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Capital Expenditures – Taking a Bite out of 
Returns

Overview

• Inflationary-like NOI growth requires significant capital investment

• Without this investment, organic long-term NOI growth lags inflation

• Market conventions about cap-ex are misleading and too low

• Underestimating cap-ex can dramatically inflate expected IRRs

• New! This report includes cap-ex analyses for the Student and 

Manufactured Housing REITs

March 25, 2011

DJIA: 12,221  | RMZ: 785  | 10-Year T-Note: 3.44%

Important disclosure on page 9

This excerpt is from Green Street Advisors’ Residential Sector Report, March 25, 2011.
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For Client Access Only 
To become a client, please contact a 

member of our sales team at 

949-640-8780 or e-mail 

inquiry@greenstreetadvisors.com. 
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Why Cap-Ex Is Important

Cap-Ex Can Have a Dramatic Impact on Returns:  8�(��#����������
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Operating Expenses NOI AdjustmentGreen Street's Cap-Ex Reserve

Interior painting, 

landscaping, snow removal, 

misc. small dollar building 

repairs.

Floor coverings, 

appliances, cabinetry and 

exterior painting.

New roofs, parking lot 

paving, HVAC and window 

replacement.

1.  Recurring

���  Apartment Cap-Ex 101
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Repair and Maintenance 

Expenses

Capital Expenditures

2.  Infrequent / "Non-

Recurring"

3.  Revenue-enhancing

www.greenstreetadvisors.com ��+�!,�� �'�����(������&��
���� �����

Use of this report is subject to the Terms of Use listed at the end of the report.

Description

Small dollar jobs and 

projects.  Most turnover 

costs fall into this bucket.

Expenditures that exceed a 

certain dollar amount are 

capitalized to an asset's 

gross carrying value.  Most 

REITs have different 

policies and dollar triggers.

Non-recurring is a 

misnomer; infrequent is a 

better descriptor.  This 

bucket generally consists of 

big-ticket items with longer 

useful lives.

Money spent beyond 

recurring cap-ex that 

improves an asset's 

competitive position. 

Expenditures That Are Typically Included

Kitchen and bath upgrades, 

televisions, extensive 

exterior / interior work, new 

amenities.

Accounted For By

This excerpt is from Green Street Advisors’ Residential Sector Report, March 25, 2011.
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����  Historical Cap-Ex Spend in the Public and Private Markets

NCREIF Multifamily Capital Expenditures and NOI Growth
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Public Apartment REIT Capital Expenditures and NOI Growth
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For Client Access Only 
To become a client, please contact a member of 

our sales team at 

949-640-8780 or e-mail 

inquiry@greenstreetadvisors.com. 

For Client Access Only 
To become a client, please contact a member of 

our sales team at 

949-640-8780 or e-mail 
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(1)  Based on Green Street's published NOI growth estimates from '12-'16 and an average apartment asset with an initial economic yield of 5.3%.

www.greenstreetadvisors.com�������������		
����		��
����������
��

Use of this report is subject to the Terms of Use listed at the end of the report.

Proper Underwriting Matters:  �����������	
��������
		�������	
�����
�	
�
�	����	�����
����� 	!���""��������
�	�	
�	 	
#�
��
����""����������
���
��
$"����
��% "�&	�"�
� �	���'(�����)�#����$�'(�����)�#��������	
�	��*%�
�
��	�	
��"��
�	���	
����#	�������$��#����
�	���	
���#��"��*	�$�""%�����#	������
����#������)�#���+��"�
������������
)#�"	����""��
�	�)����
���
$"����
��% "�&	�"�
� �	���'(�����)�#����
����������""%��
$"��	�����"��	���
�	!�	������
��

�,�  Cap-Ex Components and Expected Returns

The Make-up of Long-Term NOI Growth for the 

Public Apartment REITs
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Organic Long-Term NOI
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Reported SS NOI Growth

1995-2010
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Unlevered Return Expectations Under Various 

Cap-Ex and LT NOI Growth Assumptions
(1)
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Appropriate

Market Convention: Unrealistic

Ignoring "bought" growth:  Still a Stretch

Avg. Inflation '95-'10 = 2.4%
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Green Street’s methodology and additional appendices 

with charts and tables of cap-ex results by company are for client view only. 
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Total Return of Green Street's Recommendations
1,2

Year Buy Hold Sell Universe
3

2011 YTD 15.5% 11.0% 6.7% 11.2%

2010 43.3% 32.7% 26.5% 33.8%

2009 59.0% 47.7% 6.0% 37.9%

2008 -28.1% -30.9% -52.6% -37.3%

2007 -6.9% -22.4% -27.8% -19.7%

2006 45.8% 29.6% 19.5% 31.6%

2005 26.3% 18.5% -1.8% 15.9%

2004 42.8% 28.7% 16.4% 29.4%

2003 43.3% 37.4% 21.8% 34.8%

2002 17.3% 2.8% 2.6% 5.4%

2001 34.9% 19.1% 13.0% 21.1%

2000 53.4% 28.9% 5.9% 29.6%

1999 12.3% -9.0% -20.5% -6.9%

1998 -1.6% -15.1% -15.5% -12.1%

1997 36.7% 14.8% 7.2% 18.3%

1996 47.6% 30.7% 18.9% 32.1%

1995 22.9% 13.9% 0.5% 13.5%

1994 20.8% -0.8% -8.7% 3.1%

1993 27.3% 4.7% 8.1% 12.1%

Total Return 6695.2% 586.0% -15.1% 662.9%

Annualized 26.0% 11.1% -0.9% 11.8%
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