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The most important document in the supervision of real property is
the management plan.

It outlines the property’s physical and fiscal management and is
directed toward achieving the goals of the property’s ownership.

Different owners may have widely different reasons for owning a real
estate investment.

Even for the same owner his goals may change during the term of
the investment.

For instance, during the initial term of the investment, an owner may
be interested in a tax shelter and may want to make high mortgage
payments plus high capital improvements. During the latter term of
the investment and in anticipation of retirement, the owner may be
more interested in cash flow and lower mortgage payments on the
remaining debt. .
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< The strategy expressed in the management plan should reflect the
goals of the owner, and, on implementation, the plan should produce
the greatest yield as compared with all other strategies considered.

¢ Although property managers, for the most part, are compensated for
their services in proportion to their ability to produce gross revenue,
their continued employment is based on the ability to produce the
highest net revenue over a period of years.

« A management plan is the format result of gathering, analyzing, and
interpreting all information pertaining to a given property.

s A recommended format for a management plan is given in the
following figure.
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The first step most managers take is to perform an in-depth study of
the region in which the property is located.

There is no specific definition of a region, other than that it
encompasses the city or metropolitan area that has a direct economic
impact on the property to be managed.

The regional analysis identifies the general economic and
demographic conditions and physical aspects of the area surrounding
the property and determines the trends that affect the property.

Since people create value in real estate, the numbers and nature of
the region’s population are an important topic.

In addition to analyzing political, governmental, and social climate
,growth factors and statistical data should be collected for business
and industry, tourism and recreation, public improvements and
facilities, public transportation and traffic conditions, education, and
economic stability (industrial ingress and egress, corporate
headquarters, and government installation).




Regional Analysis 2/2

% Most regional analyses are performed by using secondary data; i.e.,
data that is readily available through typical sources.

+«+ This may include information published by the federal government
(U.S. Census Bureau, U.S. Department of Labor, and U.S.
Department of Housing and Urban Development) and trade
associations (Institute of Real Estate Management, Building Owners
and Managers Associa-tion, and International Council of Shopping
Centers).

» State & local governments, local industries & utility companies,
banks, savings and loan associations also may perform studies and
make the results available to the property manager.

D)
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The manager should compare the neighborhood with the broader
economic and geographical area of which it is a part to determine
why individuals and businesses are attracted to it.

% A neighborhood analysis is not a recollection of a part of town with

which the property manager is generally familiar.

The science of property management does not permit the substitution
of vague impressions for accurate, reliable data.

Unless the manager has recently analyzed the neighborhood in
which the building is located, the exacting process of gathering all the
required information cannot be eliminated.

From the property manager’s point of view, a neighborhood is an
area within which there are common characteristics of population and
land use.

In rural areas, a neighborhood may comprise many square miles; in
densely populated metropolitan areas, a neighborhood may consist
of a few square blocks or the vicinity of intersecting major streets.
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While the analytical processes are the same for all types of income
property, the focus differs from residential properties to office
buildings and shopping centers.

The neighborhood is emphasized in evaluating a residential
property's qualities, while location suitability is stressed for
commercial or industrial properties.

Analyzing a neighborhood first requires defining its boundaries.

Often, the boundaries are geographical or man-made barriers (rivers,
lakes, ravines, railroad tracks, parks, and streets), with obvious
differences in population and land usage on either side of them. In
many cases, neighborhood limits are not discernible visually.

The manager, then, can obtain information from census data,
newspaper research offices, city libraries, city planning departments
school boards, welfare agencies, and statisticians.

Aided by these sources, the manager will be able to circumscribe the
neighborhood in which a property is located.
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After the neighborhood limits have been defined, the second step is
analyzing it is gathering concerning the population and its trends.

It is important to note that an increasing population is not necessarily
a favorable trend. In a well-developed area, a population rise may
indicate a change from single-family occupancy to rooming-house
tenancy, which is not an improvement.

Thus, if a developed area increases in population without
simultaneous new construction, other factors must be analyzed to
evaluate the trend.

But, if a partially developed neighborhood's population increases and
there is building activity, the new growth suggests higher values and
greater public acceptance.

This can be determined by studying the amount of vacant land
available and its zoning.

While generalizations are dangerous, it is usually safe to conclude
that a decreasing population is an unfavorable trend.
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In any case, the neighborhood's life cycle stage should be noted.

In addition to studying; population trends, other aspects of the
population should be considered.

In a residential neighborhood analysis, for example, a matter of
concern is the family unit.

Given information on the age and size of the typical family, some
assumptions can be made about the stability of the neighborhood's
population.

Similarly, the economic level of the population must be evaluated
before computing the rent potential of a particular property.

There is no better method of evaluating economic level than by
determining average rentals or purchase prices within an area.
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% The average rental level (for residential units or commercial space)
indicates the type of facilities that the residential neighborhood or
business location supports and the amount it contributes to its own
maintenance and enhancing the desirability of its population.

+ A significant factor in performing this analysis is the current
employment situation.

+ Whether the condition is stable, improving, or declining has a direct
bearing on tenants' ability to pay rents.
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% A physical inspection of the neighborhood also is necessary.

% In performing this inspection, attention should be given to the level of
maintenance exercised on the properties.

+» Are the buildings and grounds well be maintained, only in fair
condition, or even poor? Are these conditions stable, improving, or
declining? Efforts must be made to determine this trend.

+ Evidence of changes in property use within the neighborhood also
should be noted.

+» Is there new construction within the area? If so, is it compatible with
existing land uses? |Is competing space being developed, and, if so,
how much?
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A study of recent land purchases and building permits will reveal if
new competition should be anticipated

Change is an essential characteristic of a free-enterprise society and
the communities within it.

As the result of new area developments, old area redevelopments,
population changes, obsolescence, and shifts in circulation patterns,
some neighborhoods gain in desirability, while others decline.

For this reason, the property manager should study neighborhood
trends as well as existing neighborhood conditions.

The final phase of the neighborhood analysis is the study of the
relationship between the neighborhood in general and the specific
location of the property in question.

Is this location considered desirable, or are there conditions within
the area which work to the disadvantage of this property?
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+«+ Consideration must be given to access to transportation (public
transit or highway system) and neighborhood amenities (parking,
street lighting, shopping, schools, hospitals, and employment).

+« It should be remembered that in spite of the characteristics of the
property under consideration, the surrounding neighborhood can set
certain limitations on its productivity
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% The next step in forming a management plan is to become familiar
with the property itself.

+« This is accomplished by preparing a complete description of the
building and physically walking through the property to inspect its
accommodations, basic architectural design, and overall physical
condition.

+ Specific questions should come to mind during the inspection, with
the kinds of questions varying from one property type to another.

+ In every case, an inspection of the structure and condition of a
property is not complete until these questions have been answered:
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D)

How many living units or rentable square feet does the building
contain? If it is an apartment building, what are the sizes of the units
(room size, number of rooms)?

How desirable is the property (visual impression, age, style, layout,
approaches, public space, character of tenancy)?

How attractive is the rentable space (layout, exposure, view,
equipment, fixtures, overall modernity)?

What is the physical condition of the building (roof, masonry,
elevators, heating plant, mechanical equipment, windows and trim,
hardware) structurally and in regard to maintenance? Has
maintenance been deferred? Can obsolescence be cured? Are there
functional inadequacies that can be corrected? Is a structural
engineer needed to assay problems?

What is the condition of the marketable areas (decoration, floors or
floor coverings, shades or blinds, entrance halls, stairways, lockers
and laundries, public spaces)?
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What amenities are provided, and what is their physical condition and
appearance?

What is the relationship of land to building (e.g., parking facilities,
zoning regulations)? Can building and land be used more efficiently?

What are the standards of the building's current management? What
policies and procedures are in effect involving tenant selection,
purchasing controls, hiring and training, rent collection, maintenance,
and administration?

What are existing occupancy level and tenant composition?

How is the property currently staffed? What are personnel's attitudes,
capabilities, training, and goals?

What financial information is available concerning debts, insurance
coverage, property and income taxes, and operating history?
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% The inspection of the entire property, along with observing all
pertinent items and carefully recording the findings, is the property
analysis.

+ In this examination of the property, and each of its rental areas or
units, the manager becomes familiar with the facilities to be marketed
to the public and the physical structure to be maintained for the client.

+ While performing this analysis, the property manager is mindful that
the main objective is to outline a program through which the owner
can achieve the greatest return and the property can be put to its
highest and best use.

+ In the case of existing buildings, most property managers inquire
about the present rent roll to determine the vacancy and occupancy,
expense ratios, and cash-flow position.
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+« This information is useful; however. previous rental history should not
be given undue importance when the management plan is formed
and, especially, when the rental schedule is established.

« The truly professional manager is not influenced by rents that another
manager established.

+ Any decision on rents reached by a manager at the end of the first
visit to a property would be premature, since the property analysis is
only the first step in accurately estimating rental value.
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