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Real Estate & REIT Financial Modeling 
– Certification Quiz Questions 

Module 4 – 3-Hour Multifamily Acquisition and Credit Case Study (The Lyric) 
 

1. You are working on a model for the acquisition of a 234-unit multifamily property in 

Seattle, Washington. The sponsor plans to spend $104 million (Going-In Cap Rate of 

4.50%), and has asked your firm, a real estate lender, to fund the Senior Loan (65% LTV), 

Mezzanine (10% LTV), and Preferred Equity (10% LTV) in the deal for a Total LTV of 85%.  

You have built a Pro-Forma model with Base, Downside, and Extreme Downside cases to 

analyze the deal from a credit perspective, as well as returns calculations for each 

investor group. Some of the operating assumptions across the cases are shown below: 
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Based solely on your knowledge of the industry and market cycles, what is the biggest 

problem with these assumptions? 

a. The sponsor is assuming that In-Place Rents move closer to Market Rents over time 

but is not assuming a higher General Vacancy, Bad Debt & Concessions, or other 

trade-offs in exchange for these rental increases. 
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b. The Apartment Unit Turnover, at 10-20%, seems far too low since multifamily 

properties tend to have much higher turnover percentages. 

 

c. It seems like the TIs and LCs increase by far too much in the Downside and Extreme 

Downside Cases when there’s a recession in Years 2-3. 

 

d. It is unrealistic for both In-Place Rents as a % of Market Rents and Utility 

Reimbursements as a % of Utility Expense to improve at the same time. 

 

e. After the initial downturn in the Downside and Extreme Downside Cases, Market 

Rents (“Income Growth Rate”) should not grow more quickly than in the Base Case. 

 

2. The bottom portion of this same property’s Pro-Forma in the Extreme Downside Case is 

shown below: 
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Your firm is seeking a minimum Debt Yield of 6.0%, minimum Cash Interest Coverage 

Ratio of 1.50x, and minimum Debt Service Coverage Ratio (DSCR) of 1.20x. How might you 

recommend tweaking the terms of the Senior Loan to boost the property’s credit stats 

and ratios? 

a. Use less Debt, such as a Total LTV of 70-75% rather than 85%. 

 

b. Implement a “Holdback” for the Senior Loan such that the full amount is not 

distributed upfront, but only as the CapEx is spent. 

 

c. Allow for a longer Interest-Only Period on the Senior Loan, such as 3-4 years, in 

exchange for a slightly higher Interest Rate, such as a LIBOR Spread of 2.50% rather 

than 2.00%. 

 

d. Drop the Mezzanine and Preferred Stock to reduce the Cash Interest Expense and 

make the Debt entirely a Senior Loan. 

 

e. All of the above. 

 

3. You are building the Equity Returns Schedule for this model in the Base Case. 

You want to reflect the fact that the Senior Lenders have the highest repayment priority, 

followed by the Mezzanine Investors, followed by the Preferred Investors. 

To implement that logic correctly, what is the correct formula for the highlighted red cell 

below (for the Prepayment Penalty on the Senior Loan in FY 23)? 
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In the answer choices below, assume that “Year_Number” is 5 for FY 23 and that 

“Remaining_Senior_Loan” and “Senior_Loan_Maturity” mean  what they say. 

a. = –MAX(0, MIN(–Prepayment_Fee * K201, SUM(K$197:K203))) 

 

b. = –Prepayment_Fee * Remaining_Senior_Loan 

 

c. = –MAX(0, MIN(–Prepayment_Fee * Remaining_Senior_Loan, SUM(K$197:K203))) 

 

d. = IF(Year_Number < Senior_Loan_Maturity, –MAX(0, MIN(–Prepayment_Fee * K201, 

SUM(K$197:K203))), 0) 

 

e. = IF(Year_Number < Senior_Loan_Maturity, –MAX(0, MIN(–Prepayment_Fee * 

Remaining_Senior_Loan, SUM(K$197:K203))), 0) 

 

4. The sensitivity tables for the IRR and Recovery for each tranche of Debt are shown below: 
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Based on these tables, a co-worker argues that the Mezzanine is the best tranche to 

invest in. Is he/she correct? 
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a. Yes – it appears to offer nearly twice the IRR of the Senior Loan, but with only 

incrementally higher risk. 

 

b. No – the Mezzanine Recovery is under 100%, and its IRR is negative in the Extreme 

Downside Case with an FY 21 exit. 

 

c. Yes – the floating Interest Rate on the Senior Loan and the PIK Interest on the 

Preferred create unfavorable risk/potential returns profiles for both of those. 

 

d. No – the Preferred Stock offers superior returns, but only if we put in place a higher 

penalty for early repayment in Year 3 (FY 21). 

 

e. No – the Mezzanine IRRs are too low when Exit Cap Rates rise significantly, so the 

Senior Loan is the best tranche to fund. 

 

5. The Mezzanine LTV in this deal is 10%, and it has a 4.0% fixed Cash Interest Rate and a 

4.0% fixed Paid-in-Kind Interest Rate, along with a 5-year maturity and no amortization. 

Based on these terms and the tables above, how might we change the Mezzanine to 

mitigate risk in this deal? 

a. Negotiate for a higher Prepayment Penalty in Year 3 in exchange for no penalty after 

that, or lower Issuance Fees. 

 

b. Negotiate for a higher Cash Interest Rate in exchange for a lower PIK Interest Rate. 

 

c. Link the Interest Rates to the property’s Average Rent or Occupancy Rate, and 

increase the Rates when one of those declines. 

 

d. Statements 1 and 2, but not 3. 

 

e. Statements 1 and 3, but not 2. 

 

f. Statements 2 and 3, but not 1. 

 

g. All the statements above. 
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6. You have also completed a quick DCF and valuation analysis for this property. The 

baseline Discount Rate in the DCF is 6.65%, based on the Debt Interest Rates and LTV and 

the targeted Equity IRR of 15.0%, and the Terminal Value is based on a 0.50% spread 

above the selected Year 5 Cap Rate (since the Year 10 Cap Rate will likely be higher). 

The output in the Base Case is shown below (the property asking price is $104 million): 

 

 

 

 

 

 

What is the significance of this valuation/DCF from a credit perspective?  
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a. Nothing much because the Discount Rate in the DCF is too arbitrary to be useful, and 

the other methodologies have issues as well, such as much smaller properties for 

the Comp Sales. 

 

b. It tells us that the asking price of $104 million is reasonable, and the stated LTV of 

85% is also reasonably accurate. 

 

c. These results indicate significant downside risk for the Equity Investors, but also for 

the junior lenders (Mezzanine and Preferred) since the property’s implied value is 

above $104 million in 2 out of 3 methodologies. 

 

d. It tells us that the 85% LTV is far too high because the LTVs implied by Replacement 

Cost and Comp Sales Analyses are lower. 

 

e. These results aren’t that useful because we need to look at the output in the 

Downside and Extreme Downside Cases to reach conclusions. 
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