CHAPTERT:

WHAT IS CRE ASSET
MANAGEMENT?

Overview of Asset Management and Its Role in
Real Estate Investment

Asset management is a strategic role focused on maximizing
the value and performance of an asset. Although asset man-
agers can oversee a wide variety of assets (including stocks, bonds,
precious metals, and certain types of equipment), our focus is on
the asset management of commercial real estate investments.

Unlike property management, which is largely concerned with the
day-to-day operations of a property, asset management focuses
on the broader perspective: achieving the owner’s financial ob-
jectives by making strategic decisions about leasing, capital im-
provements, market positioning, and long-term planning.

In commercial real estate, assets are more than the “bricks and
mortar” of the buildings. Instead, they are investment vehicles
for institutional and individual owners, often involving significant
amounts of capital. Investors rely on asset managers to protect
and grow their investments. To optimize investors’ financial re-
turns, asset managers must possess a sophisticated understand-
ing of real estate markets and an in-depth knowledge of financial
analysis. Asset managers make high-level decisions that deter-
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mine the asset’s positioning in the marketplace, the kinds of ten-
ants it attracts, and the strategies for maximizing its potential over
its lifecycle.

Key activities in asset management include:

Developing and executing a strategic plan for the property
that aligns with the investor’s goals, financial and otherwise

Analyzing market conditions to determine the optimal timing
for leasing, improvements, or property sales

Identifying and implementing value-add opportunities such as
capital improvements, tenant enhancements, and operational
efficiencies

Monitoring financial performance through metrics like net op-
erating income (NOI), return on investment (ROI), and internal
rate of return (IRR) (more on these concepts later)

Managing risk by assessing potential threats to property val-
ue and taking steps to mitigate them, such as diversifying the
tenant base or improving security.

At its core, asset management is about balancing the
risks and rewards of real estate investment.
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Asset managers act as stewards of an
investment, continually assessing ways
to increase income, reduce expenses,
and ultimately enhance asset value and
investors’ financial returns.
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Asset managers strive to optimize cash flow in the short term
while preserving or enhancing asset value over the long term.
Their decisions impact an asset’s overall performance and wheth-
er it will meet or exceed the expectations of its investors.

Key Differences Between Property Management

and Asset Management

While property managers and asset managers often work closely
together, their roles differ significantly in focus and scope. Un-
derstanding these differences is crucial for property managers
seeking to adopt an asset management mindset and make more
strategic contributions.

Scope of Responsibilities

Property Management: Property managers are responsible
for the day-to-day operations of the property, including tenant
relations, maintenance, and basic financial management tasks
such as budgeting and expense control. Their primary goal is
to ensure smooth operations, satisfied tenants, and efficient
management of the property’s resources.

Asset Management: Asset managers focus on the long-term
performance of the property as an investment. Their respon-
sibilities are strategic and financial, encompassing decisions
that affect the asset’s overall value. Asset managers evaluate
market conditions, investment timelines, capital improvement
plans, and how the property fits within the owner’s portfolio.

Decision-Making Focus

Property Management: Property managers make decisions
that directly impact tenants’ experiences, such as address-
ing maintenance issues and ensuring prompt and effective
communication. Their focus is on maintaining high occupancy
rates, tenant satisfaction, and smooth daily operations.
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= Asset Management: Asset managers make decisions that im-
pact the asset’s financial health, such as setting rental rates
based on market conditions, deciding when to refinance or
sell, and prioritizing capital investments. They assess how
each decision aligns with the property’s long-term financial
goals and investment strategy.

Financial Metrics

= Property Management: Property managers typically track ba-
sic financial metrics, such as budget variance and expense
ratios, and focus on cost management and income collection.
Their role involves creating and adhering to a budget, keep-
ing costs within acceptable limits, and maximizing occupancy
and rent collection.

= Asset Management: Asset managers are focused on broader
financial metrics, including net operating income (NOI), return
on investment (ROI), capitalization (cap) rates, and internal
rate of return (IRR). They evaluate these metrics to assess the
property’s current and potential value, using this data to make
informed investment decisions that can significantly impact
the asset’s long-term financial performance.

Time Horizon

= Property Management: The focus is typically on the short
to medium term - addressing immediate needs and ensur-
ing tenant satisfaction in the present. Property managers are
concerned with issues that impact daily operations, monthly
financial performance, and yearly budgets.

= Asset Management: Asset managers view the asset’s perfor-
mance over a longer timeframe, considering factors such as
market cycles, investment hold periods, and long-term capital
planning. They make decisions that may not yield immediate
results but are intended to increase the property’s value and
profitability in the years to come.
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Risk Management

= Property Management: Property managers address opera-
tional risks, such as safety issues, compliance with local laws,
and emergency preparedness. They focus on protecting ten-
ants and property from everyday hazards.

=  Asset Management: Asset managers assess financial and
market risks, including shifts in tenant demand, changes in
interest rates, and broader economic trends that could affect
the assets’ value. They work to mitigate these risks through
strategies such as lease diversification, maintaining compet-
itive amenities, and timing capital improvements to achieve
optimal market impact.

By understanding these distinctions, property managers can be-
gin to view their daily responsibilities through a strategic lens.
They can start asking questions like, “How will this decision im-
pact the property’s value over the next five years?” or “How can
we adjust our tenant mix to reduce risk and attract more desirable
occupants?” Thinking this way bridges the gap between property
management and asset management, preparing property man-
agers for a more significant role within their organizations.

How Asset Management Directly Impacts Asset

Value and Investor Returns

Asset management plays a critical role in determining a proper-
ty’s financial success. The strategic choices made by asset man-
agers can significantly enhance property value, resulting in high-
er returns for investors.

Here are some ways asset management directly impacts proper-
ty value and returns:

Market Positioning and Tenant Strategy

Asset managers assess the property’s position in the market and
develop strategies to attract ideal tenants. For example, suppose



WHAT IS CRE ASSET MANAGEMENT?

an office building is positioned in a high-demand area for tech
companies. In that case, an asset manager may focus on attract-
ing tech-oriented tenants by upgrading amenities, improving
building technology, or implementing other incentives that will
be well-received by tech company prospects. However, filling the
building with companies from one business sector can be risky.
Instead, the asset manager might choose to diversify the tenant
base as a hedge against a downturn in any one industry.

Regardless of the asset manager’s specific strategy for an asset,
a well-positioned property with a solid tenant base is inherently
more valuable because it generates higher rents and offers lower
vacancy risks, both of which directly impact an investor’s financial
returns.

Capital Improvements and Value-Add Strategies

Asset managers identify capital improvement projects that will
increase the property’s market appeal and profitability. For in-
stance, updating an office building lobby, adding sustainable fea-
tures, or enhancing building security can make the property more
attractive to high-quality tenants. These improvements can justify
higher rental rates and attract longer-term leases, which contrib-
ute to stable cash flow and a higher overall property valuation.

Expense Management and Operational Efficiency

Effective property management involves identifying opportu-
nities to enhance operational efficiency, such as implementing
energy-saving measures, optimizing maintenance schedules, or
renegotiating service contracts. Reducing operating expenses
boosts net operating income (NOI), which, in turn, increases the
property’s value. While the day-to-day work of managing operat-
ing expenses and optimizing efficiency falls within the property
manager’s role, asset managers are involved in making strategic
investments and providing property managers with the flexibility
to implement practices that improve NOI without compromising
service quality or tenant satisfaction.
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One way to focus the property management
and engineering team on their asset
management role is to encourage them to
think from an asset management “lens.”

Encourage your team to consider the
impact of every decision based on its
potential effect on asset value and
whether it aligns with the owner’s asset
management strategy.
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Risk Mitigation and Financial Stability

Asset managers help mitigate financial risks by diversifying the
tenant mix, maintaining appropriate levels of debt, and planning
for market fluctuations. For example, diversifying tenants across
various industries can protect the property from downturns in
specific sectors, reducing the likelihood of vacancy spikes and
income instability. Financial stability and managed risk make the
asset more resilient and attractive to investors.

Exit Strategies and Timing

Asset managers constantly assess market conditions to deter-
mine the optimal time for refinancing, redevelopment, or sale.
Timing these decisions well can maximize returns, as properties
sold during favorable market conditions or after strategic im-
provements yield higher sale prices. A well-timed exit strategy
can significantly impact investor returns, making asset managers’
insights invaluable to the investment’s lifecycle.

Challenges of Optimizing and Maximizing Property

Performance

We have mentioned the terms optimization (driving the highest
levels of efficiency and cost-effectiveness) and maximization
(delivering the highest possible returns and asset value) several
times so far. It is essential to note that optimizing and/or maximiz-
ing property performance — both financially and operationally — is
a complex balancing act.

While both are essential for long-term property performance, they
often present conflicting demands. The challenge lies in navigat-
ing market fluctuations, managing financial constraints, meeting
tenant expectations, and mitigating operational risks — all while
adhering to the owner’s investment strategy.
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The asset manager’s goal is to fill the
property (to 100% occupancy) with high-credit
tenants, at or above market rental rates
(including the impact of any concessions), at
the longest possible lease terms.
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Achieving either objective — “maximizing” or “optimizing” — is not
as simple as it might seem. The asset manager cannot neces-
sarily measure — much less achieve — “maximum” or “optimum”
performance.

For example, when a new lease is signed, the asset manager will
never know for certain if a better deal could have been made.
Would a different, unknown tenant have paid more rent or ac-
cepted fewer concessions — or both? If such a tenant appeared
after the lease was signed, you could argue that the asset man-
ager failed to maximize the net operating income (NOI) and, as a
result, the asset value.

However, this type of “what if” analysis is counterproductive in
asset management. After all, the asset manager could never be
certain that another unknown tenant would enter the market a
few months later, and whether that prospective tenant would
have signed a more advantageous lease deal. (Plus, the asset
manager would have lost out on several months of rent from the
first tenant.)

In some cases, the opposite can also be true. The overly cautious
asset manager might let several lease deals pass by in search of
the “perfect” deal that never materializes. (Every month a space
remains vacant represents what economists call an opportunity
cost. The investor will never be able to recoup the lost revenue
from that vacancy. Instead, the potential to earn that cash is gone
forever. With this in mind, leasing and tenant retention are para-
mount to optimizing an asset’s financial performance.)

Without the benefit of a crystal ball (or even a Magic 8-Ball) to
prognosticate about the future, the asset manager must make the
best decision based on their judgment and the information avail-
able at the time.
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The Fundamental Conflict Between Optimization
and Maximization

At its core, optimization focuses on efficiency, minimizing costs,
streamlining operations, and enhancing tenant retention. Maximi-
zation, on the other hand, aims to push income and asset value
as high as possible, often requiring investment in upgrades, ag-
gressive leasing strategies, and higher risk-taking.

These two objectives often work against each other. Consider a
common dilemma faced by property managers:

The HVAC Maintenance Conundrum

A property manager (focused on optimization) might be
tempted to delay routine HVAC maintenance or opt for the
cheapest repair parts to cut down on immediate operation-
al expenses. This directly reduces current spending, thereby
optimizing short-term NOI. However, from an asset manage-
ment perspective (focused on maximization), deferring main-
tenance can lead to more frequent and costly breakdowns in
the long term, impacting tenant satisfaction, increasing poten-
tial for lease terminations, and even shortening the useful life
of the equipment, ultimately undermining asset value.

This is a clear conflict: short-term savings (optimization) ver-
sus long-term asset preservation and value (maximization).

Reducing expenses (optimization) may lead to deferred mainte-
nance, lower tenant satisfaction, and weaker leasing outcomes.
Pursuing aggressive rent increases and value-add investments
(maximization) can drive away tenants, increase vacancies, or re-
quire capital expenditures that strain short-term cash flow.

Challenges in Balancing Optimization and
Maximization

To illustrate the challenges, consider these options:
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= Raising rents maximizes income, but raising them too aggres-
sively may increase tenant turnover, requiring more costly
leasing efforts.

= Reducing maintenance costs optimizes short-term expenses,
but cutting expenses too deeply may lead to long-term dete-
rioration of the asset.

= |ncreasing ancillary income (e.g., parking fees, service
charges) can maximize cash flow. However, if these charges
are not based on market conditions, they may also lead to
tenant dissatisfaction and eventually vacancy.

The Difficulty of Increasing NOI Without

Undermining Stability

Optimizing net operating income (NOI) is essential for maximiz-
ing value. However, the harder the asset manager pushes to in-
crease revenue and reduce all types of expenses, the riskier the
opportunities become. At some point, tenants may be priced out
of a leased space — the space will be too expensive for the tenant
to stay. Alternatively, the service levels may deteriorate as a result
of the deep operating expense cuts, leading to tenant dissatisfac-
tion and an increased risk that the tenant will leave at the end of
the lease.

For some asset managers, the strategy is to push right up to that
imaginary line and charge tenants just below their breaking point.
However, since the “line” is fictitious and ever-changing, moving
towards it is an inexact measurement. The harder the asset man-
ager pushes, the greater the risk that a tenant prospect will walk
away or an existing tenant will leave at the end of the lease term.

Asset managers might be enticed by opportunities to increase
income during the lease term. For example, they might start
charging the tenants for parking, or increase the parking charges.
They might start charging for, or increase the charges associated
with, amenities like a conference facility or fithess center. Some-
times, the tenants might not react to these cost increases. How-
ever, in other cases, the tenants might revolt.
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Think of it this way: Just because you can do
something does not mean you should do it.

For example, an asset manager might
propose maximizing rental income by
increasing rents or charging for additional
services, such as parking.

However, if the local market cannot support
higher rates or extra fees, tenants may
leave, leading to increased vacancy and
turnover costs, which ultimately harm NOI
and asset value.

This tension between short-term efficiency
and long-term value creation is one of the
greatest challenges in asset management.
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The decision-making conundrum also occurs on the expense
side. Cutting costs too aggressively can harm tenant satisfaction,
maintenance quality, or property marketability. For example, re-
ducing janitorial services may impact tenant satisfaction and, ul-
timately, tenant renewal rates. Reducing maintenance levels or
prolonging maintenance intervals can result in higher long-term
maintenance costs, more frequent breakdowns (which also im-
pact tenant satisfaction), and a need to replace equipment earlier
in its lifecycle (which negatively impacts asset value).

As an example, an asset manager might instruct the property
manager to reduce the frequency of HVAC maintenance as a
means to cut costs. While this might initially improve NOI, tenants
may start experiencing heating and cooling issues, leading to
complaints, lease terminations, and higher long-term repair costs.

Managing Capital Expenditures (CapEx) Without

Overinvestment

Asset managers must determine the “right” amount of investment
in renovations, technology, and infrastructure improvements to
increase asset value without overspending. Investors may pres-
sure asset managers to increase property value through capital
expenditure (CapEx) projects while maintaining strong short-term
cash flow, which may not always be feasible.

Challenges in Balancing Optimization and
Maximization

= |nvesting too much in capital improvements can drain re-
serves and reduce investment returns.

= |nvesting too little can cause asset depreciation, lower rents,
and reduced market competitiveness.

=  Predicting the return on investment (ROI) on capital expense
investments is difficult, as market conditions and tenant de-
mand shift over time.
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For example, a retail center might undergo an expensive, multi-
year repositioning project to attract a higher-quality tenant mix.
But this strategy comes with some significant risks. To attract
high-quality tenants, the landlord might have to choose not to
renew some (or all) of the existing tenants, with the hope that the
newly renovated property will attract top-tier replacement ten-
ants. Add to that the fact that market conditions might change
over the multi-year duration of the project, making it impossible
to achieve the projected pro-forma rents from the new tenants.
Additionally, reduced foot traffic during construction can erode
percentage rent income as customers avoid the shopping center.
All of these conditions can potentially lead to lower-than-expect-
ed returns on investment.

Risk of Market Volatility and External Economic Factors

Interest rate fluctuations, recessions, and changing tenant de-
mand can make even well-planned optimization and maximiza-
tion strategies ineffective. Asset managers must plan for worst-
case economic scenarios while still positioning the property for
growth in strong markets.

Challenges in Balancing Optimization and
Maximization

= Locking in long-term leases optimizes cash flow stability but
may prevent managers from capturing market rate increases
later.

= Refinancing at lower interest rates maximizes returns but de-
pends on timing and economic conditions beyond the asset
manager’s control.

= Holding onto a property during a market downturn may opti-
mize stability, but it prevents the maximization of returns if the
asset value declines.
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The Difficulty of Achieving Maximum Tenant
Retention and Rental Income

Simultaneously optimizing tenant retention and rental income
can be a delicate balancing act because, at the extremes, these
concepts can work against each other.

Keeping tenants happy (optimization) requires competitive lease
terms, quality amenities, and responsive service. Maximizing
rental income often requires pushing rental rates, reducing con-
cessions, and cutting operating expenses, which can drive ten-
ants away.

Challenges in Balancing Optimization and
Maximization

= Offering tenant incentives and concessions (free rent, tenant
improvement allowances, etc.) helps retain tenants but reduc-
es short-term income.

= Charging market-leading rents maximizes income but may
price out potential tenants, leading to longer vacancies.

= |nvesting in tenant amenities and other actions that improve
the tenant experience (like concierge services and event pro-
gramming) can contribute to tenant retention. However, they
can increase operating expenses (although these costs are
often passed-through to tenants).

For example, as a method of increasing rental income (and, con-
sequently, NOI and asset value), an asset manager might decide
to increase lease renewal rates by 8% instead of the more com-
mon 3%. However, unless they are operating in a “landlord’s mar-
ket,” tenants might balk at the sudden jump in costs and opt to
relocate, increasing turnover costs and vacancy loss.
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Managing Property Operations Efficiently Without
Reducing Quality

Reducing operating expenses optimizes cash flow, but cutting
too much can lead to service degradation, tenant dissatisfaction,
and asset deterioration. Finding the right balance between cost
control and service quality is one of the biggest operational chal-
lenges.

Challenges in Balancing Optimization and
Maximization

= Reducing janitorial or security staff can lower costs, but it may
also lead to complaints and negative tenant experiences.

= Switching to lower-cost vendors may optimize the budget, but
it can also compromise service quality and negatively impact
the long-term health of assets.

=  Delaying repairs can save money, but doing so may lead to
larger, more expensive problems later.

Keeping Up With Sustainability and ESG Mandates

While Controlling Costs

Many investors and tenants now require sustainability initiatives
(including environmental, social, and governance (ESG) compli-
ance), but these often require significant upfront investments. Im-
plementing energy-efficient solutions or pursuing green building
certifications can be expensive, and the returns often take years
to materialize.

Challenges in Balancing Optimization and
Maximization

= |nvesting in energy-efficient HVAC systems increases long-
term value but requires a significant upfront capital expendi-
ture.
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= Green leasing initiatives may limit flexibility for existing ten-
ants but attract ESG-focused companies.

For example, an industrial building investor might consider install-
ing solar panels to reduce operating expenses. However, high in-
stallation costs impact cash flow, and tax incentives might not ma-
terialize for several years, creating a short-term financial burden.
(Some leases permit the landlord to pass-through the amortized
costs of energy savings projects like this as operating expens-
es over the system’s life cycle. The theory is that tenants benefit
from the energy savings generated by the solar panels, so they
should contribute toward the project’s cost. As noted earlier, the
decision to pass-through the amortized costs of a project like this
should be made strategically. Just because the landlord “can”
pass-through these expenses, does not mean that it “should.”
Sometimes, passing-through these amortized expenses can in-
crease the tenant’s operating expenses above market levels, in-
creasing the chance the tenants will not renew their leases at the
end of their respective lease terms.)

The Challenge of Perfection in Asset Management

Achieving both optimization and maximization in commercial
real estate asset management is inherently challenging because
these goals often conflict with each other. Asset managers must
constantly navigate the trade-offs between efficiency, growth,
and risk mitigation while balancing the needs of owners, tenants,
and market conditions.

Real World Application: Strategic HVAC Overhaul

When she took over the management of a Class B suburban
office building, the property manager noticed that the engi-
neering team had traditionally focused on reactive mainte-
nance, making system repairs when components failed.

Working with the chief engineer, she identified the opportu-
nity to replace certain troublesome system components, in-
cluding several rooftop HVAC units that had exceeded their
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useful lives. Involving a mechanical engineer, her team identi-
fied that replacing the rooftop units would improve energy ef-
ficiency, reduce repair and maintenance costs, and enhance
the tenant experience.

She proposed to the asset manager a significant capital ex-
penditure for new, energy-efficient rooftop units, framing the
work as a strategic investment that would reduce future oper-
ating expenses, enhance tenant comfort, and protect the as-
set’s value. This strategic decision, though requiring upfront
capital, moved beyond daily operations to focus on maximiz-
ing the asset’s potential.

A Word to the Wise

Think Beyond Property Operations

A common misstep for property managers is spending all their en-
ergy on daily operations while overlooking strategic asset perfor-
mance. This happens when immediate maintenance and tenant
requests dominate your attention, leaving little time for long-term
planning. Avoid this by scheduling regular strategy sessions to
align operations with ownership’s investment goals and by track-
ing metrics that go beyond basic building functionality.

The Bottom Line

Asset management is the driving force behind real estate invest-
ments, translating market insights, financial acumen, and strate-
gic planning into real, measurable value for investors. By under-
standing the goals and strategies of asset management, property
managers can develop a more holistic perspective on the prop-
erties they oversee. This shift in mindset — from daily operations
to long-term value creation — empowers property managers to
make decisions that align with ownership objectives, ultimately
enhancing their role within their organization.
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In the following chapters, we will explore how property managers
can develop and apply an asset manager’s perspective in their
work. From financial analysis and capital planning to tenant rela-
tions and market positioning, these insights will enable property
managers to contribute more meaningfully to the properties they
manage, building skills that can drive both property value and
career advancement.




11

A perfect asset management strategy does
not exist.

Instead, asset managers need to adopt

a dynamic, well-informed approach that

continuously adjusts to market realities,
financial constraints, and tenant demands.

The most successful asset managers
are those who embrace flexibility, make
data-driven decisions, and find the right

balance between efficiency and profitability,
ensuring long-term asset value and
sustainability.





