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 Having analyzed all possible courses of action and scientifically
selected the one most compatible with the owner’s objectives, the
property manager formalizes the conclusions in the management
plan.
 Some conclusions may be in narrative form, but the projection of
operations should be presented as a detailed statement.
 The manager determines an operational policy after examining the
physical condition of the property, its location, and the value of its
space in the current market.
 This policy then is stated explicitly in the income and expense budget
for the coming year and supplemented by long-term projections.
 Since the income portion of a rental property’s budget is based on its
rental income potential, the property manager must first establish a
rental schedule.
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 There is no rental schedule for any kind of property that reflects
exact rental prices in a free supply-and-demand market.
 All rental schedules are estimates of a true price and judgments of
the person in control.
 The accuracy of these estimates is determined only by tenant
reaction and occupancy records.
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 The larger a building, the easier it is to set a realistic rental schedule.
 Increasing the rental of a single unit in a larger building (even to the
extent of not finding a tenant) is one way to test the market with
small potential loss to the total income.
 But, if the same experiment is performed in a smaller building, the
manager risks a high vacancy level.
 For example, if one unit in a 200-unit apartment building is vacant
because of high rent, the vacancy rate is only one-half of one
percent. But, if one unit is vacant in a 20-unit apart-ment building, the
vacancy rate is five percent.

5

Property Analysis - Rental Schedule

4/21

Real Estate Management

 While there is no exact means to establish rental rates, there is one
relatively accurate method, which is termed the base-unit-rate
approach.
 With this method, a base unit within a specific submarket is defined
and becomes the standard against which all similar units may be
measured.
 For example, a base unit in the one-bedroom apartment submarket
might consist of a living-dining combination, bed-room, bath, kitchen
with all appliances, carpeting, draperies, and air conditioning.
 The square footage of the base unit also must be established.
 This base unit is assigned a rental price, which is determined from
the data compiled in the market survey.
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 The property manager then compares each unit in the subject
building with the proper base unit and adjusts the base rate to reflect
any individual differences.
 This adjusted, abstracted from the market, figure becomes the
market rent for a specific unit within the building.
 The base unit varies among neighborhoods and, obviously, among
property types.
 The rental schedule for an apartment is based on the unit, while the
schedule for the commercial space is based on square feet.
 The factors of comparison between the subject space and the base
unit are shown in the following figure. Although the factors listed
relate specifically to residential space, they can be adapted for
commercial real estate.
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Figure 4.4: Factors or VALUE Comparison
I. Exterior Appearance
A. Architectural character
B. Maintenance of streets and walks
C. Condition of lawns and shrubs
D. Sightliness of signs and lawn fences
E. Cleanliness of basement or main floor windows
F. Taste and standardization of window treatment (shades, blinds, etc.)
G. Condition of sash and trim
H. Absence of evidences of slovenliness in tenancy (i.e., clothes lines, milk bottles on sills)
I. Cleanliness of service areas, rear porches, courts, and stairways
J. Indication of good tenant deportment (i.e., absence of children playing boisterously where tenant disturbance would result)
K. Absence of bicycles, sleds, baby strollers, etc., In places where nuisance or unsightliness would result
II. Public Spaces
A. Appearance of entrance doors and halls: kickplates and handrails; etc
B. Character of building as reflected by the physical atmosphere of the rental office (convenience, orderliness, and decorative taste)
C. Appearance of lobbies and corridors
D. Cleanliness and pleasant atmosphere of laundries, storerooms, and basement space
III. Reaction of Prospect to Building Personnel
A. Courtesy of receptionist
B. Treatment of tenants as revealed in conversations overheard In renting office
C. Appearance and deportment of employees contacted during inspection
D. System of employee control to ensure proper impression
IV. Interior
A. Plan: room size, wall space, closet facilities, convenience of layout, and circulation
B. Equipment: lighting fixtures, refrigeration, stove, plumbing fixtures, and window treatment
C. Appointments: wardrobe equipment, built-In bookcases, etc.
D. Beautification: decorations and finishes, colors, design of fixtures and hardware, floor treatment
E. Exposure: light, view, prevailing winds, exterior noise

8

Property Analysis - Rental Schedule

7/21

Real Estate Management

 Since the base-unit-rate method establishes rental schedules by
value comparison, changes in style, design, and unit composition
affect the standard base unit.
 For instance, refrigerators in apartments once were luxury items that
justified extra rent; now they are standard features.
 It is obvious that the employment of this comparative method of
establishing rental values imposes the constant necessity of
reviewing the base units for changes.
 Only by regular space shopping can the manager be certain of the
validity of market conclusion.
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 When establishing a rental schedule based on comparison (for any
property type), the manager must realize that each market and each
neighborhood have definite economic limits beyond which prices
cannot be raised, regardless of the desirability of the space.
 There is a point at which the installation of better equipment or
improved accommodations is not economically feasible.
 The actual rental assigned to a space is ultimately determined by the
property manager, whose decision, however, is based on the data
accumulated in the property, regional, neighborhood, and market
analyses and reflects the actual market.
 These procedures provide the manager with a thorough knowledge
of the product, market, and competition.
 The final step in determining the rental schedule will reduce the
percentage of error if the previous steps were performed accurately.
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 Any attempted shortcuts in the management plan process can result
in an unbalanced view of market conditions and incorrect rents.
 Further, it should be recognized by the property manager that
conclusions hold true only for a limited time period due to the everchanging characteristics of income-producing real estate, which is
sensitive to the nation’s overall economic climate.
 For this reason, all rental schedules must be analyzed periodically.
 The property manager’s awareness of trends and the ability to adapt
to changes as they occur can make or break an investment.
 Management is responsible for constantly evaluating conditions that
affect the viability of an investment and updating the management
plan to reflect any changes.
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 A budget of income and expenses is essential to effective and
intelligent real estate management.
 It predicts what will take place within a specific time period.
 The form is the same as that of the annual summary of operations,
and its preparation need not be complicated, if performance records
from previous periods are available.
 Without this information, a challenge confronts the manager:
experience, analyses of comparable properties, and judgment must
be the guide.
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 The income section of the budget should list the total value of all
space at scheduled market rents less a provision for loss through
vacancy and collection delinquency.
 The market analysis should have disclosed the amount of this
deduction.
 If there is any seasonal trend in tenancy, it should be considered
when the potential income is recorded.
 Some properties will have income from sources other than the
renting of space (e.g., laundry room, parking, and vending
machines).
 If so, the additional income should be computed and added to the
effective rental income to determine the gross revenue.
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 In anticipating the yearly costs of operation, expenses should be
thought of as belonging to one of two types: controllable and noncontrollable.
 Non-controllable, or fixed, expenses include items such as real
estate taxes, insurance, labor-union-established wages, and
manufacturer-set maintenance contracts.
 Controllable, or operating, expenses include those over which
management has definite responsibility.
 While some expenses (e.g., utilities, water, and snow removal) are
only partially controllable, budgets should reflect the degree to which
they are.
 This distinction is especially important in periods of inflation, since it
alerts management to factors beyond its control.
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 The manager preferably prepares a budget within two weeks after
the end of a property’s fiscal year.
 Some owners may request the budget in advance of this time.
 However, by waiting until immediately after the fiscal year’s end, the
actual cost of operating the property over the previous 12 months
can be noted, and more accurate projects for the next 12 months
made.
 If the owner insists on a budget prior to year’s end, the projection
should be based on actual expenses for the past ten or 11 months
and estimated costs for the last month or two.

15

Real Estate Management

Property Analysis - Income & Expense Projection

14/21

 In addition to a monthly breakdown of budgeted items (as suggested
by the format shown in the following figure), many property
managers also include the budget for the previous year and the
actual expenses for the previous year.
 The budget is not complete until a copy has been sent to the owner
and approval given.
 Usually, there will be questions. The manager should plan to meet
with the owner to discuss the budget and, if necessary, make
changes.
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Property: _______________________________________

For Year: _________________________________

Jan

Aug

Feb

Mar

Apr

May

June

July

Sept

Oct

Nov

Dec

Annual

Income
Scheduled Rents (Including Employee Unit)
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Less:
Vacancies
Rent Loss
Effective Rent
Miscellaneous Income
Total Income

Expenses
Administrative
Management Costs
Other Administrative Cost
Operating
Payroll
Supplies
Heating
Electricity
Water and Sewer
Gas
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Property: _______________________________________

For Year: _________________________________

Jan

Aug

Feb

Mar

Apr

May

June

July

Sept

Oct

Nov

Dec

Annual

Expenses - Continue
Maintenance
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Grounds Maintenance
Maintenance and Repairs
Painting and Interior Decorating

Taxes and Insurance
Real Estate Taxes
Other Taxes, Fees, Etc.
Insurance

Contract Services

Total Expenses
Net Operating Income
Less Reserves
Net Income
Cash Flow
Prepared By

Approved By

Date

Date
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 The management plan, with its accompanying budget, is essential to
successful management for two reasons: first, it is a guideline for the
manager and the management organization; and second, it solidifies
the relationship between the manager and the property owner and
eliminates misunderstanding.
 A budget should not be constructed as a background against which
actual results appear favorable, nor should it set unrealistic goals.
 It serves as a warning when monthly comparisons of actual results
deviate significantly from the budgetary Predictions.
 As a long-term planning device, it prepares the major policy
adjustments on rental rates and for major repair and improvement
projects.
 As the manager analyzes previous years’ results and determines a
plan for the current year, a perspective develops that would not be
acquired without detailed study.
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 When undertaking a new management account, the property
manager not only must plan for the property’s financial administration
but also for its day-to-day operation.
 The complete property management plan, then, takes into account
on-site staff requirements and the policies and procedures within
which these employees will be expected to operate.
 On-site personnel needs vary according to the type and size of the
property.
 In a small apartment building, for example, a resident manager and a
part-time janitor may be sufficient.
 In a large, high-rise office building, a leasing agent, building
supervisor, and maintenance and security crews will be necessary.
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 But regardless of the property’s type and size, the need to initiate a
deliberate program of manpower planning remains constant.
 In developing a management plan, the property manager evaluates
the work that is to be accomplished, determines the jobs to be
performed, outlines the skills needed to perform them, estimates the
number of people needed within each job category based on industry
data and personal experience, and studies the property’s current
personnel and their skills.
 From this analysis, the property manager develops a personnel plan
for the property.
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 The relationship between the property manager and the on-site staff
is made clear by a set, of policies and procedures.
 Every professional property management firm has a manual
containing the policies and procedures that govern its operations.
 When a new account is accepted, these policies and procedures are
imposed on that property.
 In unique situations, adaptations can be made to accommodate
special needs.
 However, changes to the management firm's policies and
procedures should be avoided whenever possible.
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 Policies are guidelines within which decisions are to be made;
procedures outline the steps for implementing a particular policy.
 As an example: assume a residential management firm has a policy
that only rent-paying applicants with good housekeeping habits are
to be accepted as tenants.
 The procedure designed to carry out this policy might details the
steps by which rental applications are to be completed and verified
and assign the responsibility for this activity to the rental agent.
 Together, policies and procedures let on-site personnel know the
rules to be followed and enable them to work effectively in the
absence of the property manager.
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 Real estate managers are becoming more sophisticated.
 A management plan once was considered complete when the
projection of income and expenses was prepared, but now the plan
must include an analysis of the property from an investment
standpoint.
 In order to prepare a complete and accurate real estate investment
analysis, the property manager must be familiar with financing
sources and techniques, the valuation process, depreciation
methods, income tax benefits, and cash flow calculations.
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 The financial analysis is essential for any property for which
improvements are recommended.
 The analysis should indicate alternatives for financing the capital
improvements and provide a recommendation of the most workable
plan.
 Even if no improvements are recommended, the possibility of
refinancing any existing loans on the property must be considered.
 The manager's goal is to determine the financing plan most
compatible with the owner's objectives.
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 Basic to performing an analysis of the investment is computing the
cash flow to the property.
 The formula for calculating cash now is this:

Minus
Equals
Plus
Equals
Minus
Equals
Minus
Equals

Gross Scheduled Rental
Vacancy and Rent Loss
Effective Gross Income
Other Income
Gross Operating Income
Operating Expenses
Net Operating Income
Debt Service (Interest and Principal)
Cash flow
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 Furthermore, since the investor is most concerned with net returns,
the property manager should compute the cash flow after federal
income taxes.
 To do this the manager must be familiar with depreciation methods
and other tax benefits that accrue to the investor (i.e., real estate
taxes, mortgage interest, and operating expenses as deductible
items).
 If alterations or improvements have been suggested, the owner
should be informed, on an after-tax basis, of the financial benefits of
owning the property after the improvements have been made or the
change effected.
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 The management plan should include a computation of the
property's value, both before and after improvements have been
made or alterations completed.
 The change in the value should prove that the improvements are
justified economically.
 The value of an income property is estimated by applying an
appropriate capitalization rate to the projected flow of annual net
operating income.
 This process is referred to as capitalization, and the estimate of
value that is obtained represents the benefits the owner anticipates
receiving in future years.
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 A plan should he prepared for every property that is managed.
 A management plan documents the manner in which a property is to
be run from physical, fiscal, and operational standpoints.
 Its aim is to achieve the objectives of the property owner.
 In preparing a management plan, specific steps are taken.
 Each step requires the systematic gathering and subsequent study
of data.
 The first step is the regional analysis.
 This is the study of the economic and demographic conditions and
physical aspects of the broad area surrounding the property.
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 Next, the property manager focuses on the immediate neighborhood
of which the property is a part and its population and population
trends.
 Also important to forming a management plan is becoming familiar
with the property itself.
 The property manager should personally inspect the physical
structure, analyze the property’s operating budget, and study the
policies and procedures under which it is being operated.
 The fourth step in preparing the management plan is the market
analysis.
 This involves: (1) Identifying the submarket of which the property is a
part. (2) measuring this submarket, (3) studying properties
comparable to the subject property, and (4) comparing the subject
property to its competition.

30

Real Estate Management

Summary

3/4

 Having performed this series of analyses, the property manager then
determines if the property is obtaining the highest possible net return
for the owner and, if not, recommends an alternative course of
action.
 In the fifth step, the analysis of alternatives, the manager considers
what effect rehabilitating or modernizing the property or altering its
use would have on its value.
 The alternative that would maximize the owner’s objective is
recommended in the management plan.
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 The details of operating the property, either on an as-is basis or in an
alternative way, are focused on in the next part of the management
plan.
 Here, the manager establishes a rental schedule based on market
trends and conditions, prepares a projection of income and
expenses, determines staffing requirements, establishes operational
policies and procedures, and recommends financing, if necessary.

32

Real Estate Management

THANK YOU
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