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Agenda

• Prospecting
• Project Valuation/Agree on terms
• Pro Forma
• Due Diligence/Internal Approval

…and lessons learned along the way
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Where to buy?

• Population
• Employment/Median Income
• Top Performing Submarkets
• Pricing – New and Resale
• Permit Activity
• Inventory/Months-of-Supply/Future
• Sales Performance
• Closings
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Market Analysis Examples
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Market Analysis Examples (cont’d)
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What's for sale?

• Networking
• Brokers/Real Estate Listings
• Engineers
• Land Owners
• Developers
• Subscription Services (Metrostudy, Zonda, etc.)
• County and State Databases
• Land Mapping
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Assess the site
• Location
▫ Proximity to job centers
▫ Proximity to metropolitan areas
▫ Proximity to retail amenities and recreation

• Schools
• New home pricing and pace
• Resale value
• Type of site (in-fill vs raw land)
• Engineering Assessment (layout, lot dimensions, amenities, 

etc.)
• Red flags/hindrances?
• Architectural requirements (County, site, etc.)
• County Impact Fees and Taxes
• Lot comps
• Risk Profile
• Would you live there? (Gut Check)
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Examples of tools to asses the site
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• Type of deal
▫ Finished lots vs. self-development

• Lot Price
▫ Fixed price, escalation, profit share, etc.

• Deposit
▫ Letter of Credit vs Cash
▫ Secured vs Unsecured
▫ When is released?

• Takedown structure
▫ Variable, Scheduled, Bulk

• Closing requirements?
▫ Record plat, preliminary approval, base paving, permits, 

etc.

Can we agree on terms?
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• Is the builder/developer selling in the area, how much 
inventory available?

• Builder fit – Homebuyer profile (affordable, 1st time 
move, 2nd time move up, etc.)

• Un-negotiables (deposit, etc.)
• Risk profile
• Return on Investment
▫ Length of time (absorption, development timeline)
▫ Peak investment
▫ Profit
▫ Deposit

• Threshold Requirements

And will the deal work?
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Developer’s Pro Forma
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Howard County Property Per Lot Total

11 lots

Finished lot sales price 290,000 3,190,000

Costs:

Legal, Title 2,727 30,000

Entitlements 9,091 100,000

Transfer and recordation on purchase 1,401 15,411

Loan origination fee 2,750 30,250

Letter of Credit/bonding fees 2,700 29,700

Land development – hard costs 90,000 990,000

Density Exchange Options

Wells

Entry feature, Landscape, Property taxes 7,000 77,000

Interest 9,634 105,974

Transfer and recordation on sale 2,900 31,900

Profit Target 50,000 550,000

Total Costs plus profit 178,202 1,960,222

Total Offer 111,798 1,229,778

Developer’s Challenges

• Approval Hurdles
▫ Cost
▫ Time
▫ Municipalities
 CZMP
 URDL
 Senate Bill 236 – Tiers

▫ Community Opposition

• Capital
▫ Significant barrier to entry
▫ Some banks still not in the game
▫ Equity requirements in the 20-30% range
▫ Hard money is expensive
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Developer’s Challenges
• The “Numbers”
▫ Seller Expectations of Land Value
▫ Flat finished lot values
 Builder Renegotiation/Walkaway Risk

▫ Increasing development costs
 Land Development Risk
 Williams Field rock issues
 Laurel Hill tunnel

▫ Longer entitlement timeframes
▫ County fees
▫ Cost and availability of bonds and letters of credit

• Soils and Environmental
▫ Ellicott City site

• Entitlements
▫ Sparks site
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Equity Requirements

• Total Revenues $3,190,000
• Less: Pre-tax Income (550,000)
• Total Costs 2,640,000

• Loan Amount:
▫ Revenues 3,190,000
▫ Discount Rate *     70%
▫ Discounted Revenues 2,233,000
▫ Loan % *    75%
▫ Loan Amount 1,674,750

• Total Costs 2,640,000
• Less: Loan Amount (1,674,750)
• Less: Deposit (8% of revs) (255,200)

• Equity Needed 710,050
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Returns on Investment and Equity
• Pre-tax income $550,000
• Total Costs 2,640,000
• Return on Investment 18.8%

• Pre-tax Income $550,000
• Total Equity 710,050
• Return on Equity 66.5%

• Stress Test:
▫ 10% Cost Overrun:

 ROI reduces to 16.9%; Increases equity needed by $264,000; 
Reduces ROE to 45.7%

▫ $20,000 lot price reduction by builder on last 6 lots
 ROI reduces to 14.3 %; ROE reduces to 49.1%

▫ 10% Cost Overrun and $20,000 reduction
 ROI reduces to 12.8%; ROE reduces to 33.1%
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Builder’s Pro Forma
1. Plan lineup
2. Takedown Structure (Bulk vs Option)
3. Indirect Cost (onsite construction costs)
4. Direct Cost (base house and options)
5. Sales Commission (internal and external)
6. Revenue (base $, options $, lot premium, incentives and 

closing costs)
7. Deferred Marketing (model)
8. Sales & Other Marketing Expenses
9. Fees (building permit and impact fees)
10. Warranty
11. Contingency
12. Sales, Starts and Closings Timing
13. Due Diligence Expenses
14. Closing Costs (lot)
15. Profit Participation
16. On-lot development costs
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Input the data…
1. Plan lineup: 20’ ft wide townhouse
2. Takedown Structure: rolling option (9 per qtr)
3. Indirect Cost: $8k per lot
4. Direct Cost: $56.23 per sqft
5. Sales Commission: 3% internal plus a co-op
6. Revenue: $500k base, $65k options, $8k 

premium, and $27k incentives
7. Deferred Marketing: $3k per lot
8. Sales & Other Marketing: $600 per lot
9. Fees: $12k per lot
10. Warranty: $1.4k per lot
11. Contingency: $1k per lot
12. Sales, Starts & Closings: 2.8 per month (hold 3 specs on avg)
13. Due Diligence Expenses: $45k total
14. Closing Costs (lot): $292k total
15. Profit Participation: $10k per lot
16. On-lot development costs: $9k per lot
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…to build the pro forma cash flow
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1 Cash Deposits
Lots 

Purchased Starts Sales Closings

Deferred 
Marketing

Pre Close Due 
Diligence, Entitle & 

Eng Expenses Taxes Fees Offsites Onsites
Profit 

Participation

Jun 2015

Jul 2015

Aug 2015

Sep 2015

Oct 2015

Nov 2015

Dec 2015

Jan 2016 22,500
Feb 2016 1,817,560 22,500
Mar 2016

Apr 2016

May 2016

Jun 2016

Jul 2016

Aug 2016

Sep 2016 0 0 0
Oct 2016 0 0 0
Nov 2016 0 0 0
Dec 2016 0 0 0
Jan 2017 (161,050) 7 7 57,500 25,790 0
Feb 2017 0 57,500 0 0
Mar 2017 0 1 92,000 0 0
Apr 2017 0 2 0 0
May 2017 0 3 0 0 0
Jun 2017 (138,043) 6 6 3 1 22,105 9,000
Jul 2017 0 3 2 0 18,000
Aug 2017 (184,057) 8 8 3 2 29,474 18,000
Sep 2017 0 3 0 0
Oct 2017 0 3 4 0 36,000
Nov 2017 (184,057) 8 8 3 2 29,474 18,000
Dec 2017 0 3 4 0 36,000
Jan 2018 (184,057) 8 8 3 3 29,474 27,000
Feb 2018 0 3 1 0 9,000
Mar 2018 0 3 4 0 36,000
Apr 2018 (207,064) 9 9 3 4 33,158 36,000
May 2018 0 3 4 0 36,000
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Pro Forma Output
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A review of the overall process (from 
the perspective of RAH):
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• Identify Prospect
• Pro Forma/Agree on Terms
• LOI
• Miniterm Approval
• Contract
• Due Diligence
• Transmemo Approval
• Post Deposit
• Transmemo update approval for initial closing
• Short Form approval of any closing therafter
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