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have changed significantly since the Great Recession.2nd Read (12.07.2017): Still an important reference book. Less interesting to read all the way to the second time. I'm more attuned that important information is missing or obscured for the developer. The focus is on the finances and management of 1st Reading (09.06.2015): Perhaps a little wobbly or niche for general readers, but an incredibly
important guide for people in my career. I read the 2003 version. I'm sure some of the funding sections have changed significantly since the Great Recession.2nd Read (12.07.2017): Still an important reference book. Less interesting to read all the way to the second time. I'm more attuned that important information is missing or obscured for the developer. The focus is on finance and management rather
than the real construction process. In my work as a city planner, I would like to will care more about the actual building than the finances. ... More More in Freeport - BRIC 333.3 P Photography 1 Introduction What is a developer? Few job descriptions are as varied as that of a developer. Development is a multifaceted business that includes activities ranging from the acquisition, renovation and re-lease of
existing buildings to the purchase of raw land and the sale of improved plots to others. Developers initiate and coordinate this activity, convert ideas on paper into real estate and turn real estate into urban fabric. They create, represent, finance and organize development from start to finish. Developers often take the greatest risk when creating or renovating properties - and they can get the most rewards.
Developers need to think big, but development is a detailed case. Successful developers know that they have to double and triple check everything. The position is overlooked in the policy of the title or the poorly done soil test can have serious consequences. Developers are ultimately responsible for their projects, and even if someone else has been negligent, developers must deal with the consequences
of an error or omission. A good developer is flexible, ready for the unexpected and adapting to rapidly changing conditions. During the approval process, for example, the developer must often negotiate with groups of neighbors who are seeking major changes to the proposed project. If the developer is unwilling to compromise, or if the project was designed to provide flexibility, the team may have the right
to kill the project completely. The developer should be able to solve all the problems of the stakeholders without jeopardizing the economic viability of the project. Managing development requires special talents, not least common sense. Developers need to have a clear idea of what they want to do; they must also show leadership in communicating and implementing that vision. Successful developers often
have strong opinions by their nature, but they must be good listeners and collaborators. They cannot be authorities in the myriad areas of expertise involved in the project, so their success depends on their ability to coordinate the activities of many other parties, as well as on their judgment and ability to consistently harmonize those resources. Developers work with different people and groups: most
obviously, construction professionals, including surveyors, designers, architects and other designers; Specialized consultants, contractors and traders; and tenants and clients hail from different businesses, sometimes with different goals. Developers should work closely with lawyers; Bankers and investors; Planners elected and appointed officials at the city, regional and state levels; and an increasingly
complex network of regulators and inspectors. In addition to professionals, the developer must to communicate with citizen groups, homeowners' associations and Complexity. Success comes from knowing questions to ask and with whom to ask, having familiarity with best practices and thumb rules, and being able to sift and evaluate conflicting advice and information. The spark of creativity - in design,
finance and marketing - can distinguish successful developers from competitors. Managing an innovative project team is a balancing act. Too much guidance can stifle creativity; too little can lead to a chaotic process and unmanageable results. Getting creative, cutting-edge work from a team without over budgeting is one of the fundamental tasks of managing the development process, and this requires a
combination of a rigorous overall process along with space for flexible research within this regime. Real estate development is an organic, evolutionary process. There are no two identical events, and the circumstances in the project are constantly changing. For beginners, development often seems easier than it is. Most novice developers need to work harder than experienced professionals to keep the
project moving in the right direction. Solving problems as they arise is the essence of day-to-day development, but anticipating unexpected and managing risks is the key to a satisfying career. Laying the necessary foundations before an important meeting, arranging the introduction of the best potential lenders, creating the best possible conditions for negotiation, and knowing as much as possible about
the potential tenant or lender's needs and problems before meeting them will help ensure success. Many developers say it's better to be lucky than good. According to Phil Hughes, President of Hughes Investments, Inc., in this business you better be happy and good. Luck may be where the opportunity meets preparation, but in our business the developer makes his own cooking and his own capabilities,
and it's up to the developer to present two. 1 Book Approach and Goals This book aims to start developers and other professionals who work in or around the real estate industry. It is assumed that readers are familiar with at least one or two segments of the industry through their day-to-day activities, academic training or personal investment. Even experienced professionals can better understand the role
they play in the development process: What are the rules for how developers do business with them? What are the most important elements that affect development success? Why does the developer, for example, care about the decline of a particular contractor? What type of certification allows the developer to close a permanent mortgage? In short, how does a detailed development business make
great places? This book details the five main types of development that novice developers are likely to undertake: land, apartment building, office, industrial and housing is not considered, except when developers sell subdivided plots to housebuilders. Each of the five product types is described from start to finish: the choice of sites; Feasibility study Assessing alternative approaches Identifying markets and
tailoring products for them; Project funding Working with contractors marketing, managing and selling a completed project. The real estate industry is divided into five main products: residential, office, commercial, industrial and land. The market for each product type may vary greatly depending on the region and location relative to employment centers, transit stops, or other location factors. Interestingly,
such historical cost-to-location correlations are no longer necessary to hold across the board. Some suburban hubs, for example, boast office rents higher than their downtown, and examples abound in previously overshadowed neighborhoods of rapidly gentrifying as they become attractive for changing housing preferences. These changing parameters illustrate the need for a successful developer to be
intelligently curious and open to continuous improvement and education. Building design and site density are two other basic measurements for classifying different segments of the real estate market. Each combination is a different type of building, cost structure, and end-user profile. For example, high-rise apartments with structured parking are much more expensive than garden apartments. Rents need
to be higher, and in order to be successful, market research must demonstrate sufficient unmet demand for units from people with higher incomes who want high-rise rental apartments in a given location. The development choices must constantly balance the market demands with the economics of projects. The development process, although similar to each product, differs in detail and accent. For
example, prelization is not necessary for the development of apartments and does not make sense for the development of land, but is crucial for office and retail development. Similarly, the analysis of the industrial building market is highly specialized compared to residential or other commercial uses. The book contains three main parts: introduction to the development process, discussion of certain types
of products, as well as a look at trends in the industry. Chapters 1 and 2 provide an overview of the development process, how to enter the business, and how to select and manage the development team. Chapters from 3 to 7 describe the development of five main products. Chapters 3 and 4 also provide a detailed step-by-step summary of key development analysis processes and will refer to other types
of products. Because many steps are the same for all types of income properties, chapter 4 described certain steps common to all types of products, such as how to calculate the financial impact for a common project and individual joint venture partners. After reading Chapters 3 and 4, readers should refer to sections of the book that relate to the specific type of product in which they are interested. The
final chapter looks at industry trends, emerging problems and the social responsibility of the developer. Case studies at the ends of Chapters 4, 5, 6 and 7 show how the principles discussed in chapters are used to develop real-world projects. The breadth and detail of this book should not be seen as a substitute to stay up to date with market and regulatory conditions. No two communities, and no two
projects are similar, and despite a long history of real estate development, almost anything can change. New regulatory approaches, building innovations, even Supreme Court cases can overturn the years-long best practices and standards presented in this book. Although this book is designed to cover all aspects of development, it cannot replace expert local advice from experienced developers and
professionals involved in the process. A huge amount of information is available on the Internet to facilitate every step of development, from real-time market analysis and local demographics to government approval and funding. Indeed, one of the most important trends today is the impact of technology on development. Requirements for success developers will be at risk. At low risk spectrum extremes,
developers can work for a fee, managing the development process for other owners or investors. In this role, they may incur a small risk from investing some of their own money in an enterprise or on an incentive fee that depends on them attracting a project within budget or with faster leasing at higher rents. On the other hand, developers can take all the risk by investing the first money in the project,
choosing the last money and taking full personal responsibility. Failure can mean bankruptcy. Developers also manage risks. They minimize, divide, hedge, or eliminate risks at every stage of the development process before moving forward. They try to minimize risk early on to make sure that the risk of investment to initial costs, when project prospects are most uncertain, is balanced by the likelihood of
success. Beginner developers usually have to take more risk than experienced developers because beginners don't have a strong position to pass on risk to others. They often have to start with projects that experienced developers have passed. Aside from this basic truism, however, Phil Hughes argues that budding developers often take more risk than they should. They need to try to find the right
opportunities, but each project includes opportunities to reduce risk. Many are attracted to development because of perceived wealth and glamour, with the most successful developers. Of course, development can offer huge rewards, rewards, and intangible. In addition to economic considerations, many developers are relishing the role of creating a lasting contribution to the built environment. The sense
of accomplishment that comes from seeing the result of several years of effort, for this type of person, is worth the trouble and sleepless nights along the way. Development risks, however, require a certain kind of personality. People should be able to wait a relatively long time for awards. Three or more years often pass before the developer sees the initial risk of money again, let alone profits. Typically, this
delay increases as projects and approvals become more complex. Developers run the risk of losing everything they have invested at least once and sometimes several times during the project. Events almost never go exactly as planned, especially for beginners or those moving in new types of products or markets. Developers should be able to live with some level of constant risk. The development can be
extremely frustrating. Developers depend on different people outside their own organization to do things, and many events, such as public statements, are not under the developer's control. one of the developers recalls that when he started to develop single-family houses, he was often disappointed when the work crews did not show up as promised. only after he learned to expect they didn't show up and
was pleasantly surprised when they did, did the construction become fun. The public approval process has become much more time-consuming and expensive over the past two decades, significantly reducing the developer's control over the process and significantly increasing the risk, especially in the early stages, when the risk is already highest. The impact of local politics on real estate development
cannot be overstated, especially for a beginner. The feasibility of the project lies not only in market demand, but also in what local jurisdiction requires. The project may work financially, but if local officials, or neighborhood activists, do not agree, permission will not be granted and the project will not go ahead. It is extremely important for the developer to build good relations with local officials and society
and understand their interests. As long as beginners develop sufficient skills and self-confidence, they probably need to work for another developer and learn about the process without taking the risk. Even with experience, developers often start with a financial partner who carries most of the financial risks. one way to limit the risk is to start with projects that involve leasing or construction risk, but are not
associated with all the risks in a completely new development: for example, to repair an apartment. In any case, you should start with projects where risk-based investments can be completely lost without undue stress. Even the smallest projects today tend to require $ up to $100,000 in cash upfront, or pursuing capital to propel it to the point where equity and debt financing can be raised. A A Never have
to start a project without having at least twice as much cash on hand, it seems necessary to get the project to the point where other funds are available. Advance cash is only a part of the total cash capital required by the developer to complete the project. Most lenders today require the developer to invest money to cover 25 to 40 percent of the total cost of the project. Total cash capital should not be in
hand or even enough to buy land, but it must carry the project to the point where the developer can attract other funds from investors or lenders or cash flow from operations. Developers can significantly limit the risk by taking care of their purchase (see chapter 3). For example, land closures should take place as late as possible. If a 60-day or 90-day closure is typical of the community, novice developers
must first look for a land seller who is willing to allow 180 days. Land can be more expensive, but the added time can cost a difference. If public permits are needed, such as zoning changes, developers can often make the necessary permits a condition for the purchase of land. This will allow developers to shift some of the risk of approval to the seller, and this will align the interests of the seller and the
buyer in the approval process. If public approvals or funding fail, the developer will avoid spending precious capital on sites that cannot be developed profit-making. Property purchase options that provide control over the site without having to buy it immediately are one of the greatest tools for developers. They reflect the developer's ability to negotiate and meet the seller's needs at the same time. Improving
equity for your first deal is perhaps the biggest hurdle for novice developers. Typically, developers want equity that is available immediately. If they have to pick it up before they can close on the property, sellers are nervous about their ability to close and less willing to let them tie up the property in the first place. Options can overcome many financial hurdles with creatively constructed sales contracts, but
sellers need to be confident that funding is available. Beginner developers often do not have established sources of capital if they do not have sufficient funds out of their own pockets or from family or business ties. Even if equity funds are not guaranteed, it is necessary to have them at least pre-lined before entering into a sales contract. In most cases, investors want to see what they invest in before they
commit funds. However, they should be as far as possible. The developer provides such obligations by communicating with potential investors in advance and interested in them to invest in the type of real estate, location and size that the developer plans to find. Investors are more keen to invest when it is clear that the developer has done his homework, meaning researched by local local demonstrate
carefully in advance that there is a demand for a particular product, and that costs and regulations will allow the developer to meet that demand. The message to potential investors is simple and can even be formalized by a strategic partnership or memorandum of understanding: if the developer can find a property that meets certain already identified specifications, investors will be interested in providing
capital for the transaction. Equity requirements and rules for external capital conditions are discussed in detail in Chapter 3, but this area is particularly subject to change. In particular, in hot markets, developers can find a sense of urgency among potential equity partners, wanting to get on a prospective deal. In an economic downturn, equity retreats, and the terms of the shares will become more
expensive, or investments may not be available on any terms. The intention of the investor, even the written intention, is never a guarantee. Although problems are inevitable, they almost always have solutions. Fortunately, the development process becomes easier as developers gain experience and undertake consistent projects. Beginners spend a lot of time implementing capital for projects, but once the
track record is set, they may find that lenders are urging them to offer to do business. The most difficult project is the first, and if it is not successful, the novice developer may not get another chance. Therefore, the choice of a project that will not lead to bankruptcy if it is not mandatory. Because of the increasing difficulty in obtaining government permits and funding, a developer should not be surprised if he
has to try five or more projects before one gets underway. Ways to enter the development field No single way leads automatically to success in the development of real estate. Developers come from a variety of disciplines: real estate brokerage, mortgage banking, consulting, housebuilding, commercial construction, lending, architecture, planning and legal services, among others. Academic programs that
award master's degrees in real estate development tend to look for students who already have experience in one area but who want to become developers.2 FIGURE 1-1 Partnership Continuum Most people learn business by working for another developer. Jobs with developers, however, are very competitive. In addition, many of the jobs available to developers do not provide a wide range of necessary
experiences. While large developers usually hire people for specialized areas like real estate management, leasing, selling or building, the ideal entry-level job is to work as a project manager with full responsibility for one or more small or work for a small firm that provides the opportunity to see and do everything. Some real estate positions facilitate the transition to development. Many developers start as
housebuilders, then vertically move into a land division or expand from a side time to an apartment or commercial commercial Others start with building projects for other developers. Developers can start as commercial brokers, using a large tenant-client as an anchor to design a new office building or find a site to design for construction in a tenant suit. Developers can also start as mortgage brokers; By
controlling the source of financing, the mortgage broker can make the transition to development by controlling the financial side of the joint venture with an experienced developer. Many experienced developers are willing to take joint ventures with a new partner if the partner brings the transaction to a developer who is strategically expanding his current business. Search for the first deal One of the most
famous development teachers, James Graaskamp, stressed that to begin with, starting developers must control at least one of the four assets - land, knowledge, tenants or capital. If they control more than one, the task becomes easier. If developers control the land, the task is determined by the proposal - the site seeking application. If developers control the knowledge or tenants, the task is determined by
the demand - the use of site search. If they have capital, they have a choice. Thin Apartments, a condominium-filling project in North Philadelphia, was designed by Onion Apartments, LLC, a small, family-owned firm. The eight-unit development is LEED Platinum certified, partly because of the green roof, solar water heating and rainwater collection, which reduces energy and water consumption by about
50 percent. TIM MCDONALD MARIKO REED A USE LOOKING FOR A SITE All developments are ultimately driven by demand. Determining who needs space - potential buyers or tenants - and what type of space they need is the starting point for all development projects. Initial market analysis should identify gaps in the market and the product or products that will fill them. Knowledge can take many
forms. Many developers use their familiarity with the specific local market derived from their previous experience in this area. knowledge of the market can give start-up developers the competitive advantage they need, where there is not enough space and which tenants are looking for a place, for example. The ability to convince potential lenders and investors that the market exists with supporting evidence
in the form of market research data or letters of intent from potential tenants is an invaluable asset for novice developers, as they do not have a great track record to prove their capabilities. For commercial developers, whether beginners or experienced, finding a tenant/user is the most important task. The quality of tenants can help attract lenders or investors and can overcome resistance from neighboring
homeowners or government agencies. Their creditworthiness is the key to new development because it is the tenant who makes the property valuable, not the building itself. Many developers enter the business through contact with potential tenants, possibly by designing a new building for the family family or for the company for which they work. Knowing the needs of a particular tenant and controlling his
location decision can allow the start-up start-up developer, who works for the firm, to participate as the principal in the transaction. knowing the sources of funding is another way of hacking into a business. Helping an established developer who needs money, or a friend who has control over the tenant to find a lender or investor, can allow him to become the principal in his first transaction. All of these cases
begin with the use of a searched site, and the use defines the requirements for the site. The developer's task is to find the site that best suits demand. SITE LOOKING FOR A USE Another possible starting point is the control of a well-located part of the property. Many developers start by developing family or company-owned land. Others begin by persuading the landowner to add land to a joint venture in
which the developer manages the development. In both cases, development is determined by supply. The first question that developers must answer is what is the highest and best use of land? Developers should not only consider what offers the highest returns (office buildings, for example), but they also need to explore the demand for that product. If the demand is not sufficient, the site will not produce
an attractive return. At this point in time, each site has the highest and best use, which will maximize its value. Each potential buyer analyzes the highest and best use of the property (and diligently compares it with other potential uses) before submitting an offer for real estate, hoping to make a profit. In fact, the sale price of a property is determined by many buyers deciding what is the highest and best
used and bidding accordingly. The owner's assessment of the site developed with the highest and best use at the time determines whether to go ahead with development or wait. Whether you should develop immediately or wait depends on the assessment of changes in usage or density in the future. This calculation implies an understanding not only of market demand, but also of urban planning,
infrastructure development, political and regulatory process. For example, a tract on the corner of two motorways on the outskirts of the city may end up being a good place for a shopping mall; but if the current demand for retail space does not justify the shopping center, the most profitable current use may be single-critical lots. The expectation of five years, however, will offer higher profits because the
mall may be justified, but of course the holding costs, price changes, and regulatory risks can mitigate this differentiation. Clearly a simple and better analysis can quickly become dizzyingly complex, taking on assumptions about timing, future cost and cost of opportunities. When the developer already owns the site, market research should indicate what to build, how much to build, the expected sale price or
rental rate, and the amount of time that the sale or lease will be Require. While market research is underway, the developer should investigate the terms of the site (the area of land that is being built, the percentage that contains the slopes, environmental factors, flooding and other safety issues, and so on) and find out what public approvals are needed. A development strategy should be established once
the developer has received the market information, engineering and environmental and public approvals are needed. A great site doesn't necessarily have to be developed all at once. Financial opportunities are generally limited to the total net worth of the developer and his partners, including the unencumbered value of the land (the value of the land minus the credits). Who becomes developers? How do
they start? ULI members, who have been identified as development specialists, were surveyed about their experiences as aspiring developers in August 2010. The following summary, based on 239 completed surveys, provides an insight into the origins of people in the development industry who are active in community development. PROFILE OF DEVELOPERS All respondents are actively engaged in
real estate development. Figure A shows a breakdown of the types of firms represented. Figure B breaks down the development of respondents over the previous ten years by type of property. In addition to development activities, respondents also participated in land acquisition and completed residential, office, retail and industrial projects (Figure C). CAREER PATH TO DEVELOPMENT The
respondents identified their previous three positions. Respondents presented a wide range of experiences, including accounting, brokerage, construction, lending, real estate consulting and law, in particular (Figure D). In addition to development, project management was the most common step towards career development. The first jobs showed a wide range, which indicates that brokerage and
construction services, among other things, offer good entry points into development. Many respondents spent time developing their education, with 15 per cent calling it the first step. Approximately 7 percent of respondents did only one job on the way to their career, as evidenced by the decline in responses as one moved from first to second job on the table. The most popular type of product for the initial
project of respondents was residential development (Figure E). Their second and third projects were more evenly divided between land development, residential, retail and office development. The most popular type of product for the developer's third project was evenly divided between residential and office building. The increase in participation in office development may have been due in part to the
increase in their third project because respondents gained more experience in the development of posts. When managing their business, respondents focused on the front end of the development process: acquisition procurement of regulatory approvals, market analysis and design (Figure F). Site Site the regulatory and approval process, as well as design and planning, were most identified as the
development phases that developers were focused on. LESSONS LEARNED If they had the opportunity to repaint their projects, most respondents would do some things differently. Many respondents noticed mistakes made at the front end of their projects that came back to haunt them, such as team selection, due diligence, and the process of getting right. In planning and construction, the majority
pointed to the importance of selecting competent, experienced team members and their effective coordination. As James Ellison, co-founder of Mode Development, LLC, wrote: The projects are very complex and consist of a very eclectic cast of characters. Your work as a developer is essentially the same as that of a film director. You have to make the best of your location, get the best out of your actors,
and stay within the studio budget all for a short period of time. Organization, accounting, relationships are key. Having partners who understand your activities and vision is important, and many respondents stressed the importance of scrutinizing team members and joint venture partners. Another major challenge is the skilled work on the complex details of the approval process in order to avoid delays in
diverting resources. Many spoke of the importance of building strong relationships with local regulators and engaging communities early on in the process. Brian McCarl, vice president of procurement for Newland Communities, echoed this view: real estate is a unique undertaking that often engages public and political institutions in making decisions about how to deploy private capital for private property.
All real estate, in fact, is a public-private partnership. Failure to take into account public decision-making and its value in decision-making is a good recipe for failure. Do your homework next door, city and state level before you invest and start spending money. Another dominant problem is careful due diligence in acquisitions. Many agreed that a bad acquisition was almost impossible to fix, although many
successful deals made their profits at the acquisition and rights stages. The value of the land comes through the rights, so developers need to make sure that their purchases have a line of approval attached. Understanding the market through extensive preliminary research will reduce the risk of getting stuck with an inefficient project. As Mikhail Brodsky, CEO of Hamlet, summed up, the time spent on
planning reduces the time spent on fixing. Many stressed that developers should use the market to form making decisions, thinking about the ultimate user, rather than seeking to impose use on the site. Focus on what the market wants, not what you want or what zoning allows, writes George Casey, president of Stockbridge Associates. It is essential to recognize which obstacles are immediate, short-term
and temporary, and which Many respondents have paid particular attention to maintaining a critical distance from the project and allowing research and conservative pro Forma to build a commitment to the deal rather than the emotional excitement for a construction or site. As Chris Squier, vice president of mixed-use development for Crosland Development, LLC, writes, don't fall into the trap of joining the
project with a best case of pro forma that only gets worse over time. Many talked about the importance of knowledge when to leave. Although it is difficult to let go of the project, knowing when to reduce losses differentiate successful developers. Stephen Arms, managing member of Marthasville Development, LLC, gave the following advice: Don't be afraid to leave the project if conditions change. Believe
in sunken accounting costs (also known as the more common phrase not throwing good money after bad). Looking ahead, a number of respondents noted the increased importance of urban mixed-use and filling projects, as well as sustainable development. The practice of sustainable development is not optional. A balance between economic, environmental and social goals should be planned in every
21st century project, said Elias Dib, president and owner of Cedrus, LLC. PICTURE A Firm Characteristics FIGURE B (en) Projects built by respondents, the last ten years FIGURE C (en) Projects acquired by respondents, the last ten years FIGURE D (en) The most typical career paths for the development of FIGURE E (en) The first three projects (%) PICTURE F Primary focus areas (%) PICTURE 1-2
You have to control one of them to start perfecting the SPECIAL choice of place and type one development project should not be left to the serendipity, and should not be newbies necessarily grab the first opportunity they see. Failure will make it that much harder to get support for another opportunity. The first transaction (1) establishes a developer's track record; (2) sets the tone for the quality of future
developments; (3) creates an image in the market; (4) creates a network of consultants, brokerage and other business relationships for future transactions; and (5) builds relationships with bankers and investors. However, every novice developer makes mistakes. You need to get the best advice, but not be afraid to make a decision and move on. The maxim of development is that it takes as long and just as
hard to make a small deal as it is to undertake a big one. By this logic, developers should look for the largest deal that they can confidently execute. While the maxim is true to some extent for experienced developers and for large companies with depreciation overheads, this is not true for start-up developers. The main goal of the developer's first deal is to establish a track record, the absence of which is
perhaps the biggest obstacle for first-time developers, so a project of the right size is crucial. thumb is to look for a project that can Collect in about six months; within the financial capabilities of the developer - personal resources, as well as those that can be collected through family, friends or other currently identifiable partners. The general rule is that the total financial net value of partners should be no
less significant than the total cost of the project. In times of hard money, the net cost requirements can be even greater. Most projects today require substantial monetary capital, which is often the determining factor of a valid project: If lenders require 40 percent capital, for example, raising $400,000 equity for a $1 million project is much easier than raising $4 million in capital for a $10 million project. If the
developer has created the cost in excess of the cost of the project, it may be possible to reduce the amount of money required by the bank. Cost is a function of signed leases and market rental rates. If the estimated value of the $10 million project was, say, $12 million, the 70 percent loan would have provided $8.4 million, leaving only $1.6 million of the required cash capital. In addition to preferring small
deals, novice developers should look for simple deals-deals that require fewer steps and less time to finish.3 Although smaller buildings can be as complex as larger ones, the selection criteria should emphasize projects that do not require a lengthy and uncertain public approval process. One exception is that small problem deals can offer an opportunity that experienced developers have passed. For
example, larger developers may decide that a site that requires special attention to treating problems with easements, borders, or flooding is not worth the necessary time and effort. A beginner, however, may be able to tie ownership to a small cost when designing problems. Another possibility can be found with sites owned by local and state governments and redevelopment agencies, because large
developers may prefer to avoid government red tape. If the site is simply put up for auction, however, a newcomer may need to demonstrate a track record to convince government officials to work with it. However, keeping officials informed of the continuing interest in the project as the government works through various procedures and public hearings can give the newcomer an advantage when the agency
finally issues request offers or touts the property for sale. In most cases, novice developers must provide personal guarantees to secure funding. Banks typically look at the net worth of developers and partners in a transaction before providing a construction loan. In some cases, however, the tenant's loan for a long-term lease or letter of intent take the place of the developer's loan. One of the advantages of
developing a small portion of a larger plot of land is that the rest of the land can be used as collateral to finance the first project. A loan default, however, may result in a loss of loss the whole plot: once the land is mortgaged, the bank can buy it back after default to recover any balance of debt. Development projects that start with a site looking for use provide an attractive way for novice developers to start
because they won't be required to find and link the land until a deal can be put together. While such projects are perhaps the easiest way to get into development, the plot in question may not be the best site to develop at this point in time. However, many properties can be developed with a profit. Skilled developers can identify the most market-oriented use, determine a development strategy, and then
implement it. When money becomes more affordable, it becomes much easier for start-up developers to find financing. In times like these, there is often more money than there are good deals. Another successful strategy for novice developers who have extensive local relationships, especially brokers, is to meet in advance with potential financial partners (especially local private investors) to determine
what deals they are looking for. Armed with this information, developers can look for transactions that meet the preferences of the investor. If a suitable property is found, the developer can link it and present it to the financial partner to make a decision quickly. Time is crucial: often a developer has to go hard at buying land within 30 to 60 days, so having a financial partner ready and waiting to look at a
quick deal is very important. When money is widely available, the market is likely to be hot, with plenty of activity. In such times, sellers are more likely to require shorter closing times and shorter free-looking periods, during which the buyer makes a feasibility study before putting up a non-refundable deposit (going hard). The usual deposit amount, or conditions of diligence, can increase in severity as well.
The concept of real value Understanding of the present value is important for developers.a This cost analysis equalizes the value of time money. Because you can earn interest on money, $100 today will cost $110 in one year at 10 percent interest and $121 for two years with an annual composition. Ten percent interest represents the cost of opportunity if one receives money in, say, two years, not now,
and a meaningful comparison of amounts accrued at different times requires discounting of each of the comparable current values. The current cost of $121 received over two years is $100. That is, the discounted cost of $121 at a 10 percent discount received over two years is now $100. If the discount rate (opportunity cost rate) is 10 percent, it doesn't matter whether a person gets $100 today or $121
within two years. Formula The real significance is this: where PV is the value; FV is a future value; r is the discount rate; and n is the number of years. Thus, the current cost of $121, received over two years at a 10 percent interest rate, The landowner's dilemma of turning land into one family plot or waiting five years for the development of a shopping centre is solved by applying this cost analysis. Suppose,
for example, that land for single-family development today costs $100,000 per acre ($1,076,400/ha), while land for a shopping mall will cost $200,000 per acre ($2,152,800/ha) over five years. If the personal discount rate is 10 percent, then the $200,000 to be received over five years is worth $124,184 today- clearly more than the value of the land if it is designed for a single-family home. The best option is
to wait. In this example, if the discount rate is 20 percent rather than 10 percent, then the current cost of $200,000 is just $80,375. At a higher discount rate, the best solution is to develop land for one family a lot today. Which discount rate - 10 per cent or 20 per cent - is appropriate? The answer depends on the risk. Land development (with the exception of single-family homes) is generally considered to be
the most risky form of development due to market uncertainty and acquisition, which are exacerbated by the length of the approval process. The risk of building development depends on the local market. Office development is considered more risky than industrial or residential development, because the time of the leads is longer, and the space has been oversaturated in many markets. Due to high profit
rates and high risk associated with development, most developers have personal discount rates of at least 20 percent.b That is, they expect to earn at least 20 percent per year on their investments. Discount rates consist of three components: real yield, inflation and risk - discount premium If inflation increases to 10 percent, the required developer yield increases to 25 percent. The risk premium depends on
the specific property and can range from 4 percent for a completed office building to 15 to 20 percent for recreational land development. a For further discussion of the current cost, see Mike E. Miles, et al., Real Estate Development: Principles and Process, 4th Ed., Washington, D.C.: Urban Land Institute, 2007, p. 207-209. bTechnically the target discount rate is a rate for which the net current cost of the
project exceeds or is zero. When the NPV noPV is zgt;0, it provides a return on equity, which amounts to a zgt; interest rate. This interest rate is also known as target domestic returns. At the end of the case, the strongest assets of the developer are a reputation for honesty and the ability to deal faithfully with a multitude of players. A large developer may survive opposition in a controversial deal, but the
best advice for a start-up developer is to avoid such situations altogether. Managing development is different from in high-income real estate because it carries a much greater risk. Many firms and individuals invest in buying and managing existing properties for investment purposes. Investors often carry some risk in leasing and can do minor repairs that entail some construction risk. Developers, on the
other hand, take on a number of additional development risks. Most developers also hold onto real estate, at least until liquidity is required, after their development, that is, at the operational stage, which carries the current risks associated with operations. Developers can take on varying degrees of ownership and risk depending on their ownership structure and project complexity. Developers who work
alone and invest only their own money are said to be 100 percent owners/developers. They provide all the money capital, take all the risks and responsibilities, and get all the benefits. The 100 percent owner/developer concept is useful for quick analysis of development opportunities, because if a project doesn't have economic sense in its entirety (according to someone who has all the risks and benefits),
it will make even less sense as a joint venture or other form of partnership. There is no generally accepted definition to determine who is the developer and who is not, but the developer can be identified as a person or firm that is actively involved in the development process and takes risks and is rewarded from development.⁴ Many people involved in a development project are taking risks. Those who
design, build and rent a building for a fee are the owner's agents and are developers because they are involved in development processes, but they do not carry any risk if the fee is set. If, however, the fee depends on the success of the project, the person accepts some of the performance risk associated with the development. The development risk is related to the implementation of the entire project and
thus may differ from the performance risk associated with individual tasks (e.g. contractors who take on a construction risk when they have a fixed-price contract). Most developmental rewards are proportional to the risk a person takes. Experienced developers can transfer some or most of the risk to others by using other people's money or finding a lender that will give them untrained financing (lending
without personal liability). However, they continue to bear the burden of a successful project. In almost all cases, developers will have something at risk, such as front money for feasibility studies, investments in preliminary projects, serious money, or personal responsibility to finance construction. Development companies are increasingly working as development managers in large institutions. In this role,
they perform all the usual functions of developers, except that bear little or no risk. An institution - a bank, an investment group, an insurance company, a foreign corporation or a large landowner - carries a risk. The developer works for management fees and is usually a percentage of the profit (10 to 20 percent) if the project is projected Historically, developers have preferred to own real estate rather than
manage it for others because ownership has allowed them to use completed projects in new deals as they accumulate wealth. However, large developers are increasingly taking on the role of managers, either to ensure that their staff are employed during slow periods or to enter new markets with minimal risk. Firms that excelled in finding these meagre roles in the Great Recession of 2007-2009⁵ benefited
from sustained, albeit modest, cash flow. Real estate management, brokerage, tenant representation, construction management and other tasks in the skill set of developers can become valuable or at least sustainable at any time, as service enterprises. Developers building an organization should be aware, however, that in difficult times competition for these service contracts is increasing dramatically,
and banks and other owners will be in an excellent position in negotiating these services. Truly outstanding or niche businesses are more likely to generate cash flow during these periods. REAL ESTATE CYCLES Saying timing is all particularly applicable to real estate development. The importance of real estate cycles cannot be overstated. Like other large, capital-intensive purchases, real estate is very
sensitive to changes in interest rates and macroeconomic conditions such as employment and migration. Property incomes provide insufficient cash flow to be financed when interest rates move above certain levels. Sales of buildings, such as housing units, office buildings or residential condominiums, suffer from higher financial costs and from the impact of higher interest rates on the amount of money
potential buyers can borrow. When rates are high, buyers tend to wait for them to go back down before buying a property. The development industry also suffers from high interest rates because development firms tend to be smaller than most of the bank's corporate clients. When money is scarce, lenders tend to prefer their clients, not real estate. Even very sensible projects can be difficult to finance
because lenders fear unknown development risks. Supply as well as demand side moves up and down. Lenders often seem to demonstrate a herd mentality, everyone seemed to prefer the same type of product or geographic area at the same time. The supply of investment capital follows the types of products through cycles. Successful residential units will attract additional investment, as was the case at
Sunbelt in 2002-2005, before demand figures such as average house prices begin to fluctuate. Sensing, correctly or not, that the sector has been rebuilt, creditors are tightening underwriting standards for these projects. As a result, the crisis can be sudden and, for the developer, too abrupt. Large and multi-phase projects, in particular, may find that tighter lending can affect even their place for years. One
unintended consequence of the widespread dissemination of market data and business news appears to be that such turnarounds are seen as likely to occur faster than ever before, with a shift from sustainable growth to a rollback of a multi-indicator or opinionary leader, as well as on a temporary scale that cannot be aligned with project financing needs. Choosing the right time to go into development is
crucial. Most novice developers plunge ahead, regardless of the overall economic climate, and often their success in financing the first project depends on their timing regarding the cycle. Ironically, financing a project towards the end of a positive market cycle (when many lenders are enthusiastic about a particular geographic area and product type) is often easier. However, by the end of the positive cycle,
the risk increases as competition for tenants or buyers increases. If the supply becomes excessive, those who were the last to enter the market are usually the first to get into trouble because their costs are higher and competition is fierce for tenants. Even in a period of relatively stable overall economic growth, real estate markets are cyclical as a result of the lag between supply and demand for physical
space. Glenn Mueller, a professor of real estate at the University of Denver, divides the market cycle into four different phases: recovery, expansion, hyperposition and recession (see figure 1-4). Each stage is characterized by different changes in vacancies and new construction, as well as changes in rents. The position of real estate in the market cycle differs in the type of property and location. This type
of analysis is useful for understanding the time of the market, when the market is most profitable for new development. A project started at the beginning of a positive cycle means less competition for the developer, but it also means that funding is likely to be more scarce. The long lead time required to find the right site, design a project, and obtain zoning and other public approvals means that developers
need to be able to perceive new market opportunities before others do, often before they become popular among lenders. The developer, therefore, will often have to convince creditors of an opportunity that is not obvious to all market participants. At an early stage of the development cycle, land is cheaper, terms are softer, fewer rights and market risks. In later stages, landowners are risky about the
developer. Developers may be required to take the land down straight, with increased law and market risk, as well as transportation costs. The closing time is shorter and the free-looking periods are shorter or even unavailable for due diligence before unforeseen circumstances on the sales contracts are removed. As determines where the city is in relation to the economic cycle? Overall economic
indicators, such as unemployment and business failures, provide information on the overall economic environment. Although national to determine fluctuations in interest rates and availability of loans, local data are more relevant. As the local market begins to approach the top of the economic cycle, rents are rising slowly, if at all, and the supply of new premises increases faster than the absorption of this
space. The peak cycle takes place when the new offer exceeds the takeover, resulting in an increase in the level of vacancies. PICTURE 1-3 Physical Real Estate Cycle Characteristics FIGURE 1-4 National Type of Property Cycle Places, starting with Phase I-Recovery at the bottom of the cycle, the market is in a state of oversupply from previous new construction or negative demand growth. At this lower
point, occupancy is on its trough. As excess space is absorbed, vacancy rates fall and rental rates stabilize and even begin to rise. After all, the market reaches its long-term average employment rate, where rent growth is equal to inflation. In Phase II-Expansion, demand growth continues at ever higher levels, creating a need for additional spaces. As the vacancy rate falls, rents begin to rise rapidly,
pushing rents to economically feasible levels. At this stage, demand is still growing faster than supply and there is a lag in the provision of new space. Supply and demand are in balance at the peak point of the cycle filling. Phase III - Hypersylosed begins after a peak/equilibrium point when supply grows faster than demand. When more space is delivered than required, rent growth slows down and
eventually construction slows down or stops. Once the average occupancy rate has passed in the long term, the market enters phase IV. Phase IV-Recession begins as the market passes the average long-term employment rate with high supply growth and low or negative demand growth. The scale of the downward cycle is determined by the difference between supply growth and demand growth. The
cycle eventually reaches the bottom as new construction and completion slowly or as demand starts to grow faster than new supply is added to the market. Real estate cycles create opportunities for financing and high market demand in anticipation of large supply. If developers can synchronize their development efforts with the loop, they can significantly increase their chances of success. The odds
against beginners increase if they try to develop against the cycle. The biggest challenge faced by newcomers is the completion of a suitable project over time, for which the market is favorable. A favourable window (Phases I and II in Figure 1-4) may last two to three years, but the chances of success are significantly reduced in Phase III, and funding may be virtually impossible in Phase IV. GETTING
STARTED THE first step in development for novice developers who do not yet own land is to select a target market, both in terms of geographic area and product type. Staying close to an area where a developer has done business for a number of years is a major advantage, for success often depends as much on personal relationships as both Skill. The whole property is local, and knowing that the market
is crucial to getting started. On the other hand, having a specific tenant or prospective buyer is a powerful way to start anywhere. With the exception of large projects (high-rise office buildings, shopping malls, large business parks), for which nationally recognized developers compete, local players have great advantages over outsiders. They understand the dynamics of the area. They know the direction in
which the area is growing and how buyers, tenants and lenders feel about different areas. They know a good price and where prices change rapidly. They know who to call, when they need information or need to do something. It may take a year or more for the beginner to start understanding these factors. Beginners can become insiders, however, even if they are recent arrivals. The best way is to engage
a local partner who is well connected in the community, a particularly important step if public approval is required. Another way is to use bank connections from home to open doors in a new community. Regardless of the approach, beginners need to work harder to overcome the natural suspicions of outsiders and equalize the competitive advantage of local developers who have better information and
more contacts. After deciding where to do business, the next question is what to develop. For aspiring developers, the answer is simple: develop a product you are familiar with, provided that lenders make money available. Even developers with no experience can sell information to potential investors and lenders about the type of product if they study the local market to determine rents, competition,
regulatory environment, local tastes, local construction methods, and the types of units or buildings that are most in demand. While beginners can successfully branch out into a new type of product, they don't have the background to fine-tune design and construction cost information or predict potential pitfalls. Beginners who branched out can't work alone; they will probably have to involve an experienced
partner to get funding. Identifying a product that the market lacks can make the project successful: finding this niche is the developer's task. Market niches are defined geographically and by product type. They can be as narrowly defined as, say, an apartment complex that has more two- and three-bedroom units than other projects in the area or a multifunctional warehouse building with front garages.
Designing for a particular market is how developers create a competitive advantage. Finding that special market, however, usually requires more than a good market study. This requires a perception of the market that other developers do not have, because if market opportunities Another developer is probably already building to meet demand. Thus, the beginner must understand the market well enough
not only to act, but also to do it before other developers Possibility. STAGES OF DEVELOPMENT Six main stages of development - feasibility and acquisition, design, financing, construction, marketing and leasing, as well as operations and management - are described for each main type of product - land, apartments, offices, industrial space and retail space - in chapters 3-7. Figure 1-5 shows the timing
of the construction of an apartment building or a small office building. The period of development lasts from signing a land purchase agreement to renting out the building (month 36). The development period covers all major development risks, including financial, construction and marketing. The period of operation technically passes from the check-in certificate (when the building is ready to move in) until
the building is sold. The stabilized period of operation lasts from the time of full lease of the building until its sale. A stable operating period is the time frame used to standard estimate the value of a building. As four developers of Got Started CHICKIE GRAYSON Chickie Grayson is president and CEO of Enterprise Homes, Inc., where she has been for 23 years. Her interests in solving problems and seeing
that something happen initially attracted her to the profession. She says seeing sticks and bricks and knowing that you provide people with a great place to live, but also seeing homeowners and tenants and how to make a meaningful development or a new home for them, all very useful aspects of her work. She describes the events as one big puzzle and links the need to have many balls in the air; She
likes to keep them moving in the right direction. Developers are the ones who coordinate all the players and really make the communities happen, she notes. It defines a good developer as someone who knows a little bit about everything, not much about anything, but knows where to get it. Its secret to success is to keep moving forward and don't let any problems stop her. Grayson's first development was
four communities in Baltimore City, Maryland, with a total of 176 for home sales. The development and construction schedule was aggressive. The level of interest was so high that the company was able to pre-sell all the houses. The houses were modular and built at the factory, which helped with the fast-paced construction timeline. Development funding has been a combination of federal (one of the
latest urban development action grants), state, city and other resources. This combination continues to be characteristic of the enterprise's approach to financing developments today. Grayson received a lot of compliments from homebuyers. I didn't buy a house; I bought the community, said one resident, reflecting the pride felt by both owners and tenants, as well as the energy and hard work that residents
have contributed to decision-making
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