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Innovative Property Asset
Management

Ng Kok Siong
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PREMAS Property Services
(Shanghai) Co., Ltd.

Overview
The modern interpretation of property asset management is no longer focused
on mere janitorial, housekeeping or maintenance functions. Rather,

it focuses on the fundamental tenet of optimising the yield
of property assets by widening the difference between

the revenue streams and the operating expenses.

The traditional approach to property asset management
tends to look below the line, i.e., it scrutinises the major
cost components of the operating budget of the Income
Statement such as the manpower costs, utility expenses and
common area maintenance (CAM) expenses. More often
than not, owners and managers tend to overlook the
bigger picture by ignoring items above the line - the
revenue items or other possible sources of income that
could enhance the value of the asset. This is especially

so in the case of China, where many ignorant owners
and managers just place all their emphasis on aggressive
cost cutting measures by switching off common area lightings,
cutting corners or employing cheap and non-qualified staff, all in

the name of lowering the already unrealistic operating budget. Revenue
items are ignored and the capital value of assets is depressed as a result of

inadequate maintenance.

Looking at the poor state of maintenance for many properties here in China,
one would wonder how many billions of capital value has vanished over the

years as a result of such short-sighted approach.

Performance Indicators

There are many dimensions one can evaluate the performance of the asset.
In the case of commercial investment property, for instance, there are already
established benchmarks or ratios that the owners or professionals can refer to
as rules of thumb when measuring the performance of their assets. By dissecting
the various components of the Income Statement, one can quickly pick up
the cost-to-revenue ratio, benchmarks on utility, manpower, maintenance,
interest and tax expenses, ratio on the provision for asset replacement which
really shows the commitment on the part of the owner/ investor in maintaining
or enhancing the future value, and finally the yield which has a direct impact

on the capital value of the subject investment.

When the cost-to-revenue ratio exceeds 45% (before interest) for example,
the red alert sign is on and the experienced manager must be analytical to
identify the source of the problem. What it means is that either the revenue
streams are weak or the operating costs are too high. It may look simplistic
notwithstanding, but when the issues are compounded by market forces and
price ceiling set by the relevant authorities as in the case
of China; it can be so complex and convoluted that

even the most experienced asset manager may find

himself lost in the process of unfolding the litany of

the causes and effects.

When analyzing the revenue streams, location factors
and market forces obviously are key in determining
the gross rental level. In a mature market, the rental
differentiation between 2 adjacent comparable
commercial buildings is hardly noticeable. But in a
developing market like Shanghai, there are so many other
differentiating factors in addition to those afore-mentioned, such as construction
quality, level of maintenance, customer service and even technological
platform which can make a world of difference between two commercial
properties situated right next to each other, as exemplified by the case of
HSBC Building and its surrounding comparables in Lujiazui, Pudong whereby
there is always a big gap between the rental level of the former and the
others.

Obviously by resorting to aggressive cost-cutting solutions in lowering the
cost-to-revenue ratio in this instance totally misplaces the priority. So many

property owners instead of directing all their effort in marketing, promoting,
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upgrading or improving the service delivery so as to enhance the rental yield
and capital value, channel all their effort in cutting back operating costs or
prolonging capital expenditure, which ultimately results in economic and
functional obsolescence of their investment that were originally worth tens of

millions.

The correct strategy calls for an integrated approach by placing a balanced
emphasis in widening the difference between revenue streams and operating
costs. In the process, the potential of a property can be fully maximized to a

level desired or surpassed by that requested by the owner or investor.

Unlocking the Latent Value
Generally there are 2 phases involved in achieving the end but gestation
period may take a year or two before the desired result can be achieved.

Building-Up Phase

This is the infantile stage of a property investment cycle, which calls for
strong technical competency and structured Standard Operating Procedures
(SOPs). Normally it would take one and a half to two years for it to stabilise
before proceeding with the next phase. During this period, the image, reputation
and positioning of a property will be established. It calls for moulding and
regulating the behaviour of the occupants or tenants
through contractual frameworks like the Tenancy
Agreement, Deed of Mutual Covenants, Tenants'
Handbook and Additions and Alterations Guidelines.
On the part of the property asset manager, this is a
period during which he has to quickly establish top-
notch janitorial, security, housekeeping, M&E
maintenance services standards and good tenants relations or customer
services programmes. If it involves retail component or shopping center, a
strong tenant-mix implementation programme (either by deliberate planning
or through attrition process), an effective sales and promotional establishment

will be crucial in establishing the branding and positioning of the subject

property.

Obviously should the building owner or the manager fail in this process, the
costs involved in rectification is astronomical. If we walk around the famous
Huai Hai Road in Shanghai, it will not be difficult for us to notice many
commercial properties or shopping centres that fail to get pass this stage, and
the property owners have to painfully spend millions of dollars again just to

rejuvenate or revitalise their investments.

Value Creation Phase

Once a property investment reaches a steady state with good brand name
and market positioning, the next critical task is to mine the revenue potential

so as to maximise the return of the asset.

Looking above the line, an experienced property asset manager will take into
consideration macro factors such as market trends of the property cycle,
additional sources of revenue, change in tenants' occupation requirements or
shopping pattern trend so as to map out strategies in harnessing the changes.
Looking below the line the manager will have to consider more specific
issues like energy cost saving, life-cycle cost planning, tax planning and

gearing ratio review which impinges upon the level of interest payable.

If the property market is trending up, for instance; it will only be natural for
the manager to structure a shorter lease period with very loose or no capping
on rental renewal so that he can take advantage of the upwards adjustment.
To reduce the burden of interest expense, on the other hand; the manager
will constantly look for alternatives such as converting the existing RMB
mortgage loan to a US dollars denomination loan to take advantage of the
lower interest rate and expected weakening of the US currency, or even
considering the option of securitisation of the asset to free up the capital of
the subject investment.

It is evident that such an integrated approach will be much more meaningful
and effective than just scratching the surface as evident in the real estate

industry here.

Conclusions

Investing in real estate is no different from buying shares, except that real
estate investment is much more lumpy in nature. In the case of share investment
we are rewarded by dividends or capital gain when we sell off the shares.
For real estate investment we buy into the yield of the property or we receive
capital gain when we dispose of it. The market value of both forms of investment
depends on the tangibles, such as the return on equity or return on asset, and
intangibles such as goodwill, market perception, positioning and branding.
So if one invests in a piece of residential property, the overriding concern
one should have is how well-known and well-placed the property is in the
market so that one can secure a higher rental return and enjoy a premium in
capital value, and not stint on a few dollars on the maintenance charges
which sadly is still the predominant behaviour of most property owners

here.
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