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DESCRIPTION 
Commercial real estate (CRE) loans continue to be a significant factor in bank lending. Whether your bank is very active 
in CRE lending doesn’t matter – many of your commercial customers now have significant CRE holdings and contingent 
liabilities (loan guarantees) that must be analyzed in the context of non-CRE loans. This session provides an overview of 
two key areas. First, we will cover the basics of developing a CRE cash flow, which typically is the primary source of 
repayment in CRE loans. Second, we’ll provide an overview of the current CRE appraisal regulations and resulting 
procedures used by banks to value the collateral, which typically is the secondary source of repayment. If you are not a 
lender, this approach will shed light on what your lending team is trying to accomplish. For lenders, you should be able to 
size up your bank’s current efforts and engage in deeper discussions on this subject with other lenders. 
 
Topics to be covered in this course include: 

• Key variables within net operating income (NOI), including vacancy, management fees, replacement reserves 
and capitalized expenditures 

• Other items, beyond NOI, affecting cash flow available for debt service (CFADS) 
• Creating debt service coverage (DSC), estimated value, a loan-to-value (LTV) and stress-testing these results at 

the transaction level 
• Co-dependency of CRE sources of repayment and the need to make a global analysis of an individual’s portfolio 

of CRE holdings 
• The history and evolution of CRE appraisal regulations 
• Types of levels of CRE appraisal reviews: administrative/compliance, technical, and third party 
• Valuation tools other than appraisals: validations of existing appraisals, evaluations, and periodic estimated 

values by the lending team 
 
PURPOSE 
Understanding a borrower’s or guarantor’s CRE holdings and related cash flow are an essential part of the credit 
underwriting and risk management process. Even banks without significant direct exposure to CRE in their loan portfolios 
still have indirect risk via the holdings and related CRE loans and/or guarantees of their customers. The CRE cash flow 
process has some well-established procedures and conventions, as well as a confusing item called a “cap” rate that 
translates the cash flow into a value estimate. Additionally, bankers have very specific interagency guidelines in and 
around the formal collateral value provided by a professional appraiser. All bankers should have at least a basic 
knowledge of these fundamental issues. 
 
OBJECTIVES 
After completing this course, students will be able to: 

• Explain the components of NOI and CFADS as used to measure CRE cash flow 
• Calculate NOI, CFADS, estimated value, DSC and LTV from an example case study 
• Identify key regulations and bank procedures regarding CRE appraisals 
• Identify approaches to value within an appraisal, plus capitalization (“cap”) rates as used in an appraisal’s income 

approach to value or within a lender’s estimated value 
 
FEATURES 
This course includes lecture and discussion along with a case exercise and analytical worksheet to take back to your 
bank. 
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