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IREM Austin Presents:

1

“How to Build a
Better Budget”

Kimberley Morgan, CPM®

Pre-Course Announcement

• The Provider will not certify a student for full 
MCE credit unless:

– student attends all sessions of the course

• One 15-minute break during the session

• Please silence your cell phones 

• YOU MUST PARTICIPATE AND HAVE FUN!
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What is the Very First Thing that 
must be done in order to create 

a budget for a commercial 
property?
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Although my daughter was only 5’3, 

she was a great point guard because 

she could see the whole court…

• We all make better creative decisions when we 
can see the entire field or in my daughter’s case 
the court – the big picture

• “The big picture” for a budget – comprised of lots 
of smaller bits of information that must be pieced 
together 

• It is necessary to examine those smaller bits 
individually and then determine what part each 
will contribute to accomplishing our goals

• Properly constructed, the budget will serve as a 
roadmap to your ownership’s goals. 5 6
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Purpose of the Seminar

• Enhance knowledge of the property management 
budget creation and administration process 

• Define and clarify financial oversight concepts 
specific to commercial investment properties

• Differentiate between budgets that meet minimum
standards and those that serve as viable 

management tools that people really want to use

• Show methods and techniques for developing 
excellent budgets

• Address advanced budget presentation skills
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What does a budget DO?
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What Budgets Do:

• Meet requirements to “have a budget” (throw 
some numbers on a page)

• Show financial profile of the property for 
income and expenses

• Conform to ownership specifications for format 
and content

• Provide frame of reference for performance

• Support the higher level business plan (if one 
exists)
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What Budgets Should Also Do:

• Be the investment property’s financial outline 
for doing business (part of a bigger plan)

• Provide a source document for management 
activities (latitude for routine operations)

• Provide parameters for projects and special 
needs

• Answer questions
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What Budgets Should Also Do:

• Serve as a guide for daily activities

• Provide detail and direction for management 
decisions

– A Budget is a PLAN – not written in stone

12
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Budget “Characteristics”

Fulfills management needs to:

– Define actions

– Establish timing 

– Support the property’s strategic 
or management plan (if it exists)

– Document operational 
requirements (a dynamic “to do” 
list of activities to accomplish)

– Define costs – “How well?” is the 
challenge
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Budget “Characteristics”

All things to all users -

Provides information, detail, and back-up 
material in simple, easy-to-understand form 
which may be used by accountants, senior 
managers, and senior corporate personnel 
as well as engineers and clerical staff.
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OPERATING BUDGET
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Types of Budgets

• Operations Budgets

– Address day-to-day activities of a property;  
subject to specific timing, scope, and financial 
limitations.

– Assumptions – More than just guesses

– BUT WAIT – THERE’S MORE!
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CAPITAL BUDGET
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Types of Budgets

• Capital Budgets

– Address projects and 
construction which 
add value to the 
premises or exceed 
financial limitations set 
for the operations 
budget

18
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Budgets from different 
perspectives

19

INVESTORS AND OWNERS
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Investors and Owners

– Request outline of the overall financial plan

– Is Ownership looking to sell

– They want you to maintain, improve or a little of both

– Look for value enhancement opportunities

– Manage properties as components of a portfolio

– Need to show positive performance

21

REAL ESTATE BROKERS
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Budgets from different 
perspectives

• Real Estate Brokers and Analysts
– Basis for comparison to similar properties

– Source of information concerning operating 
efficiency or benchmark comparisons

– Use operating expenses for leasing criteria -
determination of rental rates

– Source document to establish pro forma  
projections (for income producing real estate)
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Budgets from different 
perspectives

• Property Managers/Teams

– Primary planning document

– Outline for management activities

– Source of project justification

– Delineation of functional authority 
(Operations vs Capital)

– Historical resource for forecasting

24
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Types of Business Plans

• Corporate Business Plan

• Property Management Plan
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The Corporate Business Plan

• Who are our competitors?

• What are our strengths / weaknesses?

• What is our BUDGET for operations?

• What are our goals and objectives?
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The Property Management Plan

• Deals with the program of operations, 
including occupancy costs, to run the physical 
project

• Validates expenses that coincide with goals

• Should be based upon, and DIRECTLY 
support, the “Business Plan”
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The Property Management Plan

• What happens when there is no corporate 
strategic business plan?

• What situation do we find ourselves in when 
there is no property management plan?

• In this situation, the Budget BECOMES
the strategic plan through default.
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Budgets as Performance 
Indicators

• Variance reports

• Income Statements

• Sample Chart of 
Accounts
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Variance Report

30
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Income Statement Sample Chart of Accounts
22000       Income

22100           Office Rent

22200           Parking       

22300           Tenant Services

22400           Miscellaneous

42000       Expenses

42100            Cleaning 

42200            Repairs and Maintenance

42300            Utilities

42400            Roads & Grounds

42500            Security

42600            Administrative

51000           Real Estate Taxes

61000            Insurance
32

Net Operating Income

Gross Revenue

-

Operating Expenses

=

Net Operating Income
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Budget Preparation Timeline

• When do you start to prepare 
your annual property budget?

• From due date, back off –
• 2 wks

• 60 days

• 90 days

• >180 days
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Recommendation

Start working on next year’s budget 
even as you are submitting the 

final draft for this year.
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Budget Preparation Timeline

How long does it take? Consider:

• Experience level of author(s)

• Level of detail required

• Availability of historical info

• Friendliness of format (and technology)

• Time available

• Would you believe 3 days? 

• NOT THE NORM! 
36
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True or False?

• It is possible to predict the future

• It is necessary to predict the future in 
order to build a budget

• It is possible to make educated guesses 
about the future
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Assumptions

Assumptions must be:

• More than guesses

• Derived or reasoned

• Estimates of what is 
likely

• Defensible
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Property Budgeteers who consistently 
predict the future accurately are known 

as:

PROGNOSTICATORS

Property Budgeteers who consistently 
fail to predict the future accurately are 

known as:

UNEMPLOYED

BREAK

During budget reviews, what is the 
single, most fundamental 
question the Property Budgeteer 
must be prepared to answer?

“Where did you get that number?”

42
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Assumptions

• Assumptions are a major part of every 
budget

• Their accuracy frequently determines the 
success or failure of planned operations

• Accuracy in assumptions often evolves as 
the result of:

– Experience

– Reliable resource data

– Qualified counsel
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What is a “ballpark” number?

• “Ballpark” refers to quantifying a value 
such that the possible amount of error is 
within “acceptable” limits.

• What may be “in the ballpark” for one 
person may not be even close for 
another.

• A 5% “acceptable error” in an estimate 
involving $8,000 may not be acceptable 
at all if the number involved is $800,000
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Ever Wonder Where the 
“Good” Numbers Come From?
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Where do we get “Good” 
Numbers?

• Experience

– If, in your experience and location, the 
average cost for demolition of an existing wall 
is $2.00 per lineal foot, then the use of that 
figure for future projects is acceptable, 
providing there are no unusual factors 
affecting the project.

• Caution – market sensitive!
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• Historical activity

– If it cost your building $144,000 last year to 
contract janitorial services, payable at an 
average of $12,000 per month, then that 
number should be good for the foreseeable 
future, unless adjustments are required.  
Allowances for inflation should also be 
considered.

•So-called Zero-based budgeting
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Where do we get “Good” 
Numbers?

Where do we get “Good” 
numbers?

48
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Budget Activity – Calculating Miscellaneous Costs
1. Review GL code 5550-000 Interior Repair & Maintenance from the Budget

2.     Review 5550-000 Interior Repair & Maintenance from the General Ledger

3. Compare the GL entries to what was budgeted

a. What type of expenses do you see?

4. After removing the 7 months of Metal Maintenance the remaining balance is 
$18,314.70

a. Review the items and decide which may be one-off projects that you wouldn’t 
budget for next year.

5. Subtract those projects from the $18,314.70

a. What does that leave you with? __________

6. Take the remaining number and divide it by 7

a. What number do you get?   __________

7. That new number is what your new monthly Interior R&M amount will be!!!

8. Last step 

1. Review with your whole team what other projects you anticipate needing for next 
year. (i.e. floor tile replacement, ceiling tile replacement, repair blinds)
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Where do we get “Good” 
numbers?

• Bids
– Great source of information, but requires 

purification of bid specs:
• Ensuring that all bidders are basing their estimates 

on the same information 

• Performance standards are clearly articulated

• Adequate time is allowed for estimation

• Fast, cheap and good
– Choose any 2 of the above
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Where do we get “Good” 
numbers?

• Dependable Resources

– Budgets for similar 
buildings

– Industry publications

– Industry associations

• IREM income/expense 
analysis

• BOMA experience exchange
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How long do you think the 
real estate industry has 

been trying to “get a handle” 
on specific market and 

building financial 
information?

54
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Resource Publication:

• IREM Income/Expense Analysis

– Established in 1955 as a survey of 200 
apartment communities

– Supplemented with suburban office 
building operations in 1976

– In 1982, office building study expanded 
to include downtown properties

– Shopping Center publication added in 
1991

– Published annually for 63 years
55

Resource Publication:

• BOMA Experience Exchange Report

– Established in 1920 as the “Final Report of 
the Accounting and Exchange Committee”

– Titled: Office Building Investment Analysis, 
The Experience Exchange For Year 1920

– Published annually for 98 years
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Significance of Financial 
Benchmark Resources

• Investment properties

– Market data ordered for comparison

– Resource for owners, asset managers, brokers, 
management companies, property managers 
and related staff for operational efficiencies

– “Reliable” data for justification and/or adjustment 
of known property financial statistics
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Primer in Statistical Analysis
• Data collection

– Statistical universe samples

– Validity

– Reliability

• Value of comparative 
analysis
– Apples to Apples 

• golden delicious to golden 
delicious

– Implications of numerical 
evaluation

– Levels of reliability 58

Benchmarking Example:

• My Building

– Cleaning - $  .97

– Utilities - 1.85

– Security - .46

• Total $3.28

• EER Report

– Cleaning - $ 1.07

– Utilities - 1.73

– Security - .52

• Total $3.32
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Value and Shortcomings of the 
Benchmarking Process:

• Purpose is “to gauge 
and measure”

• If you can do it, then I 
can do it!

• “Similar” is not “Same”

• Age of the information 
when you receive it

60
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Documenting quantified amounts 
with resource identification and 
references will add both power and 
persuasion to your final budget 
document AND your ability to 
present and defend it against all 
challenges and questions!
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• References must be QUALIFIED

– Comparative data is only as good as 
the population base and similarity of 
property use reported

– Quoting an individual’s opinion is 
only reasonable if his/her reputation is 
based on consistent accuracy over 
time
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• References must be DOCUMENTED

– The basis for each assumption or 
estimate should be included within 
backup materials as justification for 
the numbers

– Paper trails are necessary to remind 
us of our sources and provide 
compelling evidence of accuracy
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Quantified services, products, and projects 

must be justified.  There is no excuse for a 

professional “pulling a number out of the 

air” unless all alternative resources have 

been exhausted.  And, at that point, the fact 

that the number is only a guess should be 

disclosed.

Mathematical Calculations

• Reveals the individual components of each 
line item.

• Establishes initial timing of service or contract 
performance through assignment to specific 
months for accomplishment
– “Shows the math”

• Show all work, regardless of the obvious nature of the 
exercise.  You’ll be surprised at what a great mistake 
finder this can be!

• Don’t show pennies

• Requires backup data for substantiation, if appropriate
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Mathematical Calculations

• Provides the method by which each line item is 
justified, timed, computed, and then funneled 
into the line item spreadsheet

• If assumptions are used, they are stated in this 
section, with source data or references provided

66
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Mathematical Calculations
Example

• Landscaping - contract services

– “Landscape services will be provided in the same 
manner and by the same company used over the 
past two years.  A factor of 3% has been used for 
annual inflation in accordance with the estimate 
provided by the landscaping company.  Exhibit 12 
applies (landscape co. estimate).  Exhibit 13 
provides a schedule of service specifications to 
be performed.”
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Does backup belong 
inside or outside the 
budget document?

Organizing Backup Information

• Use references and sources that 
are “easy to sell” to others:

– Benchmark data from reliable 
sources

– BOMA Experience Exchange Report

– IREM Income and Expense Analysis

– Historical data

– Photographs
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Organizing Backup Information

• “Because the boss told me to”, or “The 
Asset Manager made me do it”

• Citation of memos or conversations with 
dates may also serve as official sources
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Organizing Backup Information

• Recommendations:

– When the number of line items is low and the 
budget not so large, include backup inside the 
document.

– When the information base is broad and the 
number of line items many, document in a 
separate publication.

– When backup info is necessary to assure approval 
of a line item, place it inside.

”Inside” may refer to immediately following the section 
to be backed up or to a separate section within the 
same portfolio.
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Exhibits & Photographs

Exhibits and photos serve to provide 
additional (occasionally compelling) 
evidence to justify commitment of 
resources when we need to go above 
and beyond other backup provided.

72
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Control of the Presentation

Order of Information

Arrange in advance to be allowed to conduct 
the budget brief.  Whether or not the reviewer 
receives a copy of the budget in advance, you 
will want to brief in your own sequence at your 

own pace.

(It costs nothing to ask)
73

Control of the Presentation

Order of Information

• Recommendations:
– Time permitting, brief each line item

delineated on the budget spreadsheet in 
sequence.  A natural progression is created 
by addressing any income or anticipated 
departmental chargeback estimates first, 
then expenses.  All major sections will be 
touched.  Note significant variances from 
prior years, if applicable.
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Control of the Presentation

Order of Information

• Recommendations:

– Ask the reviewer to make notes for questions 
after each major section (avoids interruptions)

– Include anticipated questions and explain 
unusual points as you go.  Note cards or 
notes on your copy of the budget margin can 
prompt you
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Common Budget Problems 

• Inattention to detail (math, typo’s, etc...)

• Use of unsubstantiated information or 
unreliable references

• Failure of budget to support the 
investment strategy or management 
plan

• Lack of appropriate exhibits or photos to 
support assumptions or statements
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Common Budget Problems

• Unfamiliarity with major conditions and 
circumstances affecting the building

• Unrealistic statements and goals

• Failure to document historical (prior years) 
information for comparison

• Failure to compare expenses to 
appropriate benchmark data and address 
significant variances

78
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Common Budget Problems

• Excessively “padding the numbers”

• Budget spreadsheet too small to be easily 
read by “anyone” looking at the numbers

• Pages are not numbered and dated for 
reference to most current document
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What Reviewers Like To See

• Evidence of research (property details and 
needs, trend analysis, etc..)

• Organization

• Compliance with established format (Like 
Burger King, “We do it your way”)

• Comprehensive presentations which 
“cover all the bases”

80
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Tips for Building an 
Excellent Budget

• Approach large projects by 
addressing their lesser included 
elements separately

• There is no substitute for 
“homework”

• Use worksheets to improve:

– Efficiency

– Accuracy

– Organization 82

Tips for Building an 
Excellent Budget

• Make assumptions; then document and 
quantify them

• Use back-up data that is reliable and 
promptly accepted

• Do the math - show your work

• Use the skills and knowledge of others

• Tailor the format for those who will use it

• Organize, rehearse, and control the 
presentation 83

Use the budget as 
your most important 
management tool

84
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Questions

86

Complete Paperwork for MCE

KIMBERLEY MORGAN

Kim.morgan@streamrealty.com

Stream Realty Partners

512-478-6100
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