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Part III 
Over the past two months we have intro

duced several analytical tools that will help 
.¥ou prosper during the "goldrush" that is 
'n9:w occurring in Houston's apartment 
.. ~r:~~try. These tools include a new mapping 
J~~:u11que and Net Rate. The mapping 
~t.etj:u:lique allows you to display the perfor
·t:hance of individual apartments in a concise 
.aria easy to read format while the use of net 
rate allov{.s you to determine the revenue 
potential of a particular apartment or market 
area. 

Since the printing of the first article in 
June's ABODE, we have had several manag
ment companies ask us, "How can these 
new tools help my company during the 
upcoming apartment recovery period?" The 
answer is simple. During the next few years 
the industry will be changing so fast that the 
"old" way of analyzing the market will no 
longer suffice. Emphasis ~ill have to be 
placed on the performance of every apart
ment in your market area, not just the ones 
that you currently consider competition. As 
changes occur, such as rehabs, managment, 
and prices, you competition will be changing 
also. Perhaps your market area will be 
taking on new competitors. You must be 
ready to recognize and analyze the new 
competition. It is important to remember 
that market areas are dynamic. You can not 
rely on the old definitions of market areas or 
area-wide statistics if you want to profit in 
today's "gold-rush." 

The positive economic outlook in Houston 
is allowing renters to afford more quality 
than they could in the recent past. This, in 
turn, is creating the situation where the 
"better" apartments can start raising their 
rents. With this, management is frequently 
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asking themselves the questions: What 
should our prices be? Would it be profitable 
to rehab our apartments? This month we 
will take a closer look at how management 
traditionally compares their apartments to 
others and introduce several new tools that 
will help you answer these questions. 

Americans are obsessed with reducing 
everything to a number. We have 2.5 kids 
and drive 1.5 cars. With this obsession we 
sometimes forget to consider the detailed 
items that make up the "big picture." 
Success in the apartment industry is often 
based on the performance relative to a single 
number known as the average. We are 
considered successful if we are able to 
perform above average and failures if we are 
below. But what is the average? Are we sure 
that this is the value to use for comparison? 

Column A of the accompanying table lists 
the prices of the one bedroom units from the 
17 apartments in our case study. The averge 
of the one bedroom prices is $307 per 
month. We obtained this value by adding_ 
up each price and then dividing by 17, the 
number of prices listed. This is the method 
commonly used in the apartment industry 
today when determining the average price 
of a particular unit. Yet this method pro
duces misleading results since the quantity 
of units is not considered. 

The amount of traffic an apartment com
munity can generate is often directly related 
to the number of units it offers on the 
market. Because of this, the unit count must 
be considered when determining the average 
prices in a market area. Column B lists the 
number of one bedroom units offered by 
each of the 17 apartments. Using unit count 
and prices together, we can caluculate a 

weighted-average. 

Price in Total Price 
ascending order #of units (AxB) 

$262 34 $8,908 
$273 46 $12,558 
$281 68 $19,108 
$282 78 $21,996 
$291 80 $23,280 
$291 67 $19,497 
$292 89 $25,988 
$293 99 $29,007 
$302 120 $36,240 
$303 167 $50,601 
$312 98 $30,576 

1 ~321 371 median I $119,091 
331 166 $54,946 

$343 178 $61,054 
$344 135 $46,440 
$352 94 $33,088 
$353 54 $19,062 

$307 1944 $611,440 

The weighted-average is formed with a 
three-step process. First, multiply the 
number of units by the price of the unit, as 
shown in column C. Next, add each value in 
column C to form a grand total. The final 
step is to divide the grand total by 1944, the 
total number of one-bedroom units in the 
market area. The resulting weighted-average 
is $315 per month. This weighted-average 
provides a more realistic view of the market 
conditions and should be used in place of 
the traditional average when comparing 
apartment performances. 

Along with the weighted-average, the 
Continued on page 34 
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median is a number of equal or greater 
importance. The median is defined as the 
middle .value in a set of numbers arranged in 
ascending order. The median often describes 
the conditions of a market more accurately 
than an average or weighted-average because 
it is not greatly affected by unusually high 
or low values. The one bedroom prices in 
the table are arranged in ascending order. 
The median price can be derived by locating 
the middle price in the table assuming the 
number of units is considered. 

To calculate the median from the table we 
first note that the middle price would be 
that of the 972 unit (1944 divided by two). 
Progress down the table while keeping a 
running sum of total units. Stop when your 

running sum of units reaches 972. The 
median price is the price of the unit that you 
stopped on. If you did it properly you 
should have calculated a median price of 
$,321. This means that there is an equal 
number of units priced at $321 or greater as 
there are priced at $321 or lower. 

Though weighted-averages and medians 
provide good references that are easy to 
calculate, there is yet a better tool that we 
can use to analyze and compare the perfor
mance of an apartment. There is a famous 
statement that a picture is worth a thousand 
words. If this is true, then converting our 
table of one bedroom prices into a picture 
will certainly keep me from gabbing for 
hours. 

!-Bedroom Prices 
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Many of you probably remember the old 
"bell" curve that teachers used to curve the 
grades on a test. It worked on the assumption 
that grades were "naturally" distributed 
about the average grade. The teacher would 
arrange the tests according to the grade then 
use the "bell" cure to determine the cut-off 
points for A's, B's, C's, D's and of course 
the dreaded F's. Well, this same principal 
can be used for many things including 
analyzing the prices of one bedroom units in 
your market area. 

The accompanying distribution graph is 
a pictoral representation of our table of one 
bedroom prices. The horizontal axis repre
sents the price of a unit in dollars-per
month and is divided into 10 groups. Each 
group represents a $10 difference in price. 
The height of each bar represents the 
number of units that fall within that par
ticular price range. The dark bar represents 
the median price of $321. 

A distribution graph is relatively simple 
to construct. First, determine the number 
of bars you want to use and the price ranges 
that they will represent. Remember, each 
bar must represent the same difference in 
price. A good rule of thumb is to choose 10 
bars with a $10 difference for each one. 
Next, arrange your prices in ascending 
order like in the accompanying table. Next, 
start at the top of your table and count the 
number of units that fall within each price 
range. As an example, we see that the first 
apartment in the accompanying table has 34 
one bedroom units at $262 per month. Since 
our first bar represents the price range of 
$260 to $269 and there are no other units in 
this range, the height of the bar will equal to 
34 units. Proceed through your table until 
all units are accounted for. 

Using the distribution graph we can 
graphically see how the prices differ in a 

The APARTMENT JOURNAL HAS ARRIVED IN TEXAS!! 
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market area. The number of units in each 
price range effects the shape of the distri
bution. Note that the average and weighted
average ar~ marked on the graph along with 
the median. If the one bedroom prices were 
distributed "naturally" then the shape of 
the distribution curve would look like a 
"bell" and the average, weighted-averge 
and median would have the same value. If 
this were the case a distribution curve 
would look like a' "bell" and the average, 
weighted-average and median would have 
the same value. If this were the case a 
distribution · graph would not be needed. 
Yet, since most distributions are rarely 
"natural" or "bell" shaped, the average, 
weighted-average, and medians will be dif
ferent. The distribution graph will allow, 
you to capture a complete view of the price 
variances that exist in a market area and 
visually see how the area is structured. With · 
the distribution graph you are no longer 
restricted to a single number analysis such 
as averages or medians. 

''L .. ~-- . t 1s 1mportant 

t~}~~~member that market 
;~ ~-:.; > 

at~~,.s~·are dynamic. You can 
<i:f -· 
~~ 7'>-not .rely on the old " 

·1·- 0· ... ) 

definitions of market areas 

or area~ wide statistics 

if you want to profit 

in today's goldrush. '' 

As the "gold-rush" continues and apart
ments change their prices, you can track 
their performance as movement on the 
distribution graph. The quality apartments 
will begin raising their prices and move 
toward the right while, at the same time, the 
lesser properties will keep their prices rela
tively steady and maintain their position. 
Don't miss out on what is truly happening 
by relying on old definitions of market areas 
and area-wide statistics. With the new map
ping technique, net rate, weighted-averages, 
medians and the distribution graph you will 
be able to keep a close eye on the individual 
apartments in your area. These tools will be 
the picks and shovels you'll need to profit in 
today's "gold-rush." 

36 

Guaranteed Builders, Inc. 
General Contractors 

Specializing in Insurance Repair 

o Residential 

o Commercial 

o Multi-Family Apartments Renovation 

o Fire Restoration 

State Wide 

No Job Too Large or Too SnJa/1 

24Hours 
Emergency Service 

Water Extraction • Board Up 

1 00°/o Guarantee 

~ 
Pledge-d To Arbitrate 

011 
IJettf'f8.J'>IIlf'SSBurt>au 
rJ "'.etrupol1tan 1-bJ~ton 

Consumer 
Care 
Program 

Guaranteed Builders, Inc. 
6421 Patal 

Houston, Texas 77041 

713/ 896-8967 

ABODE/ August 


	Scan 33
	Scan 34
	Scan 35
	Scan 36



