updates each time a
purchase order is generated.

Display Budget Control Log- How To slide.

L |
[N
mra

® Budget Control Log - How To

Click to show each step.
Review the steps on the slide.

How To

1. Add known monthly expenses (landscaping, pest
control, etc.) at the beginning of the month

2. Note other expenses as they occur.

3. Include the account name, aceount number, and annual
budgeted amount in the appropriate columns

Note: This log is not intended to match the financial statement,,

Mention that CAS/CAMs should record expenses for each
account complying with their company’s accounting
practices. We will explore the two major accounting
methods later in this chapter.

Click and Note that this log will not match the financial
statement on a monthly basis, nor is itintended to.
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In voices M ® Invoices E—_ﬂ

Display Invoices slide.

Documents that list products, quantities, —— o

@ and agreed upon prices for products or
services

Define an invoice as document that lists products, e i =
o . . +  Receivin
guantities, and agreed upon prices for products or services. g o
« Utilize discounts when available =l
= Report errors or damage to the vendor g
& your accounting department . (
Click and Explain that a CAS/CAM needs to verify invoices B »’/ »
at multiple points of the ordering process. : —

e  Ordering: verify quantities ordered, prices, receipt
of all items and correct charges

e Receiving: verify packing slip and purchase order
number before approving payment

e Billing: confirm that service was actually rendered

Click to show each of the following key points.
Review each:
e [fdiscounts are offered for prompt payment, pay
within the discount period to maximize funds.
e Ifthereisan error or damaged merchandise,
contact the vendor and notify your accounting
department.

m ® Invoices — How To E——”

Display Invoices—How To slide.

Invoices may need multiple approval levels basedona |~ o
your spending autharization level. Approval typically
oceurs when;

= Apurchase order is generated, or

Explain that invoices usually need multiple levels of
approval based on a CAS/CAM's spending authorization
level.

Clickand Explain that approval typically occurs when: %

e Apurchase orderis generated
e Theinvoice is processed for payment

= The invoice s processed for payment

Note: Some management companies utilize electronic
A invoice processing software .

Note that the approval process frequently happens online
if an automated systemiis in place.
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| Facilitator Guide

Display Check Request slide.

Define a Check Request:

This is the method by which a check is generated for an
expense in advance of the actual expense.

Click to show each of the following key points.

Review each:
After determining the total cost of the expenditure, the

check request is generated when goods or services need to

be purchased and paid for in advance of actual receipt.
After the expense has occurred, a receipt is required to
support the requested funds.

Provide example: Paying for a D) for a resident event prior

tothe event.

Display Check Request—How Tosslide.
Click to show each step.

Review the steps on the slide:

1. Complete the advance request with the applicable
information.

2. Therequestis approved and transmitted to the
accounts payable department where the check is
processed

3. Thecheckisdelivered and delivered

4. Thereceiptis received, coded, and sent back to
accounting to close out the request
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® Check Request Pay Voucher M

The voucher is a form you complete to initiate the
payment process.

« May need to submit after approving an invoice
payment

« Process includes generating a check and recording
the expense

- | Note: Property management software can

" automatically generate a check request after an invoice
"\ is processed. .

# Check Request Pay Voucher —How To M

1. Complete the form with applicable information.

2. Send by mail or electronically to the accounts
payable department where the check is processed -

3. Record the expense in the Budget Control Log in
the correct reparting period.

4. Maintain a file for each vendor company (copies of
invoices, purchase orders, check requests, etc.).
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Display Petty Cash Fund slide.
Define a Petty Cash Fund:

Afund of available cash to handle minor, one-time
expenses such as purchasing gas or incidental office
supplies.

Click and Explain that petty cash should NOT be used to:
e Payrecurring expenses
e Circumvent a company’s purchase order system

Click and Explain that most companies have strict rules for

the use of petty cash accounts.

Click and Explain petty cash accounts typically use
checking accounts or debit cards.

Display Petty Cash Fund—How To slide.

Click to show each step.
Review the steps on the slide.
1. Useavoucherto maintain records of expenses
as purchases are made.
O Include amount, purpose, date, and
account number
O Attach receipts when possible
2. Periodically process petty cash reimbursement
requests
0 Submitaform that summarizes
expenses
O Attach vouchers/receipts and submit

Note that the amount of the fund varies based on
property size and company policy.
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# Petty Cash Fund 6

Use petty cash to handle minor, one-time expenses
‘ such as gas or incidental office supplies

*Do not use petty cash fo:

- pay recurring expenses or

- circumvent a company’s purchase order
system

Note: Petty Cash accounts typically use checking
accounts or debit cards.

# Petty Cash Fund —How To ‘

As purchases are made, track them using a
voucher

+ Include amount, purpose, date, account number

= Atftach receipts
2. Periodically request petty cash reimbursement
+  Submit a form that summarizes expenses

= Atftach vouchers & receipts
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9,
m ™ Reference: Expense Types and Managing Expenses

Display Reference: Expense Types and Managing
EXpenseS Slide, See the Participant

Workbook for an overview
= of Expense Types and
e = Managing Expenses .

Refer participants to Participant Workbook for an
overview of Expense Types and Managing Expenses.

O —

Review content from Participant Workbook.
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Expense Types
Expense Type Description
Fixed Expenses Always the same amount; they do not vary with occupancy level. Includes property taxes and
insurance premiumes.
e Property Taxes are based on the assessed value of the property which only changes
if reassessments are done.

O Based onassessments established by local municipalities
0 Allcharges should be understood by the CAM and owner
O Real estate is not taxed the same as income
e Insurance Premiums include liability, casualty, auto, and workers’ comp.
O Loss history usually affects the premiums.

Variable Expenses | Controllable expenses that vary as conditions change including utilities, maintenance,
landscaping, marketing, payroll, etc. Many are associated with occupancy.
Variable Expenses are often computed per square foot, per unit and/or as a percentage of
total expenses.

Capital Expenses | Costs for large improvements like appliances, HVAC equipment, roofing, etc.

(CE) Note: Subject to depreciation, therefore not included in NOI
Replacement Replacement Reserve (RR) is included in CE. It is an account used to set aside money for
Reserve (RR) anticipated future expenses/large projects.

e Money is deposited regularly so funds are available for projects
e Some lenders may require one and often control disbursements from the account

Debt Service e Theloan or mortgage payment
e Oftentimes the RR payment as well as real estate taxes and insurance premiums are
paid as part of the Debt Service.
¢ Includes Replacement Reserve (RR), which an account used to set aside money for
anticipated future expenses/large projects.
Note: Not considered an operating expense, therefore not included in NOI
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Managing Expenses
Task Description Additional information
Cost Benefit An analysis weighing the e Lookat both the potential expense and the potential
Analysis cost against the possible income for every alternative
resulting benefits e Not only financial impact; could be cost versus time, more
revenue, longer economic life, etc.
Budget ControlLog | Alog where you track e Helps operate within the budget
monthly purchase orders e Helps identify amount available for each account
and paymentsas theyoccur © ®  Allowsimmediate comparison to budget
e Anticipates expenses, eliminates surprises
e Notintended to match the financial statement
e Add known monthly expenses (e.g. landscaping), then
continue adding expenses as they occur
e Most property management software has an automated
updates the Budget Control Log that each time a
purchase order is generated
Invoice Document that lists e Verifyinvoices at multiple points of the ordering process:
products, quantities, and 0 Ordering: Verify quantities ordered, prices,
agreed upon prices for charges, and receipt of all items
products or services O Receiving: Verify packing slip and purchase order

number before approving payment
0 Billing: Confirm service was actually rendered
e [f prompt payment discounts are offered, pay within the
discount period to maximize funds
e [fthereisan error or damaged merchandise, contact the
vendor and notify your accounting department
e Invoices usually need multiple levels of approval based on
a CAM's spending authorization level. This typically occurs
when a purchase order is generated and when the
invoice is processed for payment.
0 Theapproval process frequently happens online
if an automated systemis in place.
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Budgets: Developing Budgets

Display the section title slide and introduce the topic.

Explain that CAMs may be responsible for creating a
budget.

Budgets

M 1 4. Monitor Budgets

Remind participants that this is the fourth of the four [ . H YT J[ T ] T
. . . . Income Finandial Loss Expenses s
main functions thatimpact a property’s financial i
performance. I
Part of a business or operating plan
Projects expected income & expenses .
Define a budget:
e Anitemized summary of estimated income and [m][ Procty }
C/\S__E-Z

expenses for a given period of time.

Explain that a budget:
e |spartof a business or operating plan
e  Estimates expected income and expenses fora
specific period of time —usually 1 year

M # Developing Budgets: Purpose

Display Developing Budgets: Purpose slide.

= Helps determine income to cover
expenses

Explain thata budget; ’ Eféﬁir't”fa“n"é’ el
e Helps determines occupancy level needed to '
cover expenses and make ROI.
e Monitors a property’s performance.
o Helps evaluate performance of personnel.
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Accounting Slide 62 fitscouriing Do
Methods Display Accounting Methods slide.
. . A . Accrual: as earned/incurred Cash: as received or paid
Discuss the importance of knowing how income and Records sl imoome and Records el income and

were earned or incurred, expenses when they are

expenses are recorded before you budget. Gl @ el

Explain that there are two main types of accounting
methods their property may use. 5 —

Describe the accrual method using key points on the
slide.

Clidk and Describe the cash method using key points on
thesslide.

Provide example: In a cash statement a monthly

landscape charge would be posted when the check was
cut. Using the accrual method, the charge is recorded at
the first of the month, even if the check hasn’t been cut.

Types of Budgets = EITE

Display Types of Budgets slide. e
Click to show each budget type and Review its Propertesbengconscec
description.

nggve;iéeg being rehabbed or
Refer participants to Participant Workbook for an Propere %ﬁer;dﬁng ke “‘g
overview of Types of Budgets. ‘ —

Review content from Participant Workbook.

Ask participants to contribute their experiences with any
of the three budget types shown.
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Types of Budgets
Every type of budget must be based on the owner’s property performance and investment goals.

Lease Type Description Details
Lease-up When a property is constructed, a budgetis | ®  Without history to reference, projections are less
Budget created to guide activities during lease up precise than those for a stabilized property.

¢ Information for projections depends on staff
experience and local, regional or industry
standards.
e Payspecial attention to:
O Activities & costs to attract residents, sign
leases, and generate income
0 Absorption & timing of move-ins & timing
of expenses
e Asyou learn about actual income and expenses,
you may need to adjust forecasts and re-forecasts,
but do not adjust budgets.
e Note circumstances and events that affect the
budget so you can explain variances and

recommend action.
Rehab / Properties being rehabbed or undergoing | ® Reflects larger allocations for capital expenses and
Renovation renovation/modernization require labor than for a stabilized property.
Budget specialized budgets e May be more flexible if work depends on

subcontractors’ schedules &supplies.

e During renovations, part or all of a building may
have periods of no rental income.

e May be prepared separately from the operating
budget.

e Durations vary from a few months to over ayear.

e  Resident move-ins, move-outs, and renewals may

be impacted.
Operating Once a property is fully leased and o Reflects varying expenses from month to month.
Budget operating under stabilized conditions, 0 Utility expenses for heating and cooling
budgeting is more routine would vary depending on the season.

0 Snow removal expenses would only be
budgeted for winter months, etc.

e Your supervisor will typically establish detailed goals
based on the owner’sinvestment goals and
objectives as well as a deadline.

0 Deadlines are usually dictated by a
property’s management agreement.
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M Every type of budget must be based on the
Display slide and Emphasize that every type of budget Puopetie PRGN €Dt

investment goals, and ownership objectives.

must be based on the property’s performance, the
owner’s investment goals, and ownership objectives.

Transition a review of each budget type. ' EE i

Lease Up Budget = SENE B Lease Up Budgets

Display Lease Up Budget slide. ___
- ess precise due to lack of history
+ Need to rely on experience & external
data from NAA and/or IREM
H V. + Focus on the timing of move-ins
dld( and Explaln * + Think about timingg::f expenses
e Without history to reference, projections are less Renoaso

precise. ki
Click and Explain:

e Information for projections depends on staff A G
experience &available industry data.

Click to show each point and Explain that for Lease Up
Budgets, CAMs should:
e Payspecial attention to:
O Activities to attract residents
O Coststoattract residents
O Balancing ready units with timing of
move-ins
O Timing of expenses
e Never adjust budgets
0 Canadijust forecastsand
re-forecast as needed
¢ Note what affects the budget so they can
explain variances and recommend action
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Rehab or
Renovation
Budget

| Fadilitator Guide

Display Rehab or Renovation Budgets slide.

Click to show each point and Explain information about
Rehab or Renovation Budgets.

Operating Budget N3,

Display Operating Budget slide.

Explain that expenses on the Operating Budget may vary
from month to month.

Click and Explain that the CAS/CAM'’s supervisor will
typically establish:

e Detailed goals for the budget based on
identifying the owner’s investment goals and
objectives

e Adeadline for completing the budget

O Deadlines are usually dictated by a
property’s management agreement

CAS ¥&  (© 2016 National Apartment Association
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* Rehab or Renovation Budgets

(1,5

= Larger allocations for capital & labor
= Flexibility for schedules & supplies

+ May be separate from operating

budget

* Durations vary from months to years

+ Renovations may cause periods of no

rental income for part or all of a
building

+ Resident move-ins, move-outs, and

renewals may be impacted

® Operating Budgets

Rehab /
Renovation

* Relies on actual historical financial

reporis

+ Generally prepared annually
* Supervisor will typically establish

budget goals and deadlines
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Developing
Budgets

| Fadilitator Guide

Display Developing Budgets -Identify Goals slide.

Ask for a show of hands for how many people have
some involvement in the development of budgets?

Ask for those of you who do, what are the goals for the
property?

Walkthrough the steps of developing a budget.
Start with step one.

Explain that a CAS/CAM must understand the owner’s
property objectives and investment goals, and then
determine the long and short-term actions necessary for
the desired result.

Ask the participants the question then reveal the
examples.

Display Developing Budgets: Gather Information slide.

Ask “When developing a budget, what are some sources
for information?”
Answers may include:
e Currentand historical information
O Operating history for the property
O Previous budget including notes
O Similar properties in the portfolio
0 Current service contracts
e Association and institution historical data
O National Apartment Association Income
and Expense Survey
O Institute of Real Estate Management
Survey of Income & Expenses
e Peersand industry professionals
O Vendorsand contractors
O Otherowners, supervisors
O Insurance agents
O Taxingauthority office

CAS ¥& (©2016National Apartment Association
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# Developing Budgets: Identify Goals

. 1 Understand ownership
[ ) Identfy Goals objectives
N () Establish financial and
operational goals

What's the difference between
a financial and an operational .
goal? i \
- Answer: Operational —
establish a quarterly
preventative maintenance
program
- -reduce maintenance staff
by 1 full-time position

" Developing Budgets: Gather Information

O Current and historical
information

( N Geiner
g Information O Industry data (NAA or IREM) e ™
7
0 Peers and industry
professionals
,
-



Certified Apartment Supplier V' | Facilitator Guide Financial Management

Slide 70 ® Developing Budgets: Assign Values
Display Developing Budgets -Assign Values slide.

Mention that budgeting software allows a CAS/CAM to
“pre-populate” fields that lock in recurring expenses.

\ O Assign numerical values to
each budget category

R

Explain that a CAS/CAM must always include a narrative
that supports assumptions including the why and when
of projections.

Developing Slide 7 ® Budget TIP 1: Be Prepared
Budgets Tips Display Budget Tip 1: Be Prepared

TIP 1
Be prepared for each budget
cycle

Click and Explain the following key points: & Gonduol esseroh

- Conductreseach

e Request multiple bids N ——

e  Gather necessary information throughout the —
year

o Keepabudgetafile

e  Consult with contractors and vendors

Explain that when budgeting a major repair, CAS/CAMs
should allow time to:

e Request multiple bids

e Weigh the expense against expected revenue

Explain that you should use a budget file when gathering
information throughout the year to:

e  Store things as they come up

e Maintain a resource for covering all expenses

e Stayontrack
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Slide 72 ® Budget TIP 2: Use Historical Numbers
Display Budget Tip 2: Use Historical Numbers slide.

Be Prepared [

\ ./

TIP 2
Use Historical Numb:

Explain that historical numbers help a CAS/CAM o s abliaie

determine: e P:Mgd il :\
e  Expenses not needed (completed in prior year) o Rdg,'""mt'?wd w
e Future expenses —_——
e Anticipated occupancy income \

e Pricing strategies

Click to show each remaining point and Review
information about using historical numbers.

Slide 73 ® Bdget TIP 3: Seek Input

Display Budget Tip 3: Seek Input slide.

Explain that staff is a great resource and can help: e
e Develop realistic projections -
e Provide detals N B
e  Document financial assumptions B
o Create realistic projections __d

Explain that CAS/CAMS should provide staff with:
e Previous financial reports
e  Major contracts
¢ Anticipated major expenses

Click and Explain that CAS/CAMs should:
e Shop rental comps
e |dentify changes in utility rates

Mention that CAS/CAMs should organize the
information as a tool for the entire staff.
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Slide 74 # Activity: Develop an Operating Budget
Display Activity: Develop an Operating Budget

Instructions:
I : tud d ided
Objective: Practice identifying and collecting applicable maleria o poges 4647 to create &
. . . budgeted cash flow statement.
information needed to improve budget development
skills
Duration: 30-40 minutes e
Instructions:
e Divide the room into groups of four or five
people

e Instruct groups to create a budgeted cash flow
statement using the provided materials on
pages 46-47 of the case study

Debrief:

e Answersto the budget activity can be found on
the Instructor Resources page of the NAA
website

e Lead adiscussion about one or more of the
following:

O Similarities and differencesin what
groups found

O How a budget similar to this one would
help them on the job

O How using the owner’s goals impacted
the decisions they made

S||de 75 ® Reference: Developing Budgets
Display Reference: Developing Budgets

See the Participant

Workbook for an overview

Refer participants to Participant Workbook for an i ‘Z' S
. . —_— |,
overview of Tips on Developing Budgets.

Review content from Participant Workbook.

(S5 ——
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Tips on Developing Budgets
Tip Description
Be Prepared Preparing budget projections several months before they are due allows time to:

e Think about the business
e Conductresearch
e  Consult with contractors and vendors

When budgeting a major repair, allow time to:
e Request multiple bids
e Weigh the expense against expected revenue

When gathering information throughout the year, consider using a budget file to:
e  Store things as they come up
e Maintain a resource for covering all expenses
e Helpyou stayontrack

Use Historical Review the operating history and prior year’s budget, but consider current economic trends
Numbers and the age of the property to forecast expenses.

Using historical numbers helps you determine:
e Expenses not needed because they were completed in a prior year
e Future expenses not part of previous budgets
e Anticipated occupancy income
e Pricing strategies
Do not add a percentage increase across the board. It's easier and more accurate to change
a few specific projections. You must be able to justify every number.
In addition, rounding numbers allows for reasonable variation.

Seek Input Your staff is a great source of information and can help:
e Develop realistic projections
e Provide details
e Document financial assumptions
e Create realistic projections
e Shop rental comps
e |dentify changes in utility rates
The Service Manager or Maintenance Supervisor will be especially helpful.

Provide staff with:

e  Previous financial reports

e Adetailed list of major contracts

e Anticipated major expenses
Organize the information as a tool that is readily available for the entire staff to use. When
the new budget is approved, add it to the tool and update each month.
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Budgets: Managing Budgets

Display the section title slide and introduce the Managing
Budgets topic.

Transition “In addition to developing budgets, you must
continually manage them as well.” "

Budgets

Managing Budgets

m ® Managing Budgets: Purpose

Display Managing BUdgetS S"des- [ Regularly comparing actual income and
expenses to the budget helps you identity
and correct problems

Review the purpose and benefits of managing budgets: P

e Insightinto variances helps a CAS/CAM manage

and add value to a property.
e Regularly comparing actual income and expenses
to the budget can help identify and correct

problems.
Slide 78
Explain that managing budgets includes: ® Managing Budgets
e Annualization / Extrapolation inen managg et you D>
are re_sponsl le for the = |
e  Analyzing Numbers e 5
. . . . * Analyzing Numbers
e Analyzing and Explaining Variances * Anayaing Varianoe s i
° Recommendlng ACtIOﬂ « Explaining Variances . Since budgets are
composed of
+ Recommending Action a estimates, lhere will
always be differences
. . + Extrapolation/Annualization tul:e"ﬁﬂgngte;hr?bv:'le;er:‘s
CAS/CAM:s are responsible for comparing the budget e otk

with actual numbers, identifying and explaining variances,
and ultimately recommending action.

Click and Explain that budgets are composed of
estimates; there will always be variances.
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Slide 79 # Budget Management Tools

Display and Review Budget Management Tools slide.

To stay on track with your budget,
use:

Budget Control Log

Click and Review the three tools we've already discussed g -
and their role in keeping you on track:
e  Budget Control Log—records income and
expenses during the current month
e General Ledger—reflectsincome and expenses
from previous months
e  Operating Statements —the official record of
income and expenses for an operating period

CASE

Analyzing 50 ® Analyzing Numbers
Numbers Display Analyzing Numbers slide.

+ Understand normal income
and expenses for a property

f‘

» Know what items account for ¢ ey
Click to show each point and Review information about i guce expedites on \\\/ %
the potential impact on the V.5 -
analyzing numbers. e L

+ Determine reasons for trends

+ Look for anomalies or one-time

Explain that when analyzing numbers, a CAS/CAM must: S A e e
¢ Noteany steady increases or decreases and

determine the reasons for the trend. =
e Trends can be due to unresolved problems or a
result of sound management decisions.
Variances Slide 8 il Wsaricos
Display Analyzing Variances slide. T
Tudgecargmg. \‘vq
Review the folowing key ponts RN
e Toidentify and explain variances, CAS/CAMs Wastarear s =

utility rate increase?

Compare the budget to actual numbers, . }'ssaotvvevv;;;e:‘:l?vb?hshed competitor attracting prospects?
.. . . » Have you been able to raise rfents compared to budget? If so, why?
[ ThIS IS typlca"y done |n monthly reports to the + Are your budget variances a timing issue or likely to be permanent?
r'egional or corporate office or dlreCtly through e S
the owner’s reports.

Review questions on the slide used to help identify
variances.
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Display Explaining Variances slide.

Explain that in reports, CAS/CAMs need to explain:
e Theamount of the change between the actual
and budgeted number
e Thepercent of change
e Whyan actual figure is more or less than
projected in the budget

R
O

Click and Review the examples on the slide.

Explain that variances are explained using the terms
favorable or unfavorable because they are always
compared toits impact on NOI.

Read the examples.

/]

Display Recommending Action slide.

Explain that once a CAS/CAM can explain variances, they
must determine what, if any, action to take.

Clidk and Review examples listed on slide.

Display Forecasting slide.

Explain that forecasting is generally built from year-to-
date actual financial performance combined with
remaining year actual budget. This allows the owner to
look forward to how the year might end.

CAS ¥& (©2016National Apartment Association
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® Explaining Variances

J Amount between actual and
budgeted numbers

O Percent difference between
actual and budgeted
numbers

'3 Reason an actual number is
more or less than budgeted .

# Explaining Variances

Variances should be explained based on their impact on NOQI -
using the terms favorable or unfavorable.

= Unfavorable variances have a negative impact on budgeted
NOI

- Favorable variances have a positive impact on budgeted NOI

Good Explanation: Project is experiencing an unfavorable
variance to EGI because of increase vacancy due to Eli Lily
layoffs. Budgeted for seven move-outs and experienced 12
move-outs for the month.

Poor Explanation: Rental income is down because vacancy is up

CASE

# Recommending Action

Once you can explain variances,
determine what action you should take /_\\
)
* Adjustrentsin response to market W i -
conditions |

* Re-evaluate advertising and 1
markeling expenses |
+ Incorporate a new service or amenity
to attract residents
+ Reduce frequency of services, e.g.,
the number of times the grass is
mowed or trash is collected
+ Delay expenditures
= Monitor payroll overtime
- Reforecast budget

CASH e iisiics vcincs,

# Forecasting

+ Sometimes owners want to project
property performance into the future.

* You may be asked to re-forecast your
existing budget based on actuals plus what
you anticipate may occur financially
through the balance of the budget year.

« You can use either annualization or
extrapolation to assist with your forecast.
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Annualizationand = SN

Extrapolatlon ® Annualization & Extrapolation to Forecast
did( and Explain that CAS/ CA\MS may need tO re'forecast Before forecasting, ensure historical records
.. . . don't contain or omit extremsly high or low
an existing budget. To do so, they will need to annualize Diubecs picf s
G Excesswe‘plumb\n issues that have since
and eXtrapOIate numbers. . Eiei:sr;gz";:ses impacting the expenses
« Any one-time events that we don't expect to 15
reoccur in the budget cycle
. . = Any expense that did not occur and should
mﬁne Annuallzatlon: EZ}’:(::‘::Eﬁzsi:;}“? be added to the total /
e Theact of using known data to estimate a full <
year of data :
Click and Define Extrapolation:
e Theact of using known data to make a prediction
about what might happen

Explain that before forecasting, ensure historical records
don’t contain extremely high or low numbers due to
extenuating circumstances such as:
e  Excessive plumbing issues that have since been
repaired.
e Uninsured losses impacting the expenses.
e Anyonetime events that we don’t expect to
reoccur in the budget cycle.
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Slide 8 ® Annualization & Extrapolation
Display and Review Annualization & Extrapolation to Annualization

Using known data to:

Forecast Slide. estimate a full year of data

Extrapolation

Using known data to:

make a prediction about what
mighthappen

Annualization and extrapolation are often used to re-
forecast an existing budget.

dld( to ShOW example' anj‘;ﬁl:"y electricity bill: $325 =

+ February electricity bill: $300

= March electricity bill: $275

What is the annualized number? $300 / /
dld( tO ShOW ﬁrst questlon, What s the extrapolated numbar for April? $250 . 22 '2

.S

Ask: What is the annualized number for this example?
Click to show answer.

Ask: What is the extrapolated number for April in this
example

Click to show answer.

Demonstrate the following example on a flipchart:

Write the following example on a flipchart and demonstrate the
Q/ calculation to reach the annualized number.
—_— e 52 service requests recorded in January
e 36 service requests recorded in February
e 47 service requests recorded in March
52+36+47=135
(135+3)x12=540
(Number + time period in months) x 12 = Annualized Number

M ® Reference: Managing Budgets

Display Managing Budgets slide.

. . o ’ See icipan
Refer participants to Participant Workbook for an k Workbook fo an overview
. . —y—— of Managing Budgets.
overview of Managing Budgets. T,

Review content from Participant Workbook.

CASE
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Managing Budgets

Once your budget is developed, you will use a Budget Control Log and operating reports to ensure that meeting the
budget is attainable. Since budgets are composed of estimates, there will always be differences or variances between
the budget and actual numbers.

CAM Responsibility Description
Annualization & To annualize and extrapolate a number is the act of using data that is known for a few
Extrapolation months to estimate data that is likely to occur in future months.

Annualization: Using known data to estimate a full year of data

o (Number =+ time period in months) x 12 = Annualized Number
Extrapolation: Using known data to predict about what might happen

o (Number reduced by non-repeating expense or increased by unspent but necessary

expenses + time period in months) x 12 = Extrapolated Number

The budgeting process often uses annualization and extrapolation to forecast figures.
Before forecasting, ensure historical records don’t contain extremely high or low numbers
due to extenuating circumstances such as:

e  Excessive plumbing issues that have since been repaired

e Uninsured losses thatimpacted the expenses

¢ One-time events that not expected to reoccur in the budget cycle

AnalyzingNumbers | When analyzing numbers, a you must:
¢ Understand normal income and expenses for the property.
e  Know what items account for the largest expenditures and the potential impact on
the budget
¢ Note any steady increases or decreases and determine the reasons for the trend.
e Look for anomalies or one time “events” that impact numbers
Trends can be a clue to an unresolved problem or a result of sound management decisions.
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CAM Responsibility Description

AnalyzingVariances | You must compare the budget to actual numbers so you can identify and explain variances.
o (Actual number—budgeted number) < budgeted number = variance percentage
The variance percentage is the percentage over or under budgeted figures.

Analyzing variances is typically done for monthly reports to the regional or corporate office
or directly through the owner’s reports.

When looking for variance reasons, look at events in your local market or region.
Ask questions such as:
e Isthe economy impacting occupancy?
Was there an unforeseen expense that wasn’t budgeted?
Was there an unexpected utility rate increase?
Have there been job layoffs?
Is a competitor attracting people? If so, why/how?
Have you been able to raise rents compared to budget? If so, why?
e Areyour budget variances a timing issue or permanent?
Note: If an unexpected expense affects the budget, you need to reduce future expenses,
perhaps in other categories, to make up for the loss.

Explaining Variances | In reports, you should be able to explain why an actual figure is more or less than projected
inthe budget.
¢ Good example: Vacancy is up because area layoffs have caused move-outs.
¢ Poor example: Rental income is down because vacancy is up.

Explain variances using the terms “favorable’ or ‘unfavorable.
¢ Unfavorable variances have a negative impact on budgeted NOI
e Favorable variances have a positive impact on budgeted NOI

Be prepared to explain:
e Both positive and negative variances
Why actual numbers vary from the budget
The amount of the change
The percent of change

Recommending Determine what, if any, action to take and when to implement the plan. Examples include:
Action e Adjustrentsin response to market conditions

Re-evaluate advertising and marketing expenses

Incorporate a new service or amenity to attract residents

Reduce the number of times the grass is mowed

Delay expenditures

Monitor payroll overtime
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Performance Measurements

Display the section title slide and introduce the topic.

Transition “Successful investors know their financial
objectives and know how to measure the performance of
their investments.”

Performance Measurements

o
m 5™ Performance Measurement

Display and Review Performance Measurement slide. [ Py ] [ 2 Mikmizs ][ A ] [ 4 Monitor ]
Income Finandial Loss Expenses Budget

Remind participants that this section will discuss the Rownar T e manegere

results of performing the four main functions. : Bofae |

Exercise better expense control
+  Plan for the future

Explain the purpose of measuring performance is to help
CASE Measurement Valuation
managers & owners:

e Make comparisons

e Setgoals

e Exercise better control
e Planforthe future
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Pe”ormance M Performance - Methods to measure the financial
Measurement Display Slide. Measurements return of a property
Performance is
I Iculated
Define Performance Measurement: 2:’::8331?;
e Methods to measure the finandial return of a basis seing
prOper'ty numbers.
Return = Tf;:B benefit to the investor resulting
m an investment
Clickand Define Return: ’
e The benefit resulting from an investment
Clidk and Read key point on slide.
Note that returm can refer to many things. This discussion
is about the financial retumn of a property.
Mention that the term “yield” is used interchangeably
with the term “return.”
Click to show each point and Explain that performance * Performance Measurements: Purpose
measurements: - Showf gosl are met
e Showifgoalsare met G deimoing h oy o o e
e Drive investment decisions about buying, selling, Aen ol el ey, ket ot
increasing, or decreasing an equity (ownership) ~ I— (_/ s anouners
HN = /' goals helps you identify
postion,etc. N = W e e
e (Canevaluate time, efficiency, productivity, etc. n e
Emphasize that knowing an owner’s goals helps you
identify the best way to measure performance.
TypeS Of m ® Overview: Performance Measurements
Performance Display Types of Performance Measurements slide.
Measurement Click to show and Define each performance type: ﬁef.xpe.r.&iiwﬁ:el:;;ﬂ?'ld
e Return on Investment
e Cash-on-Cash Retun ( 02 )ﬁiiﬂ:ﬁ;fii’l.ﬁ?cﬁh e |
against onginal cash invested 5
e (Capitalization Rate 4
Capitalization Rate
03 Jo e

Say: Let’s look at each one of these in more detail.
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Retum on M Retum on Investment (ROI)
Investment (ROI) ' Display Retum on Investment (ROI) slide. 0 S
Return on Investment (ROI) shinvestment
o cach dotarinvested o |* Retumis shown as a
Define Return on Investment. For our purposes, it is: percentage

e Percent of return on each dollar invested

e Measures the efficiency of an investment @ oo,
Initial
Investment

Click and Explain that the rate or ROl evaluates the =
efficiency of an investment

Click and Explain that returns can be cash, cost, growth,
etc.

M # Calculating the ROI

Click to show the calculation for ROI. Walk through the

Example:

example on the slide. | Nocager o
What is the ROI?
mk ”\/\/hat iS the RO|?" $8,567/$100,000 or 8.6%
Click to show answer: $8,567/5100,000 or 8.6%. @
Remind students this is a calculation using NOI. o R

.- Calculation
] H (Gain—Cost)/Cost= ROl
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Cash-on-Cash Slide 96 # Cashron-Cash Retum
Return Display Cash-on-Cash Retum slide. o

the “p ity of |- The resultis always shown
as a per

an investor's initial investment
when comparedto a property's

DEIine CaSh-On-CaSh return: yearly cash flow + Cash Flow/Initial
. . . e ege Investment = Cash on Cash
e Measures the “productivity” of an investor’s initial ki
investment when compared to a property’s
yearly cash flow

Click and Explain that cash-on-cash return can be further
separated into before and after tax returns

Click to show each point and Review the remaining key
points on the slide.

Remind students that this is a calculation using Cash Flow
rather than NOI.

M # Cash-on-Cash Return Calculation

Walk through the example on the slide.

Example:
Down payment = $100,000
Cash Flow = $6,000

Ask “What is the Cash-on-cash retum?” PRSI s R
Click to show answer $6,000 + $100,000 = 6.0%
CASE oy 8 1016 Lrionel Asartrw smn<ben
Capitalization M ® Capitalization Rate
Rate Display Capitalization Rate slide. @) [
Capitalization Rate
- Percentage established

A rate of return used to measure by buyer and seller of a
a property’s value based on its property
NOI

Define Capitalization rate:
e Arate of retumn used to measure a property’s
value based on its NOI
e Determined by dividing NOI by the purchase
price or value.
e Expressed asa decimal or percent.

NOI

— . =Value
Cap Rate

NOI
Value

=Cap Rate .

CASE e 1 W31 Wakanl o e

Click and Review the Value Calculation:
NOI/Cap Rate = Value

Clidk and Review the Cap Rate calculation:
NOI/Value =Cap Rate
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M 18 Capitalization Rate Example

Walk through the example on the slide.

Example:
Purchase price is
$7,000,000
NOI is $500,000

Ask “What is the Cap Rate?” What is the Gap Rate?

$500,000 + $7,000,000 = 7.14%

Click to show answer

(L1 S ——

M ® Solving for the Three Variables

Display Solving for the 3 Variables Slide.

» Cap Rate = NOI/Purchase Price

» NOI = Purchase Price x Cap Rate
. . * Purchase Price = NOI / Cap Rate

Explain that if you have any two components, you can

solve for the third. Note: Terms “Value" and “Purchase Price”
are used interchangeably .

AR e s,
Slide 10 ® Capitalization Rate Example
Display Capitalization Rate Example slide. Ulecshalroin e ot e iabirted

Property has an NOI of $650,000
Calculate value at a 7% Cap Rate

Clid( and Explain . Calculate value at a 6% Cap Rate
e Alower cap rate typically indicates a highervalue | {0707 o Reessezarie
e Ahigher cap rate typically indicates a lower value 650.0001% Cap Rals ~$10833.333

CASE e s

Explain that we will now apply the Cap Rate to NOI. So
lastly, let's show what a Cap Rate does to the NOL.

Click to reveal Value.
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Slide 102
Display Activity: Measure Performance slide

Objective: Practice calculations needed to effectively
measure the performance of a property

Duration: 10-15 minutes

Instructions:

e Usingan example demonstrate how tofind the

following measurements of performance:
O Rate of Return on Investment
0 Cash-on-Cash Retumn
0 Value

e Assign one or more methods of performance
measurement to individuals or groups.

e Direct participants to the Participant Workbook
for information needed to perform the
calculations.

¢ Provide time for participants to perform
calculations.

Display the answers

Debrief:
e Reinforce the purpose and benefits of
performance measurements.
e Review the correct answers and ask questions to
reinforce content.

Clarify calculations as needed.

CAS ¥&  (© 2016 National Apartment Association
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" Activity: Measure Performance

Instructions:

Measure the performance of Creekwood using the method(s)
assigned:

+ Rate of Return on Investment
+ Cash-on-Cash Return
« Value

Assume a 51,710,000 initial investment @ 30% equity.

CASE  iemmtuin s

" Activity: Measure Performance

Instructions:

Measure the performance of Creekwood using the method(s)
assigned:

« Rate of Return on Investment = $407,166/$1,710,000 =
23.8%

+ Cash-on-Cash Return = $164,731/$1,710,000 = 9.6%
+ Value = $407,166/.07 = $5,816,657

Assume a 51,710,000 initial investment @ 30% equity.

CASE Coppgtt € 2074 ranna Ao &asvein
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Display Reference: Performance Measurements slide.

Refer participants to Participant Workbook for an
overview of Performance Measurements.

Review content from Participant Workbook.

Performance Measurements

Financial Management

#® Reference:Performance Measurements

See the Participant
Workbook for an overview

. of Performance
— Measurements. .
= S
—_—

CASE it s

Performance measurements are methods to show if goals are met and measure the return of a property.

e Returnis the benefit to the investor resulting from an investment.
e Theterm “yield” is used interchangeably with the term “return.”

e Financial rates of return are always calculated on an annual basis using annualized numbers.
e Measurements are not always financial; they can measure time, effectiveness, efficiency, productivity, etc.

Measurement What it Measures Calculation When Used
Retumon Measures the rate of retum (Gain—Cost Used to identify the efficiency
Investment based on a property’sincome =ROI of an investment
Cost

(ROI) stream
Cash-on-Cash = Measures the amount of cash Annual Cash Cash-on- Used to identify the amount
Retum earmned against original cash Income - cah of the principal paid off to

invested Total Cash date in monthly payments

Return
Invested

Note: The investment is always Can be separated into before-

the same, however, the cash tax and after-tax retumns

flow or amount of the principal

paid to date may change.
Capitalization ~ Arate of retum used to NOI Used to reflects the investor’s
Rate measure a property’s value Purchase =CapRate desired ROI

based on its NOI Price

Lower cap rate = higher value Used to roughly value a

Higher cap rate =lower value NOI property based on its Net

———— =Val
CapRate aue

Operating Income

Knowing an owner’s goals helps you identify the best way to measure performance.
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Perform a Property Valuation

Display the section title slide and introduce the Property

Valuation topic.
Perform a
Property Valuation

Slide 106 2® Property Valuation

Display Property Valuation slide. [ T ] [ T ][ 3 Nercge ] [ o ]
Income Finandial Loss Expenses

Property Valuation is the process of

Remind participants that this is the second result of
. . . determining a property’s value in order to
performing the four main functions. ake financial decieions

o Performance Property
Define Property Valuation:

e The process of determining the value of a s
property.

Explain that knowing the value of a property helps:
e Management decisions.
e Analysis and interpretation of financial data.
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P roper!y Slide 10 ® Property Valuation: Purpose
Valuation - List some examples showing why an owner may need to

Purpose know the value of a property: " ey

Reorganizing ownership

e  Estimate property’s price for buying/selling * Refinancing

= Property exchanges

e Reorganize/merge ownership of multiple e

+ Condemnation
properties - A K ;ﬂx i
4 P . easipliity o
H H 1 construction
Establish basis for real estate property exchanges : Lo
Estimate value for obtaining mortgage loan
Establish market value for condemnation
Estimate market value for tax purposes

Decide feasibility of construction or renovation

CASIE o ssinssiians

Property M Property Valuation Approaches

Valuation Display Property Valuation Approaches slide. .

A pproaches o i RS
Click to show each valuation approach and Review its
description.

Instructor Note
Limit time spent on Cost and Sales Comparison Approaches.

Display slide and Emphasize that the approach selected The valuation approsch R EE
depends on the information available and the reason a depends on the information available and the
value needs to be known. ot valog nocds o BERY
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Cost Approach = SBERED

Display Cost Approach slide & Review its description.

Add the following key points to the description:
¢ Includes The cost of construction minus
depreciation, plus land
e Land and improvements valued separately

Click and Review when it is used:
e When there is no market activity and a sales
approach cannot be used

Click and Explain the purpose of this approach:
e Toestimate depreciation income taxes, insurance,
and accounting purposes

Clidk and Review the remaining key point:
¢ Nottypically used on multifamily income-
producing properties because it does not account
for future costs and earnings

Example: Typically used for special use properties (e.g.,
public assembly, schools, hospitals)

CAS ¥& (©2016National Apartment Association
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Cost Approach

Estimates current cost of reproducing or
replacing the building or improvement

+  Used when: There is no market activity
+ Purpose: Estimate depreciation, taxes,

insurance, and for accounting purposes
+ Not typically used on multifamily

income-producing properties

CASE
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Approach

Income
Capitalization
Approach
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Display Sales Comparison Approach slide and Review its
description.

Sales Comparison Approach

Compares cost of similar properties in an area

* Used when: Several similar properties
in local market recently sold or are for
sale

« Purpose: Identify the market value of a

Click and Review when itis used:
e When there are several similar properties in the
local market that have been recently sold or are
currently for sale cass

property directly related to the prices of
comparable, competitive properties

+ Not typically used on multifamily
income-producing properties

Click and Explain the purpose of the approach:
e Toidentify the market value of a property directly
related to the prices of comparable, competitive
properties

Click and Review the remaining key point:
¢ Nottypically used because it does not
account for future costs and eaming; typically
used when buying a single family home.

# Income Capitalization Approach

Financial Management

Display Income Capitalization Approach slide and Review
its description.

+ Used when a property is purchased
as an investment

= Useful forinvestment purchase
decisions

Click and Review when it is used:
e When aproperty is purchased as an investment
e Typically, investors believe that higher earnings
translate into higher value cass

+ Uses methods and techniques to:
= Analyze ability to generate income

+ Convert future dollars to present
day
+ Convertincome fo value

Clickand Explain the purpose of the approach:
o Tohelpinvestors identify the value of a property
and make purchasing decisions
o Toreflect the investor’s desired ROI

Click and Review what the approach uncovers:
e Property’s ability to generate income
e  Future earnings to present day dollars
¢ Income converted to value

CAS ¥&  (© 2016 National Apartment Association

CERTIFIED APARTMENT



Certified Apartment Supplier *V | Facilitator Guide Financial Management

Slide 113 ® Income Capitalization Approach
Click to Review each additional key point:

e (apitalizesincome into value

e Used to value commercial and investment i s b
. investment properties
prOper'tIeS o wéi'\-lz?sgl:xoe rﬂ:;tr:s:r‘l;ust buyers
¢ Intended to reflect how most buyers would value et Lol ]
producing properties .
the property
e Generally considered the most applicable cass

approach for income-producing properties

NOTE TO FACILITATOR: It is recommended you research
and bring to class a local current cap rate to make the
learing more meaningful.

i /]
S||de 11 mm Income Capitalization Example

Review the following example:

Property A:
. Example:
o Se"lng for Sl,m,w) Property A: Property B:
+ Selling for $1,000,000 + Selling at 8% cap rate
* NOIof$80,000, g e m
° Cap r.ate Of 8% Which has a higher value?

Property B; value = $1,093,750

Investor recovers 8% of the investment each year.

Property B:
e Sellingatan 8% caprate
e NOIof $87,500,
Value would be $1,093,750 (more value!)

Emphasize that a higher NOl raises the property’s value.

H =
Slide 11! 2= Income Capitalization Example

Walk through the example on the slide.

Example:

AM reduces property ICAM builds income by
“ operating expenses by $10/mo. on a 250 unit
1 0, / $6,000/yr. property.
Ask “Using a 7% cap rate, how much does the CAS/CAM el B s
much does that CAM add to [llmuch does this add to the

add to the overall value of the property?” ‘ alve of the property?

$428,571

Click to show answer.

Click and Walk through the example on the slide.
Ask “How much does this add to the value of the
property?”’

Click to show answer.
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Capitalization = SFkE

Display Capitalization and Other Attributes that Affect
Value slide.

Explain that capitalization is not calculated in a vacuum.
There are other attributes affecting value. Let’s look at
some of the other components that could add or deduct
value.

Explain that while the property value is based on has a
there are additional attributes that can affect perceived
and actual value.

Display slide and Review Supply and Demand:

Explain:
e High demand may increase prices
e More new units may decrease demand
e Includes supply in terms of unsold, vacant, under
construction, converted, or planned properties

Slide 118
Display slide and Define Substitution:

Explain:
e The price that would be paid to acquire a similar
substitute within a reasonable amount of time

CAS ¥&  (© 2016 National Apartment Association
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B Captalization and Other Atirbutes that Affect Value

+ The capitalization rate is variable.
= Capitalization rates are determined
by the market and quality of the

property.
+ Can be as low as 5% and as
high as 12%
+ The eslimated income used for the
calculation depends on the reason
for the valuation.

® Attributes Affecting Value

High demand may
supply & increase prices; more
demand product has the

reverse effect

exemal . VALUE < substitution
highest
and best
use
CASE i,
8 Attributes Affecting Value
supply &
demand
exteral
influences VALUE

highest The price to acquirea
and best similar substitute within
a reasonable timeframe

(G157 —————

70



Certified Apartment Supplier V' | Facilitator Guide Financial Management

Slide 119 = Attributes Affecting Value
Display slide and Review Highest and Best Use:

supply &

demand
Explain:
e Referstothe use that maximizes an investment aramal e s
property’s value
e Theuse must be legal, physically possible, and
. . The use that maxi'mizesa
financially feasible property’s value

e Older property onavaluable piece ofland maybe &5 v
more valuable torn down and rezoned for retail

M # Attributes Affecting Value

DiSplay S"de and Re"ie‘N EXtema| |nf|uenCES: Things such as proximity
o shopping, location,

‘ 2zn\iniem§e of supply &

transportation demand

Explain:
e Refersto things such as location, convenience of
transportation, proximity to shopping, etc.
e Canimpact the value of a property positively or e
negatively st

CASE o st st s

M # Reference: Investment Property Classifications

Display Reference: Investment Property Classifications

extemnal el
e VALUE substitution

Y

S"de_ See the Participant

/ Workbook for descriptions

- and key points about
e Invest_mem_ Property

Refer participants to Participant Workbook for = 1%&_. b ([t e
descriptions key points about Investment Property
Classifications and what investors can expect. L )

CASE

Review content from Participant Workbook.
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High demand may
increase prices; more
product has the reverse
effect

Things such as
proximity to shopping,
location, convenience
of transportation, etc.

The price to acquire
a similar substitute
within a reasonable
timeframe

The use that maximizes
a property’s value
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Slide 122 OB Ref Property Valuation Approaches
o . o ~eference: i i
Display Reference: Property Valuation Approachesand - and Atiributes Affecting Value
Attributes Affecting Value slide. T
Workbook for an overview
s of Property Valuation
. . o o A h d
Refer participants to Participant Workbook for an _‘?-;\lé Attributes Affecting
. . . - | wvalue..

overview of Property Valuation Approaches and
Attributes Affecting Value.

- /

Review content from Participant Workbook.
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Property Valuation Approaches
The approach selected to value a property depends on the information available to estimate a value and the

reason why a value needs to be known.

Approach

Cost
Approach

Sales
Comparison
Approach

Income
Capitalization
Approach

Capitalization

What it does

Estimates the current cost of
reproducing or replacing the
building, minus depreciation,
plus land value

Compares sale prices of
similar properties in the area

Identifies market value of a
property directly related to
the prices of comparable,
competitive properties

Uses methods, techniques
and mathematical procedures
toanalyze a property’s ability
to generate income and
convert future earnings to
present day dollars

Financial Management

Why Useful

Because improvements and
land are valued separately, it is
useful for insurance and
accounting purposes when
depreciation must be
estimated for income taxes

Useful when there are several
similar properties in the local
market recently sold or are
currently for sale

Useful for making purchasing
decisions

When Used

Used when there is no market
activity, and a sales approach
cannot be used.

Note: Not typically used on
multifamily income-producing
properties

Used when several similar
properties in local market
recently sold or are for sale

Used when a property is
purchased as an investment

Typically, investors believe
higher earnings translate into
higher value

Capitalization is the process of estimating the market value of a property by applying a proper investment rate
of retumn to the annual Net Operating Income expected to be produced by the property.
e Annual Net Operating Income + Capitalization Rate = Value

The cap rate is variable like an interest rate. However, it does not distinguish between the return on and the
return of capital. Capitalization rates are determined by the market and quality of the property; it can be as low
as 5% and as highas 12%.
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Attributes Affecting Value
Attribute Description

SupplyAndDemand | If demand for a particular property type is high, prices tend to increase. This takes into
consideration existing properties that are unsold or vacant and properties being
constructed, converted, or planned. More new units may decrease demand.

Substitution Value is set by the price that would be paid to acquire a similar substitute withina
reasonable amount of time.

HighestandBestUse | Highestand best use refers to the use that maximizes an investment property’s value.
This use must be legally permissible, physically possible, financially feasible and produce
maximum returns.

Extemnal Influences Location, convenience of transportation, police protection, municipal regulations, the
conditions of street lighting, and the proximity to shopping and restaurants can have
positive and negative effects on value.
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Wrap Up

Display the section title slide and transition into the wrap
up.

Key POints Slide 12/ 5® Financial Management Key Points
Click to show and Review Key Points. i
f

J As an investor advocate, your primary goals are to:
« Meetfinancial goals of the investment
+ Add value to a property

'J To meet the financial goals of an investment you must:
- Generate and collectincome
+ Minimize economic loss
+ Control expenses

1 Budgets and ecenomic analyses provide
insight inte variances which help you
manage and add value to a property

Slide 1
Thank participants.

Financial
Management
Thank You

CASEs
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SUPPLIER
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Knowledge Check Answers

" Knowledge Check: Economic
Analysis

1. Whatinformation do you need in order to complete an
economic analysis on a property?
The Income Statement

2. Whendoing an economic analysis, why do you need
to identify the GPR first?
All other income & expenses are measured and
evaluated as a percentage of GPR

3. What are the three primary types of income you will
look for/calculate?

- Effective Gross Income (EGI)
- Net Operating Income (NOI)
- Cash Flow (CF)

Knowledge Check: Economic
Be Analysis: Follow the Money

4. Whatis a Chart of Accounts?
Alist of accounts to which revenue and expenses
are posted and show up on the General Ledger

5. Whatis used to generate an Income Statement?
Entries in the General Ledger .
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Slide 128

Knowledge Check: Minimize
EconomicLoss

6. List some benefits of minimizing economic loss.
- Increases the financial success of a property
- Improves property performance
- Makes your job easier

7. What are the main types of economic lossyou should
work to prevent?

- Vacancy loss

- Offline and nonrevenue units
- Bad debt

- Concessionsand discounts

Knowledge Check: Minimize
EconomicLoss

8. During the rent collection process, what things
should you consider before occupancy?
- The screening process
- Rent collection policy
- Inclusion of the policy in the lease, orientation

materials, etc.

9. During the rent collection process, what is the
purpose of resident communication efforts?
- To facilitate the rent collection process

10. Why would you want to create a buffer
for rent collection?

- To help you remain on good terms with residents
- To ensure timely and complete payments .

« Knowledge Check: Manage
Expenses

11. What are some characteristics of Variable Expenses?
- Vary as conditions change
-Many are associated with occupancy

12. What are Capital Expenses?
- Costs for large improvements that have an
economic useful life beyond 1 year

13. Describe a Cost Benefit Analysis
- Process of weighing a potential expense againsta
potential benefit .
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® Knowledge Check: Budgets

14. Whatis the most importantthing to keep in mind
when developing a budget?

- The owner’s property objectives and investment
goals

15. What are the steps to the budget development
process?

- Identify goals
- Gather Information
- Assign numerical values

® Knowledge Check: Budgets

16. Whenwould you develop Rehab or Renovation
budget?
-When a property is being rehabbed or
undergoing retrofitting/modemization

17. Whatare the 3 tips to developing budgets covered
today?
- Be prepared
- Use historicalnumbers
-Seek input .

o [Knowledge Check: Managing
Budgets

18. Whatis Extrapolation/Annualization?
- Estimating future information by extending
known information

19. How do you analyze variances?
- Compare budget to actual numbers
- Look at events on the property or in your
submarket or region

AS ¥& (©2016National Apartment Association 79
C

CERTIFIED APARTMENT
.



Certified Apartment Supplier V' Facilitator Guide

Slide 134

o Knowledge Check: Managing
Budgets

20. Are increased expenses favorable or unfavorable
variances?

- Unfavorable

21. Once you've analyzed and can explain variances,
what should you do next?
- Determinewhat, if any, action to take .

o Knowledge Check: Performance
Measurement

22, Whatis the benefit to the investor resulting from an
investment?

- Return; the financial benefit

23. Whatis the purpose of measuring performance?
- Shows if goals are met and drives investment
decisions

24. If a down payment is $200,000 and the cash flow
generated is $20,000, what is the Cash-on-Cash
Return?

-10%

Knowledge Check : Performance
Measurement

25. Does a lower cap rate indicate lower or higher
value?

- Highervalue

26. Whattype of property valuation approach would
you use if there are several similarproperties in the
area that have recently sold?

- Sales Comparison Approach

27. If you increase the NOI by $24,000 and the cap rate
is 6%, how much value are you adding to the property?

- $400,000

CAS ¥& (©2016National Apartment Association
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Slide 13

-a Knowledge Check: Performa
“" Property Evaluation

28. What attributes affect the value of a property?
- Supply and Demand
- Highest and Best Use
- External Influences

29. Whatdetermines Cap Rates?
- The market and quality of the property; can be
as lowas 5% and as high as 12% .
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