





Financing Schedule for the Project

U oveart | Wear2 | Year2Z | Yeard4d | Year5 |

Land Acguisition Note

Beginning Balance 2,865,500 2,400,325 1,892,694 745,141 263,353
Lesz Principal Payments 465,175 507,631 1,147,554 481,768 263 353
Emiing Baiance 2,400,325 1,592,694 745,141 263,353 0
Development Loan
floating Line 2,500,000 1,500,000 750,000 400,000 100,000
Beginning Balance 0 1,034,028 395,472 10,569 a0
amount to Borrow 2,148,647 0 0 0 0
Payment Agsinst Line 1,114,619 638,556 384,903 10,569 0
Tatal Funds Needed 1,034,028 395,472 10,569 0 0
Ending Fioating Line Balance 1,034,028 395,472 10,569 0 0
Special Loan
Beginning Balance 0 o 0 0 0
Additional Borrowing 0 0 0 0 0
Payment against Note 0 a 0 0 0
tnding Balance 0 0 0 0 0
interest {inarrears):
Land Acquisition Note 329,548 288,039 227,123 89,417 31,602
{avelonment Loan 159,726 124,083 47,457 1,268 0
Special Loan 0 0 0 1 0
Total Interest Incurred 459,274 412,122 274,580 90,685 31,602
Less Capitalized Interest 329,548 288,039 227,123 89,417 31,602
Plus interest Amortization 198,024 216,097 234,404 205,096 112,109
Het interest Expense 357,750 340,181 281,860 206,364 112,109
Commitment Fee
Committed Line 2,500,000 1,500,000 750,000 400,000 100,000
Amount Borrowed 1,417,223 395,472 10,569 ] 0
Unused Principal 1,082,777 1,104,528 139,431 400,000 100,000
Total Fee 16,242 16,568 11,091 6,000 1,500
Cash Dividend Distribution 0 0 0 2,185,530 1,174,081
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USES FOR THE FINANCIAL MODEL

One of the financial model’s main objectives is to facilitate efficient,
timely, and accurate information and analysis of the residential community
development process. [n this paper, such a financial model has been constructed,
explained, and demonstrated. The model offers the ability to provide assistance
in ather areas of the development process, as well.

The model, while helping to evaluate alternative strategies and assess
feasibilitu of proposed actions, also provides the benefit of reduced uncertainty
and the evaluation of risk. This gives the developer and other investors greater
dagrees of comfort in moving forward with a plan of action.

The model provides the basis from which to evaluate performance. The
contents or the model act as the budget or standard against which actual results
are compared and monitored. The initial model will serve as the base case from
which revised projections can be constructed. Subsequent years should be
evaluated on a monthly basis as the time horizon progresses from year to year
{e.g., at the beginning of year two, the annual projections for year two should be
specified on 8 monthly basis, with subsequent years, at that point, expressed in
annual terms). The model provides the format for this conversion.

invesiors, both debt and equity, can use the projections in the model to
derermine the value of their investments and the amount and timing of their
returns. Bankers, for instance, can use the model (focusing on the financing
scheduiey to evaluate exposure levels, adequacy of credit lines, the probability
that a special {unplanned) loan will be triggered, and the timing of principal
repayments.

As does financial statement information and reporting, the model lends

itself to ratio analysis. The calculation and interpretation of these ratios can
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provide additional information regarding the expectations and assessment of the
development performance relative to industry standards end specific
competition.

And finally, one of the most important functions of the financial model is its
use in the overall business plan document. The model quantifies the actions
expressed in the development plan and matches these actions with the
assumptions provided by the developer, resulting in 8 feasibility assessment of

the proposal.
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SUMMARY AND CONCLUSION

This research project attempts to penetrate the reiatively unexplored
territory between the technically proficient developer and the specialized
requirements of business/financial planning and management. Specifically, this
paper promotes the importance of a written business plan document and its
purpose and construction, with special emphasis on the development of the
financial portion of the plan.

The central focus of the paper revolves around the construction, explanation,
and itlustration of a financial model for use in the development of raw land into
residential communities. Such a model of this magnitude and detail is presently
not commercially available. Existing land development models are tupically
formulated in-house by the developer {and/or his/her consultant) and are project
specific (i.e., constructed for a specific project only).

Through the utilization of the financial model and its incorporation into &
written business plan document, the land developer of residential communities
can significantly ‘bridge the existing gap between developer and businessman.
Proper attention to the business plan, and specifically the financial model, will
improve management control and reduce some of the risks and uncertainty
associated with the development process, while attracting required investment

suppaort.
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APPENDIX A
COMMONLY USED REAL ESTATE TERMS

absorption: The absorption refers to the amount of time that it will take to
sell out a real estate development project (or section).’

amenities: Ancillary services or facilities available tb owners, such
as swimming pools, saunas, golf courses, and tennis courts.

appraisal: The establishment of the value of & specific prrapertg by
systematic procedures tat include physical examination, pricing, and
often engineering estimates, as of a specific date.

appreciation: The increase in the value of a property (asset) over time due
to inflation and supply and demand factors.

assessed value: ‘Value placed on property by a governmental agency as a
basis for taxation.

assessments:  Special and local impositions upon property in the
immediate vicinity of an improvement intended to fund the
improvement.

balloon payment  The principal amount in excess of the regular
amortization amount of a mortgage or long-term loan which is paid off
in a lump sum at the end of the term.

carrying costs: Costs incurred by a developer, principally interest on
construction loans, insurance, and propértg taxes, to carry the property
in inventory.

closing: The meeting of appropriate parties to adjust final sales figures,
costs, taxes, and so forth to date, and to execute (sign} and deliver
maortaage and property title transfer documents.

ciosing costs: Escrow costs to the buyer and seller, including their share
of the escrow tee, prorates, and the cost of a title insurance policy.
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codes: Regulations, ordinances, or statutory reguirements of a
governmental unit relsting to development construction. They are
adopted and sdministered for the protection of the public health,
safety, and welfare.

common areas: Land or improvements existing for the benefit of more than
one set of tenants and property owners {e.g., shopping tenter parking
lots and residential parks and playgrounds).

common costs: Costs which benefit more than on portion of a neighborhood
or more than one neighborhood 'in a development. Examples could
include common areas, streets, and amenities.

construction costs: Direct costs to develop raw land or buildings.

construction loan: Financing arranged for the construction of real
property. It is generally short-term in nature and usually repaid with
the proceeds from permanent financing. |

convey: The act of deeding or transferring title to another.

conveyance: The transfer of title

deed: A written document in which ownership of land is transferred form
one person to another. |

development fund: Syndication formed for the sole purpose of developing
real estate projects.

development loan: A short-term loan, advanced before & constructicn loan.
It is used by the developer to acquire land and to install basic utilities
such as roads, sewers, and water supply systems.

easement: A right or interest in the land of another which entitles the
holder thereof to some use, privilege, or benefit. For example, the.
placement of pcle lines, pipelines, and loans thereon, or the right to
travel over the land.

escrow: A transaction in which a third party acts as the agent for seller
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&nd buyer, or for borrower and lender, in carrying out the instructions
of both and handling and disbursing the papers and funds.

escroy fee: Fees charged by the escrow holder for its services.

fair value: The amount a willing seller would expect to receive and a

J willing buyer would expect to pay for assets in a current sgle other

than in & forced or ligquidation sale. "

frontage: The front boundary line of land facing & street or water.

greenbelt: The open space, generally landscaped, included wiithin the
common areas.

highest and best use: That reasonable and probable use that will support
the highest present value as of the effective date of the appraisal.

improved land: Land on which on-site and/or off-site work has been
performed.

land banking: A financing activity whereby a lending institution will
purchase land and grant an option to the developer for future transfer.

land loan: A loan make to finance the purchase of raw land.

land planner: Among the responsibilities of the land planner are the

determination of the appropriateness of the wcétion within the larger

community, the integration of the particular development and its
facilities with those of the larger community, and the making of
recommendations for various development standards such as density,
community service, funciional design, and others that would lead to the
desired end result and be environmentally sound.

listing: An employment contract between a real estate broker and his
client.

market value: The highest price, in monetary terms, which a property will
bring in a competitive and open market under all conditions requisite to
a fair sale, the buyer and seller each acting prudently, knowledgeably,
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and assuming the price is not affected by undue stimulus.

master plan. A comprehensive, long-term plan created by & governmental
body for the physical development of its jurisdiction.

NAHB: National Association of Home Builders.

NAR: National Association of Realtors.

off-site costs: Costs incurred for the improvements of raw land that are
gther than the construction of buildings. Off-site improvements
inciude curbs, gutters, sidewalks, streets, and greenbelts.

on-site costs: Costs incurred for the actual construction of development and

operating property Property owned or leased by & company, all or part of
vhich is producing revenue form sources for which acquisition and
development were undertaken.

option: A legal contract which permits, but does not require, one to buy,
sell, or lease real property for a stipulated period bf time in
accordance with specified terms. A unilateral right to exercise a

riviledge.

percentage of completion method A method of revenue and cost
recognition used in connection with long-term construction and
development contracts when it is possible to estimate reasonably the
percentage of completion and the ultimate price and total costs.

project cost: Total cost of the project, incmding professional
compensation, land costs, furnishings and equipment, financing, and
other charges, as well as the construction cost.

prorates: Expenses prorated in escrow between buyer and seller based upon
closing ate, such as property taxes and interest.

raw land: Land on which no on-site or off-site improvements have been
made. |

residential community developer: An entity or individual engaged in the
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development of residential land for volume sales to builders and/or
individuals on a lot basis.

restriction: In relation to real property, the buyer is limited or prohibited
from using the property for certain purposes. Restriction is generally
set forth in the deed and identified in the sales contract and zoning
grdinances.

retail lot sales: The sale of lots to the ultimate owners on a volume
basis, in contrast to the sale of an individugl 1ot to an in'termediate
owner such as a builder.

right of way: An easement upon land, whereby the owner gives to another,
by grant or by agreement, the right to pass over his land or to use a
specific part of his land, or the right to construct through and over his
land such things as telephone, telegraph, or utility lines.

sales commission: The fee paid to the salesman or broker ai’ranging for
the sale of the property. [t is generally 8 percentage of the selling
price.

sales contract: An agreement between buyer and seller as to the terms of
the sale. |

sales costs: Costs incurred for the promotion and sale of the entire
project.

selling expense: Expenses relating to the costs incurred in the sale of &
particular property.

starts: Units begun under construction, used as a statistical indicator in
evaluating the real estate market.

subcontractor: A person or companhy performing contractual work for a
developer who may or may not have a contact with the ultimate buger.
He i5 a person who performs some phase of work on a project.

subdivision: Improved or unimproved land usually divided into five or more
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parcels for the purpose of sale, lease, or financing, whether immediate
or future.

survey: A map or plot containing a statement of courses, distances, and
quantities of land.

tenant contributions: All costs that are the responsibility of the tenants
{e.g., common area maintenance and snow removal).

tentative map: A tentative map of the tract submitted by the residential
community developer to the local planning commission or similar
agency for study and approval.

title: Title can be held in individual ownership, tenancy in common,-joint
tenancy, trust, real estate trust, joint venture, co-partnership, or
corporation.

title search: An examination of public records, laws, and court decisions,
to disclose the current facts regarding ownership of real estate.

tract map: Map showing the physical boundaries of lots énd tracts under
development.

wet development: A land development where there are substantial
improvements or commitments therefor. | 7

zoning: An act of city or county authorities specifying the type of use to

vehich property may be put in specific years.



APPENDIX B
USEFUL (but inexpensive) SOURCES OF MARKET DATA

The developer conducting all or portions of his own research can draw on
numercus free or low-cost sources to answer the economic and demographic

questions required for a thorough market analysis. These sources include:

4. S. Census

e Local chamber of commerce

e State and local economic development agencies

e [ocal utilities

s Title companies

e [ocel universities (unpublished studies as well as published reports)
s Moving companies

e Furniture stores

e Board of education

e Telephone company

e State or U. S. Department of Labor or Employment Services
e Local news clippings and real estate séctions

e |ocsl 1egal newspapers and transcripts

# Local bank reports

Source . Hational Association of Home Builders. Land Development. Washington, D.C.: NAHB, 1587, 2z,
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Exhibit |

MATRIX OF
SPREADSHEET
LINKAGE

Dependent/Secondary spreadsheets utilize information drawn directly from the Independent/Primary
spreadsheets
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Tolal Gross Acreage
Less Waterways
% Land per Phase
Total Land
% Roads and Open Space
Het Acres Available
Less Amenities
iess Commercial
Residential Acreage Availsble

Exhibit 11l

Acreage Distribution

Total
Phase | | Phase 2 Phase n | Project

_________________ >
_________________ >

0%

0 0 0 0

0%

0 0 0 0

0

]

0 0 0 0
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Exhibit I¥

Product Offering by Phase

96

Total
Phase | | Phase 2 Phase n Project
Secticn 1
- Unjt & 0
- Unit B 0
- Unitn 0
Total Section 1 Acreage 0] ol | 0| 0|
Section 2
- Unit A 0
- Unit B 0
- Unitn 0
Total Section 2 Acreage 0} 0] | 0l 0|
Sectionn
- Unit & g
- Upit B 0
- Unitn 0
Total Section n Acreage 0| 0] | 0| 01
Total Acreage 0| o] | 0]} C}
iAverage Unit Sizes Acreage
- Unit A
- UnitB
- Unitn
Total Total
Product Mix Summary Units Acres
- Unit A 0 0
- UnitB 0 0
- Unit n 0 0



Absorption by Period

Exhibit ¥

{ Month 1 | Month2 |...{ Monthn | Year 1 | Year 2 |..[ Year n [Totel Project]

Section 1
- UnitA 0 0
- UnitB 0 0
- Unitn 0 0
Total Sales Section 1 | 0| 0| [ 0f 0 0! 0f ol
Section 2
- Unit A 0 0
- Unit B 0 1]
- Unitn 0 0
Total Sales Section2 | [ o) | i} 0] 0] ]| 0]
Section n
- UnitA 0 1]
- Unit B 0 0
- Unitn 0 0
Total Sales Sectionn | 01 0] | ] 0 0] 0] 0|
Total Acreage Sold | 0] ] | 0| 0 0] 0] 0]
Average Unit Sizes Acreage

- UnitA
- UnitB

- Umtn
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Exhibit ¥!

Development Costs -~ Example
Line ltem Breakdown

{Preacquisition Costs | {Streets and Walks !
Options Curb and Gutter
Fees Walkways
Profesaional Services Paving
{Acquigition Costs Street Lights
Raw Land Price |Signage ]
Sales Commissions Temporary
Legal Fees Permanent
Appraisals {Landscaping B
Closing Costs Sod or Seed
Interest & Financing Fees Shrubs
{Land Planning and Design| Trees
Bongs Muich
fees Other Materials
Permits Other Labor
{Engineering 1 {Amenities -

Civil Engineering

Soil Testing

Traffic Engincering
{Earthwork |

Fill Dirt

Clearing of Lot

Rock Removal

Erosian Cantrol

Dust Control
[utilities B

Sewer Line

Storm Sewer

Water Line

Gaz Lines

Electric Lines

Telephone Lines

Cable T¥ Lines
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Pool /Recreation Center

Tennis Courts
Playgrounds

Golf Course/Clubhouse

Bike Paths
Park/Picnic Area



Exhibit ¥11

Development Costs by Category

{Month 1 | Month 2 ..  Monthn| Year 1 | Yesr2 | .| Yesrn |Totsl Project]

Preacquisition Costs o Q
Acquisition Costs 0 0
Land Planning and Dezign 0 0
Engineering g ]
Earthwork 0 0
Hiihties 0 0
Sireels and Walks 0 0
Sianage 0 0
LanGacaping a a
Arcnities 0 0
Totai Deveiopinent Costs g g 0 0 0 0 0

Less Unallocated Amenities {Est.) 0

Net Allocated Development Costs a

Summary of Allocated Development Costs:

Dev Costs

Phase 1 0
Phase 2 0
Phase n g

0

)
Ln}



Products

Exhibit ¥iH

Product Pricing

Sectian 1
- Unit & Products
- Unit B Products

- Un'i-t n Products
Section 2

- Unit A Products

- Unit B Products

- Upit n Products

Section n
- Unit A Products
- Unit B Products

- Un.i.t ;: Products

Price per
Unit

bl e d

& &5
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Exhibit I¥

Marketing & Administrative Expenses

{ Month 1 | Month2 |..| Monthn] Year 1 | Year 2 |..| Year n [Total Project]

Marketing Expenses

Commissions 0 0 1§ 0 0 ] 0
Promation
Total Marketing Exp. a a 0 a 0 0 1]

Administrative Expenses
Development Management
Executive Management
General Administrative

Total Admin. Exp. 0 g 0 0 1] ] 0
% Rate of
Product Type Commission
- Unit & Products 0.0%
~ Unit B Products 0.0%
- Unit n Products 0.0%
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[Model Options |
Land Acquisition Note (beginning balance)

Commitment Fee on Line of Credit
Estimated Unallocated Amenity Costs
Income Tax Rate

jriterest Rates:

Exhibit X

General Template

[ 1
[ 1
L 1

Land Acquisition Mote

Committed Credit Line

Unplanned Special Lean

Year 1/
Month 12 Year 2
Committed Line Amount ! 1 |
Beginning Target Ending
Cash Balances
Capital Sales of | Net Capital
Spending Assets Spending
Month 1 ]
Month 2 0
won a
ol 0
Monthn 0
Year 2 8]
Year 3 0
oo 0
o 1]
Year n 0 0

Accounts Receivableas ®ofSales [ |
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Common
Stock

Par Yalue
Shares
lssued

[ 1
L 1

lssuePrice [ |

Year n

L 1

% Rate of
Product Type] Commission
- UnitA
- Unit B
- Unitn




Section 1
- Unit &
- 4pit B

- Unitn
Total Section 1

Seclion 2

- Unit 4

- Unit B

- Unitn
Total Section 2

Sectionn
- Unit 4
- Unit B
- Unitn
Total Section n

Total Dev Casts

Exhibit XI

Development Costs by Location

{ Month 1 | Month2 |..[ Monthn | Year 1 | Year 2 |..[ Yearn [Total Project|

0 0 0 D 0 0 D
0 0 0 0 0 0 0
0 0 0 0 0 0 0
L 0] of [ 0} 0] 0] 0] 0]
0 0 0 0 0 0 D
0 0 0 0 0 0 0
0 0 0 0 0 0 0
l of of [ _ of 0] aj 0] 0]
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
L 0] o] [ of of o} 0f 0
l 0 oy 0§ 0f 0] 0l 0]
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Exhibit Xl

Revenue Schedule by Period

{ Month1 | Month2 |...[ Monthn| Year 1 | Year 2 |..| Year n [Total Project

Section 1
- UnitA 0 0 0 0 0 0 0
- Unit B 0 0 0 0 1] 0 0
- Unit n 0 0 0 0 0 0
Total Sales Section 1 [ 0 l 0] [ 1] ] UL 0 ] [ 0 F UJ
Section 2
-~ UnitA 0 0 0 0 0 0 0
- Unmit b 0 ¢ g o 1] 0 0
- Unit n 0 0 0 0 0 0 0
Total Sales Section 2 | 0f ol | 0| 0] o] { 0] 0]
Secti't;n"n" )
- Unit A 0 0 0 0 0 0 0
- Unit B 0 0 0 0 0 0 0
- Unitn 0 0 0 0 0 0 0
Total Sales Sectionn | 0} 0} | 0] 0] o] | 0] 0|
Total Revenues { 0| ol | 0| 0{ 0 | o] 0]
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Revenies

Coat of Sales
Gross Margin

Marketing Expenses
Administrative Expenses
Total Expenses

Other Income/{ Deductions)

Earnings Before
Interest and Taxes

Interest Expense
Profit Before Taxes

income Taxes

Net income/{Loss)

Exhibit XiH

Income Statement

{Month 1 | Month 2.0 Monthn | Vear 1 | Year 2 |..[ Year n [Total Project]

0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 g 0 0 0

{ 0] 0} | o] o] 0} 0} 0}
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Assets
Cash
#ccounts Receivable
Investment in RBeal Estate
Total Current Assets

Property & Equipment
£ccumulated Depreciation
Met P& E

Total Azeeta

tiabilities & Equity
Liabilities
Nofes Fayable
Total Corrent Lish

Long-term Debt

Total Liabilities
Stockholders’ Equity

Common Stock

fdditional Paid-in Capital

Fetained Earnings

Tetal Equity

Total Liabilities & Equity

Exhibit ¥1v

Balance Sheet

I Montht }..f Yeer1 1 Yeer2 J..[ Yearn |
0 0 (1] 1]
0 a 0 0
] 0 0 0
0 0 Q 0
0 0 0 0
0 0 0 i)
g ] g g
a 0 a a
i a ] 1]
0 0 0 0
] g 1] 0
0 0 0 0
G ] u G
0 0 0 ]
0 a 0 0
0 0 0 0
g 0 0 D
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Exhibit XV

Cash Flow Forecast

P 'Montht | Month2 |..] Monthn | Yeart | Year2 [..| Yearn [TotalProject|

Hiet lncome 0 D 1] 0 o 1] 0
thepreciation 0 0 0 0 a Q 0
e} /Dee Current Assets g 0 0 0 0 o 0
L TD Repayments 0 0 0 0 1] o o
-Capital Spending 0 o 1] g a 1] a
:zt. Operating Cash Flow o 0 ) o 0 o o
-unlative Cash Flow 1] 0 0 ] 0 o
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Exhibit Xyl

Financing Schedule

{ Month1 | Month2 |..| Monthn | Year1 | Year2 |..[ Yearn |

Land Acquisition Note

Beginning Balance 0 0 0 1] 0 0
Less Principal Payments 0 1] 0 0 1]
Ending Bslance 0 0 0 0 0
Development Loan
Floating Line 0 0 0 0 0 0
Beginning Balance 0 0 0 0 0 0
Amouynt to Borrow 0 a 0 0 0 1}
Payment Against Line 0 0 0 0 0 0
Total Funds Meeded Q 0 ] 0 a 0
£nding Floating Line Balance g ] g 1] 1] 0
Special Loan
Beginning Dalance 0 0 0 0 0 0
Additiona! Borrowing 0 0 0 0 0 0
Payment against Note 0 0 0 0 0 0
Ending Balance 0 0 o 0 o 0
Interest {in arrears):
Land Acguisition Note 0 1} 0 0 0 0
Development Loan 0 0 0 0 0 0
Special Loan 0 0 0 0 0 0
Total interest Incurred 0 0 0 0 0 0
Less Capitalized Interest 0 0 0 0 0 0
Plus interest Amortization 0 0 0 0 0 0
- Ket interest Expense ] 0 0 0 0 o
Committment Fee
Committed Line 0 0 0 0 0 0
#mount Borrowed 0 0 0 0 0 0
Unused Principal 0 0 0 0 0 0
Total Fee 0 0 0 0 0 0

Cash Dividend Distribution 0 0 0 0 0 0
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