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Absorption Rate

o The ratio of apartments leased to the total number of apartments

available to lease during a given timeframe
« Indication of how long it takes to lease a standard apartment within a market
 Absorption Rate = # of Leased Apartments During Timeframe

Total # of Apartments Available To Lease
Access Agreement

« Atemporary agreement made between the current seller and future buyer, giving consent
to the future buyer to enter and inspect a number of apartments on a property

» Used during the Due Diligence period to better understand the level of renovations,
expected maintenance issues, and condition of various apartments

e The contract should outline the scope of the inspection, any limitations of the inspection,
assurance of confidentiality, and insurance requirements

Accredited Investor

« A person whose annual income exceeds $200,000, or $300,000 for a married couple, for
the previous 2 years with the expectation the same or higher amount will be maintained
for the current year

« Or a person who has a net worth exceeding $1,000,000, not including their primary
residence

e Used by the SEC under Regulation D

Annual Gross Revenue

« The total revenue a property generates yearly, excluding any deductions
e Also known as Gross Potential Income/Rent

Annual Rate of Return (ARR)
» The ratio of the total amount of profit or loss for a given year to the initial investment made
at the beginning of that year

« Indication of the amount of return an investment is generating on a yearly basis
¢ Annual Rate of Return = Ending Value of Investment -

# of Years

-1

Beginning Value of Investment

Asset Management

e The management of multiple investments, overseen by a governing authority, on
behalf of others

e The ultimate goal is to maximize returns while minimizing risk
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Bad Debt

* An expense that results from extending credit to a party (typically in the form of rentto a
resident/tenant) that then becomes uncollectable

¢ In theory, this is rent that should have been collected but is assumed to be lost because
the party is unable to pay back the amount of the credit

e Most Accounts Receivable reports indicate the amount of bad debt incurred during a given
timeframe

Basis Points (BPS)
e One-hundredth of 1%
e 1BPS = 0.0001, 0.01%
e Often used to calculate changes in interest rates, but it can also be used to calculate
terminal/exit cap rate — traditionally 10 bps (0.10%) increase per year of hold

Best and Final (B&F)
* The last offer a potential buyer submits before being awarded the asset, usually
entailing the highest offer price and the best terms
e Only a select number of buyers who submit LOl's are invited to the best and final
round, where the seller holds buyer interviews and selects the prospective buyer

Broker
* An individual or group that acts as a third-party intermediary between buyer and seller
e Major responsibilities include conducting negotiations, preparing offers, ensuring
closing requirements and deadlines are met, help determine the value of a property, list
and tour properties, and assist throughout the entire offer process
e Often compensated through commissions, fees, or a percentage of the deal

Broker's Opinion of Value (BOV)
e Detailed analysis of a property and the surrounding market, provided by the broker to
assist a buyer and/or seller
e Often used to help determine a listing and offer price
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Capital Expenditures (Cap Ex)
e Funds related to major projects undertaken by the owner used to add value to the property
e Used to improve the quality of an asset
e Different than operating expense, as capital expenditures are non-recurring expenses that
are not included in the operational costs of running the business

Capitalization Rate (Cap Rate)
e A percentage amount used to indicate the rate of return on an investment
* Utilizes the net operating income a property is expected to generate and the total value of
that asset
¢ All things being equal, the lower the cap rate, the higher the value of the
property and vice versa
e As such, it provides a current analysis of the percentage return an investor would expect

to receive if they purchased a property at its current market value
° Cap Rate = Net Operating Income (NOI)

Property's Current Market Value
Cash on Cash Return (CoC)

e The ratio between the total cash invested into a property, and the
e expected cashflow/cash income of a property, in a given timeframe

e Typically calculated on an annual basis
Annual Cash Flow (Pre-Tax)

e CoC Return =

Total Cash Invested at Beginning of Period
Concession

e A discount allowed by the owner, typically used to incentivize a new resident to move in
or to renew

e Often times relates directly to a reduction of a specified income item (e.g. half a month’s
free rent or waived administrative fee)

e The amount of a concession is often less than the vacancy expense of a particular
apartment not being rented. Therefore, it can be more cost effective to offer a concession,
have someone move-in, and then collect rental revenue from that apartment, than it would
be to have the unit sit vacant with no occupants.

Cost Segregation

¢ A powerful tax strategy used to increase cashflow by accelerating certain deductions and
deferring certain income taxes

¢ Involves separating out all components of a building's value

* When these components are separated out, many items can be written off much quicker
than the building itself.

e Goalis to identify all items that can be depreciated over 5, 7, and 15 years rather than the
traditional 27.5 or 39-year depreciation-schedule.
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Debt Service Coverage Ratio (DSCR)
e A ratio of a property’s cash flow to its debt payments

e Used as a measurement to ensure that the property generates enough income to fulfill all

debt obligations

e Typical Multifamily DSCR Requirement > 1.25

Net Operating Income

Annual Debt Service

e Annual Debt Service Coverage Ratio =

Depreciation
¢ Allocating the cost of an asset of its useful life
¢ Representation of how much value has been lost at any given time
¢ Allows for greater revenue, as the expenses are distributed over the life expectancy of the
asset

Due Diligence (DD)
* The process or reviewing all facets of an investment, in order to determine the accuracy
of previously stated claims
¢ Typically involves an in-depth audit of all physical, financial, and legal aspects

Earnest Money
¢ A deposit made from the buyer to the seller to represent a commitment to purchase the
asset
e Typically paid and goes non-refundable (if applicable) as soon as the PSA is signed
e Typically applied to closing costs

Economic Vacancy
e The difference between a property’s annual gross revenue and net rental
income
e Economic vacancy encompasses all revenue that a property could collect in comparison
to what the property actually collected
e Typical line items include physical vacancy, loss to lease, concessions, employee/model
units, and bad debt
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e Differs from physical vacancy, in that physical vacancy only accounts for the number
of units that are not currently occupied. Economic vacancy focuses on the revenue
lost due to the act of leasing

Employee Unit
¢ A specific concession given to a management employee for renting an on-site unit
e Used as an incentive to have your on-site team live at the property they manage
e Often classified as vacancy loss or concession

Equity
e The value of an asset if all debt obligations were to be paid off immediately
* Itis often used as a representation of the amount of ownership
e Equity = Total Property Value — Total Property Liability

Equity Multiple
¢ An indication of the expected total return on an investment
* Itis calculated by diving the total distributions by the initial investor

capital Total of All Distributions
e Equity Multiple =

Total Private Equity Invested

Escrow Account
¢ A bank account held by a third-party used to ensure a fair transaction between the buyer
and seller
e Capital in an escrow account can only be released after certain contractual obligations are
fulfilled
Expense Ratio
e The relationship between a property’s total expenses and its net rental income
e Expense Ratio =
e For a medium-large stabilized multifamily property, expect an expense ratio of 40-50%

Total Expenses

Total Net Rental Income

General Partner (GP)
e The partner(s) who maintains equity control of an asset, has decision- making authority
over other partners, and is responsible for actively managing the day-to-day operations
* Are often times also responsible for the liabilities of the partnership
¢ Also known as a sponsor or operator
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Internal Rate of Return (IRR)

» A metric used to indicate the expected annual rate of growth for an investment
It is a measure of the annual return on an investment that would make the net
present value equal zero.

Typically, the higher the IRR, the more desirable the investment
IRR=NPV =0 =

n N
LY
Where: T g (14T 0

NPR = Net Present Value

= Number of time periods

= Internal Rate of Return
Cn = Net cashflow/distributions during period
Co = Total Initial Private Equity Investment

Job Multiplier Effect
o The phenomenon where if a new job is created within an area, a number of other
employment opportunities must be created to support that one new position
» The additional economic benefit that is incurred from a particular industry entering
a market
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Lease Audit
« A thorough examination of all lease contracts to ensure accuracy and consistency
among agreements
o Often involves a review of all legal language and its repercussions, tenant details,
unit-specific details, community policies etc.

Lease Trade Out
» The difference in revenue between what a new tenant is paying for a specific
apartment and what the previous tenant paid for that same apartment
« Often used to ensure that premiums are being captured on newly renovated units
» Often used to ensure that premiums are being captured on newly renovated units

Letter of Intent (LOI)
e A document that outlines the preliminary terms, provisions, and conditions under which the
buyer is offering to purchase the property from the seller
e |tis a non-binding, unless otherwise specified, commitment to ensure that similar terms
are presented in the PSA should the offer be accepted

Limited Partner (LP)
* A partner who invests capital into an investment, but does not actively manage the asset
on a day-to-day basis
* When one mentions passive income, they are often referring to returns as a limited partner
Liquidity
* The speed and ease with which an investment in an asset can be converted into cash, that
is then ready to be deployed elsewhere immediately
e This conversion typically takes place through the buying and selling of said assets

Loss to Lease (LTL)

e The difference between an apartment’s gross potential rent, what the apartment could be
leased for at the top of the market, and its net effective rent, what the apartment is
currently leasing for

e Itis a paper loss used to represent the revenue that is lost by not capturing full market
rents

Low Income Housing Tax Credit (LIHTC)
¢ A tax credit used as an incentive to have owners develop or renovate low- income housing
e Was established in the Tax Reform Act of 1986 and as such, funds are managed by the
federal government
e The property must maintain specific qualification in order to receive the tax credit.
Typically the property must rent a certain percentage of units to tenants earning less than
the Area Median Income
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Multifamily Syndication
e A group investment focused on purchasing apartment communities
e Lead by a sponsor and funded through capital partners/investors

Net Operating Income (NOI)
e The income a property generates, after operating expenses, but before debt payments
and large cap ex items
e |tis used as a measure of probability, and plays a major role in the capitalization rate of a
property
¢ NOI = Net Rental Income — All Operating Expenses

Net Present Value (NPV)
e The net difference between the value of a property’s cash inflows and the value of a
property's cash outflows over a given time period
e Takes into account the time value of money and estimates future cash flows based on
inflation
e NPV =

e Where: = Net cashflow during time period

= Discount rate
e = Number of time periods

Net Rental Income
e The revenue a property generates after economic vacancy
¢ Net Rental Income = Annual Gross Income — Economic Vacancy

Non-Operating Expense
e All capital items not related to the day-to-day operations of the property
* Most common non-operating expenses are capital expenditures (large project
improvements) and debt servicing

Nurture Sequence
* The process of turning a person from a cold lead into one of your investors
e Typically involves email drip campaigns and personal phone calls or texts to ensure that
every potential investor is connected with multiple times throughout the process
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Offering Memorandum (OM)
¢ A legal document used to market the details of a specific property and the surrounding
submarket
e Typically includes property-specific details, market overview, property analysis, and
financial analysis

Operating Expenses
¢ Typical expenses incurred by maintaining the operations of the business on a daily basis
e Typical operating expense categories are administrative, advertising/leasing, repairs and
maintenance, taxes and insurance, payroll, utilities, ahd contract services

Operating Statement
* A financial document that details, line-by-line, the total profits and losses for a property
during a given time period
e Typical formats = T12, T6, or T3

e T12 - Trailing 12 months of data
e T6 - Trailing 6 months of data
e T3 -Trailing 3 months of data

Other Income
e All other revenue generated on the property not relating to income from rent
e Typical other income items are application fees, pet fees/rent, washer/dryer rental, utility
reimbursement, garage rental, etc.
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Personal Financial Statement (PFS)
¢ A financial document that outlines an individual's financial standing at any point in time
e The document lists your total assets, your total liabilities, and your total net worth

Physical Occupancy
e The number of units physically leased by a tenant at any given time
e Physical vacancy relates to the number of units not currently leased by a tenant

Proforma
e Future financial projections based on the current operations of a property
e Based on certain assumptions, the pro forma predicts future income, expenses, and cash
flows

Property Management Group (PM)
e The group responsible for executing the day-to-day operations, maintenance, and upkeep
of a property
¢ Vital that the property management group is executing the business plan outlined by the
owner

Purchase and Sale Agreement (PSA)
¢ A legally binding document between two entities that specifically outlines the terms and
conditions under which the transfer of goods (in our case apartments) is to occur
* Itis the legal document that transfers ownership from one party to another

Rapid Depreciation
e Method of depreciation that allows certain expenses to be written off in the early years of
an asset's life.
e This translates to higher depreciation expenses shortly after acquisition, which is a
tremendous benefit to limited partners, and lower expenses for the asset over time

Rent Roll (RR)
e A detailed report of the exact status for every apartment within a community
¢ Typically includes unit number, floor plan of unit, tenant, rental charges, and move-
in/move-out dates
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Renewal Trade Out

e Upon renewal, the difference in rent for what a unit is currently leasing for and what it
previously leased for

Return on Investment (ROI)

e A metric used to determine the potential profitability of an investment

e |t takes into account the potential return on an investment, relative to the investments
costs
Value of Investment-Cost if Investment

e ROI =

Cost of Investment

Schedule of Real Estate Owned (SREO)

e Afinancial document outlining all real estate interests currently owned by an individual

e The document not only outlines the value of the properties, but also the debt associated
with each asset

Sophisticated Investor

* A high net-worth individual who is well-educated in investments and experienced enough
to make them eligible to participate in certain real estate transaction

* In Rule 506(b) of Regulation D, the SEC stipulates that securities may not be sold to more
than 35 non-accredited/sophisticated investors

Terminal Cap Rate
e The cap rate projected at the time of sale for the property

¢ Terminal Cap Rate = NOI at Exit

Property Value at Exit

VIKING CAPITAL



	The ABC's of Multifamily
	Absorption Rate
	The ratio of apartments leased to the total number of apartments
	available to lease during a given timeframe
	Indication of how long it takes to lease a standard apartment within a market
	Absorption Rate =
	# of Leased Apartments During Timeframe
	Total # of Apartments Available To Lease


	Access Agreement
	A temporary agreement made between the current seller and future  buyer, giving consent to the future buyer to enter and inspect a number of apartments on a property
	Used during the Due Diligence period to better understand the level of renovations, expected maintenance issues, and condition of various apartments
	The contract should outline the scope of the inspection, any limitations of the inspection, assurance of confidentiality, and insurance requirements

	Accredited Investor
	A person whose annual income exceeds $200,000, or $300,000 for a married couple, for the previous 2 years with the expectation the same or higher amount will be maintained for the current year
	Or a person who has a net worth exceeding $1,000,000, not including their primary residence
	Used by the SEC under Regulation D

	Annual Gross Revenue
	The total revenue a property generates yearly, excluding any deductions
	Also known as Gross Potential Income/Rent

	Annual Rate of Return (ARR)
	The ratio of the total amount of profit or loss for a given year to the initial investment made at the beginning of that year
	Indication of the amount of return an investment is generating on a yearly basis
	Annual Rate of Return =
	Ending Value of Investment

	-1
	Beginning Value of Investment


	Asset Management
	The management of multiple investments, overseen by a governing authority, on behalf of others
	The ultimate goal is to maximize returns while minimizing risk
	VIKING CAPITAL


	Bad Debt
	An expense that results from extending credit to a party (typically in the form of rent to a resident/tenant) that then becomes uncollectable
	In theory, this is rent that should have been collected but is assumed to be lost because the party is unable to pay back the amount of the credit
	Most Accounts Receivable reports indicate the amount of bad debt incurred during a given timeframe

	Basis Points (BPS)
	One-hundredth of 1%
	1 BPS = 0.0001, 0.01%
	Often used to calculate changes in interest rates, but it can also be used to calculate terminal/exit cap rate – traditionally 10 bps (0.10%) increase per year of hold

	Best and Final (B&F)
	The last offer a potential buyer submits before being awarded the asset, usually entailing the highest offer price and the best terms
	Only a select number of buyers who submit LOI’s are invited to the best and final round, where the seller holds buyer interviews and selects the prospective buyer

	Broker
	An individual or group that acts as a third-party intermediary between buyer and seller
	Major responsibilities include conducting negotiations, preparing offers, ensuring closing requirements and deadlines are met, help determine the value of a property, list and tour properties, and assist throughout the entire offer process
	Often compensated through commissions, fees, or a percentage of the deal

	Broker’s Opinion of Value (BOV)
	Detailed analysis of a property and the surrounding market, provided by the broker to assist a buyer and/or seller
	Often used to help determine a listing and offer price

	Capital Expenditures (Cap Ex)
	Funds related to major projects undertaken by the owner used to add value to the property
	Used to improve the quality of an asset
	Different than operating expense, as capital expenditures are non-recurring expenses that are not included in the operational costs of running the business

	Capitalization Rate (Cap Rate)
	A percentage amount used to indicate the rate of return on an investment
	Utilizes the net operating income a property is expected to generate and the total value of that asset
	All things being equal, the lower the cap rate, the higher the value of the
	property and vice versa
	As such, it provides a current analysis of the percentage return an investor would expect to receive if they purchased a property at its current market value
	Cap Rate =
	Net Operating Income (NOI)
	Property's Current Market Value


	Cash on Cash Return (CoC)
	The ratio between the total cash invested into a property, and the
	expected cashflow/cash income of a property, in a given timeframe
	Typically calculated on an annual basis
	CoC Return =
	Annual Cash Flow (Pre-Tax)
	Total Cash Invested at Beginning of Period


	Concession
	A discount allowed by the owner, typically used to incentivize a new  resident to move in or to renew
	Often times relates directly to a reduction of a specified income item (e.g. half a month’s free rent or waived administrative fee)
	The amount of a concession is often less than the vacancy expense of a particular apartment not being rented. Therefore, it can be more cost effective to offer a concession, have someone move-in, and then collect rental revenue from that apartment, than it would be to have the unit sit vacant with no occupants.

	Cost Segregation
	A powerful tax strategy used to increase cashflow by accelerating certain deductions and deferring certain income taxes
	Involves separating out all components of a building’s value
	When these components are separated out, many items can be written off much quicker than the building itself.
	Goal is to identify all items that can be depreciated over 5, 7, and 15 years rather than the traditional 27.5 or 39-year depreciation-schedule.

	Debt Service Coverage Ratio (DSCR)
	A ratio of a property’s cash flow to its debt payments
	Used as a measurement to ensure that the property generates enough income to fulfill all debt obligations
	Typical Multifamily DSCR Requirement > 1.25
	Annual Debt Service Coverage Ratio =
	Net Operating Income
	Annual Debt Service


	Depreciation
	Allocating the cost of an asset of its useful life
	Representation of how much value has been lost at any given time
	Allows for greater revenue, as the expenses are distributed over the life expectancy of the asset

	Due Diligence (DD)
	The process or reviewing all facets of an investment, in order to determine the accuracy of previously stated claims
	Typically involves an in-depth audit of all physical, financial, and legal aspects

	Earnest Money
	A deposit made from the buyer to the seller to represent a commitment to purchase the asset
	Typically paid and goes non-refundable (if applicable) as soon as the PSA is signed
	Typically applied to closing costs

	Economic Vacancy
	The difference between a property’s annual gross revenue and net rental
	income
	Economic vacancy encompasses all revenue that a property could collect in comparison to what the property actually collected
	Typical line items include physical vacancy, loss to lease, concessions, employee/model units, and bad debt
	Differs from physical vacancy, in that physical vacancy only accounts for the number of units that are not currently occupied. Economic vacancy focuses on the revenue lost due to the act of leasing

	Employee Unit
	A specific concession given to a management employee for renting an on-site unit
	Used as an incentive to have your on-site team live at the property they manage
	Often classified as vacancy loss or concession

	Equity
	The value of an asset if all debt obligations were to be paid off immediately
	It is often used as a representation of the amount of ownership
	Equity = Total Property Value – Total Property Liability

	Equity Multiple
	An indication of the expected total return on an investment
	It is calculated by diving the total distributions by the initial investor
	capital
	Equity Multiple =
	Total of All Distributions
	Total Private Equity Invested


	Escrow Account
	A bank account held by a third-party used to ensure a fair transaction between the buyer and seller
	Capital in an escrow account can only be released after certain contractual obligations are fulfilled

	Expense Ratio
	The relationship between a property’s total expenses and its net rental income
	Expense Ratio =
	For a medium-large stabilized multifamily property, expect an expense ratio of 40-50%

	General Partner (GP)
	The partner(s) who maintains equity control of an asset, has decision- making authority over other partners, and is responsible for actively managing the day-to-day operations
	Are often times also responsible for the liabilities of the partnership
	Also known as a sponsor or operator
	VIKING CAPITAL


	Internal Rate of Return (IRR)
	A metric used to indicate the expected annual rate of growth for an investment
	It is a measure of the annual return on an investment that would make the net present value equal zero.
	Typically, the higher the IRR, the more desirable the investment
	IRR = NPV = 0 =
	Where:
	NPR = Net Present Value
	= Number of time periods
	= Internal Rate of Return
	= Net cashflow/distributions during period
	= Total Initial Private Equity Investment

	Job Multiplier Effect
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	Nurture Sequence
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	Typical other income items are application fees, pet fees/rent,  washer/dryer rental, utility reimbursement, garage rental, etc.
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	The number of units physically leased by a tenant at any given time
	Physical vacancy relates to the number of units not currently leased by a tenant

	Proforma
	Future financial projections based on the current operations of a property
	Based on certain assumptions, the pro forma predicts future income, expenses, and cash flows

	Property Management Group (PM)
	The group responsible for executing the day-to-day operations, maintenance, and upkeep of a property
	Vital that the property management group is executing the business plan outlined by the owner
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	A legally binding document between two entities that specifically outlines the terms and conditions under which the transfer of goods (in our case apartments) is to occur
	It is the legal document that transfers ownership from one party to another

	Rapid Depreciation
	Method of depreciation that allows certain expenses to be written off in the early years of an asset’s life.
	This translates to higher depreciation expenses shortly after acquisition, which is a tremendous benefit to limited partners, and lower expenses for the asset over time

	Rent Roll (RR)
	A detailed report of the exact status for every apartment within a community
	Typically includes unit number, floor plan of unit, tenant, rental charges, and move-in/move-out dates
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	Return on Investment (ROI)
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	ROI =
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	A financial document outlining all real estate interests currently owned by an individual
	The document not only outlines the value of the properties, but also the debt associated with each asset
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	A high net-worth individual who is well-educated in investments and experienced enough to make them eligible to participate in certain real estate transaction
	In Rule 506(b) of Regulation D, the SEC stipulates that securities may not be sold to more than 35 non-accredited/sophisticated investors
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	NOI at Exit
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