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Setting Initial Decision Points 
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Relaxing Acceptance Criteria
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Increasing Performance in a Challenging Economy 

By: Larry Davies, Regional Sales Executive

As the multifamily housing industry continues to confront the current economic conditions, owners and operators need to identify every opportunity in which they can improve occupancy and impact revenue. One of these areas is managing property performance with a comprehensive resident screening strategy.

Today, properties in the U.S. employ either a customizable rule-of-thumb (ROT) scoring model to screen their apartment applications or they use a statistical lease screening (SLS) method that is a scientific, risk-based, approach to applicant screening. Both ROT and SLS screening methods attempt to rate the likelihood of successful residency. 

ROT methods have evolved over time by using generalized landlord observations regarding specific applicant attributes (i.e., credit profiles, public records and income-to-rent). These methods commonly rely upon intuition or opinions of what is expected to influence lease performance but are not based on any scientific research. Additionally, ROT methods commonly “trump” or decline applications that fail to meet a single hard rule such as an income-to-rent ratio less than three. The immediate operational implication of trump rules is a potential reduction in the number of otherwise qualified applications right off the top. 

SLS methods, unlike ROT methods, are based on quantitative decision science techniques which have been deployed in a wide variety of industries for over 50 years to manage consumer and business credit risk. In the development of multifamily SLS methods, millions of actual histories or performance outcomes representing the aggregate U.S. renter population have been rigorously sampled and analyzed. 

The relative power of this method lies in its ability to assess all applicant credit characteristics and provide a score that considers all variables and the interaction and interdependency of those variables. The SLS method incrementally rank orders leases using a risk scale, so the landlord can expect that on average selecting a lease score of 395 will outperform a lease score of 385. Hence, all traffic will be incrementally risk-ordered – especially important with those challenging borderline applicants. 

The current environment of increasing vacancies and declining traffic puts properties in a position where they must take on more risk to meet business objectives. How can the landlord be confident in knowing that they have relaxed their criteria enough to increase occupancy, but not so much that they are overwhelmed with higher risk residents and increasing levels of bad debt? The two screening methods described above have very different implications to this question. 

With ROT methods, the landlord must make a decision to change the rules being used to screen and measure applicant credit quality. This leaves landlords in the position of having to chose which information attribute to adjust and by how much – potentially driving unnecessary volatility in their accept, conditional and decline (A/C/D) ratios and ultimately revenue and bad debt performance. Changing the rules, or weighting of these rules, as a means to change acceptance criteria also means that regional and portfolio managers lose the opportunity to consistently benchmark changes across their portfolio in resident credit quality and relative property performance. 

Conversely, with the SLS method the property changes their acceptance criteria by adjusting their decisions points and either raising or lowering the upper bounds (UB) and lower bounds (LB) criteria (see Traffic Renter Quality Distribution Graphic on page 2).

With the SLS method, the landlord has the choice of setting separate decision points to accept the necessary quantity of leases to fill vacancies or to consistently maintain a community’s renter credit quality standards at a specified level. Additionally, this consistent measurement of applicant credit quality provided by the SLS method enables landlords to operationally benchmark traffic and resident credit quality against financial and other measures of operational performance. 

Given the current market challenges, following are some general recommendations that can help meet occupancy and revenue goals while minimizing bad debt. 

· Actively manage acceptance criteria on a property by property basis. Each property draws a unique pool of applicants with varying levels of renter credit quality. Therefore, acceptance criteria should be unique to each property and subject to traffic demand and unit supply or vacancy. 

· Aggressively use a conditional accept range. Use conditional accept ranges to assess increased deposits, add co-signers, or offer shorter lease terms – all of which have been empirically shown to reduce the likelihood of lease default among more risky applicants and improve property level lease completion rates. 

· Accurately benchmark your marketing efforts. Compare your marketing and its impact on applicant credit quality scores; accept, conditional and decline ratios; and marketing sources to determine your optimal media share and channel spend.

At the end of the day, the landlord’s objective is to use the respective screening method to efficiently harvest the best available leases from the available applicant pool. In these challenging times with applicant volume down and a shrinking applicant pool, your resident screening strategy is a critical business process. Forward thinking and strategic property owners will take advantage of current market conditions to look at all the factors that will help drive efficiency and profitability. Adjusting applicant risk tolerance smartly is certainly one of those factors. 
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For questions about this article, please contact marketing@FADVSafeRent.com or 888.881.3400.


