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Real Estate & REIT Financial Modeling 
– Certification Quiz Questions 

Module 7 – 4-Hour (or 1-Week) REIT Valuation Modeling Test (AvalonBay) 
 

1. You are completing a 3-statement projection model and valuation of AvalonBay, a 

multifamily REIT based in the U.S., so that you can make an investment recommendation 

on the company. 

As part of this exercise, you have reviewed industry research, investor presentations, 

company reports, filings, and other documents to build the model, which includes a 

segment-by-segment buildup, NAV Model, DCF, Public Comps, and Precedent 

Transactions. 

The company’s historical Development Yields, Acquisition Cap Rates, and financial 

performance are shown below: 
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Based on this data, which of the following conclusions might you draw about this 

company? 

a. Development Spending seems to decline in recessions and rise in growth periods. 

 

b. Spending shifts consistently from Developments/Redevelopments to Acquisitions in 

downturns. 

 

c. The Disposition Cap Rate tends to rise in recessions and fall in recoveries, while the 

Development Completion Yield does the opposite. 
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d. While NOI margins and rental revenue growth rates decline in recessions, they do 

not become completely disastrous for the company. 

 

e. It seems like the 2001 – 2003 decline and the 2008 – 2009 decline made similar 

financial impacts on the company. 

 

f. All the statements above are true. 

 

g. Only statements 1, 3, and 4 are true. 

 

h. Only statements 1, 2, 3, and 4 are true. 

 

i. Only statements 1, 3, 4, and 5 are true. 

 

2. Your model assumes that Developments take an average of 3 years to complete and 1 

year to stabilize. After stabilizing, the Development Assets are re-classified to the “Other 

Stabilized Communities” segment, and the Yields and NOI Margins change. The setup is 

shown below: 
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Which of the following represents the biggest PROBLEM with these assumptions? 

a. We should not be re-classifying Assets, Revenue, and NOI like this because doing so 

means that it’s more difficult to make historical comparisons. 

 

b. The Pre-Stabilized Yields are significantly lower than the Stabilized Yields; they 

should be much closer. 
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c. A 3-year average Development period for multifamily properties is too long, 

resulting in a lag between Spending and Yields; a 1-year average would be better. 

 

d. It does not make sense for BOTH the NOI Margins and the Yields to increase once 

the Developments have stabilized – it should be one or the other. 

 

e. None of the above – these assumptions seem fine based on the descriptions and 

graphs above, and nothing above represents a serious problem. 

 

3. You are now reviewing the NAV Model for this same company. The setup and 

adjustments are fairly standard, but you have split up the company’s Forward NOI by 

segment and divided the NOI in each segment by a different Cap Rate to estimate the 

Implied Values. A portion of the model is shown below: 

 

Your co-worker argues that this approach is flawed for various reasons, such as the fact 

that the Cap Rates you have selected are too high – for example, the Metro NY/NJ Cap 

Rate is 4.0% here, but local brokerage data indicates the proper range is 3.3% – 4.3%. 

Is your co-worker correct? 
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a. No, but there are other problems, such as the fact that the Cap Rates stay the same 

regardless of the selected scenario. 

 

b. No – slightly higher Cap Rates may be justified if this REIT’s properties in each region 

are slightly lower quality than the ones in brokerage data. 

 

c. Yes – the Cap Rates should be slightly lower, and we should not deduct Replacement 

Reserves from NOI in each segment. 

 

d. No – as a general practice, it is best to assume slightly higher Cap Rates to create a 

more conservative valuation. 

 

e. No, but there are other problems, such as the fact that we should not include NOI 

from Developments, Redevelopments, and Acquisitions at all. 

 

4. Continuing with the same analysis, the company lists ~$164 million as the book value of 

Equity Investments (Joint Ventures or JVs) on its Balance Sheet.  

In the NAV Model, however, you have split out the Assets and Liabilities from these JVs, 

re-valued them, and multiplied by AvalonBay’s ownership percentage to count them on 

each side: 

 

 

This same co-worker argues that this exercise is pointless because the Net Market Value 

of Equity Investments is $180 million, which is only 10% different from the book value.  
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Is he correct? 

a. Yes – splitting out Assets and Liabilities like this adds very little because the book 

value of Equity Investments already reflects these components. 

 

b. Yes – there’s rarely a point in doing this unless interest rates have changed 

dramatically, or the entire real estate market has just experienced a correction. 

 

c. No – the difference is small in this case, but the book value of Unconsolidated Real 

Estate could be far different than its fair market value, even without a major market 

correction. 

 

d. No – in this case, the company’s Accumulated Depreciation on Unconsolidated Real 

Estate may be quite high, producing this result, but that doesn’t happen all the time.  

 

e. No – in this case, the company’s average ownership percentage may have changed 

significantly over time, producing this result, but that is not a common occurrence. 

 

5. In your Unlevered DCF for AvalonBay, you have forecast the usual items (Revenue, 

Operating Expenses, Depreciation, the Change in Working Capital, and Capital Costs), but 

you have also assumed that the company continues to issue Debt and Equity indefinitely 

into the future, with Stock Issuances at approximately ~26% of its Capital Costs. 

You have also taken the Present Value of these future issuances and the PV of their 

Terminal Value, divided the sum by the current share price, and added the total future 

shares to the current share count. 

The setup is shown below: 
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The Cost of Equity and WACC here have been calculated based on the standard methods.  

What is the BIGGEST potential problem with the full approach described above? 

a. These Stock Issuances should be discounted to Present Value based on WACC, not 

the Cost of Equity, since they relate to the company’s core-business operations. 

 

b. This approach is not valid in an Unlevered DCF because “Unlevered” means “capital 

structure-neutral”; nothing in the analysis should depend on the company’s capital 

structure. 

 

c. It does not make sense to divide (PV of Future Stock Issuances + PV of Their Terminal 

Value) by the current share price because that share price will change in the future. 

 

d. We’re assuming that the Cost of Equity and WACC stay the same each year, but 

since the capital structure changes, these could easily change over time. 

 

e. All of the above are equally serious potential problems. 

 

6. This DCF for AvalonBay reflects the Base, Upside, and Downside cases used throughout 

the rest of the model, with differing assumptions for the Revenue Growth, Operating 

Expenses, and Capital Costs from Year 6 through Year 10 (Years 1 – 5 are linked to the 3-

statement model, which already includes these scenarios).  

These differing assumptions in Years 6 – 10, as well as the Terminal Value calculations, are 

shown below: 
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Do these operational and Terminal Value assumptions seem reasonable? 

a. No – it does not make sense that Acquisition Spending and Asset Dispositions as 

percentages of revenue are lowest in the Upside Case, while 

Development/Redevelopment Spending is highest in the Upside Case. 

 

b. No – the company does not move close enough to “stabilization” by the end of the 

explicit forecast period since its Unlevered FCF Growth in the last 3 years is 9.4%, 

7.1%, and 2.9% vs. Terminal FCF Growth of 1.6% in the Base Case. 

 

c. Yes – the growth rates and margins change appropriately, the Terminal Value 

assumptions seem in-line with the comparables and economic growth, and the 

company’s FCF growth stabilizes by the end of the explicit forecast period. 

 

d. Yes – revenue growth slows down by the end, margins stay in the same range, and 

the capital costs also decrease by the end. 

 

e. No – too much of the company’s Implied Enterprise Value comes from the PV of its 

Terminal Value (~80%); this should be 50% or less for the analysis to be meaningful. 

 

7. The Public Comps for AvalonBay, including the screening criteria, are shown below: 
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Which of the following observations is reasonable evidence that AvalonBay is currently 

undervalued, according to this set of comparable public companies? 
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a. The company’s FFO and EBITDA growth rates far exceed those of its peer companies, 

but its P / FFO and EV / EBITDA multiples are in-line. 

 

b. The company’s average property quality grade is higher than the median of the peer 

companies, its leverage is lower, and it is bigger in terms of Gross RE Assets, EBITDA, 

and FFO, but its P / FFO and EV / EBITDA multiples are in-line with those of its peers. 

 

c. We can’t draw this kind of conclusion because the company operates in different 

geographies than the other companies and is much more of a Developer, judging by 

its Development Pipeline as a % of Gross Real Estate Assets. 

 

d. It’s not clear from this data that the company is undervalued; while its growth rates 

exceed those of the peer companies, its Portfolio Yield is lower, and it’s operating in 

more expensive coastal markets. 

 

8. You have finished this valuation for AvalonBay, concluded that it is undervalued by 20-

30%, and made a LONG recommendation for the company, with a target price in the $190 

– $210 range (vs. a current share price of ~$165). 

Which of the following points does NOT belong in your stock pitch for this company?  

a. The market misunderstands the company because rising interest rates will have a 

limited impact due to its high percentage of fixed-rate, long-term Debt; a decline in 

coastal multifamily rents also won’t make a huge impact. 

 

b. The DCF and NAV point to a company that is 20-25% undervalued, and perhaps 10% 

overvalued in a Downside Case with a recession over the next few years. 

 

c. One potential catalyst is the acquisition of several smaller multifamily REITs that 

operate in different geographies – not announced but rumored. 

 

d. Risk factors include a recession in the next 1-2 years, Development pipeline 

underperformance, and declining NOI margins due to rising concessions in key 

markets. 

 

e. We could hedge the risks with put options at $145 – $150, stop-loss or stop-limit 

orders, or by shorting a broader multifamily or real estate ETF. 
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