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CHAPTER

1

Appraisals: An
Overview

Development Appraisals and Financial Feasibility
Studies in the Development Process

Before we get into the ins and outs of Argus Developer and how to use it
effectively, let’s take a step back and understand the goals it is meant to help
us achieve.

Why Do Appraisals?

Although this is not meant as a development textbook but one that concen-
trates on modeling using the industry’s main software tool, it is useful to set
the context and establish the roles development appraisal, sometimes known
as financial feasibility studies, have in the development process.

Financial feasibility studies are also known as development appraisals. They
involve the gathering together of all the information on costs and values of a
project. This information is incorporated into a framework and used to deter-
mine the answer to some key questions. Development appraisal is one of the
key aspects of assessing the viability of a development project. It is, however,
used throughout the development process to fulfill a number of key tasks.
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Note Development appraisals, also known as financial feasibility studies, are used in part to
determine the value of a piece of property based on what you want to do with it.

Primarily, appraisals are used to determine the bidding price for a piece of
land. This can be difficult because a piece of development land has no intrinsic
or set value; it only has a value derived from the use it can be put to. The value
is determined by the market and restrained by the planning and/or building
restrictions on the site.

Every scheme proposed for a site—residential housing, hotel, retail, and so
on—will generate different values. If a piece of development land has been
fully exposed to the market, then a range of appraisals based on different
schemes will be made on the site by different prospective developers. The
landowner will generally sell to the developer who submits the highest viable
bid. Thus, the financial appraisal is a key component in determining the highest
bid a potential developer can make while still meeting the target return for
the project.

The second major use of appraisal in the development process is to deter-
mine the profit or loss the scheme will make. This is vitally important because
it shows the developer whether the plan is viable or not. Appraisals can also
be used to explore the impact of different variations in the project. These
variations might concern design, the use or use mix that the site can support,
or the different timing of elements in the project. They can also be used to
determine peak profitability—that is, when it might be advantageous to sell.

The financial feasibility study will also be used by commercial lenders to deter-
mine whether they will lend you money to carry out your plans.

Commercial lenders will look at the financial appraisal very carefully before
advancing any funds. In essence they look at two things:

I. Assumptions. Lenders check to see whether the
assumptions relating to the development values are
sound. Lenders will carefully examine all of the compo-
nents of the completed project. They will look at the
rental values and the yields that have been projected by
the developer for realism. They will also scrutinize the
selling or leasing program to determine whether goals
can be achieved. Then they will examine the construc-
tion costs and all the other elements of the project. The
appraisal lays these factors completely open to scrutiny.
In short, the developer and lenders will use the develop-
ment appraisal to prove whether the assumptions in the
development project are based on sound projections.
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2. Profit margin. If the financiers are satisfied with these
factors, they will then look closely at the profit margin on
the project by the appraisal. The financiers want to be
satisfied that the developer will achieve a sufficient profit
margin. It may surprise some that the financiers are inter-
ested in the developer’s profit, but the lenders are primar-
ily concerned about the developer's financial stability. The
profit margin reflects the risk margin on development.
Basically, the larger the profit margin is, the less risk the
lender will assume by advancing funds on the scheme.

There are no set margins as to what lenders will look for in terms of returns.
The normal rules of thumb call for a 20% profit margin on costs for speculative
commercial schemes, 10% to 20% returns on cost for commercial projects
with leasing precommitments, and 10% to 15% on residential projects.

Note Lenders do not look for set profit margins on real estate development projects. Typical
returns range from 10% to 20% based on the type of development.

These are the primary initial uses of development feasibility. There are other
uses as well. As noted above, developers will explore the effects of altering,
reworking, and changing the timings in the scheme. Projects often require
rethinking during the project lifetime. This may involve changing the mix of
property that will be developed to suit market requirements. The appraisal will
be used to see what the effect of these changes is on developer profitability.
Above all, the baseline appraisal allows you to explore all the options and
assess the greatest possible profit on the development you are considering.

Common Appraisal Elements

The process of development analysis involves many disciplines of knowledge,
including structural and services engineering, architecture, project planning and
management, marketing, and urban economics. The feasibility report should
communicate the facts, assumptions, figures, and recommendations gained dur-
ing the analysis process. The person preparing this report does not need to have
direct knowledge of all details required, but he or she should at least understand
the impact of each critical factor and how and where this information can be
accurately determined. This process of information management requires inves-
tigative skills, mathematical application of data, and intuitive thought.

In short, anyone setting out to do a development appraisal in today’s world
will not be able to use traditional approaches using a simplified manual calcula-
tion. You will need a sophisticated spreadsheet (and the skills to go with it) or
a proprietary software system such as Argus Developer.
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The process of carrying out the full feasibility study is beyond the scope of
this book. But before we look at models in Argus Developer in detail, it is
important to reflect on the basics of development appraisal.

The basic equations for a development appraisal are simple. To calculate devel-
opment land value (or rather a land bid), the following equation is used:

Value of the buildings on completion
Minus:

The development costs (construction, all fees, all ancillary costs,
and all the costs of finance)

Less: An allowance for developer’s profit
Equals
Land Value (maximum sum available to buy land)

An alternative equation is used when developers know their likely input costs
for land and construction and want to discover whether the scheme is viable—
in other words, whether it produces sufficient profit for them to proceed:

Value of the buildings on completion
Less:

The development costs (construction, all fees, all ancillary costs,
and all the costs of finance)

Less:
Land cost (including fees)
Equals
Development Profitability

Note that the appraisal is always looking to solve for the unknown element in
the equation, either land value or profitability. All of the elements mentioned
in the formula will have to be established or estimated.

This is breaking feasibility studies down to their very basic components.
If things were as simple as this in practice, we wouldn't need expensive
software models! The complexity in appraisal comes from the sheer number
of components involved—ensuring that everything has been accounted for,
calculating the all the components’ correct values, and allowing for when
these items will take place, which in itself will have an impact on their values.
This process is further complicated by the fact that everything occurs in the
future with the developer/appraiser often dealing with a scheme that exists
only in outline.
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Note Keep in mind that a development appraisal is always no more than a forecast of a series
of future, uncertain events.

Appraisal Challenges

| used to run a master’s program in real estate development at one of the top
universities in the UK. We had a weekly guest lecture spot for people from
industry, and one of my favorite speakers was a grizzled 30-year veteran of
commercial real estate. He frequently used the same phrase over and over
again:“Development is not rocket science.”

He was, of course, absolutely right. The fundamentals of real estate develop-
ment,as we saw in the last section,are very simple: Build something that you can
sell for more than it costs you and bank the profit. The components of building
are themselves simple; we have been doing it for thousands upon thousands of
years. Bring a Roman surveyor or craftsman back from the past and put him
on a modern construction site and, after a little acclimatization, he would soon
be very much at home. We have some sophisticated tools now that make our
lives easier but, fundamentally, things have not changed that much.

The developer was also slightly wrong. Although fundamentally simple, the
process of modeling is complex. As noted above, not only do you need to
account for everything required to complete a project, but you also have to
put the components into the correct time framework. Although some time
elements are predictable, key components, including the critical ones of when
something will sell or lease, are very uncertain. The models have to incorpo-
rate often-sophisticated assumptions about financing, how money flows in and
out of the scheme from a variety of sources, and how to apply differing cost,
drawdown, and repayment possibilities. To complicate things further, these
timing assumptions may need to change either prior to the project starting or,
often, during it, as circumstances change.

An appraisal model has to take these things and many more into account.

An obvious question that must be asked at this point is the following: Why use
a proprietary software system such as Developer and not a self-constructed
Excel spreadsheet? Excel is, after all, a wonderfully flexible and powerful tool
that can and is used globally for complex tasks—and, in fact, is used in rocket
science! So, why not use it here!

| used to be a strong proponent of Excel spreadsheets, frequently using and
creating them, and applying them widely in both practice and in the classroom.
| am now more wary of them, even though they are still probably the most
widely used tool in the industry. In early 2012, | found myself embroiled in
a debate on an Internet real estate discussion site about the merits of
proprietary software vs. Excel.
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| came across the site accidentally while checking a reference. | was interested
in the debate that had clearly been going backward and forward for some
weeks and, always enjoying an argument, decided | would join in. Having been
heavily involved in this area for a dozen years or so and having originally been
a great advocate of Excel, | found it odd to be on the other side of the fence
arguing with the site owner. He did make some excellent points, some of
which | quote here:

| have a good friend who is an engineer for a leading
aerospace-component design and manufacturing facil-
ity here in southern California. They produce nacelles
mostly, but that’s beside the point. Their parts are used
by both Boeing and Airbus. Their work requires mod-
eling the physics acting on their parts, and extensive
and sophisticated testing is required by regulators and
for simply quality control purposes. What do they use?
Microsoft Excel with Visual Basic. The planes you and
| ride in were in part designed and tested with Excel.

| have a colleague who works on Wall Street creating
and trading financial derivatives for a leading invest-
ment bank. His whole firm (and industry) use Excel.
Why! Because of its power and breadth and because
they—like every other MBA from a top university—
used Excel for their finance and statistics classes. All the
leading texts (particularly Bodie/Kane/Marcus) in finance
go through examples in Excel. And this isn't simple dis-
counting we're talking about but CAPM, linear regres-
sion, options pricing, and so on. Excel is the standard.

As much as | like to think that real estate analysis and
valuation demands brilliance and a firm grasp of com-
plicated and arcane mathematics/statistics (and good
looks to boot!), it simply doesn’t. Beyond logic (if this,
then this . ..) and high school math (but not even as
advanced as calculus), commercial real estate analysis
requires only an understanding of Present Value
(mathematically speaking). The modeling we do for
real estate is child’s play compared to the capabilities
of Excel, as evidenced by its much more rigorous
applications.'

'Landon M. Scott http://incomepropertyanalytics.com/alternative-to-argus/
#comment-896. Accessed 7th May 2012, reprinted with permission.


http://incomepropertyanalytics.com/alternative-to-argus/#comment-896
http://incomepropertyanalytics.com/alternative-to-argus/#comment-896
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These are very good and valid points. It is natural, then, to apply Excel to
property development. It looks like the ideal tool for the job and, indeed, many
practitioners pride themselves on their Excel abilities and the sophistication
of the models they use.

But | no longer would use it and the reason simply comes down to the risks
of error involved and the high stakes involved. Real estate development is a
high-stakes poker game;you can win a lot, but you can also lose huge amounts.
That is a huge part of the appeal. However, there are enough risks involved
with the sector in general without adding to it elements of risk that come
from using self-constructed models.

These errors can arise from a whole host of sources:

I. Errors due to time pressure. Many workplaces are high-
pressure environments, with appraisers having to do
complex work within a short time frame.

2. Failure to properly audit the spreadsheet. Auditing can
eliminate errors from the spreadsheet, but each time
you create a spreadsheet item or make a change to a
spreadsheet model requires you to follow an audit trail.
That costs you time. Standardized models such as Argus
Developer do not need the same audit and, therefore,
save you considerable time in checking the mechanics of
the calculations.

3. Incorrect modification of an existing spreadsheet model
(and a presumed failure to audit). This is a common set
of circumstances. Development projects are not static;
there are always many changes from the initial appraisal,
where many assumptions have to be made, up to the
final appraisal immediately prior to commencing work
on-site.

4. Application of an existing model to new development projects.
It is a natural thing when considerable time effort has
been invested in the creation of a spreadsheet model to
spread the cost (and save time) by applying and adapt-
ing the model for different projects. This not only opens
up the possibility of modification errors as in number 3
above, but also in the perpetuation of errors from ear-
lier projects. That’s because people will assume that the
applied model will have been audited and is error-free on
the earlier projects.

So, in summary, the challenges of doing a development feasibility study is
producing a reasonable and logical forecast of expenditure (money out) and
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receipts (money in) within an uncertain time structure. This is hard enough
in itself, but adding in the additional uncertainty of a self-produced cash flow
model with the extra time needed to create and continuously audit it is an
unnecessary complication. That’s why a program like Argus Developer will
make your life much easier.

Appraisals vs. Feasibility Studies

You will notice that | have already used the terms appraisal and feasibility studies
in this chapter. Using both terms reflects what happens in practice; the terms
are used interchangeably throughout the industry, particularly now that cross-
border, international development has become more common.

Strictly speaking, however, the terms are different. An appraisal in real estate
is a formal statement of value produced by a professionally qualified person.
A development feasibility study, strictly, is just what the name implies—an
exploration of “what-ifs” to see if a development project is viable. Language,
however, is not static; it changes. People can be doing what they term a devel-
opment appraisal while others are performing a development feasibility study
and yet others are producing a development financial model, but, in fact, they
are all doing the same thing.

This partly relates to the fact that these development models are used for
such a range of tasks. The outcome can be used to value a site or parcel of
land, either to determine a bid price or as part of a formal appraisal. The same
set of calculations can be used in a slightly different way to determine whether
a project should go ahead at all or to explore different layouts, designs, or
production schedules. They are the same thing, they are constructed in the
same way, and they are based on the same assumptions.

“A rose by any other name is still a rose,” to paraphrase a far better writer
than [!

Note In this book, the terms appraisal and feasibility study are used interchangeably.

Development in the 21st Century

Property development as an activity has seen considerable changes over the
last 25-30 years, and these changes have had an impact on appraisal practice
and techniques. Although this book is going to concentrate primarily on the
techniques and tools available to the appraiser, | feel it is important to under-
stand the context in which they are used.
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Development has become broader both in its scope and in the type of people
who are involved with it. With the encouragement of TV lifestyle and make-
over shows, the easier availability of finance (up until the credit crunch of 2008
at least), more and more people have been carrying out forms of development.
A common model is the purchase of a run-down house or flat, spending a few
weeks remodeling, refitting, and redecorating it, and then either holding onto
it and renting it or selling it. As a result, people of very different backgrounds
have been brought into the development and investment industry, which has
been, until now, dominated by builders and professionals.

Many of these new “developers” do not carry out detailed appraisals even
though they perhaps should. The earliest such developers were protected in
many respects by the almost continuous rise in house prices that was only
arrested by the credit crunch and severe economic downturn of 2008. Until
this time, it was actually quite hard not to make money out of developing
property. The new, more difficult market may require these developers to
take more care in assessing development projects. It seems increasingly likely
that they will turn to more professional approaches, which will include the use
of proprietary software.

What has made the issue more complex has been the urban regeneration
movement and the increase in fashion of urban living.

Having spent most of the 20th century seeing wealth and population migrat-
ing to the suburbs and fringes of the urban areas, the last decade of the 20th
century and the early ones of the 21st have seen a sharp reversal of this
trend. Partly this is due to investment in the urban environment, thus improv-
ing it greatly. Other factors include fashion, the development of late-night/
early-morning entertainment in city centers, increased wealth, and an increas-
ing interest in buy-to-let investment opportunities from private investors. In
addition, the rise in energy and transportation costs has made living closer to
work more attractive. This latter trend seems likely to strengthen in the com-
ing decades; the days of cheap energy and transportation seem to have gone.

Whatever the case may be, this trend means that development models have
had to be able to deal with the special requirements of residential develop-
ment in established city areas. These include staggered starts and completions,
deposits, buying off plans,> and complex disposal patterns as well as technical
issues involved in the refurbishment of older structures often with restric-
tions on space and working time, all of which have to be modeled. These
components are uncommon in commercial projects and this has had quite

2“Buying off plan” refers to customers agreeing to buy real estate at the design/planning
stage before it is actually physically built. People do it to get in at a lower price on a
project that is forecast to be extremely popular. It’s a high-risk strategy—it was done a
lot in countries like Dubai, where many of the developers subsequently went bust and the
projects were never built.
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major implication for practitioners in the field. Most development appraisal
books (and sections in books dealing with development appraisal) from earlier
times have concentrated on commercial development, for this was where the
bulk of the work was for professionals. Now the picture is very different and
advisers must be able to model all types of projects.

Development and development appraisal has also shifted from being a local
concern to an international activity. Of course, development has always taken
place in every country in the world, but generally development used to be a
primarily local activity carried out by local contractors and developers. Now,
increasingly, with cross-border investment and the rise of international advis-
ers and professionals, many developers, surveyors, and development special-
ists are working across borders in many different countries. The methods and
models used must, therefore, have applicability in many countries.

Development projects have also seemed to get much more complex. | say
“have seemed to” because this may be an illusion; developments have always
involved complexity—it is just that our ability to model them has become
much greater in the last 20-30 years with the advent of computers, spread-
sheets, and development appraisal software. One area, though, has become
ever more sophisticated and complex: financing.

In the 1970s and 1980s, the years when the majority of development appraisal
texts were written, the vast majority of appraisals would have been under-
taken using valuation tables, perhaps aided by pocket calculators. To carry out
the appraisals in a reasonable time frame, the calculations had to be simplified
(and also, therefore, made less accurate). This is why the residual appraisal
technique (described more fully below) came to be so entrenched in the
profession; it is nothing more than a simplified cash flow used to ease the
burden of calculation. Once established, it has been hard to shift. Today, how-
ever, we are in an era where the tools that are available to us have become
infinitely more powerful and our understanding of the modeling process has
been greatly increased.

| think is important to appreciate all of these trends and the impact they have
had on the appraisal calculation process. The market has become wider, more
complex, more international, and less parochial. The days of doing manual cal-
culations using valuation tables are gone. The trends have pushed us toward
cash flow models that are constructed on computers. This implies that most
appraisals today should be conducted using cash flow models generated on
self-constructed templates using a spreadsheet such as Excel or Open Office
Calc, or else using one of the commercial development appraisal packages
such as Argus Developer or Estate Master DF, which use the cash flow as the
primary calculation tool.
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New Tools, Old Methods

You will note | say cash flow models and not automated residual calculations,
something which, of course, is an easy approach to computerizing appraisals
and producing quick calculations. The reason | say this is that, as noted above,
residuals are just simplified cash flows and the simplification has the effect of
reducing accuracy.

| feel that this point requires stressing further. It used to be the thinking that
each approach—the residual and the cash flow—had a role in the develop-
ment process.

The residual allowed a quick appraisal to be made, and it allowed the viability
of a scheme to be checked in a relatively short time. It was felt that cash flows
were only worth the effort when the details of the schemes were known.
Cash flows were, therefore, to be used for the final, detailed appraisal and as
a project management tool. | believe this rule, with the modern tools available
to the development professional, is now obsolete. We can produce cash flow
analyses much more easily; reasonable general assumptions can be made about
any details of the scheme that are not known at the time of the appraisal, and
the results will always be more accurate than taking a residual approach.

This does not mean that residual/pro forma models and layout should never
be used. In fact, they have distinct advantages in summarizing the project—the
data is presented in a way that is much easier for people to interpret than in a
cash flow. It is no coincidence that most proprietary software, including Argus
Developer, has an output that is laid out in the traditional residual format. The
primary calculation tool is, however, the cash flow.

It is perhaps slightly archaic that the layout should be used even when the
underlying calculation is done differently than the residual/pro forma method.
Humans like things that are familiar, the qwerty keyboard being a case in point.
We all use the layout on our electronic devices and would feel lost if we were
presented with something different, yet the qwerty keyboard arose in the days
of mechanical typewriters as a solution to allow rapid typing while minimizing
the risk of the typewriter’s arms bearing the letters to the ribbon clashing with
one another! There are no mechanical parts anymore, there is no ribbon, and
the typewriter is virtually extinct, yet the qwerty layout survives because it is
familiar, and we understand it laid out in that way. Exactly the same is true of
the pro forma; it may not be how we calculate things, but everything we need
and expect to see about the development project is there in the usual places.

New Tools, New Methods

What we have covered to this point shows that,although fundamentally simple,
real estate development projects have become complex. The combination of
the need to set out uncertain future events in a logical framework, the cash
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flow, with the need to model often sophisticated financing arrangements—
added to the fact that these models are often dynamic, requiring changing
and restructuring at regular intervals—means that the tools used to appraise
these projects must also be powerful, sophisticated, and flexible.

This then rules out the old-fashioned static pro forma model and pushes
the appraiser towards a dynamic cash flow model. These can (and are)
constructed in Excel or other spreadsheet applications, but there are inher-
ent drawbacks and risks involved with their use related to the nature of real
estate development.

First, although all development projects share common features, each project
tends to be distinct, a one-off. This means that either a new Excel model has
to be constructed from scratch for each new practice, or an existing one has
to be adapted. The former is very time-consuming; the latter risks introducing
errors.

Second, most development projects take place over several years. Elements
will change; this will require both alteration of the model and maintenance of
existing models as benchmarks. Again this will necessitate changes to be made
to the existing model, which may be time-consuming and may risk error.

Finally, theseactivities take place ina time-pressured environment.Development
is a multifaceted activity—developers during the course of one day can be
financial experts, construction managers, designers, and salespersons among
many other types of professions. They are not necessarily software experts
nor do they have the time to devote to learning the necessary programing
skills or to continuously audit spreadsheets. What they need is a powerful,
flexible, and reliable tool that will meet their technical needs, provide the
information they need, and maximize their efficiency.

Consequently, professionally produced proprietary software is essential in the
development industry. The market leader is Argus Developer for reasons that
will become apparent in the course of this book.
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2

An Overview of
Argus Developer

The Basics

In this section, we will start to look at the Argus Developer program itself.
The first section is a basic orientation; those who have been through an Argus
training session should be familiar with its contents. However, even if you
think you are up to speed on the basics, take a close look. It is worth ensur-
ing that we are all starting from the same point when we advance into more
complex uses of the program.

Let’s start with a word or two on the history of Argus Developer.

History and Development of the Program
Argus Developer started its life as Circle Developer.

Circle was a company founded by Adrian Katz in London in 1990, initially
with Developer as its sole product, although this program was soon followed
by Circle Investor valuation and investment appraisal software. The original
DOS version of Developer sold well into what was then a fairly competitive
and crowded market place. In the mid- to late 1990s, the launch of the heavily
revised windows version of Developer—initially called Visual Developer—
established the company as the dominate player in the marketplace, first in
the UK and then globally. From this initial success, the program has continued
to be developed though the principle structure, and layout remains largely
unchanged.
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In 2006, there were a number of key events. First, Circle was bought by its larger
American rival, the Houston-based Realm Business Solutions. Subsequently,
the whole group was rebranded under the Argus Software banner and Circle
Developer became Argus Developer. That same year, a major upgrade of the
program was launched, Developer 3, which featured improved functionality of
the main program and the addition of a new and very powerful Structured
Finance module. There have subsequently been three more version changes that
introduced additional functionality in regard to residential development appraisal
along with what are called “operated assets”—golf courses, hotels, marinas, and
so forth. Throughout, the core way the program works and calculations run
have remained constant. Someone familiar with Circle Visual Developer would
quickly feel comfortable with Argus Developer Version 5 or 6.

InApril 201 |,theToronto-based Altus Group Limited announced that it acquired
Realm Solutions Inc., the owner of Argus Software, for US$130 million. This
acquisition was completed in June 201 1.

While Argus Developer remains the best appraisal software, there are
competitors. These include products produced by Estate Master (Estate
Master DF), ProDev, KEL, and Caldes. All are considerably cheaper than
Argus Developer, and all have their good and bad points. Argus Developer is,
however, the clear market leader both in terms of the number of individual
licenses, its global coverage, and its capabilities.

Program Outline: The User Dashboard

Argus Developer is primarily a cash flow calculation tool used for construct-
ing development feasibility models. The program can be used to calculate land
value (or the maximum bid that a developer can pay for land and still meet
profitability targets) or to calculate the level of profitability that the project
will make based upon the developer’s assumptions.

Data entered into the program is placed within either a preset or user-defined
time frame, and calculation is made using discounting based on the interest
rate assumptions entered. One of the principle outputs is a pro forma laid out
in a traditional fashion. It simply presents the data in a familiar layout to the
user and any third parties. No calculation is undertaken using the pro forma
sheet, nor is it possible to make data entries into it.'

Note You cannot enter or change figures on the pro forma or summary report in Developer. It is
fed by all the variables you enter in other parts of the program.

"It is, of course, possible to amend or alter the figures in the pro forma when it is exported
to a word processing application such as MS Word.
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Argus Developer traditionally had four main screens or tabs in which data was
entered and where the output/results of the calculation was displayed. This
has changed slightly for the first time in Version 6, where a “dashboard” type
approach has been taken. However, the same basic input and result areas exist,
at least when the simple finance assumption has been made (see Figure 2-1).
These tabs are Project, Definition, Cash Flow, and Pro Forma. Where the
Structured Finance module is active in the program (in other words, where
the user is making more sophisticated and detailed assumptions about the
sources and application of funds used in the project), a separate tab showing
the finance cash flow appears (as shown in Figure 2-1). In addition, there are
tabs for performance measures and the data checker, the latter a mechanism
for identifying errors.
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[ MPhases | AlPhases Structure = | Phase 1U

Al phases included in this group | Definition of general Project Details and Assumptions & Data Status V602 | B9

Figure 2-1. Argus Developer’s initial screen: The User Dashboard
There is also a toolbar menu (Figure 2-2) that allows various functions of the

program to be accessed. Each of the functions will be discussed as appropri-
ate, but annotated diagrams of the icons are included in Figure 2-2.
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- P HPRR - &5 [Untitled] - ARGUS Developer _!ENEI’W\{UMEEH) ®:._ -

A x
-/I Home | Configuration (7
m Hinterest -}‘,’) Start Date Jun 2013 Drrcetype < || M Cwmmeres - o 2 -
i \ad Infiation LA & Sales Areas - ¢
] - 2 I 3 % - S - K
:»c-"-tw Assumptions ® Temescnie o i 2] 34 Currency (8 Operated Assets 71 5| b Fémdn
Reports | Calculation Assumptions Timescale & Phasing Finance Definition Distribution & Analysis

Figure 2-2. Ribbon bar where program functions are accessed

In addition to the front part of the dashboard, there is a “backstage” view,
accessed by clicking on the Argus symbol. This gives access to functions such
as printing, saving, and file import and export (Figure 2-3). It also allows the
user to check and define the preferences (things such as units of measure-
ment—Figure 2-4) and configuration (currency and calculation preferences,
for example, as shown in Figure 2-5).

! WEB-8 3 BR-& - [Untitled] - ARGUS Developer

Recent Documents
1 Ft Myers Retirement -Revised by turning Mortgage off 2013.wcfx
~ 2 Ft Myers Retirement -Revised by turning Mortgage off 2013.~wcfiwcfx
| Open Jerate
: 3 Ft Myers Retirement -M) Update 05242013.wcfx |
4 Ft Myers Retirement -MJ Update 05242013, ~wcfewcfx =]

H save 511,03.11 - Wildomar No DT-Leveraged Modified.wcfx =
b -

At

=

J

”’

611.03.15 - Leveraged - Land Contributed as Equity Modified.wcfx
| Swess > | 211.03.11 - Wildomar No DT-UNLeveraged modified.wcfx
811.03.11 - Wildomar No DT-Leveraged.wcf
g Erint * 911,035 - Leveraged - Land Contributed as Equity.wcf

A11.0311 - Wildomar No DT-UNLeveraged.wcf
Send »

Import & Export  »

| Cleose

|

&) ¥

File Properties
Fee:

| [ Preferences ?Conhggration | X Exit Developer |
| TUI'IU LOST U LosIS (AN) U Loanrees

Figure 2-3. “Backstage” screen
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— | ENEngish (Unted States)

Cd preferences Help |

| Gene...| Cash Fiow| Pro Forma | |
] Display
- « Show Names on Area Tabs + Show Unk Sakes Buttons.
npl | | ¥ Show Names on Phase Tabs ¥| Show Single / Multi Sales Buttons
= || ¥|Show Version in Status Bar ¥ Show Grey Background on Merged Fialds -
21| | Dialogs Eoiow Main Window Mumber of Columns for Defintion kems 3 = o
5:8 | | 7| Panels are centered wihin workspace M
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sald | | Formattng
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Un
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& © [Sauare Feet :
] e e -
Trd Add New Phases from Default Template
Bl | Show Timescale and Phasing dialog after Adding or nserting a Phase
sy ¥ Show Al Project Phase Groups / All Phases Finance Structures in Phase Group Selector
R | (oot
= 9

Quickly access this number of Recent Projects: 10 2

Nl

Figure 2-4. Preferences screen

Ad- il s Intitied] - ABGUS Develor |u|=ml||,um.1¢w|‘
B Svstem Configuration 26
if Configuration Help L]
| Gene... | Format | colors | Foter Locations | Data Fie Options | Web Services|

Localization 1
& Language Englsh (Unked States) -
S Region North America = defaut region of operation =
g
il | | Template for New Projects B
ed| | | Template Name Defaut.pti -
5 es
it Show
tS | | Show Value Added Tax ¥ Show Defintion Ediors " Show Leasehold Valuation Option -
= || | Show ITZA Rent Editor ¥ Show Expenditure Assumptions. " | Show Margin Tax Option
3 || - | Show Section 106 and Section 276 Costs v Show Receipts Assumptions | Show Lefting/Rent Review Fees Dptions L
izd | | | Show Municipal Costs + Show Finance Assumptions | Show Net Development Yield Option |
g | Show Purchaser's Costs ¥ Show Calculation Assumptions | Enable Annual % Finance Fees 5
ng Show Developer's Profit « Show Interest Rate Assumptions " Show Undrawn Loan Fees
s ¥ Show Inflation/Growth Assumptions

¥ Show Residual Assumptions E

£ | Show Distribution Assumptions. 2
— .

Error Reporting

~ | Detect and Report any unexpected emrors
5t [/ 0K ]| X cancel | o

Figure 2-5. System configuration screen
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Argus Developer has a preloaded template with a set of assumptions, prefer-
ences, and configurations already in place. These are designed to reflect the
most commonly used requirements of the market into which the software
has been loaded. Argus has created templates for the US, UK, Eurozone, and
Middle Eastern markets, among others. You may wish to change the assump-
tions in your version of the software to suit your state or industry-specific
requirements. It is possible to create a completely custom template to suit
your exact requirements. For most circumstances, however, the default tem-
plate is perfectly adequate and little prior setup of the program is required.

For this orientation section, we will work through the most used screens
necessary for most appraisals, starting with the project screen.

Project Assumptions

Project is where the address details of the project are entered and also where
the main calculation assumptions are made. As we shall see, these are broad,
global assumptions that can be changed or overridden at any point during
the calculation. They can be used to make broad assumptions where a quick
calculation is required.

On the older versions of the software (before Version 6), the Project tab
includes two shortcut buttons that take the user to key assumption elements.
There is a third button for structured finance. This is an add-on module
enabling the modeling of more complex financing such as partnerships and
different sources and costs of finance. Unless this module option is taken, this
option is grayed out.

Caution The Structured Finance module is standard on Version 6 of Argus Developer sold
in the United States, but it's an add-on that must be purchased for previous versions and in some
other markets.

In Version 6, the version illustrated in this book, onward the assumptions for
calculation are accessed via the ribbon bar (Figure 2-6).

M Interest

\aé Inflation
Assumptions Resicusl

Calculation Assumptions

Figure 2-6. The assumptions for calculations shortcuts on the ribbon bar
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Clicking the large icon will take you into the assumptions sections proper. You
will observe that there are eight individual tabs in this section (Figure 2-7).
As previously noted, Developer is preloaded with a template—essentially a
default set of assumptions—that allows rapid appraisals to be carried out.
These assumptions can be altered or just left at the default settings. For all
appraisals, however, two areas must be visited by the appraiser: the Interest
Sets sub-tab and the Residual sub-tab, which sets the mode of calculation.
These will be covered in detail in the worked example section that follows.

m Assumptions for Calculation x
Edit Help
:
Expenditure Receipts | Finance Calculation Interest/PR Rates Inflation/Escalation Residual Distribution
. Professional Fees are based on Construction

Plus Contingency
Pius Demolition & Road / Site Works

Sales Fees

Deducted from Revenue Calculated on

B G Gross Development Value

9 Net Development Value

Figure 2-7. The Assumptions for Calculation tab showing the eight sub-tabs

Back on the user dashboard, to the right of the assumptions icon, is another
sub-tab that takes the user to an important set of assumptions, the timescale
and phasing section (Figure 2-8).
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8@ )+ Timescale and Phasing EN Engish (Unted Kngdom) | @) | 2 - x
== Home -
o New s < ¥ Phase Names
5] Ingert - ] Timeline Scale Scale to Fit
Project Start Date Jun 2013 g Mew Infrastructure = Stage Anchors
C 2 ¥ Auto Adjust St T t
% Deete il G ke | » Edended Timing
Timing Phases Phase Groups Stages Reparts Show/Hide
Phase Start Date Phase Name
Phase End Date Dec 2014 Phase Data Type
No. | Davelspment Stage Duration (Mths} | Start Date End Date | Jun13  Augid Oct13 Dec13 Febid Apr1d  Jun14  Augld  Oct14  Decid
1 Purchase L Jun 2013 |
2 Pre-Construction 6 Jun Ne [ ——

3 Constructon 9 Dec 2013
4 Buiding Fiout 3 Sep 2014 New [ ]
5 Operations Stan 0 Dec 2014 Dec 201 |
& Hokling Period 0 Dec2014  Dec2014 |
7 Sale 0 Dec2014  Dec2014 |
Frase lengtn 18 mirs | alows for overiapping stages
E Al Phases - Phase 1
Project Timescale
- Jun 13 Phose 1 Joec 14 -
3 z
b Jun 13 Propc Dec 14 3
£ -
= 13 H
g & L
.g Jun13 Aug 13 Oct 13 Dec 13 Feb 14 Apr 14 Jun 14 Aug 14 Oct 14 Dec 14
Phases:1 Validation Status

Figure 2-8. The Timescale and Phasing screen

The timescale assumptions are an essential part of an appraisal, and assump-
tions must be made here. The development is broken down into seven stages.
The user does not have to define timescales for each of these stages, only
those appropriate for the scheme.

Two things are important to know. First, the template the program comes pre-
loaded with assigns activities and events to each of these stages. For example,
any new construction work will be assigned to the construction phase with
an automatic S-curve distribution.? Demolition work will be assumed to be
a one-off event at the beginning of the construction phase and so on. The
second thing to note, however, is that each individual event can be individually
timed and distributed to suit the particular project. These pre-set assump-
tions can all be overridden.

Once the basic calculation assumptions and the timescale are set, the user
would then normally go to the next tab, Definitions.

Definition Screen in Outline

The Definitions tab is the primary (but not the only) point for data entry. It is
divided into groups of associated cost and income fields (Figure 2-9).

2An S-curve distribution follows most construction spending, where early spending is low,
then builds, then flattens out again.
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| &N Englsh Uit States] | | =~ .
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Figure 2-9. The Definitions tab

Most of the data entry can be carried out by typing values and assumptions
straight into the relevant box, but there are some areas where it is necessary
to drill down behind the box to make detailed entries. That is true of the four
items in the upper-left part of the Definitions tab (Figure 2-10).

ﬂ Definition ‘Pfoject Cash Flow Pro Forma Data Checker

Areas, Build rates, Revenues & Values

Unit Sales

Capitalized Rent

Single Unit Sales
Multi Unit Sales

1,818,047

Figure 2-10. Detail of Definitions tab—the grouped project-type shortcuts

This is where the main value and construction cost elements are calculated.
The Capitalized Rent box is designed mainly for income-producing commer-
cial property while the three other boxes are for different types of residential

development calculation.
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In this case, drilling down behind the Capitalized Rent box (by clicking on the
three dots) reveals the calculation that goes on behind (Figure 2-11).

[ER Areas, Construction, Lease Set Up and Capitalization - Phase 1

Area Agmumptons Edt Mew Valpton Took Options Help

ENEngish (Unked Kngdom) | )| 5~ ¥

Heading Retai Unt Gross Unt Area i 5,000 Addational Unt Area ft* o
Unit Number R1A Gross Area ft* 5000 Addtonal Area i o
Use Type Retal Shop = | Het Unkt Area fi* 4500 Abernate Area o
Number of Units 1 Het Ares f* 4,500 [ZA Area fF 0
Parking Stals 250 Gross:Net Ratio 90.00% (¥ Locked
Consiructon Cost | Financial Rert Percentage Rent Lease Financial Rent Captalzaton
Rate pft 50.00 || Market Rent Rate pf* pa 3500 | | Cap Rate% (2] 8.0000%
Rate Additonal pft 0.09 | | Rental Escalation (ione) intial Rent 157,500
Cast / Unkt 453,000 | | Stap Rent Profie (Mone) Changes during Lease ]
Cest / Parking Stall 3,000 | | Annual Rent/ Unit Rent at Caoakzation Date 145,444
Parking Stals Cost 75,000 | | Gross Market Rent pa % Non-Recov. Cost
Gross Cost 525,000 | | Initial Rent Fixed Nen-Recov. Cost 3,000
Stage Construction % Non-Recov. Cost Total Costs 12,05
Starts in Dec 2013 Fixed Nen-Recov. Cost Perceatage Rent ]
Dstrbutior Months. 9 | | Total Noa-Recov. Cost 12,055 || Valason Rent 145,444
TiRate pf* (Leasing) 0.00 Annual Rent 145,444 | Capiaized Rent

Rent Fres Period (Months) 6 || Manual Captal Vae ]

Lease Comm. Profie (Mone) Slage Sae

Lease Comm. Distribution Capiaized At Dec 2014

Chick to View [ Cost Breakdow: Click bo View Rent AddBons/Cost:
Rettadl Unit
Gross Area fi* Net Area fi* Gross Cost Gross Rent Captakzed Rent
5,000 4,500 $525,000 5145444 $1,518,047
' 0K || X cancel

Figure 2-11. Drilling down behind to reveal the Capitalization of Income screens

There are other view options—including a schedule view—but this is the
detailed view of the Areas, Construction, Lease Set Up, and Capitalization
screen. Usually just called the “Commercial Areas” screen, it is divided into
four broad parts. The top part is where the individual building type is defined
and the built and net areas are provided. The lower-mid-left area is where
the construction cost is calculated. The lower-mid-center area is where the
income structure from the development is defined. The lower-mid-right area
is where the capitalization of this income stream takes place.

There are no limits on the number of tabs that can be created in the Areas
screen. The tab can handle both freehold and leasehold interests.

The results of all the calculations from these screens are taken back into
the Definitions tab where there are displayed as grayed out boxes, in this
case against Capitalized Rent and the Construction Cost boxes. (Refer to
Figure 2-5.) An entry here is also reflected in the cash flow and the summary
outcome sheet.

The remaining boxes in the Definitions tab allow all elements of the devel-
opment to be costed or valued, and these elements are then placed in the
relevant time frame. This can be done using the preloaded template or each
individual cost and revenue element can be manually determined.
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Take,for example, the Demolition element of this appraisal in the Construction
Costs box (Figure 2-12). Demolition is grayed out, illustrating that there is
more than one element to it. Drilling down into the box (using the button indi-
cated by the three dots) reveals the detail of the calculation (Figure 2-13).

Construction Costs

Construction Cost -525,000
Contingency 5.00% _,,
Demolition -25,000 _,
Road/Site Works -100,000 _ .
Statutory/Municipal -75,000 _ .
Developers Contingency 0.00% .,
Other Construction 0
Municipal Costs 0...
Infrastructure Costs 0..

Figure 2-12. Detail of Definitions tab: Construction Cost and related fields

nDcmolrtbn B.x
Edt View Help

=
S g R | 4 L

|Heading Type |selecton Amount | Total Repeat Cycle
Fixed Amount ~ Mo Selection 25,000 525,000 (None)

4 il 3

s oK |[% Cancel | .

Figure 2-13. Drilling down behind the demolition section
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As can be observed in Figure 2-14, there are two elements to the demolition.
| created these extra elements by drilling down into this section and add-
ing a new line for asbestos removal using the + symbol. As it happens, these
items are both one-time cost items, but the program allows a number of dif-
ferent calculation options. For example, you can relate the cost to another
element or elements or relate the cost to an area defined in the Commercial
or Residential Areas screens. As you can see, the cost of asbestos removal is
pegged to the Gross Land Area, which | previously set as 15,000 square feet.

B vemalition EN Engish (Unied Kingdom) | | -
Edt Mew Hep
. English {United Kingdoem)

Headng Selection Amgunt Total Repeat Cycle Repeat Frequency | Timing
Demolion Amount Mo Selecton 25,000 525,000 (None) 1 Censtruction
Asbestos Removalidsposal Gross Land Area - 15,000 f* L] S4E,000 (None) - construction |

Figure 2-14. Detail of Demolition screen showing degree of variability/control possible with
each element

As to timing, as previously noted, Developer assigns costs and revenues in
accordance with the pre-existing template. In the case of the Demolition ele-
ment, this is timed by default as a single cost item to the beginning of the
construction stage of the project. This timing can be overridden by clicking
on the relevant row in the timing column (Figure 2-15).

PR Data Distribution ENEngish (Unted Kngdom) | @) =~
Home English (United Kingdom) (7]
@ - Tiwing Destribution
¥ Custom Timing it
SYcs Monkhly ; LoE Extended Timing | () Mainksin100%
b Edit Distribution
.ne:dlrg
| [ nside Phase
w i = Asbestos Removalidisposal
i 20,000
B - 18,000
Offsetby b3 16,000
Distribution 14,000
i
CurveType | i S-Curve | g 12,000
Over Stage  Construction (3 mihs) z s 10,000 I
=
© Duration 3 Eo 2,000
To End Date 5,000
End Date A
Stage Start of = (None) - 2,000
Fea 2014 A
1 Tt ¥ T =
8 5_E§%922331‘525§§§228
= o T e S i e e s e
Offsetby 0 Period (Months)
wed Totak 45,000 '

Figure 2-15. Adjusting the timing and distribution of an expenditure
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Any distribution of an expense required can be modeled.

This, in essence, is the power of Developer as a program. It can, for instance,
be used if a quick feasibility study is required because the template allows a
rapid calculation of viability using reasonable approximations. It can, however,
also be used as a finer tool with more in-depth assumptions that can vary with
your unique needs. The program is also highly transparent. It can always be
interrogated to discover exactly what assumptions have been made.

Once the data entry into the Definitions tab has been made, the appraisal is
essentially complete. The results of the calculation can be seen in the results
bar at the bottom of the screen, which gives an instant summary of the calcu-
lation and also in the Cash Flow and Summary tabs of the program.

I will quickly run through the remainder of the Definitions tab, which is, as
noted before, grouped into related expenditure activities.

The first sub-area is for Land and Acquisition activities (Figure 2-16). As the name
implies, this deals with all activities connected with the site itself, including the
acquisition price, taxes on land transfers, any local planning charges or surveys
required, agents and legal fees, and any other acquisition costs. A quick or approxi-
mate appraisal entry can be made into most of the boxes on the Definition screen
itself or, if the acquisition is more complex or more information is available, the
user can drill down behind the cells using the three dots to create an unlimited
number of individual items in the background, the result of which is indicated on
the Definition screen. Note that, as is the case with the Other Acquisition box,
boxes with more than one calculation feeding into it are shaded and editing has to
be done by drilling into the background detail. Using this function allows for the
modeling of staged payments of the land, for example.

: Land & Acquisition

Fixed Price -275,000
Land Transfer Tax 3.00% ...
Town Planning 0.
Survey 0 ...
Agent Fee 0.00%
Legal Fee 2.00% _,,
Other Acquisition -10,000 ___
Site Area (sqFt) 15,000

Net Land Area (sq Ft) 15,000

Figure 2-16. Definitions screen: Land and Acquisition sub-area
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Note that there is a shaded-out box headed Residualized Price at the top of
this section. This is where the calculated land value is placed when Developer
is run in the mode to calculate land value rather than development profitabil-
ity. As this sum is calculated as a result of all the assumptions made elsewhere,
it is not editable.

The next sub-area is Construction Costs (Figure 2-17). Note that the
Construction Cost box itself is shaded, indicating that it cannot be edited.
This is again because the figure has been calculated elsewhere and is just being
reported here. In this case, the calculation has been done in the Capitalized
Rent section.

Construction Costs !
Construction Cost -525,000
Contingency 5.00% __,
Demolition -25,000 __,
Road/Site Works -100,000 _,
Statutory/Munidpal -75,000 __,
Developers Contingency 0.00% _ .
Other Construction 0
Municipal Costs =
Infrastructure Costs 0...

Figure 2-17. Construction Cost sub-area

As we have already looked at this section in detail, we will move onto the next
sub-area, Professional Fees (Figure 2-18).

Professional Fees

Architect -50,000 __,
Quantity Surveyor 0.00% __.
Structural Engineer 2.00% .
Mech. [Elec.Engineer 0.00% ..,
Project Manager 3.00% __,
Construction Manager 0.00% .,
Other Professionals 0 -

Figure 2-18. Professional Fees sub-area
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The headings for the Professional Fees sub-area s, like the rest of the Definitions
screen, fully user-definable by double-clicking on the names. The default set-
ting for this section is for percentages to be entered, the fees defaulting to
being calculated from the construction costs. These settings can be overrid-
den, either by entering a lump sum into the box on the Definitions screen or
else by drilling down behind and either changing the association to the costs
or else entering another set of calculation assumptions.

The final part of the Definitions screen covers Marketing, Letting, and Disposal
(the top part of figure 2-19) along with an Additional Data section. This latter
area is really a place where you can put unallocated costs and revenue.

Marketing, Letting & Disposal

Marketing -30,000 _ _
Leasing Agent Fee 5.00% .
Leasing Legal Fee 2.00% _,
Sales Agent Fee 2.00% .
Sales Legal Fee 1.50% __,

. Additional Data |

Additional Fees -5,000 ___
Dev. Management Fee 3.00% ___
Rent Review Fee 0.00% .
Additional Revenue 0.
Additional Costs 0-"
Additional Related g =
Rent Additions/Costs 0.
Sales Additions/Costs 0..

Figure 2-19. Disposal and Additional Data sub-areas

The Project Cash Flow

There are two Cash Flow screens, Project and Finance,® each of which can be
viewed in different time cycles—monthly, quarterly, and so on. However, the
finance cash flow only appears as a separate tab if the structured finance option

3The project cash flow shows all the items of expenditure and receipts, but it excludes
financing costs. The finance cash flow details interest charges and accumulation as the
project proceeds.
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is selected. If, as is shown in this section, you take the simple interest set option,
the finance calculation is shown at the bottom of the project cash flow.

The project cash flow shows the costs and revenues within the time
frames defined either by the user or by default by the program template
(Figure 2-20).

A' B ©WHE & ) | CashFlowTook Book Project Example Lwcfx - ARGUS Developer | ENEnglsh (Unted States) | @ | = _ -
4 Home  Configuration Cash Flow e
i Add : S,
-5 [ Bpand Cycde Monthly - ['—_; ;:. @J ‘:I
% Colapse + Interest || Sert Find  Grow
Totals b
Chpboard Editing View Rows
"% || Prosect| Defivtion| Fraject Cash Flow |Pro Forma| Data Checker
g 1 z 3 4 5 [ &2
g Jua 2013 Jul2o1l Aag 2013 Sep 2013 Oct 2013 Hov 2013 Dec 201
Heading
[ 4 Pre-Construction »4— Construction
4 Cach Activity g
=] Revenue
Cap - Retad Unt | 0 C ] 0 ] 0
() Disposal Costs
Sales gent Fee ‘ ] [ ] 0 0 ]
Sales Legal Fee o L} o o L]
[z} Marketing/Leasing
Marketing ] [] o L] L] L]
Leasing Agent Fee '] [] o ] ] L]
Leasing Legal Fee [ [} ] ] ] [
=) Acquisition Costs
Ficed Price 5,00 ] ] 0 ] 0
Land Transfer Tax (8,25 [ [ 0 ] [
Legal Fee o o ] (]
4 —Due Diigence 19, o o ] o : x

Figure 2-20. The Cash Flow tab, project view

Developer breaks down the project into subsets of revenue and expendi-
ture. As well as the different time-view cycles (Figure 2-21), the user can
also expand and collapse these subsets on the dashboard for ease of working
(Figure 2-22).

[l Expand | Cyde Monthly B lj

[¥ Collapse | Orde Quarterly Interest
2 Totals

| Semi-Annual
Annual
Calendar Year - Monthly

cker | Calendar Year - Annual

1 2 | Edit View Cycles... 5
Jun 2013 Jul2013  Aug2013]  Sep2013) 0Oct2013

Figure 2-21. The Cash Flow tab—selecting the view cycle
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o e e B <Y
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[
= Cash Actvit
Beoverse
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Figure 2-22. The Cash Flow tab, showing the ability to expand and collapse sections

Although the cash flow is an outcome of the program, it is also the primary
calculation engine and the distribution of any of the lines within it can be
reviewed and adjusted if required (Figure 2-23).

EM Englsh (United States) | @)

\f‘/\' - )= Data Distribution
Y
Home (7]
4eadng | Con. - Re nit 1 Undo Tiening Distrbuson
- Custern Timing Whale Units
B Honthy. it EREE Extended Timing Maintain 100%
View Edit Distribution
Cash Flow
Stage Stato! - Consfruction (9 mhs) Con. - Retail Unit §
Da Dec 2013 T Ll
TE,000
- 70,000
[ I= 65,000
£0,000
55,000
Al S-Curve =i % £0,000
Construction (3 mths) £3.000
S 40,000 )
i E 35000 |
& 30000
25,000
20,000
Stage Statof - (None) - 15,000
Date aug2014 = 10,000
Period oo 5000
0 B
Offset by ] = %38 & %2 = a2
YL wneaxa®gE*aaaEz |
Period (Months) S5 I

Figure 2-23. Adjustment of construction distribution line made via Cash Flow screen
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New lines and new cost/revenue elements can be added directly into the cash
flow. These automatically write back to the Definitions tab, keeping the records
up-to-date. This ability to control and fine-tune underlines Developer’s power
and is something that we will explore further throughout this book.

The Finance Cash Flow

As noted above, Developer has two finance modes. First, there is the simple
finance option (Figure 2-24), which allows you to define interest rate sets* and
uses them to take into account the time value of money (that is, the impact of
time on the project’s revenue.) Second, there is the structured finance option,
which allows you to model the effect of different sources of finance. For
example, a project might be funded by equity, primary debt, mezzanine finance,
long-term mortgages, or any combination of funding sources with differences
in the timing of draw down and repayments.

3> R3 B @ v | Cash Flow Took Boak Project Example 1.wchic - ARGUS Developer EN Englsh (Unted Siates) | @) | S _ - o
Home  Configuration Cash Flow ®
3l A i [ Bxpand | Cyde Monthl - B | [Tz =5
H Bpe Cyde ¥ - Azl Sy A

¥ Colapse = interest || Sort Find  Grow

Clipboard Editing View Rows

"% || Proect: Definiton Profect Cash Fow |Pro Forma Data Checker
g 3 7 8 9 10 1 12 £
B 3 Dec 2013 Jan 2014 Feb 2014 Mar 2014 Apr 2014 May 2014 Jun 2008
E] Heagng 1] 312713) (536,908) (593.277) (B72884] (787,111) (863,491) @887
2 = Construction
Cagh Acthvity
g
] Disposal Costs
*l Marketinail eaging =
Total GST paid o !l o
GST recovered on cyce date o o
et period total {303, 750} o
Period Total for Interest o 309,097} {310,500}
Inflaion Set 1. Rate pa = 0.00% 0.00% 0.00% 0.00%
Corgtruction Loar. Debit Rate pa = 7.00% 0.00% 7.00% 7.00% 7.00%
Construction Loan. Credit Rate pa = 0.00% 0.00% 0.00% 0.00%
Total for Corstruction Loan ( {
Total Interest (Al Sets)
Period Total For RR. o)
Cumulative Total C/F )
1 |

Figure 2-24. The finance cash flow in the simple finance mode

Obviously, the latter is more realistic in today’s market and is often critical to
the success of a project. It is also the default setting of the program in the US
market. However, | would personally recommend, when doing a development
feasibility study, to run the program in the simple finance mode. Doing so will

“Developer requires the user to define interest rate “sets”—a schedule of interest rates
and time assumptions—which are stored in a library once created and can be referred to
and linked to elements in the feasibility study as required.
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give the best indication of the basic soundness (or not) of the project. Once
the calculation has been done, the software can be switched to the structured
finance mode. (We will look at the Structured Finance module in detail in the
next section.)

Look again at Figure 2-24. When the program is run in the simple finance
mode, the finance cash flow is shown by clicking on the icon Interest Totals
while on the Cash Flow screen.

Tip Even though the structured finance mode gives you greater capabilities, at first you should
run the appraisal in the simple finance mode. It will provide quick feedback on whether your project is
financially sound. Then you can move into the Structured Finance module to refine your calculations.

Pro Forma Output

The final tab, other than the data checker, is the Pro Forma (summary) screen
(Figure 2-25). As has been noted, this is laid out as a traditional residual
appraisal and gives a quick, concise, and clear overview of the development.

EN Englsh (Unted States) | ) | = _ - o

A h (‘ ] H = & R s Book Project Example 1.wcfx - ARGUS Developer
— | Home | Configuration W
= K 2% Interest - Capitakzed An ol -
[ ‘\ [Z] acs m)  startDste Jun 2013 Sreancerpe - | Mo St S - =4
L3 \ad Inflatien 4 ¥ Sales Areas -
Freview | Assumpbons Timescale & 3 5 ¥ Currency G- o Feedbadk
2 RS @ Resdudl i e A B Operated Assets  * ol ] Center

Reparts | Calculation Assumption: Timescale & Phating Finance Definition Distribution & Analysic

EI Project Definition | Froject Cash Flow Pro Forma | Data Chacker

Pro Forma for Phase 1 ‘

Currency in$
REVENUE ‘
Investment Valuation L
Retail Unit
- $3.000.00-5.750% vac. / non recov. cost
Market Rent 145.444 Cap Rate 8.0000% 1818,047
TOTAL PROJECT REVENUE 1818,047

OUTLAY

ACQUISITION COSTS

Fixed Price (15,000.00 F* 18.33 pF17) 275,000
Land Transfer Tax 2.00% 8250
Legal Fee 200% 5,500
288,750
Other Acquisition
Due Diligence 10,000

Figure 2-25. The Pro Forma tab

The summary can be printed directly from this tab or converted to PDF for-
mat for easy transmission. It can also be printed via the Reporting module and
exported into Word.

A sample pro forma output is illustrated in Figure 2-26.
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Pro Formafor Phase 1
Cuirency in§
REVENUE

Investment Valuation
Retail Unit
- $3,000.00-5.750% vac. f non pecoy, cost
Market Rert 145,444 Cap Rate  5.0000% 1,515,047

TOTAL PROJECT REVEHUE 1,818,047
OUTLAY

AcCouis! N COSTS
Fixed Price (15,000.00 Ft2_18 33 pFi*) 275,000
Land Transfer Tax 3.00% 8,250
Legal Fee 2.00% 5,500
288,75C
Other Acquisition
Due Dilligence 10,000

CONSTRUCTION COSTS
Construction ft: Rate ft* Cost
Retail Unit 5,000 &2 S0pf 450,000
Retail Unit (Parking Stalls) 25 3,000.00 75,000 525,000

10,00C

Cortingency 5.00% 26,250
Demalition 25,000
RoadiSite Works 100,000
StatutaryMunicipal 75,000
226,25C

PROFESSIONAL FEES
Architect 50,000
Structural Engineer 2.00% 10,500
Project Manager 3.00% 15,750
76,25C
MARKETING & LEASING
Marketing 30,000
Leasing Agerd Fee S5.00% 7272
Leasing Legal Fee 2.00% 2,908
40,181
DISPOSAL FEES
Sales Agent Fee 2.00% 36,361
Sales Legal Fee 1.50% 27271
6363z

Additional Costs
Addtional Fees 5,000
5,00C
FINANCE
Debit Rate 7.00% Credit Rate 0.00% (Nominal)
Total Finance Cost 77032

TOTAL COSTS 1,312,096

PROFIT
505,951

Performance Measwres
Profit on Cost% 38.56%
Profit on GDV% 27 83%
Profit on NDV% 27.83%
Development Yield% (on Rent) 11.08%

IRR 44 99%
Rent Cover 3 ws6 mths
Proft Erosion (finance rate 7.0000%) 4 ws8mths

Figure 2-26. The pro forma, which summarizes all the variables you've plugged into Argus
Developer
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Reporting

The program has a number of other features including a quick and a full
Reporting module. Access it by hitting Preview in the upper-left part of the
screen (Figure 2-27).

B-dHdER2Q--®& )-

A)

Home Configuration
2 7% Interest .m@
b \ag Inflation L3
PrE\:’ie'.\' Assumptions © Residual Timescale
Report Groups Eon 5
i \dl  Default Report Group ash Flow | Pro Forme
Standard Reports 5, Revenues & Value

(@  ProForma
|d] Detailed Cash Flow

@ Performance Measures

Setup Report Groups =
= n
/] Report Setup

Fixed Price

Land Transfer Tax

Town Planning

Survey

Figure 2-27. The Reporting module shortcut

We will be exploring many of these other features later in the book, but the
Reporting module needs to be looked at here.

Reporting the outcome of a feasibility study to partners, the company’s board
of directors, the project manager, or a potential financial backer is an essential
function. This is another area where Developer is superior to, say, self-created
Excel sheets. The program packages the key outputs of the calculation and
presents them in a way that these key decision makers need to properly
evaluate a development project.
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Developer has a series of pre-prepared reporting outputs—a Pro Forma sheet,
a Cash Flow sheet, and the main Performance Measures sheet (Figure 2-27)
or, alternatively, the user can assemble a more comprehensive set of reports
using the full Reporting module (Figure 2-28).

ENEngish (Unted Kingdom) )| 5 _ -

A - - = Book Project Example Lwchx - ARGUS Developer
Report Setup English (United Kingdom) 7
E (%]
— S Bcopy | Grow Default Report Group ;
Preview | New Clear Close Report
,,,,,,, g
Preview Report Group Report ltems
= Report hame Fage Unentaton Page Break ...
Summaries | il ceag report Condse Pro Forma Defadit =
nto or cut of the %3 Net Operating Income Landscape v
e ;oltec;‘e?gum "5 Operated Asset Report Landscape v
night.
Concise Pro Forma i Operated Asset Assumptions Report Landscape v

Elemental Cost Summary
¥ Sensitivity Analysis Report
%} Tmescale and Phasing Graph Report
Cash Flows

Tenant Cash Flow Statement
3 Cash Flow Notes Report
%3 Detaded Cash fow
%l Grouped Cash Flow
5 Met Operatng ncome
%3 Opersted Asset Report
% Phased Cash Fiow
% Project Cash Flow Report

% Cash Fiow Revenue and Cost Semmary

Figure 2-28. The Reporting module: Backstage view showing potential for a “build up” of a
report specific for the user’s needs

Summary

This chapter is intended to give a broad overview of the basics of Argus
Developer and to act as an orientation for the user. A more in-depth appre-
ciation of its use and power will be given in later sections of the book.

In the next section, we will look at some of the more advanced features of
the program. This includes the Structured Finance module and, very impor-
tantly given the nature of development, the Sensitivity Analysis module. This is
a powerful tool, although it is perhaps the least well developed and, from my
observation, the least well used in practice of the elements of the program.
We will examine the best use of this module later in the book, but we will
introduce it in the next chapter.

| think it can be seen already, however, that Argus Developer is a powerful,
comprehensive, and complete appraisal tool. It has very distinct advantages
over self-created Excel models, as it is reliable, flexible, and consistent.



CHAPTER

3

Argus Developer:
Advanced

Features
Three Key Modules

In this section, we will look at additional features of the program—those that
are outside of its core operation.

Additional Features of Argus Developer

In addition to the basic features of the program, Developer—thanks to its
long period of use and feedback from users from all parts of the world—has
added many sophisticated features that are essential for accurately modeling
projects. | will highlight three in this chapter: the Sensitivity Analysis module,
the Structured Finance module, and the Operated Asset module. They are all
important for different reasons.
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As | have already discussed in Chapter |, development feasibility studies involve
modeling uncertain future events. A single development appraisal conducted
prior to a development scheme’s starting is going to represent one view about
how the future might pan out. One thing is certain about this appraisal; it will
be wrong!

Hopefully, the appraisal will be the best, most reasoned assessment of the
outcome, but it is almost inevitable that at least some of the assumptions
within it will prove to be inaccurate. If, however; some of the key variables—the
ones that have the most impact on value or profitability—vary (usually the
rental income stream, the capitalization yield, sale prices, construction costs,
and project duration), then the impact on the bottom line can be very
significant. Even a fairly small variation to some of these items can be fatal to
the project.

It is, therefore, vitally important for the developers to understand how
exposed they are to these potential variations. If they do so, the developers
will have a much better understanding of the level of risk they are taking. They
will be able to judge whether the level of return they expect will adequately
compensate them for this risk. Exploring the risk will give developers the
opportunity to accept the risk and take steps to mitigate it or, ultimately,
to walk away from the project in its entirety. Proper risk analysis requires a
powerful sensitivity analysis/risk appraisal module. Indeed, this is essential for
development-appraisal software.

Note Any good real estate development program must have the ability to assess risk.
The Sensitivity Analysis module in Argus Developers provides that capability admirably.

Similarly, it is now essential for development appraisal software to reflect the
sophisticated financing arrangements that are typical of many development
projects. The viability of many projects goes way beyond the simple real estate
fundamentals to the ability to finance the project in a way that it is still profitable.
Traditionally, many development appraisals were done with the assumption
that the project was 100% debt-financed. Today this never happens.

A minimum requirement of development appraisal software is that it be able
to distinguish (and measure the return to) equity and debt sources of finance.
Many projects, however, involve multiple sources of both debt and equity,
and it is important to be able to model the flows of these funds through the
project—how and when they are drawn down, how they are repaid, how
their different cost structures are assembled, and how and when the profit
is distributed to stakeholders. Getting these structures right can have a huge
impact on development viability, so the software must be able to do more
than model this area. Yet this model cannot be static; users must be able to
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modify and test it. Argus Developer used to be weak in this area, reflecting
perhaps its roots in a market where finance on development projects was less
sophisticated, but it has taken huge strides in developing this area, mainly due
to such needs in the US market.

Note Given today’s financing realities, real estate development programs must be able to
account for different financing schemes including debt of all kinds and equity. The Structured Finance
module in Argus Developer can handle all manner of financing schemes.

Finally, the last additional feature | want to look at is the Operated Assets
module. Initially, Developer was primarily aimed at serving the developers
of the most common property types in the commercial sector—retail,
office, and industrial—as well as the residential sector. It neglected the more
specialized kinds of income-producing property, the ones where the value,
in many respects, related less to the pure real estate qualities (area, rent and
cap rate) and more to business issues (income streams less fixed and variable
operating costs). These businesses, or “operated assets,” include hotels, golf
courses, marinas, care homes, and the like. They have become increasingly
important to the real estate development sector. As a result, it is increasingly
important that the appraisal tools used by the industry are able to deal with
their special features.

I will return to the detailed use of these modules in practice throughout this
book, but it is important that we introduce them here.

The Sensitivity Analysis Module

A sensitivity module has been part of Developer from its earliest versions. It
has, however, become more sophisticated over the years.

One thing has remained constant, however—the sensitivity analysis must be
done after the appraisal has been completed. This is because it draws on the
components of the appraisal in order to be able to do the analysis.

The module is accessed via an icon on the dashboard. This produces the initial
screen where you select the variables to be tested (Figure 3-1).
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X Cancel | .

Figure 3-1. The initial screen for the Sensitivity Analysis module

Developer allows three groups of factors to be tested as part of an analysis
scenario. A fourth, time-related factor can be added to the three groups.

Within the broad factors selected (such as rent, construction cost, and interest
rates), you can choose all of the items within the group or select individual
items you feel are particularly important (Figures 3-2, 3-3,and 3-4).

Figure 3-2.

B0 seasitiity Anatysis EN Engish (Unad Kngdom) | @) | = =1
Edt Yew Optons el
& Scenario Sensitivity Scenario 1 4
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e L H 3 ¥ i
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Com:::l:: Step Type Foced Step Direction  Step Up and Down
Fent Steo Amcurt 8.00
i Headng Gross Area NetArea]  ARernats Area Unts Rate pF|  nciude
Raml =l Phase: 1. Commercial Units for rent
Cap Rate
(=] Schedube: Capitalized Rent
Retad Tenant A 41,000 17 B9850 m om 12000 v
Retad Tenant B 40,000 12 38,000 19 om 4 12000 v
Retad Tenant C 18,000 1* 17,100 ¥ on 0 El
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et
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=] Phase: 4. Single Family Units
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Ay Home Plan A 15,000 #° 15,000 #* o 10 125.00

Selection of items within the broad area, in this case construction costs
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Figure 3-4. Selection of items within the broad area, in this case capitalization rates
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In the cases illustrated here, the user has selected construction costs, rental
values, and capitalization rates. Note that the user can define the step type'
(fixed, percentage, manual fixed steps, or manual percentage steps), whether
the analysis is unidirectional (in other words, just testing the downside or
upside risk of a project), or if it tests the impact of market movement upward
and downward. The user can also define the step amount.

Once the sensitivity analysis has been set up to your satisfaction, the analysis
can be run by clicking into the tab behind the setup screen, Analysis Results

(Figure 3-5).
R Scnsitivity Analysis EN Engish (Unted Kngdom) | € | =%
Edt Mew Qpsons Hep Englsh (United Kingdom)
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Setup | Analyss Resuls
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-24.00 pf* -16.00 p* -£.00 pf 0.00 g™ =8.00 p® «16.00 p* “24.00
.00 pP 104.00 pf* 112.00 pP 120,00 pf* 128,00 pf 136.00 pP* 144.00 pP
-3.00 pf* -£.063% 11.722% -23042% -26.702% -34.362%
15.00 pR 10.192% 24041% 30.650% 37.087%
200 pP £ 535N 22 914% ZBET4N
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1,00 pf 2% 1182%
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20.00p° 3 9595
+3.00 pR M4IT1% 173 0412%
21.00 pf 40.452% 17.16 2768% 4 116%
Rent: Cap Rate
0.7500% 0.5000% 4,2500% 0.0000% +0.2500% +0.5000% +0.7500%
£,7500% 7.0000% 7.2500% 7.5000% 7.7500% B.0000% 8.2500%
Analysis Calculstion Time: 25,344 Seconds W 0K || K Cancel

Figure 3-5. Sensitivity analysis results

As can be seen, the results are presented in a table. The analysis output is
user-definable; it is possible to look at land value, profitability, internal rate of
return, costs, and so on. The first two items selected in the setup are pre-
sented as the vertical and horizontal scale, while the third variable (here the
Cap Rate) is displayed on a sliding scale at the bottom of the results screen.
Moving the slider to the step value points displayed changes the presented
values in the table.

'Steps are the variation in values of the variables, up and down either side of the values
estimated in the original appraisal, which test the effect of those values on the land value
or profitability.
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All the results displayed onscreen can be exported into reports or printed off
directly, either in .rtf or PDF format.

The sensitivity analysis module of Developer is a very useable function.
However, it is not without aspects that might be criticized. For example, it
enables the users to explore the basic sensitivity of their appraisal to market
fluctuations. Simple sensitivity tests one variable at a time to determine the
impact on returns or values. This can be done with Developer, although it
is invariably the same few factors that always impact on the outcome of the
appraisal. These include anything to do with value—rents, yields, sale values,
and so forth—that the appraiser needs to pay the greatest attention to.

In reality, the chance of single variables changing in isolation is limited; variables
inevitably will tend to move together. For example, in an economic downturn,
the project duration tends to increase because it might be harder to find
tenants or sell units. At the same time, rental values tend to fall because of
the decrease in demand. As rents fall, so do capital values. That is not only
because of the reduced income, but also because yields increase as investors
seek higher initial returns to compensate them for increased risk and lower
future rental growth. On the upside, construction costs tend to fall in these
conditions as contractors compete more strongly for what little work is avail-
able. (Although of course this can only apply to construction work for which
contracts have not yet been awarded.)

The nature of the development environment thus suits the use of scenarios.
However, as I've just shown, Developer is slightly limited by allowing only
the three variables to be compared at any one time. In real situations, more
variables will move together. The technical limits of Developer prevent these
more complete scenarios to run.

Another issue is that the program doesn’t allow you to weight the resulting
outcomes according to the probability of any of the scenarios actually
occurring. In reality, the probability of any one of them occurring is not likely
to be 50/50; extreme market movements, either upward or downward, may
well have only a 2% or 3% chance of actually happening. You can weight the
outcomes outside the system in an additional analysis, but it does represent a
weakness in the system. The usability, flexibility (within the limits identified),
and accessibility of the sensitivity module within the program do, however, go
a long way toward mitigating these weaknesses.
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The Structured Finance Module

Prior to 2005—6, the greatest weakness of Argus (or as it was then called, Circle)
Developer was the lack of a sophisticated finance module. The program had
the ability to define multiple interest and finance sets, to ascribe different
interest sources and costs to any cost or income line within the cash flow,
and to do a limited degree of analysis for joint venture or partnership arrange-
ments. It was not possible to easily model finance flowing into a development
from multiple sources, equity and debt, nor model the types of multiple layers
of profit distribution that were becoming more common in projects. Although
the actual structure and workings of the pure project modeling section was
excellent, the lack of a finance module with real power and flexibility was a
major flaw, particularly for the North American market. From Developer 3
onward, this weakness was corrected with the addition of the Structured
Finance module.

Access the module by clicking into the Finance Type icon on the ribbon bar
(Figure 3-6). As was mentioned in the introduction, there are two finance
modules available in Developer, including a simple finance module.

- U HE R . = Untitled] - ARGUS Developer EN Englsh (Unted States) I T _ -

Home Configuration [

Y 2 Capitahzed A 5 T »
) StatOste Jun2013 Proucetys - | HCwued Ao - o, =N

& Sales Areas -
Timescale oL 5 3 ¥ Currency - Lo i Feedback

3 Cper (1] Canter

Figure 3-6. Accessing the Finance Type icon (in the middle) from the ribbon bar

Tip | always run an initial appraisal using the simple finance module because it provides a
much better idea of the underlying soundness of the project fundamentals. That done, | turn to the
Structured Finance module for a more sophisticated look at the possible financing configurations.

For illustration, | will select the Structured Finance module. Note that in the
US market this is the default setting. International users may find that the
program defaults to the simple option. Clicking into Structured Finance
produces the screen shown in Figure 3-7.
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Figure 3-7. The Structured Finance opening screen

Developer allows you to define and test multiple financial structures. You
can define different finance structures for different parts of projects, such
as different phases, and each can be made active or inactive as appropriate.
(Inactive in this case means that the structure is not applied within the project
but is retained in a library form.) The opening screen shows the financial
structures within the system at the middle top of the screen. At the bottom,
the finance sources are shown. These can be defined as being debt or equity
sources. Create or delete the financial structures using the icons to the left
of the ribbon bar; create or delete the finance sources using the icons in the
left-center of the ribbon.

In the center part of the screen, where the sources of funds are listed, you'll find
nine sub-tabs. This is where the details of the financial structure are defined.

The second of the sub-tabs is the Financing screen shown in Figures 3-8 and 3-9.
Note that these are shown in two diagrams because there are too many columns
to show them in a single screenshot.



44 ] Chapter 3 | Argus Developer: Advanced Features
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Balancing Acceunt Debt 4 0.00% ] 0 10000% a ] N None)
Figure 3-8. The Financing sub-tab, left side
Sources | Financing ner-5i Rates France Fees General Mortgage  Proft Detributon
Sources France Costs
Source of Funds Source Contribution | Propartionate | Earfiest Contribution Date | interestPR Rales Fnance Fees Pregect Project Fees based on
Type nc. interest Funcs Funds Fees  Contrtwton only
Interest
Eauty Proect Sar (on - tonw)
Equty hvesior | Equity v Preject Start (None (Nene)
Equity hvestor 2 Equity v Preject Start (None; (Nene)
Constrection loan Debt Project Stan Construction Laan Const Loan Fees
Balancing Account Debt a a A (None| (None| a

Figure 3-9. The Financing sub-tab, right side

The Financing sub-tab allows the user to define where the money to undertake
the project is sourced from; how the finance is to be drawn down from these
sources; what, if any, limits there are to the finance from each source (an upper
limit to contributions from a particular source, for example); the order each
source is to be drawn down (this can be consecutive or side-by-side); and the
cost of each source (interest rates and finance charges such as arrangement
fees). The cost elements are defined by reference to two other sub-tabs,
Interest/PR Rates (Figures 3-10 and 3-11) and Finance Fees (Figure 3-12). PR
stands for Profit Rates.

Sources Fnancing Repayments inter-Source Transactions NierestFRl Rates Finance Fees Genersl Morigage Proft Dastributon

Descrption 'me-uwﬂ Fates Nomnal Rates n Advance Compoundng Perod
[Consiuctontoon [FET . =

1% Preferred Return 12% Pref Retum v Monthly

10% Preferred Return 10% Pref Return v Monthly

Figure 3-10. Interest/PR Rates sub-tab
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B | EN Englsh (United King

Vi B3 [
Ok -

Home

| mme mem - —
}, @ @memum Rates = ox [
New Copy | Edit Heb wts - | InterestPR
Rates

W

Finance § 19 U LB

| [name
B3] 12% Pref Return

(=) Constr Loan

Structure Name
Default Struciure
FS - Commercial &

FS - Residential On| [mp ’ if.u“ S— .Mnnlm JM —
S i 1 6.00% 3 Apr 2012
2 6.25% 3 Jul 2012
3 6.00% 3 0ct 2012
Sources | Financi 4 5.95% 3 Jan 2013 [rofit Distribution
[pescription H 6.00% 3 Apr2013 [Compounding Period
Construction Loan 6 5.80% Perpetuty Jul2013 “None
12% Preferred Re| T 0.00% 0 Jul 2013 Monthly
10% Preferred Re| 8 0.00% 0 Jul2013 Monthly
9 0.00% 0 Jul 2013
10 0.00% 0 Jul2013

(#) 10% Pref Return

/0K || % cancel |

Figure 3-11. Source tables for Interest/PR Rates sub-tab (user-defined)

Sources Financng Repayments inter-Source Transactions interesyPRRates Fmance Fees General Morgage Proft Distribution

[Fee Set Hame ][ Standard Fees

Eomroaneey FeeTypo  [FocBesis | Feoea Amount | % Amourt | Foced Loan Amount |Charging Period
Faed = Drawn Amount 10,000 0.00% 0 Single

Related Drawn Amount ] 1.00% 0 Single

Figure 3-12. Finance Fees sub-tab

If the Financing sub-tab can be seen to be where the “money in” to the project
is identified and its details defined, then the Repayment sub-tab (Figure 3-13)
is how the finance sources drawn down are repaid, excluding any profit
distribution.

Sources Financing FeDayments inter.Source Rastes Genersl Morigage Proft Distributon
Sources Repaymenss
Source of Funds Source Contrbution | Order  Manualy Time Repayment Source Unt Sales Selection Usimited | Proportionate | % of Funds. Repay | inchude F
|Tyee | Order Repayments. | I | Repayment | | Avambie | interest Only
Developer Equiy 1 - Avalable Cash - NA& . ] 0.00% !
Equiy lnvestor 1 Equity 2 3 Avalable Cash  NA . ] 0.00% .
Equity nvestor 2 Equity 2 3 Avaiable Cash Ni& Cl 0.00% L
Censtruction loan Dett 3 2 Avalable Cash WA v 0.00%
Balancing Account Dett 4 1 Avalable Cash W& L] 0.00% o

Figure 3-13. Repayments sub-tab
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Again, this section is comprehensive enough to give the user sufficient control
to accurately model very complex financial arrangements in projects. These
include the order each source is to be repaid, the priority of payment, where
the finance is to be sourced to fund the repayment—note the software allows
inter-source transactions to be modeled using a separate sub-tab, not shown
here—and the timing of repayment. Note also that in the Finance Cash Flow
screen, accessible from the main dashboard, it is possible to manually override
both drawdown and repayment using separate lines available for each source.
This allows even further customization of financing for the user.

In addition to the pure project (that is, short-term) finance, the Structured
Finance module allows you to incorporate long-term mortgage finance
(Figure 3-14). This can be calculated by reference to the stabilized income
produced from the property, or it can be manually calculated. The timing of
the mortgage is also defined by the user both in terms of the loan duration
and the time when it is assumed to become “live.”

Sources  Finncng Repeyments inber-Source Transactons nberestFft Rates Fnance Fees Genersl U<rigage | Prof Distributon
v [Mengage Actve for this Structure]

Income and Tming

Month to place mortgage Phase I: Holding Period+8 May 2014

Monthly stablized ncome (from Dewveloper Cash Flow)

Annus! stabized nceme

Manual stabitzed inceme (Annual 0 (Dverrides annual stsbiized ncome

Value

Morigage amount as % of valse Project captakred valse

Cap Rate to determine preperty vakue 7.00% Macimum funding smount

Mortgage msued ]

Figure 3-14. Mortgage sub-tab

The final sub-tab is Profit Distribution (Figure 3-15). The Profit Distribution
screen allows you to model virtually any profit structure from a simple residual
percentage for single- and joint-venture projects to complex, waterfall
distribution with multiple tranches of profit split. There are six different types
of profits that can be applied, and the setup screen allows the user fine control
of the definition, order, and timing of each.

Sources Fnancng Aepayments inter-Source Transschons ineresiPR Fates France Fees Gesersl Mongage Freft Dstreuten

Source of Funds Source Order | Proft Dstrbutcn Type Proft Rate % Alocaton of nterestPR Rates Preferred retum Repay Captal Include Loan
Type Funds in Order included in RR | before Pref. Retum | Fees
Lockback
(Equity Investor | -] .
Equity nvestar 2

Equity Investor 1

Equity nvestor 2

Devebper

Equity Investor 1 3 Resdual Percentage

Equity investor 2 3 Residual Percen

Devebper 1 Reswdual Percentage

Figure 3-15. Profit Distribution sub-tab
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The Structured Finance module feeds into the separate finance cash flow,
referred to previously. It also has its own separate reporting module. You can
also incorporate the finance report into the full reporting module.

The Structured Finance module can be daunting to new users of the software.
However, its abilities, power, and flexibility have transformed Developer’s
capabilities in this area. It is an essential part of the software and offers a more
complete solution to the developer. Its integration with the pure real estate
elements of the system gives you a consistent and reliable tool for all aspects
of the project that is only achievable in, say, self-created Excel models after
considerable investment in time and after exhaustive and continuing auditing.
Developer provides an off-the-shelf solution that a user can trust and apply
to project after project.

Tip Get to know the Structured Finance module. Its powerful capabilities can save you
hours and hours of custom work you would otherwise have to do in an Excel spreadsheet
created from scratch.

The Operated Assets Module

As noted in the introduction to this chapter, a deficiency in the early versions
of Developer was an inability to model certain specialized types of real estate,
particularly “operated assets” such as hotels, golf courses, and marinas. The
Operated Assets module, introduced in Developer 4 in 2008, corrected this
deficiency.

The Operated Assets module can be accessed either from the area tab in the
Capitalized Income screen or from the ribbon bar on the control dashboard.
The icon there is the third under the Definition group (Figure 3-16).

A) 2 bHBAR-& ) BN Engoh (United taes) | @[ = _ ~

Home Configuration .7 1

L\i;j 7 Intevest =¥} | StwtDate Jun2013 P Finance Type -

Tmescake  |(5g £ 3 ¥ Currency

Y ab

Figure 3-16. The ribbon bar showing the Operated Asset icon in the Definition group
(right of center)

Clicking on this icon brings up a screen that allows the user to create a new
operated asset profile. A completed profile is shown over the next few pages.
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The Occupancy and Rates tabs allow the user to create a series of interrelated
screens that, together, calculates the core income from the asset over a given
time frame. In Figures 3-17, 3-18,and 3-19, the user has created such a set for
a hotel. The first screen projects the expected occupancy percentage over
the first eight years following completion. This can be defined as an average
annual rate or as a month-by-month rate. The second screen lays out the
number of rooms available to let; this is particular pertinent where the devel-
opment is phased and completed rooms become income-producing over a
longer period of time. Finally, the user defines a monthly Average Room Rate
(AVR). The combination of these three will clearly give a good forecast of
room income.

A3 B[ ) ® Operated Assets EN English (United Kingdom) ) =

“ | Home Encghsh (United Kingdom)

“‘ 2] Copy ) i, Copy rmi,r j:\e'e:: e d /‘
5P [}Deete  MName Hotel - | AP [JDeete a9 =
New y New . Mew [$Fl - Department  Escalaion  Report

</ Rename i Rename - Categories  &lInflaSon  Sebp
Asset Profile Asset Description Operating Period Sections Revenues & Expenses Opticns

Qccupancy and Rales  Operatmg ReveruesExpenass

% occupancy  #of Rooms  ADR

Year Average Apr Vay Jul Aug Sep Oct

1-2012 % 5% 5% 65% To% 5% 5%

2.2013 5% 5% 0% 75% 5%
3.2014 5% 0% 75%

42015 65% 0% 5% 68%

5.2016 8% 85 8% 85% 0%

85 0% 75% 68%

B5% 0% 75% 8%

o : 85 0% 5% 6% 68

Figure 3-17. Example of Occupancy and Rates screen, percentage occupancy

Occupancy and Rales | Operating RevenuesExpenaes

% occupancy #of Reoms  ADR

Year I Average Apr May Jun Jul Sep Oct Mo Dec
1.2012 163 100 100 100 150 200 20
2.2013 200 200 200 260 2 20

00 200 200 200 2
200 200 200 200 20
00 200 200 200 20
200 0 200 200
00 o0 00 200
00 0 00 200

Figure 3-18. Example of Occupancy and Rates screen, number of rooms
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Occupancy and Rates | Operating RevenuesExpenses

% occupancy ®of Rooms AOR

Year ] Average Apr May Jun Jul Aug Sep Ocl MNov Dec
iral 100 100 19 15 120 125 125 1% 135
123 10 10 19 115 12 125 125 1% 125
123 120 100 19 158 120 125 125 £ 125
123 120 100 1M 15 120 125 125 130 125
123 125 100 12 115 120 125 125 130 135
123 128 100 12 118 120 128 128 12 138
124 120 100 13 115 120 125 125 13 135
124 130 100 12 115 120 12 12 1 135

Figure 3-19. Example of Occupancy and Rates screen, average room rate

All of this will not, however, give you the true income figure for the development.
In an operated asset, there will be other elements that earn income—food
and bar income in the case of a hotel—and there will also be the running
and variable costs such as staff, administrative overheads, depreciation, and so
forth. All of this will have to be taken into account, and this is what the second
sub-tab, Operating Revenues/Expenses, allows you to forecast.

Excerpts from the example are illustrated in Figures 3-20, 3-21, and 3-22. You
can define any number of individual elements, and each one can have multiple
expense and income lines attached to it. For example the Room Revenue line
(shown over two figures here so the detail can be more easily seen) has four
different revenue streams—three that arise from the different types of rooms
in the hotel and the fourth from the food income that is tied to the level of
room occupation. Similarly, the category of room expenses (Figure 3-22) has
six different cost elements, some of which are occupancy dependent (in other
words, the more rooms occupied, the more cleaning/servicing and other costs
will increase).

Occupancy and Rates Cperatng RevensesBapentes

Revenue and Operacrg Expenss Sectons

Heading yPe Selection Detad Visiie

Rooam Revesue

evenue

Rosm Expenses

Gross Profi

Admin Expenses Expense

Operating Revenve ard Expense Detad
Heading Department Category Caiculation Type Rate Type Rate
Type A Room Rev Mone) Base ncome Singe

Expesse Type  nfatcnEscalaton

Revenue otel

Type B Room Rev Base ncome Single Revenue
Type C Room Rev Base ncome Single Revenue
Food {Nene) - % of Base ncome - Single Revenye - ignore

Figure 3-20. Operating Revenues/Expenses screen, Room Revenue left
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Occupancy and Rates  Operatng RevenuesExpenses

Revenue and Operatng Expense Secions

|Heading

[Type | Seiecton Detsd isivle
Room Reveaue Revenue WA - -
Room Expenses Expense L L] -
Gross Proft Section Summary 2 Sections v @
Admin Expenses Expense WA L o
Operatng Revenue and Expense Detail
| Cateutation Type |Rate Type Rate | Selection |Expense Type | inflation/Escalation |Cap Method |Cap Rate |Notes
Base ncome Sngle N4 3 Pages Reverse 1% hatel Tenast Rate ™
Base ncome Single NA 0 Pages Revense ignore Tenast Rate NiA
Base Income Sngle Ni& O Pages Revenee ignore Tenast Rate Hia
% of Base Income - Sngle 20.00% NiA Revenve - ignore + Tenast Rate Nk
Figure 3-21. Operating Revenues/Expenses screen, Room Revenue right
Occupancy and Rates  Operatng RevesussEpenses
[ ) Revenue and Operating Expense Sections
|Heating |Tyee | Setecton Detai Visile
Room Revenue Revenue Noa . v
[Roumesgemes . ’
Gross Proft Section Summary 2 Sections v v
Agmn Expenses Expense WA - v
Operating Revenie and Expenss Detal
|Calculation Type |Rate Type |Rate Selecton |Experze Type nfatonEscaiston |Cap Method |Cap Rate Nates
% of Base income Sngle 10.00% MiA Expense % Tenant Rate Wik
Amount / Unit Sngle 1500 1 Page Expense % Tenant Rate WA
Amount { Worth Sngle 100.00 Mia Expense % Tenant Rate WA
= Amount / Actvity - Sngle 10.00 0 Pages Expense 5% - Tenant Rate Wi
Other income Sngle Mi& 0 Pages Expense ignare Tenant Rate [T
Other Income Sngle Ni& 0 Pages Expense ignere Tenant Rate WA

Figure 3-22. Operating Revenues/Expenses screen, Room Expenses

Once this accounting process has been completed, the user will have a good
forecast of the net income stream that will be transferred to the project
cash flow. The stabilized income will also be transferred to the Areas screen
(Figure 3-23) for the capital value to be calculated.
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(BB Areas, Construction, Lease Set Up and Capitalization - Operated Asset EN Englsh (Unted Kingdom) | | =%

Area Agsumptons Edt Vew Valaton Took QOpbons Help Enghsh (United Kingdem)

Heading Operated Asset Examp Gross Unit Ares f* 100,000  Addtonsl Unt Ares ' [
Unit Humbser Gross Area ft' Addtonal Area 1Y [}
Use Type Operated Asset * | MetUnk Ares f* [
Humber of Unis 1 MetArea A 100,000

Parking Stalls 0.0 Gross:Net Ratio 100.00% ¥ Locked

Constructon Cost Francal Operated A33¢ Fnancial Fert Captaiiaton

Rate pF 40.00 | OccupancyRates Profie  Operated Asset Example = || NOlat Sale 1848545

ncome Start Timing Halging Penod Cap Rate’

P

Rate Addmonal pr*

Cost/ Unit 14,0

Cost / Parking Stal 0 Captsl Vale

Parking Stalls Cost 0 Manual Captal Vae

Gross Cost 14,0 Stage Sale
Stage Canstruction Starts I Mar 2915

Starts in Oct 2012 Destribution Moniths 1
Dastrioution Moaths 1"
TiRate pf® (Leasing)

1% Rate (Leasing)
TiCost (Leasing)

Clck to View Congtryction Cogt Braglkdows

Operated Asset Example

Gross Area i Het Area & Gross Cost Gross Rent Capitaized Rent
100.000 100,000 £14,000,000 &0 £23,556,354

Figure 3-23. Transfer of calculated operated asset income to Area screen in Definitions tab

This is just a taste of how the Operated Asset module works, but even from
this brief introduction it should be apparent how capable the module is and
how it has opened up Developer to being able to model the development
of virtually all categories of real estate. Later in the book, | will look in more
detail at the appraisal of a pay-and-play golf course, which will give a more
detailed step-through of the construction of an operated asset development
appraisal.

Summary

Two of the three modules covered in this section, the Operated Assets module and
the Structured Finance module, are relatively recent additions to the program,
while the third, the Sensitivity Analysis module, has existed in some form from
the very start. The latter is perhaps not used as much as it should be. All
modules are, | believe, essential for the future success of the software and
underline its position as the “go-to” tool for anyone wanting to conduct a
development appraisal.

We will look at all three modules again in more detail as we work through
examples later in this book.

Now we have looked at the main components of Developer. Over the next
few chapters, we will look at it in action, examining how it can easily model the
development of a range of real estate types and complexities of projects.



CHAPTER

4

Commercial
Feasibility
Studies

Argus Developer Case Studies

The appraisal of commercial development projects is one of the primary activ-
ities for professionals involved in appraisal and development consultancies.
The types of real estate involved are varied; they include offices, retail units,
industrial buildings, and warehousing. One common feature is that they are
income producing—or at least potentially so in the case of owner-occupied
buildings—and their value is determined by reference to this income stream
and the value that potential investors place upon them. This assessment is
reflected in the capitalization rate and discount rates applied to this income
stream. This relationship, and the projects themselves, can be complex and
involved. It was exactly this type of project that Developer was designed to
deal with.

We will start with some relatively simple projects in order to understand the
workings of the software. Later, we will look at the appraisal of more complex
projects.
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Simple One Building/One Type/One Phase
Commercial Project

The initial project we will be appraising is the development of a speculative
single, three-level office building on a greenfield site. Here are the details:

e Thesite is clear and flat and has an area of 10,000 square
feet.

e The building will have a plan area of 3,000 square feet
and will be steel-framed with concrete floors, brick and
block walls, and casement windows. It will be ventilated
naturally.

e Eighty percent of the grounds of the building will be given
over to car parking. The remainder of the area will be
landscaped.

e The construction will start three months after the com-
pletion of the land purchase. Construction will take six
months, and we will assume an additional six months to
rent all the spaces.

e Tenants will expect to receive a three-month, rent-free
period on five-year leases.

e  Current interest rates for development loans are 6 percent.
e The developer will sell the building on leasing.

For this development only, we will do the calculation both for land residual, (in
other words, land price or valuation) and for profitability.

Land Bid Calculation

The first step in appraising this project is to fill in the identification informa-
tion on the Project screen and to create a Save file for the project (Figure 4-1).
Developer does not automatically save the data although, like Excel, it
has a recovery save function. It will also prompt you to save upon closing
the program.
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é) B-YHEBRAR-& = [Untitled] - ARGUS Developer ]a'aw‘l“"dnm L2 A
; Home | Configuration L]
C Q Fmtereat ""?_T) Start Date Jul 2013 @Y Finance Type - Hic= ok ®- - § ¢ ;
- i infiaton | L ¥ Sales Areas -
o %80 & v g m ! 5 - i
eiew | hsmmptens o o Timescale (g £5) 55| 9 &) # Currency @) Opcrated Asscts & El\ Feedback
Reports | Calculation Assumpti T le & Phasing Finance Definition Distribution & Analysis
? | Proect Defition Project Cash Fow| ProForma | Data Checker
Project Reference 5 CREModes | |
5‘ Project Type Commencial
Froject Manager ™H
Project Size 000
Created By ™
Locatian
Address Line 1 Suburban Centre.
Address Line 2 1234 Ay Street
< Prevoo »
Address Line 3 v
| City Bigsvile| | |Nolmages | Moles Map
KPI Dashboard 5 x
Profit 0  Revenue 0 Totalinterest & Fees 0
Profit On Cost 0.00% Total Cost Excl Fees 0 Int & Mortgage o
Land Cost 0 Costs |AN) 0 LoanFees 0
| (5] AlPhases | All Fhases Strucure - Phase LU
All phases included in this group  Definition of general Project Details and Assumptions @ DataStatus V602 B

Figure 4-1. Project screen

Once we have entered the address data, we can save the project. | recom-
mend that you save the project file regularly as data is entered (Figure 4-2).

A) D-v@BaR-2)- | EnEngish (Unted Kingdom) | @) = e
“_‘) Home | Configuration @
l ?_‘m“’m -‘g) Start Dote Jul 2013 =Y Finance Type - BB coptotocs arcos.- B - A @
|ad Tnflation L ¥ Sales Areas ~
Preview | Assumptions . .| Timescae ||om 89 &51ow ¥ Currency o . o 4 - Ao Feedback
: ol Save As =]|
Reports || Caloulation
| (_J\_) |l - 3105110528 4413286t c0b27d2 - Developer - ProgranData - Data ~ ~ @& Q|
E | Project Definition —
ey Organize + |[|Vews + | New Fokder o
g tame - -| Date modted |- |o|s2e |+
Project Ty F
— ot orin . Badap 7/3/2013 409 AM  Fie Folder
eropetManager [ Documents | Book Project Examole 1 6/23/20137:35AM  ARGUS Deveko... 1768
Project Size More | Example Multi Use Pr... 11/4/20115:12PM ARGUS Devekp... 183558
| Example Multi Uge Pr... 11/2/20117:57PM  ARGUS Develop... 78B
Created By Folders V| | Example MultiUse Pr... 11/4/20115:12PM ARGUSDeveko.. 183568
¥ a] | FtMyersRetrsment  4/26/20132:47AM  ARGUS Devekp... 6B
Lo T L Root |_IFtMyers Retrement... 4/30/20133:02AM ARGUS Deveko... B
Address Line 1 | 6b910811092e-4041-8268< | FiMyersRetrement... 4/30/20134:34AM ARGUS Devekp... 3B
he? |. Developer L FtMyers Retrement... 524/2013 k59PM  ARGUS Devekp... 14148
\ddress Line: B Cosoon | FtMyers Retrement... 5/5/2013 453AM  ARGUS Develo... 12548
Address Line 3 | internabonal | FtMyers Retrement... 5/12/20135:10 AM ARGUS Develo... 12568
h e |_FtMyers Retrement... 5/16/20132:55AM  ARGUS Deveko... 12568
g et L FtMyersRetirement.., 4/30/20135:57AM ARGUS Devekoo... 14968
k
¥P1 Dashboard } Bacp
et i tan E
Profit On Cost Fie name: [ Simple Commarcal Scheme] =l
Land Cost Save as type: [Developer Fie (*.wch) |
[E] AlPhases | All Phase. _I
-\~ ide Folders [ ] _cmen |
Al phases included in th 4

Figure 4-2. Saving the project in Argus Developer
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Tip Save regularly. Though Developer has an automatic save feature, you may lose some data
in a power outage or crash.

Assumptions

The next step is to review the assumptions for calculations and to make the
necessary entries for interest costs and mode of calculation.

You can access the assumption options from the drop-down menu, the button
on the icon ribbon, or else the button on the Project tab itself. All take you
to the same screen.

As | have already noted in the introduction, Developer has a template pre-
loaded. The template uses reasonable assumptions that are derived from mar-
ket experience and are applicable to many projects. The user can adjust all of
the pre-set assumptions in the template.

Over the next few pages, | show the assumptions for each individual sub-tab
and will outline what each of the options are.

Note | will not do an appraisal in such detail later in this book. Therefore, do your best to
understand the preliminary setup procedures now.

Expenditure Assumptions

The expenditure assumptions contained within the template (Figure 4-3) are,
as with other aspects, those that are most commonly used in the develop-
ment market, with the most popular alternative options available by checking
the appropriate button. This section deals with the calculation of professional
fees, the treatment of the purchaser’s costs, and sale fees.
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@ Assumptions for Calculation X
Edit Help
x
Expenditure Receipts | Finance | Calculation Interest/PR Rates  Inflation/Escalation  Residual Distribution
: Professional Fees are based on Construction

Plus Contingency
Plus Demolition & Road / Site Works

Sales Fees

Deducted from Revenue | Calculated on

0 Added to Cost
D Loss Gross Development Value

O Net Development Value

Figure 4-3. Expenditure assumptions

The default settings for professional fees are for them to be calculated against
the build cost, which is the more common option in projects. However, this
definition can be widened if the professional team has wider responsibili-
ties. Again, this is only the global setup; any individual item of expenditure or
receipts in Developer can be individually defined later in the program. Here
the default is to set professional fees as a percentage of the costs expended,
but the user can define the professional fees as, say, a lump sum if required.

Similar switching options are available for the treatment of (incoming) pur-
chaser’s costs and sale fees (that is, the developer’s cost of disposal). With
the former; the default is to deduct the costs from the sale receipts. However,
for lending and performance reasons, some developers prefer to add the pur-
chaser’s costs to the development costs.

Receipts Assumptions

The next setup assumptions deal with receipts (Figure 4-4).
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m Assumptions for Calculation X
Edit Help
2
Expenditure | Receipts | Finance | Calculation | Interest/PR Rates | Inflation/Escalation | Residual | Distribution
Rental Income
¥ Show tenant's true income stream
Offset income against development costs
Rent Payment Cycle Monthly - v Apply Cycle to all tenants
Vacancy and Rent Free apply to first renewal only

Escalation starts from Lease Start Date
| Deduct Ground Rent From Stepped Rent

: Capitalization
Capitalization Method Capitalize 12 Month NOI -
Default Capitalization Rate 10.0000% ¥ Apply Cap Rate to all tenants
v| Default stage for Sale Date Sale .,
v| Align end of income stream to Sale Date v Apply Alignment to all tenants
If Capital Value is modified Recalculate the Cap Rate -
Valuation Tables Annually in Arrears -

Deduct Post-Sale TI Costs and Lease Commissions from Capital Value

Rent Free Costs

Figure 4-4. Receipts standard assumptions

The receipts section is similarly set up with the industry norms (for the UK
market, at least) in mind. It is divided into two sections, the first dealing with the
rental income stream, and the second with the capitalization assumptions.

There is a third, grayed-out section, which allows an alternative treatment
of any rent-free period in the development calculation. This section is made
live by unchecking “Show tenants true income stream” in the Rental Income
section. The user would normally do this to switch the rent-free period to a
development cost rather than as a deduction from capital value, a common
choice for developers as it gives them financing advantages by maximizing the
projected end value of the scheme.

The top part of the screen deals with the income stream that the develop-
ment produces. Options available include switching the income cycle from
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the default setting, which is usually monthly, to perhaps a quarterly or semi-
annual income cycle. For residential investments, for example, it would be
more appropriate to select a monthly income pattern. Note, however, that
these changes will only have a significant impact if there is a substantial “hold”
period envisaged.

The lower half of the tab deals with the capitalization of this income stream.
The capitalization of income is normally calculated and defined within the
Area sheets accessed from the Definitions tab. However, it is possible to set a
global capitalization rate. In practice, this option is rarely used.

Finance Assumptions

The third of the assumption screen tabs deals with finance (Figures 4-5
and 4-6).

@nsqumphnnf. for Calculation s
Edit Help
E 4
Expenditure | Receipts Finance | Calculation | Interest/PR Rates | Inflation/Escalation | Residual | Distribution
| Financing Method

Financing method Structured Finance - Finance Detail

Basic (Interest Sets)

Interest Calculation Methods =l EgUED TS

Options

¥ Include Interest and Finance Fees in IRR Calculations

Figure 4-5. Switching between basic finance module and more advanced, structured finance
assumptions in Developer
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m Assumptions for Calculation 54
Edit Help
8
Expenditure Receipts Fnance  Caiculation  interest/PR Rates  Inflation/Escalation | Residual Distribution

Financing Method

Financing method

Interest Calculation Methods

Compounding Period Monthty
Charging Period Monthty v
Options

Calculate interest on Payments/Receipts in final period
| Include Interest and Finance Fees in IRR Calculations

Automatic inter-account transfers

Manual Finance Rate for Profit Erosion

¥ Repeat Interest in End Period

Figure 4-6. Finance standard assumptions

Argus Developer’s base version, in which all the models presented in this
chapter are constructed, has a relatively simple finance module, although it
can be used in quite a sophisticated way with the ability to set multiple rates
and to tie any loan into any element of the project. To do proper debt/equity
analysis, however, you must purchase the structured finance module (except
in the United States, where it comes standard with the program). This is a
very sophisticated tool, allowing the modeling of complex financing and joint-
venture arrangements.

As you'll see, the standard module allows you to make a global change to the
compounding and charging periods. You can also choose whether the interest
is nominal or effective—in other words, the program can take account of the
number of charging periods in the year.

You'll find five switching options at the bottom of this screen, which allow
for fine-tuning the finance assumptions. Normally, these would all remain
unchecked. However, in our scenario, the client has requested specific assump-
tions to be made.

Other than this, I'm using the normal setup; the only option | feel that should
be made is to switch the quarterly compounding period to monthly because
it is far more common in today’s market.
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Inflation/Escalation Assumptions

Argus Developer allows you to model changes in costs (inflation) and values
(growth) (Figure 4-7). Users can create a number of modeled sets. The mere
creation of these sets will not, in themselves, make any changes to the appraisal.
The assumptions have to be manually ascribed to elements in the appraisal
(using the drill-down function as outlined in the software summary). This is
sensible, as these assumptions can make the appraisal extremely volatile.

@ Assumptions for Calculation X
Edit Help

i ] 4

Expendiure | Receipts | Finance | Calculation | Interest/PR Rates | Infiation/Escalation | Residual | Distribution

Dates are measured from the Project Start Date: July 2013

] Escalation

Name Stepped Pro Rate to First | Full Rate on First :Annn.rerssry Month |Advance or !
Anniversary Anniversary | | Arrears |
=) Infiation Set 1 ] | a | C January Arears <

j.Step . ;ﬁate [Months [Date |

1 0.00% Perpetuity Jul 2013

2 0.00% 0 Jul 2013

3 0.00% 0 Jul 2013

4 0.00% 0 Jul 2013

5 0.00% 0 Jul 2013

6 0.00% 0 Jul 2013

7 0.00% 0 Jul 2013

& 0.00% 0 Jul 2013

9 0.00% 0 Jul 2013

10 0.00% 0 Jul 2013

Figure 4-7. Inflation and growth standard assumptions

Distribution Assumptions

The next section to consider concerns the distribution of payments and
receipts (Figure 4-8).
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@ Assumptions for Calculation x
Edit Help
Expendiure | Receipts | Finance | Calculation | Interest/PR Rates | Inflation/Escalation | Residual | Distribution
Construction Payments
Curve Type il

Weighting

Sales Receipts
Curve Type _| Single -

Weighting

Sales Deposits
Curve Type [l Monthiy -

Weighting

Figure 4-8. Distribution standard assumptions

As with all aspects of inputs into Developer, you can model all distributions
manually. However, for convenience, there are the most popular distribution
options within the assumptions for calculation, allowing you to construct
quick appraisals. The template is built around a simple commercial project.
For a residential scheme, with multiple sales over a longer time period, you
can select a more appropriate distribution, though this would normally just be
done for a basic, initial feasibility study.

Calculation Assumptions

Before dealing with the sections where changes must be made, we will look at
the Assumptions for Calculations tab (Figure 4-9). This tab covers details on
how you treat the mechanics regarding the timing of cash flows in and out, as
well as how you'll calculate IRR, and the like. This tab contains a lot of informa-
tion, reflecting the transparency of the program to the user, and showing just
how it is set up to calculate and allow fine tuning.
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ﬂ Assumptions for Calculation x
Edit Help
o lx

Expenditure | Receipts Finance Calculation  interest/PR Rates Inflation/Escalation  Residual Distribution

Timing

Site Payments arein ~ ‘Arrears Negative Landis in  Arrears -

Other Payments arein  Arrears - Receipts are in Advance -

IRR and Discounting Options |

Initial guess rate 8.00% IRR Tolerance 0.001000
Minimum IRR -100% Manual Discount Rate
Maximum IRR 99,999%
| Vacancy Costs calculated on
Gross Area
O Net Area

Leasing Commissions Calculated on Rent

© Before Vacancy and Non-Recoverable Cost Dec
After Vacancy and Non-Recoverable Cost Dedu

Figure 4-9. Calculation standard assumptions

| am content to let the standard assumptions run for this appraisal.

Interest Rate and Residual Assumptions

There are, however, two entries that must be made, and these entries are
found on the tabs that | have not yet reviewed. The items we must address in
this appraisal are the Interest Sets (Figure 4-10) and the Mode of Calculation,
found on the Residual tab (Figure 4-11).
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Im Assumptions for Calculation
Edit Help
le [ B E§

_|_Expemiure | Receipts | Finance | Calculation J InterestPR Rates‘[ Inflation/Escalation | Residual | Distribution

Dates are measured from the Project Start Date: July 2013

[Name
(=) Construction Loan
|Step Debi Rate Credtt Rate Months Date
1 7.00% 3.00% Jul2013
2 0.00% 0.00% 0 Jul2013
3 0.00% 0.00% 0 Jul2013
4 0.00% 0.00% 0 Jul2013
5 0.00% 0.00% 0 Jul2013
6 0.00% 0.00% 0 Jul2013
7 0.00% 0.00% 0 Jul2013
8 0.00% 0.00% 0 Jul2013
| 0.00% 0.00% 0 Jul2013
10 0.00% 0.00% 0 Jul2013

|+] Preferred Return

Figure 4-10. Setting up the interest sets for the development

{ER Assumptions for Calculation
Edit Help

@ =t | F BH

| Expenditure | Receipts | Fi'lanc.e| Calculation  Interest/PR Rates hﬂuﬁuﬂfEsmhlionL Residual|nist-imnn|

| Land Cost Mode

-Besdual Land Cost Only
Residual and Fixed Land Costs

Figure 4-11. The standard Residual tab setup
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Developer needs at least one entry in the Interest Sets section. Multiple sets
can be created but the program, by default, only reads the first one on the list;
any subsequent ones have to be allocated to specific items in the Definitions
tab. You will note that there are two columns in the basic interest sets module;
the debit column is the rate of interest on borrowed money, while the credit
column deals with interest earned on project surpluses. The only requirement
is to make an entry into the debit column, as shown here.

Note also the column with the heading Months. This column allows the mod-
eling of variable interest rates, so it is possible to have, say 6% applying for
12 months and then 5.75% thereafter. | advise that, when you create these
structured interest sets, you put a rate of zero in the final spot in the Months
column and“perpetuity” in the first spot as shown. This has the meaning of “and
thereafter” in Developer and avoids the interest rate charged on the develop-
ment dropping to zero after the modeled structured element has expired.

I will cover the use of structured and multiple interest sets in later sections
and examples.

The final area that we need to address at the assumptions stage is the mode
of calculation.

As noted in the introduction, development appraisal/feasibility studies are
undertaken to answer one of two alternative questions. First, what amount
can be bid for the land while meeting the required target return? Second,
where the cost of the land is known, what profit (or loss) will the project gen-
erate! Quite frequently a developer may well run the calculation in one mode
in order to inform their bid to secure the site, and then later in the other
mode as a development-monitoring and project-design tool.

Note that Developer also has a third option, a part residual land value/part
profits calculation mode used only in special circumstances.

Because we are doing a land residual calculation, we need to change the setup
of the program, as the default setting is to calculate development profitability
against a known land value.

Clicking the Residualized LandValue Only option (Figure 4-12) allows assump-
tions to be made regarding the required developer’s profit, the element that
has to be fixed as a target so that the unknown element in the development
appraisal—the land value—can be calculated.
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m Assumptions for Calculation b4
Edit Help
"
Expenditure | Receipts Finance  Calculation = Interest/PR Rates  Inflation/Escalation Residual | Distribution

Land Cost Mode

Eixed Land Cost
o Residual Land Cost Only
Residual and Fixed Land Costs

Multi-Phasing

Residual Targets

Target Type None d

Phase Targets

Phase Number / Name . Profit On Cost . Locked Value? Treat Neg. Land as
Revenue
Phase 1 N/A v .

Figure 4-12. The Residual screen with Residual Land Cost Only selected

Developer has five options for developer’s profit (Figure 4-13). The most com-
monly used is Profit on Cost, the total sums actually expended on the project.
The alternatives are less frequently used. Profit on GDV (Gross Development
Value) is profit related to the end value of the scheme. It excludes the costs
involved in selling the building. IRR is Internal Rate of Return, the standard
tool for measuring the returns from an investment. Because development
is a form of investment, sometimes using this measure is more appropriate.
Development Yield allows the developer to define a yield, or return that
the scheme must produce in terms of income on completion relative to the
costs of completing it. Similarly, developers simply want to make a particular
sum, and the program is flexible enough to allow you to calculate this option
(Profit Amount).
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Expenditure Receipts Finance Calculation  Interest/PR Rates  Inflation/Escalation Residual  Distribution

Land Cost Mode

Fixed Land Cost
@ Residual Land Cost Only
Residual and Fixed Land Costs

Multi-Phasing

Residual Targets

Figure 4-13. The alternative targets for profit

Target Type None -
None
Profit on Cost
Phase Targets Profit on GDV
' Phase Numl IRR _ roftt On Cost Locked Value? Treat Neg. Land as
Development Yield Revenue i
Profit Amount
Phase 1 NA v =

In this example, we will stick to return on cost, as this is the most com-
mon benchmark used (Figure 4-14). We will use a rate of 20 percent, which
may appear high to the layman but is a normal benchmark for a commercial
scheme. We shall see later that the geared nature of appraisal (the relation-
ship between end value and input costs) means that development is a high-risk
endeavor and such wide margins are necessary to cover the risk elements.
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{m Assumptions for Calculation
Edit Help

- LR

Expenditure | Receipts | Finance | Calculation | Interest/PR Rates | Inflation/Escalation Residual | Distribution

Land Cost Mode
Fixed Land Cost

© Residual Land Cost Only
Residual and Fixed Land Costs

Multi-Phasing
ti-Phasing Separate Land Residual for each phase >
| Residual Targets
Target Type Profit on Cost .
Phase Targets
Phase Number / Name Profit on Cost Locked Value? Treat Neg. Land as
Revenue
Phase 1 20.00%

Figure 4-14. The Residual screen final setup

Note that the Locked Value and Treat Negative Land Value as Revenue should
remain unchecked at this stage.

Once this screen is closed, you'll receive a warning that the mode of calcula-
tion has been changed (Figure 4-15). Often, too, the data checker reports that

no land value can be calculated (Figure 4-16). This is perfectly normal at this
stage, and you can ignore it.

A | ot e -
A @
4 Lx

LS e @ =n

(4] | Expenceure Recepts Finance Caculation interestPR Rates nMasonEscantion Resiual Dabibution -
Preview Constructon Payments | &~ e Feedback

E CurveType | i S-Carve G i ]
Reports o? =

n Distribution & Analysis
Weighting (=
B~ '
Pro _Sales Receits

Land Cost mode changed from Fixed Land Cost to Residual Land Cost Only

‘When switching between land residual modes, the original land price ine in the cash flow is removed and a new one created. Some of the properties such as the Sign, GST rates, inferest, Inflation
distribution may differ causng the total amount to change

Pizase review the new line in the cash flow.

=

Figure 4-15. Data check warning screen, which can be ignored at this stage
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A VB CEHE R v | DataTooks simple Commerdal Scheme.wcix - ARGUS Developer EN Engleh (Unted Stztes) | )| < -=x
Home Configuration Data Check 7
e ; P | ] 2
EventFiter (Mot filtered) - | | 1 e
Ls | ’ 1 = ' 2
3 New Errors | Wamings | Hints | Data | Motes | Preview  FPrint
Event Filters Sevesity Filters Data Check Repart
E Project Definiticn | Fraject Cash Flow| Pro Forma | Data Checker
Phase Locaton Heading Descripton
g ) Project Data
2 =l Error
1 Project Land Value not caloulated
KP1 Cashboard o ox
Profit 0 Revenue 0 Interest ]
Profit On Cost "0.00% Total Cost Excl Fees 0 Interest a
Land Cost 0 Costs (AN) 0 Loan Fees o
[ Al Phases - Phase 1U

Figure 4-16. Don’t worry about the inability of the program to calculate a land value at
this stage

Timescale and Phasing

The next element we must deal with is timescale. The Timescale and Phasing
section of the program is intended to set up the broad timings only. The cash
flow template preloaded into development has elements of the project asso-
ciated with certain time elements, and setting up the timescales allows these
to work. These assumptions can be viewed by selecting File/Administration/
View Cash Flow Templates from the drop-down menus (Figures 4-17, 4-18,
and 4-19).



70 | Chapter 4 | Commercial Feasibility Studies
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Figure 4-17. Extracts from the Default Cash Flow Template showing associations and
timings (1)

LT A Y s ey | |

Show Row Properties ¥ Show Timefine Show Zero Value Rows
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Formatting
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Eding

Any edits to non-monthly cash flow view cycles should be placed al:  Startof Cycle =
¥| After deleting an area-based iine in the cash flow, delete the parent area record too

|

Figure 4-18. Extracts from the Default Cash Flow Template showing associations and
timings (2)
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¥ |temized Additional Costs
¥ | temized ihflation/Eacalation Schedule
Timescale

¥ Equivalent Yiel (True)

| Equivalent Yiekd (Nominal)
Gross Initial Yield
et Initial Yield

Capitalized Rent per Net fi*
Cost per Gross ft*

Cost per Net fi*

Floor Area Ratio

Land Cost per Acre

~ | Fontsize: 9 -

" OK X cancel

Figure 4-19. Extracts from the Default Cash Flow Template showing associations and

timings (3)

Developer allows you to save separate assumptions for different user-defined
projects as a template. (How to do so is beyond the scope of this book.)

Note Remember, the assumptions made for any individual cost or value element can be

overridden by the user.

Pressing the shortcut button (Figure 4-20) from the main project screen
brings up the setup screen for Timescale and Phasing (Figure 4-21).

Timescale

Start Date Jul 2013

=32 B« 3B &
Timescale & Phasing

Figure 4-20. The Timescale and Phasing shortcut
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Project Stan

Timescale
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Figure 4-21. Timescale and Phasing screen

Development Stages

As you can see, Developer uses seven broad development stages. These can-
not be increased, although the names of each stage can be changed. Not all the
stages need to have a time set against them, only those that are appropriate.

Some users on first introduction to this section of the program are surprised
that only seven stages are defined. To them, this seems to be oversimplifying
and restrictive. In practice, however, it is not. As noted, these are just broad-
brush timings. Any individual item can be separately timed, the stages can
overlap, and the ability to add phases that can be consecutive or concurrent
(or, indeed, both) means that the program can deal with the vast majority
(if not all) of specific timing requirements. The Timescale and Phasing tab is
essentially a visualization tool, albeit with key expenditure and receipts tied to
it via the default template.

In our case, we will be using only three of the sections: The three-month plan-
ning period, the sixth-month construction phase, and the sixth-month rental
phase (Figure 4-22).
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Figure 4-22. The Timescale and Phasing screen as set up for our development

Tip You can obtain data on timescales for projects from a number of sources including the client,
architect, or surveyor, as well as from experience of other, similar projects. Sometimes, however,
particularly at the feasibility stage of a project, a surveyor may have to simply form a reasoned
judgment on timings.

The Purchase stage allows for a delayed, or staged, land purchase; Operations
Start is designed for a snagging (fixing problems) and fitting-out period best
suited to the development of a building for a known end user; Holding Period
is for retained investments; and Sale allows the modeling of a longer sale
period (usually) for multiple units as is found with residential schemes. As you
can see, none of these stages are really appropriate for our simple speculative
scheme produced by a developer-trader.

Developer is now set up to receive data. We can, therefore, move onto the
Definitions tab (Figure 4-23), remembering to save our project.
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Figure 4-23. The Definitions tab for our project

Project Definitions

&) Deta Status V602 | H9

The starting point for our project on this screen is to drill behind the
Capitalized Rent box, double-clicking the three dots (Figure 4-24) to open up
the Area screen. This is where the majority of the cost and value assumptions

will be made.

Project‘ Definition ‘Project Cash Flow  Pro Forma Data Checker |

Areas, Build rates, Revenues & Values

Capitalized Rent
Unit Sales

Single Unit Sales
Multi Unit Sales

o o o

Figure 4-24. The shortcuts to the Area screens

The commercial Area screen can be viewed in different modes in the program,
but the most common view used is the detailed screen shown in Figure 4-25.
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Figure 4-25. The Capitalized Rent Area screen

The Area screen is divided into four functional areas. The top part of the
screen defines the use type (mostly used for the reporting and sensitivity
elements) and allows the setting of areas, both the Gross Area (that is, the
built area) and the Net Area (the Net Rentable Area). The latter can be
entered directly or else estimated using the Gross to Net Ratio function.
Note the program allows the modeling of multiple units of the same size/type
(Number of Units). You can define other areas such as parking spaces and.
In this case, | am using the additional areas for the landscaping and car park
areas, which will be costed later in the appraisal.

The mid-left area of the screen is where the main construction cost calcula-
tion and modeling takes place (Figure 4-26; detail in 4-27). The construction
frame takes the measurement data entered into the program, using the Gross
Area to calculate the costs plus any entry for parking spaces and the like. The
cost data can be entered in one of four ways: a rate per unit of measurement
(in this case cost per square foot), a cost per unit, the overall unit cost, or a
detailed construction cost breakdown if a detailed estimate is available.
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Figure 4-26. Use type and areas
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Figure 4-27. Construction calculation frame
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Note that the Tl boxes in the bottom part of this frame relate to tenant
improvements, works that can be scheduled to meet the requirements of an
individual tenant and where a separate cost estimate is required.

Construction cost information can be surprisingly hard to obtain. Most up-to-
date cost information is collected and sold by commercial organizations. The
situation is made more complex by the extremes in the range in costs displayed
in construction. Similarly specified buildings, for example, have very different
construction costs depending on whether they are located in the center of a
major city, or in a greenfield, edge-of-town location. The cost of constructing
an office can easily range from a few tens of dollars to several hundred dollars
per square foot depending on type, specification, and location.

Tip  Anyone conducting a development appraisal is well advised to consult a construction cost
specialist and to look at the specifications and location very carefully.

The timing and distribution of the construction costs can be viewed by press-
ing the shortcut button on the Stage row (Figure 4-28). The timing and distri-
bution can be amended by checking Custom Timing (Figure 4-29).

A)\P- )¢ Data Distribution | ENEngish (Unked Kngdom) | @) | < - x
— | Home (7]
m Teming Dastribution
- - Custom Timing v
Cyde Manthly - Undo Extended Timing
..... di D bution
Char | Cash Fiow
Start Date
Stage Sactof - Conslruction (6 nths) - Can. - Office Building
Octan13 3 280,000
e 260,000
- 240,000
Offset by 0z 220,000
Dstribution ~ 200,000
- E 180,000
Curve Type SCurve - | 0% .E 160,000
Constructon (§ mins) & 140,000
6= £ 120,000
& 100,000
80,000
End Date 60,000
Stage Srtol - (Noee) 40,000
20,00
Mar 2014 © 0
T T =
9: RN EEEEEE R E RN
: ST e Ba Raiis s Rl E il s
Offaet by 0z Period (Months)
Fixed Totak 1,260,000

Figure 4-28. Construction cost distribution details indicating level of control possible
summary
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Figure 4-29. Construction cost distribution details indicating level of control possible detail

You can then manipulate the data using the three edit boxes available or by
clicking into the data distribution editor, which opens up a mini-spreadsheet.
A fifth amendment option is to do the revisions in the Cash Flow tab of the
program. It should be noted that the amendments made to any individual item
do not affect the global timing assumptions. Thus, it is easily possible to adjust
the timing of just one building among a group of buildings in isolation.

In this case, | am content with the distribution that the program has given me
and | will make no adjustments.

Note that there is a second frame behind the calculation area in Figure 4-28
that deals with finance. This allows the allocation of a different interest set
and the individual (rather than global) treatment of GST. There is no absolute
need to adjust these values and | will leave them in the default setting for this
appraisal.

The lower center part of the Area screen (Figure 4-30) is where the income
screen for the developed property is calculated. There are three possible
modes of data entry:a rate per unit area, annual rent per unit, or gross annual
rent (which is the same as the previous when there is only one unit).
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Rent | Percentage Rent || Lease | Financial

Market Rent Rate pf* pa 35.00
Rental Escalation (None) v

Step Rent Profile (None) v

Annual Rent / Unit 267,750
Gross Market Rent pa 267,750
Initial Rent 267,750
% Non-Recov. Cost 5.000%
Fixed Non-Recov. Cost 0
Total Non-Recov. Cost 13,388
Annual Rent 254 362
Rent Free Period (Months) 0
Lease Comm. Profile (None) v

Lease Comm. Distribution

Click to View Rent Additions/Costs

Figure 4-30. Rental calculation frame

Rental value is determined by what tenants will pay to lease property of a sim-
ilar standard and in similar locations in the open market. In active markets, this
can be relatively easy to determine, other than the fact that the development
will be completed at some time in the future, during which time the economy
and local market conditions may have changed radically. In other places and
times it can be hard to find good evidence for rental values, such as where the
building being developed is unusual for the area or when market conditions
are difficult. In the downturns of 1990-93 and 2008 onward, property owners
were offering such high rental incentives (rent-frees and the like) that it was
very hard to determine the true level of rental value in many markets.

The frame allows adjustment for rental growth or escalation (which has to
be defined in the Assumptions tab), a step rent profile (which has also to be
defined but this is done within the Area screen via the drop-down menus),
and any deductions for non-recoverable parts of the income stream.

It will be observed that there are three other calculation frames behind the
main calculation frame. The first allows turnover rents, most commonly found
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in shopping centers, to be modeled. In the second, the lease assumptions in
the template are laid out. These would only need to be altered if a long-term
holding of the property were envisaged, or if some special arrangement (like
a rent holiday) had been made with a tenant.

The center lower right part of the Area screen is given over to the calcula-
tion of income frame (Figure 4-31). This is where the data from the income
stream frame (Figure 4-30) is capitalized to determine the end value of this
part of the development output. By default, Developer assumes that the inter-
est is freehold, but you can switch the program via the drop-down menu to
a leasehold interest. This creates a frame behind the front screen that allows
the entry of the head lease details such as rent, review pattern, and duration.
However, in this case, we are dealing with a freehold property.

Rent Capitalization

Cap Rate% 9 7.0000%
Initial Rent 267,750
Changes during Lease 0
Rent at Capitalization Date 254 362
% Non-Recov. Cost 5.000%
Fixed Non-Recov. Cost 0
Total Costs 13,388
Percentage Rent 0
Valuation Rent 254 362
Capitalized Rent 3,633,750
Manual Capital Value 0
Stage Sale

Capitalized At Oct 2014

Figure 4-31. The capitalization of income frame

There are two modes of calculating the capital value of the freehold inter-
est. You can either enter a cap rate yield into the appropriate box or enter a
figure in Manual Capital Value. The latter might be required where a presale
agreement had been entered into.



Argus Developer in Practice [3i

Yield, like rental value, is market-determined. It is essentially the annual return
that the investment owner will accept given the quality of the income stream
(determined by a complex combination of the quality of the tenant, the length
and quality of the lease, the quality of the building, and the attractiveness of
the location, among other things) and the returns obtainable on rival invest-
ments, both property and others. Office yields have as broad a range as office
rents and office costs. Careful research is required to place the completed
investment in its correct standing in the market.

As with all elements of Developer, it is possible to adjust the timing and dis-
tribution of the projected sale receipts by clicking the three dots next to the
Stage row in Figure 4-31 and bringing up the distribution screen. The same
options for altering the distribution and timing as were available with the con-
struction section are available here and, indeed, with all other elements of the
appraisal (Figure 4-32).

| ENEngsh (Unted Kingdom) |
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/ =
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A Undo ~ Timing Distributon
Custom Timing
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Stage Startof ~ Sake (0 mihs) Cap - Dffice Building
= 3,600,000,
DA 3,400,000
16 2 3,200,000
~ 3,000,000
| s i 2,800,000
Distribution 2,600,000
2,400,000
Curve Type | Single - || 0% 3 S 2200,000.
Sale (D mths) - E 2,000,000
o 1,800,000
i 3 1,600,000
T 1,400,000
-9
r 1,200,000
End Date 1,000,000
Stage Startef - (None) st
600,000
Oct2014 7 400,000
- 200,000
[ [e} = [=] = i 4 =z [ [}
orrssty 0: cs ¥ igEsexfsscEee
“ 3 % @ 3323222z *323a

Figure 4-32. The Data Distribution screen for the disposal of the freehold interest

Figure 4-33 shows the Areas screen with all the assumptions for our project
in place.
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Figure 4-33. The completed Area tab for our development

When you have completed the Areas screen, click the green OK button to save
the assumptions made. This returns us to the Definitions tab (Figure 4-34).

E Projact| Defriton Project Cash Fiow| Pro Forma | Data Chedeer
_'m-.&idnus,m“m | | Constructon Costs _mumgam =
E‘ Capitsized Rent EEEEEN .. | | Construction Cost 1,260,000 Marketing 0.,
(B Linit Sales 0, | |Contingency 000 || | Leasing Agent Fee 0.00%
Single Unit Sales 0... | |Demoition 0.. | | LeasingLegalFee 0.00% .
Ml Uit Sales 0. | |Rosdsite Works 0.. | | StesAgentFes 0.00% .,
T mlmmwu . uo: v || | StlesLegalFee 0.00% ...,
Resicasioed Price 1,555,885 e T
Fixed Price 0 Municpal Costs 0. | | Additend Fees 0.
Land Transfer Tax 0.00% .. || | jrastructurs Costs 0 | |Dev.Management Fee nov% .,
Town Planning .. Fee 0.00% ...
Survey 0. | | Profesinsl Fees Additional Revenue b_
Agent Fee 0.00% Architect 000t || | Additonal Costs 0,
LegalFee 0.00% .., | |Quanity Surveyor 0.00% ,, | | Additional Related 0.
Other Acquisiton 0. | |Swuchral Engneer 0.00% _,, | | Rent Additons/Costs 0.,
Site Area (Acres) 000 Mech. [Elec. Engneer 0.00% |, | | Sales Additons/Costs. a_
Net Land Area (Acres) 000 Project Manager 0.00%
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Gther [ =
[E) Al Phases - % |hase 1
All phases included in this group | Capitalized Fent D Data States V602 | BT
Figure 4-34. Definition tab after the Areas screen has been completed
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You will note that the key values from the Areas screen have been imported in
summary to the Definition tab, namely the construction costs and completed
value (Residualized Price). Both boxes have been grayed out to indicate that
they have been calculated outside of the definitions tab itself. No direct edit
of these values is possible from here. Any changes have to be made by clicking
back into the Area tab or else adjusting the values and distribution directly in
the cash flow.

You complete the appraisal by entering the required values in the Definition
tab. You can do this in one of two ways. The first approach is to enter figures
directly into the appropriate open box on this screen and let the program dis-
tribute the values according to the template. Use this method when you need
a quick appraisal, or if there are limited details of the scheme available as in an
early stage feasibility study. With the second approach, you can drill down into
each box and enter the details of the expenditure or receipts.

In this case, | have used the quick appraisal approach with the exception of
the Road/Site Works box, where | have modeled the hard and soft landscap-
ing by reference to the additional area | defined in the Area tab. The default
setting in the template is a single lump sum item tied to the beginning of the
construction stage. Here | have overridden the default (Figures 4-35 and 4-36),
turning the item into a cost related to the alternative area, Landscaping. | have
also adjusted the timing so that the expenditure occurs toward the end of
the construction stage, as would occur in practice (Figure 4-37;indeed, | have
allowed the Landscaping to run on into the Rental Phase).

_:@ Change Label ¢
q

Default Label Value: Road/Site Works

=]

@ Change Label Value

Current Label Hard and Soft Landscaping]

Reset Label Value

Override any custom label changes
tF

ue

v~ OK X Cancel

Figure 4-35. Changing the label from Road/Site Works to Hard and Soft Landscaping
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[0 Hard and Soft Landscaping | EN Englsh (Unted Kngdom) | @ | 7 R
Edt Mew Heb

Hesding Type Selecton Amosnt Total Rapest Cycie Repest Frequeacy |Timng
Hard and Soft Landscaping Rate pf Addtional - 7,000 # 2500 pF $175,000 (None) - 1 Construction

Figure 4-36. Detail of the Hard and Soft Landscaping assumptions override
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Figure 4-37. Overriding the related items set up

In all this | can illustrate the flexibility and power of Developer. You can use
the program in its default mode and it will produce a quick and reasonably
accurate appraisal. Or, if you have more information or there are some spe-
cial assumptions, you can take control of any or all of the items making up
the development and produce a tailored, more accurate model of the actual
development project.

Note that the Definition tab is itself divided into functional areas for ease of
calculation (Figure 4-38). The area to the bottom-left of the screen is gener-
ally connected with the site, its acquisition, and any investigations required pre
and post purchase. There is also a section dealing with the costs of getting
planning consent.
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Figure 4-38. The resulting entry in the Definition screen

The upper-middle part of the Definition tab is where the main construction
cost is reported and where any additional construction cost items are located.
There are two contingency cells where you can make allowances for uncer-
tainty in construction and other aspects of the development. There is also a
section that deals with municipal fees. You often have to enable this in the
software (under File/Administration/System Configuration/Country).

The lower-center part of the Definition tab is where the cost of the con-
struction professional team is calculated. The default setting is that these are
related to the construction costs, both those defined in the Area screen and
any additional costs. These settings can be overridden by drilling down into
the calculation screen behind the cell. This might be required where the pro-
fessional team is working to fixed fees or where some special arrangement is
required.

The top-right part of the Definition tab is where the disposal of the develop-
ment is modeled. This includes cells for marketing, leasing, sale fees, and so on.

The lower-right part of the Definition tab is mainly a sweep-up area where any
other costs or revenue streams not accounted for elsewhere can be modeled.
It is worth noting once again that Developer’s flexibility allows for most of
the cells on the Definition tab to be renamed or tailored to meet the specific
requirements of the scheme being appraised.
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Project Cash Flow

The data entered into the Definition tab is automatically placed in the cash
flow according to the template. Each data entry creates its own line in the
cash flow and it is to the cash flow that we would normally go to once all the
data has been input into the Distribution tab.

There have traditionally been two cash flows in Developer: the project cash
flow and the finance cash flow. In the base, non-structured finance version
of the program that we are initially examining, the finance cash flow is a set
of summary rows that can be accessed via the View menu. In the structured
finance version, the finance cash flow appears automatically on a separate tab.
The project cash flow shows each of the individual income and expenditure
items in the assumed time frame and distribution either according to that laid
down by the template or according to the individual distribution determined
by the modeler (Figures 4-39 and 4-40). These cash flows are, in the main,
open to be altered; as noted in the introduction, the cash flow in the program
is the primary calculation tool. It is an output, but it is also a tool for fine-
tuning the appraisal model.

A - €1 B 2 » | CoshFlowTools  Simple Commercial Scheme wch: - ARGUS Developer EN Enghsh (Unked Hingdom) | ) | - x
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Add ~
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1 2 3 4 5 ] -
B Jul2013 Lug 2013 Sep 2013 0ct 2013 Nov 2013 Dec 2013 Jan 201
H | Heading
Pre-Construction > Construction
Cath Acsiviy
Re ue
[} [ [ [
[} 0 [ 0
0 [ [
[ ] ] 0
[ ] 0
[ [ ]
Aeq
o o 0
Land Transfer Tax 0 0 ]
AgentFee 0 0 [ 0
Leal Fee 1765 0 0 0 0 0 %
1 i v
(5] At Phases - o |Phasel
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Figure 4-39. Extract from the Cash Flow screen
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Figure 4-40. Detail of the Cash Flow tab

This can be illustrated using the marketing line. The standard template puts
the marketing expenditure into the beginning of the leasing period, which is
not unreasonable for an initial feasibility study. It would be more accurate,
however, to spread the expenditure over part of the construction phase, as it
is almost certain that the marketing campaign would start far earlier than this
to ensure that the income stream would start as soon as possible.

Note There is a strong imperative for the developer/trader of a speculative development to
achieve a full leasing as the investment is not sellable unless it is 100 percent let. Without the sale,
a developer/trader cannot recoup their development costs and realize their profits.

You can alter the distribution of this line in the Definition tab, but you can
also adjust it via the cash flow. You can do this in two ways. One way is to
click into the line and select Data Distribution from the drop-down menu
(Figure 4-41).
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Figure 4-41. Adjusting the development model via the cash flow

This opens up the Data Distribution screen pertinent to this line (Figure 4-42);
the process for adjustment is as discussed in earlier sections.
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Figure 4-42. Adjusting a cash flow line via the data distribution
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The alternative way of adjusting the distribution is to type directly into the
cash flow. This is only possible for lines that are not dependent ones, that is,
those not calculated by reference to some other line, as is the case with mar-
keting expenditure (Figure 4-43).

% || Project| Definiion| Froject Cash Flow |Pro Forma) Data Checker
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Figure 4-43. Adjusting a cash flow line manually

This is relatively simple with a single cost item because the sums can be
adjusted manually. The sums do not automatically self-adjust when alterations
are made directly into the cash flow, though they do when the data distribu-
tion route is taken. This allows a direct adjustment to the sums originally mod-
eled, which may be useful when more information on the project is received
or new estimates made. The sum assessed may well go up or down, and it can
create problems where the item being adjusted is complex. Nonetheless, this
remains a very useful modeling tool.

Finance Cash Flow

The second cash flow is the finance cash flow (Figure 4-44). This shows the
results of the cash flow “below the line”—in other words, the result of the
cash flow calculations, including interest calculations and taxes (if allowed for
in the calculation). The cash flow items in this section are not adjustable.
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Figure 4-44. The finance cash flow summary in the Simple Finance option of Developer

Once the cash flow has been reviewed and adjusted, if required, then it is nor-
mal to go to the appraisal summary, which, as noted, is the standard output of
the appraisal, summarizing the project in a simple and clear manner. You can
be either print this off directly or else incorporate it into the reporting mod-
ule. The appraisal summary, or pro forma, for our development is displayed
in Figure 4-45. You can choose to see the print preview (Figure 4-46) before

printing it out (Figure 4-47).

O Data Status | ¥6.02 | B3

Pro Forma for Phase 1

Project| Definition | Project Cach Flow| Pro Forma |Dists Checker

[ Ml Phases

Figure 4-45. Screen shot of top part of Pro Forma sheet

Currency in $
REVENUE
Investment Valuation

Office Building

- 5.000% vac. / non recov, cost

Market Rent 254,363 Cap Rate 7.0000% 3633750
TOTAL PROJECT REVENUE 3633750
OUTLAY
ACQUISITION COSTS

Residualized Price (10,000.00 FF 87.91 pFY) 879,140

Lana Transter Tax 200% 17.583

Agent Fee 200% 17,583

Legal Fee 200% 17.583

Town Planning 5,000

Survey 3.000

230 838 X
Phase 1
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Figure 4-46. Accessing Pro Forma print preview from menu



Licensed Copy

Development Pro Forma

Book Example

Suburban Centre
1234 Any Street

Report Date: July 03, 2013

Prepared by ThH|

Pro Forma for Phase 1
Cumencyin $
REVENUE

Investment Valuation
Office Building

- 5.000% vac. / nonrecay, cost
Market Rent

TOTAL PROJECT REVENUE
OUTLAY

ACQUISITION COSTS
Residualized Price (10,000.00 £t2._87.91 pFt*)
Land Transfer Tax
Agent Fee
Legal Fee
Town Planning
Survey

CONSTRUCTION COSTS
Construction

Office Building
Contingency

Hard and Soft Landscaping
StatutoryMunicipal
|

Figure 4-47. (continued)
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254,363 Cap Rate
200%

2.00%

200%

2 Rate ft?
9,000 1 140 pf
5.00%

7,000 f# 25.00 pf

7.0000%

879,140
17,583
17,583
17 583

5,000
3,000

Cost
1,260,000

63,000
175,000
50,000

3,633,750

3,633,750

939,888

1,260,000

288,000
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PROFESSIONAL FEES

Architect 4.00% 50,400

Quartity Surveyor 2.00% 25,200

Structural Engineer 1.00% 12,600

Mech.Elec. Enginesr, 1.00% 12,600

Project Manager 1.00% 12,600

113,400
MARKETING & LEASING

Marketing 80,000

Leasing Agent Fee 10.00% 25436

Leasing Legal Fee 5.00% 12,718

118154
DISPOSAL FEES
Sales Agent Fee 2.00% 72675
Sales Legal Fee 1.50% 54 506
127181
FINANCE

Debit Rate 7,00% Credt Rate 3.00% (Nominal)

Total Finance Cost 181,501
TOTAL COSTS 3,028,125
PROFIT

605,625
Performance Measwres

Profit on Cost% 20.00%

Profit on GDV% 1667%

Profit on NDWV% 16 67%

Development Yield (on Rent) §.40%

IRR 23.35%

Rent Cover 2 yrs 5 mths.

Profit Erosion (finance rate 7.000%) 2yrs 7 mihs.

Figure 4-47. The Pro Forma printed out

It is somewhat difficult to see the goal of our calculation, namely the residual-
ized land value, but it is under the section headed Acquisition Costs showing
a value of $879,140. This is the maximum sum that should be paid for the land
to achieve the target figure of 20 percent profit on cost.

We will assume that this is the end of the appraisal and no other calculation
is required.

Profitability Calculation

As noted earlier, development appraisals are most commonly done for one of
two main reasons. The first reason is to calculate the amount the developers
can bid for the site and still meet their target profit figure (assuming that their
assumptions are valid). To do this, the appraiser has to fix the profit percent-
age, and it becomes the known in the equation. The alternative calculation is
to calculate the profitability of a scheme. To do this, the land value, or rather
price, has to be known, and the unknown variable, the residual sum of the
calculation, is the profit figure.
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With Developer, this calculation is simple. Essentially, the data entered is the
same; it just requires the setup of the program to be slightly different.

Let us assume that the developer can purchase the land for the development
at $1,000,000.

The first change is to switch the program into Fixed Land Value mode in the
assumptions for calculation. As noted earlier, this is the default setting for
the program. Accessing the assumptions through the shortcut on the rib-
bon bar allows you to access the Residual assumptions tab (Figure 4-48). If
it has not defaulted to Fixed Land Cost, click into this mode. The land value
on the Definition tab will be zeroed (unless a previous sum or calculation
has been made) and the program will now expect you to insert a sum into
the appropriate place.The program will now be running in order to calculate
development profitability. A warning box will be displayed as soon as these
assumption changes have been saved, as these changes will have a significant
result on the appraisal outcome. However, since these changes were intended,
we can ignore this.

Home Configuration

% Interest n\\‘;)

\ag Inflation
Assumptions : Timescale
: Residual
Calculation Assumptions 1

ject |Definition Project Cash Flow Pro Forma
reral

serty Name Simple Commerdial Projec

s Line 1 Book Example

M Tnteract = Al ranitatvad Araac

m Assumptions for Calculation x

ssuf Edit Help
! R ion

] L ==

o Expenditure Receipts Finance Calculation  Interest/PR Rates Inflation/Escalation Residual Distr

| Land Cost Mode | =
Land Cost

Residual Land Cost Only

1 Residual and Fixed Land Costs

Figure 4-48. Shortcut to, and the assumptions made for calculation setup, for profit calculation
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Land Cost mode changed from Residual Land Cost Only to Fixed Land Cost

When switching between land residusl modes, the original land price line in the cosh flow i removed and o sew one crested. Some of the preperties such a3 the Sign, GST rates, Intereat, Inflatior
distribution may differ causing the total amount to change.

Please review the new ine in the cash flow,

0K ||| cancer

Figure 4-49. Warning that calculation mode has been changed; this can be ignored

The second change required is to enter the land purchase price into the now
open box in the Definition tab (Figure 4-50).

A B-fHERARER-& - Simple Commercial Scheme wefc - ARGUS Developer | ENEnglsh {Linked Kigelam) | 0 : -ax
—’) Home | Configuration L]
—_ﬁ Pinterest | D) | ciarpate 112013 ) France Type - Hl covitabzed areos - ®- = ';ﬂ;;
= o Inflosion | LA & Sales Areas -
Preview || Assumaions @ Residual Timescale  |[g £ i 9 M ¥ Currency () Operated Assets & i il Ee:;d
Reports || Calculation Assumptions Timescale & Phasing Finance Definition Distribution & Analysis
B || Project Definbon Project Cash Fluw Pro Forma | Data Checker ]
g | Aceas, Buid rates, Revenues & Vales | Construction Costs | | Marketing, Letting & Disposal | 2
g Capitelized Rent 2633750 | | Construction Cost 1,260,000 Marketing 20,000,
== Unit Sales 0. Contngency S00% ., | |Lessing AgentFee 10.00%
Single Uret Sales 0. | |Demeciton 0. | |weasinglegalFee S00%
Multi Uit Sales 0... | |HardandSoftLandscaping 2S00, | | Sales AgentFee 200%
T | StatutoryMurscpal 50000 ,, | |Sales Legal Fee 150%
| Land & Acpuistion Developers Cantingency 0.00% ..,
zed ¥ Other Construction o || [dAddiionol Doty |
Faed Price 1000000 ., | | yrical Costs 0. | |Addtional Fees [
Land Transfer Tax 200% .. || | s abictee costs 0. | |Dev.ManagementFee 100%
Town Planning 5,000 || Rent Review Fee 0.00%
Survey 3,000 | | ProfessonalFees | | addtional Revenue 0,
AgentFee 200% || |Architect 400% | | Addtioral Costs 0,
Legal Fee Z00% Quantity Surveyor Z00% Addtional Related [ b
Other Acqusibon 0. | |Stuctursl Engnter 100% .., | |Rent Addibons/Costs LS
Site Area (5q Ft) 10,000 Mech. fElec. Engineer 100% ,,. | | Sales Addtions/Costs LI
et Land Area (sq Ft) b Project Manager 100% _,,
Construction Manager 000% =1
Other Professionals [ s
(5] Al Phases. - Phase 1
il phazes included in this group | Net Land Area 1O Data Status V602 | B

Figure 4-50. Land value entered into Definition tab

All other entries in the program are as per the previously discussed
calculation.

The summary/pro forma for this appraisal is similar to what we have seen
earlier, so this gives us the opportunity to look at the other way of looking
at the performance data from the property—the Key Performance Indicators
(KPI) that are accessed from the Configuration tab (Figure 4-51).
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A 1-UHEBRR~-= 5 Simple Commercial Scheme.wchx - ARGUS Developer T ENQRSN [LARED RNQOCT) | W | - —Ex
= Heme | Configuration i
f Mame Mormal.KPIX - [igi Check Row Order [ Calaulation Opions =
&
Color 2] Dashboard Template i Repair Row Order || [ Colaulate Now
* Scheme ~

Diagnostics Caleulstion

"B 1| Benimct Mundritinn [Brniact Cach Pl | Bvn Frema | Pt Chackar

Figure 4-51. Accessing the Configuration tab

Clicking on the KPI Dashboard Template brings up both the KPI ribbon bar at
the bottom of the screen (which is actually the program’s default view—I have
turned it off to give more screen space) and an analysis of the returns from
the project using a wide series of measures (Figure 4-52).

Simple Commercial Scheme wefx - ARGUS Developer | ENEngish {Unted Kingdm) | )| < - = x
=" | KPlDashboard &
Mame Mormal KPDX - RA %50 | ™ m
'1'2' Lo o [ =
4 New [ Copy [<] Rename [ Delete Sort Group | Format Undo Chose KP1
- - Changes Sehp
Dashboard Templates Dashboard Layout
KPi Groups Standard KFis
——» Development Yield 803%
Land Related KPis IRR 16.855% WPV s,
interest Related KPS Pre-Finance IRR 24.55%%  ProfitErosion 1y 12 mihs
Advanced KPis After Tax IRR 16.655%  Profiton GOV 12.82%
Tetals : - Prott on b
Project Status Equity IRR WA  Rent Cover 1 yr 10 mehs
After Tax Equity IRR W& Vacancy % 5.00%
Return on Equity WA IDev. Yield 0.00%
After Tax ROE WA Equity Multiphe 0.00
id Bl Loan to Cost Ratio 0.00
Gross Initial Yieid% A%
KPI Dashboard
Prafit 485833 Revenue 3BIITE0  Interest 153,176
Profit On Cost 14 Totsl Cost ExclFees 2 5 Interest 183,176
Land Cost -1,000,000  Costs (ANl) Loan Fees ]
Setup KPI Dashboard Templates w602 &

Figure 4-52. Standard KPIs for our project

These are the performance measures that are the vitally important outcomes
for the developer. The KPI dashboard, which is a relatively new addition to
the software, puts a whole series of alternative measures instantly in front
of the developer/appraiser. These measures represent the key performance
benchmarks that developers and financiers use to assess whether a project is
viable. The normal benchmark for a commercial scheme is 20 percent. So this
scheme, at 14.7 percent profit on cost, is probably not viable at this land cost.
The developer would have to negotiate the bid downward, buy in the anticipa-
tion that the market would improve, or walk away from the bidding process.
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More Complex Projects: Introduction

Argus Developer is ideally suited to complexity. Indeed, this is one of the pro-
gram’s key advantages over self-constructed Excel models, which often strug-
gle to adapt to increasing complexity and, in particular, scheme alterations.

This section looks at examples of more complex (and thus often more realis-
tic projects for the real world, where complexity is the norm rather than the
exception) projects that are often encountered in practice, illustrating in each
one how Developer can solve the problems faced in appraisal.

Because the setup, data entry, and output are essentially the same as those
covered in our simple commercial project, this section will concentrate on the
specific items of variance required for the topic.

Multiple Buildings and Types

Often, a development involves the construction of more than one type of
building at a time. This is often the case in larger sites and also in mixed-used
developments. These often mix commercial and residential uses together.
Residential development appraisal has its own section in this book because of
its special characteristics. However, it seems appropriate to include a residen-
tial element in one of the examples, as this will be a common component of a
multiple-type scenario in practice.

The first example we will look at will be a mixed commercial scheme that has
two 10,000ft? and three 7,500ft? office buildings, plus 50,000ft? of retail ware-
housing in four buildings, two of 15,000ft? and two of 10,000ft2.

This development will also form the basis of the multiple timings/single phase
development below, but for this initial development, we will assume that they
will occur in the same time frame and not attempt to fine-tune the timings.

This initial appraisal will be run as a land residual.

As noted above, the basic procedure for setting up the project is identical for
that which was followed for the simple scheme (Figure 4-53). However, for
the record, the interest rate used here is a flat rate of 6 percent in a single
interest set, and the target profit figure for the land residual is 20 percent
profit on cost.
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? | Property Mame More Complex Commercial Project
| Tie Line 1 Book Example 2
| Tite ine 2
| Project Reference #  CREModel 2
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i’wpctnxngu ™H
| Project Sze 92,500.00
| Created By ™
| Location
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Figure 4-53. Project tab for multi-building scheme

No timescales were defined in the project brief, but here | have assumed an
immediate purchase of the site, six months of planning and pre-construction,
followed by a I2-month build period and a |12-month leasing period before
the development is sold (Figure 4-54).

,\\ Ba - Timescale and Phasing ]mmwmlok e
5
&
| Home L7
r ¥ Phase Names
DR ftew st é; Trmeline Scale. Scale to Fit R
Project Start Date Jul 2013 [ New Infrastruchre Y < Stage Anchors
0 Eicopy | Goo Groups || ¥ Auto Adjust Stage Timing 1) Reset | Evtended Timing
Timing Phases Phase Groups. Stages Reports Show/Hide
FraseStart Dot [HER Prase hame
[Phase End Date Jan 2016 Phase Data Type Proct Revenue and Costs
Ho. : Stage !ru atio : Date  |End Date ] 13 ou_tz do2i4  Aprid  Juli4  Qetid Jan [ Ape [ Jlll|$ oq 15 Jan 16 |
1 Purchase 0 Jul2013 Jul 2013 | : ) i : i
2 Pre-Constructon & Jul2013 Dec 2013 (] ; : :
3 Construction 12 18R 2014 Dec 2014 ; § [ | ! : ]
4 Leasing Up 12802015 Dec201S : : : : |
S Operations Start 0 Jen 2016 Jan 2016 i i : 3 1 : : |
& Hoking Period 0 JanZ0IE  Jan 2016 : : : : : : |
7 Sale 0 JenZ016  Jan 2016 : : : i : i : |
Phase length 30 mths | allows for overiapping stages |
(=) Al Prases LT

Jul 13

Jui 13

pu3 aford

Project Start

Jul13 Oct 13 Jan 14 Apr 14 Jul 14 Oct14 Jan 15 Apr 1§ Jul 15 Oct 15 Jan 16

Timescale

Phases:1 Validation Status

Figure 4-54. Timescales for the multi-building project
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Once we have entered these parameters into the program, we can move to
the Definition tab. The way that we can deal with the problem of multiple
buildings is very simple; we must create multiple tabs in the commercial area
drill-down screen.

We have a total of nine buildings—five offices and four retail warehouses. We
could create a separate area record for each building—and there are great
advantages in doing this regarding the flexibility this gives in terms of timing.
But for speed (and assuming this is an initial feasibility study), we will group
together the buildings of the same size and use giving us four separate area
records (Figures 4-55 to 4-58).

[ER Areas, Construction, Lease Set Up and Capitalization - Phase 1 - M Engloh [Untod Kingdom) - - T = X
drea Agsumptions Edit View Valuation Tooks Opbions Help

@

Heading Gross Unt Area Rt* 10,000 Addeienal Unt Area fi* 7.000
Unk Number Off1 02 Gross Area ft* 20,000 Addtionsl Area ft* 14,000
Use Type Cifices = HetUnt Area t* 8,500 ARemate Area ]
Number of Unds 2 MetArea 17,000 MZA Arca i* ]
Parking Stalis 0.0 GrossNet Rato 85.00% ¥ Lecied
(Constructon Cost | Financal Rent Percentage Rent Lease Fnancial Rent Captakization
Rate pf 150.00 | | Market Rent Rate pfF pa 30.00 | | Cap Rate% 7.5000%
Rate Addtonalpf 0.00 | | Rentsl Escalation Hone) = || nitisl Rent 510,000
Cost/Unit 1500000 | | Step Rent Profie (None) ad Chaages during Lease L}
Cost / Parking Stall 0|  Annual Rent / Unit 255,000 | | Rent at Capitaization Date 484500
Parking Stalls Cost 0| | Gross Market Rent pa 510,000 | | % Non-Recov. Cost S.000%
Gross Cost 2,000,000 | | inkial Rent 510,000 | | Fied Non-Recov. Cost o
Sage Comstructon % Nea-Recov. Cost 5.000% | Totel Costs 25500
Starts in Jan 2014 Fced Hon-Recov. Cost 0 | | Percantage Rent 0
Distribution Moaths. 12 | | Total Mon-Recov. Cost 25,500 | | Valuation Reat 484,500
TIRate pF (Leasing) 0.00 Annual Rent 484,500 | | Captakzed Rent 6,450,000
Rent Free Period (Wonths) 0| Manual Capial Value 0
Lease Comm. Profie {Hone) = || Stage Sale
Lease Comm. Distribution Captalized At Jan 2018
Chick 1o View Construction Cost Breakdown Click to View Rert AddRions/Costs

Office Buitings TYPE & Office TYPE B Retnd Type 1 Retal Type 2

Gross Area fi* Net Area fi* Gross Cost Gross Rent Captakzed Rent
52500 IRF-3 $13,737.500 53,268,156 550,560,952

W OK || ¥ Cancel

Figure 4-55. Office Type A Area record
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3 [% #) [ i ¢ | @ ~-[lA- FEE e @
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Use Type Offices = NetUnit Area ft* 6375 Aternste Area 0
Humber of Unis 3 NetAres 12 19125 MZA Area 0
Parking Stas 00 Gross:Net Ratio 85.00% ¥ Lecked

Constructon Cost | Financal

Rate pf

Rent| Percentage Rant Leass Finencisl

| Cap Rates

Rent Caplakzation
7.0000% |

155.00 | | Market Rent Rate pF po 3500
Rate Addtonal pF 0.0 | | Rentsl Escalation None) = || itisl Rent 669,375
Cost /Unkt 1,162,500 | | Step Rent Profie None) = || Changes during Lease o
Cost [ Parking Stal 0| | Annual Rentf Uni 223.125 | | Rent 8t Capitaization Date 835,906
Parking Stalis Cost 0 || Gross Market Rent pa 669,375 % Mon-Recov. Cost 0.000%
Gross Cost 3,487,500 | | Inkial Rent 868,375 | | Foced Non-Recov, Cost o
Stage Constructon || % Non-Recov. Cost S.000% | | Total Costs o
Startsin Jan 2014 Fioed Hon-Recov. Cost 0| | Percentage Rent o
Dastributior. Months. 12 | | Total Non-Recav. Cost 33.489 | | Valation Rent 669,775
TiRate pF (Leasing) 0.00 - || Annual Rent 635,908 | | Copialzed Rent 9,562,500
Rent Free Period (Months) 0| | Manual Captal Value o
Lease Comm. Profie (Nang) - || Sge i
LLease Comm. Distribution | Capaiized At Jan 2016
Chckto View C: ion Cost | Click to View Rent AddfionsiCosts
Office Buitdings TYPE A | (ffice TYPE B | Refadl Type 1 Retad Type 2
Gross Area Net Area n* Gross Coat Gross Rent Caphaized Rent
92500 8,12 513,737,500 53,368,156 550,560,962
| woK || X conce |
Figure 4-56. Office Type B Area record
D Areas, Construction, Lease Set Up and Capitalization - Phase 1 lm&ﬁwmlo = =
Area Agsumptons Edt View Valaton Took Options Help
BRROB < BE A - ZEE EE-6 -5
Heading Feetal Type 1 Gross Unit Area fi* 15,000 Additonal Und Area fi* 0
Unit Number Ret 12 Gross Area ft* 30,000 Addtonal Area fi* 0
Use Type Retal Warehouse | MetUni Ares f* 13500 ARemate Aren [
Number of Units 2 MNetasea i 27,000 [TZA Area #* ]
Parking Stals 0.0 Gross:Net Ratio 50.00% ¥ Locked
Constructon Cost w Rent mmm Financial Hent Captakzaten
Rate ¢F 145.00 || Market Rent Rate pf pa 50.00 | | Cap Rate' ET500%
Rate Additonal pf® 0.00 | | Rental Escaiation (Nene) = | | Inkial Rent 1,350,000
Cost/Unit 2,175,000 | | Step Rent Profile (None) = | | Changes during Lease (]
Cost/ Pariing Stal 0 | | Annual Rent / Unit 675,000 | | Rent st Capiakzaton Date 1,350,000
Parking Stalls Cost 0 || Gross Narkst Rent pa 1,250,000 | | % Non-Recov. Cost 0.000%
Gross Cost 4,350,000 | | InRist Rent 1,350,000 | | Feced Non-Recov, Cost []
Stage Construction | % Non-Recev, Cost 0.000% | | Total Cosis L
Starts in Jan 2014 | Fioced Non-Recov. Cost 0| Percentage Rent ]
Distribution Meaths 12 | | Totsl Non-Recov. Cost 0 | | Vaksstion Rent 1,350,000
TiRate pF (Leasing) 0.00 - || Annual Rent 1,350,000 | | Capakzed Rant 20,000,000
| Rient Free Period (Menths) 0 | | Mansl Capisl Vae 0
| Lease Comm. Profie (None) = || Stage Sake
| Lease Comm Distribution Capiaized At Jan 2016
Chckto View C Cosl Lick o Vw Rent Agdtions/Costs
‘Office Buidings TYPE A | Office TYPEE  Retad Type 1 Retsi Type 2
Groas Area i Het Aren &7 roas Cost Gross Rent Capitaized Rent
92500 81,125 $13,737.500 $2.368.155 550,560,962
| W ox || X concel |

Figure 4-57. Retail Warehouse Type | Area record
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EM Englsh {Linked Kingdom) | | =

[retai Type 2

Heading Gross Unt Area f 10000 Addtienal Unit Area ft* o
Unit Nember Ret3 4 Gross Arca f* 20000 Additienal Area fi* o
Use Type Retal Warehouse Het Unit Arca fi* 9,000 Alemate Area o
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Rate Addbtonal pf* Rental Escalstion Mone) = || Initial Rent 945,000
Cest /Unkt 00 | | Step Reat Profie (Hone) = | Changes during Lease o
Cest / Parking Stall 0 | | Annual Rent/ Unt 500 | | Rent at Captaization Date 847,750
Parking Stalis Cost 0 | | Gross Market Rent pa 000 | % Noa-Recov. Cost 0.000%
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Stage Coastruction % Non-Recov. Cost % | Total Costs 0
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Distribution Months 12 | | Totsl Non-Recov. Cost 47,250 | | Valuation Rent 45,000
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W 0K || X cancel

Figure 4-58. Retail Warehouse Type 2 Area record

This subdivision, although preventing the individual timing of each building in
the subclass (see below), does allow minor variations in cost, rental, and capi-
tal value items that would probably occur in practice. Smaller buildings often
cost more per square foot to build because the ratio of expensive items—
walls, cladding, windows, and doors—to floor area is greater than in larger
buildings, and working space is reduced. That leads to inefficiencies in on-site
activities. Conversely, there is sometimes a discount for size in rents paid per
square foot for larger buildings (or a premium for smaller; the effect is the
same). Larger buildings often attract bigger companies, usually with greater
financial stability, than those that occupy smaller premises. Therefore, the yield
is often bid down for larger buildings, which causes the values to rise. These
considerations have been factored into the area records.

All other assumptions that have been made for this appraisal are as per
Developer’s template.

Returning to the Definition tab, it can be observed that the total sum of the
values of the four area records containing the detail of the nine properties are
amalgamated in the Capitalized Rent box. Similarly, the total construction cost
is displayed in the Construction Cost box (Figure 4-59).
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Figure 4-59. The completed Definitions Tab for the multi-building scheme

The remainder of the Definition tab has been filled in with appropriate val-
ues for this type of development. These will, of course, vary from scheme
to scheme, and the reader should view these values as being for illustrative
purposes only. | have made no variation to the standard template used by
Developer. Note that Developer calculates the residualized price for the land

in the mode that it is running in.

All the data that was created in the Areas records and entered into the
Definition tab are, as always, automatically used to create the cash flow

(Figure 4-60).
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Figure 4-60. Cash flow for the multi-building scheme

As you can see from the extract from the cash flow, the template builds all the
buildings together side by side. This probably would not occur in practice but
is sufficiently accurate for an initial feasibility study to let it ride. Similarly, all of
the buildings are assumed to be sold and leased at the same time, namely at
the end of the leasing period. This is also rather unrealistic, but it would also
be a normal assumption for an initial, rough appraisal done to test the basic
feasibility of the scheme. We will soon address the question of timings.

The appraisal summary/pro forma for this scheme is laid out in Figure 4-61.
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Pro Forma for Phase 1
Currency in §
REVENUE

Investment Valuation

Office Buildings TYPE A
-5.000% vac. /non recov. cost

Market Rent 484,500 Cap Rate 7.5000% 6,460,00C
Office TYPE B
Market Rent 669,375 Cap Rate 7.0000% 9,562 50C
Retail Type 1
Market Rent 1,350,000 Cap Rate 6.7500%  20,00000C
Retail Type 2
Market Rent 945,000 Cap Rate 6.5000% 14,538 462
50,560,962
TOTAL PROJECT REVENUE 50,560,962
OUTLAY
ACQUISITION COSTS
Residualized Price (10,000.00 Ft* 1,800.98 pFt?*) 18,009,819
Land Transfer Tax 2.00% 360,196
Agent Fee 2.00% 360,196
Legal Fee 2.00% 360,196
Town Planning 5,000
Survey 3,000
19,098 40¢
CONSTRUCTION COSTS
Construction ft Rate ft* Cost
Office Buildings TYPE A 20,000 ft* 150 pf? 3,000,000
Office TYPE B 22,500 ft* 155 pf? 3,487,500
Retail Type 1 30,000 ft* 145 pf? 4,350,000
Retail Type 2 20,000 ft? 145 pf 2,900,000
Totals 92,500 ft* 13,737,500 13,737,500
Contingency 5.00% 686 875
Hard and Soft Landscaping 14,000 ft* 25.00 pf? 350,000
Statutory/M unicipal 50,000
1,086 878
PROFESSIONAL FEES
Architect 4.00% 549,500
Quantity Surveyor 2.00% 274,750
Structural Engineer 1.00% 137,375
Mech./Elec.Engineer 1.00% 137,375
Project Manager 1.00% 137,375
1,236 37¢
MARKETING & LEASING
Marketing 80,000
Leasing Agent Fee 10.00% 336,816
Leasing Legal Fee 5.00% 168,408
585,223
DISPOSAL FEES
Sales AgentFee 2.00% 1,011,219
Sales Legal Fee 1.50% 758 414
1,769634

Figure 4-61. (continued)
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FINANCE

Debit Rate 6.00% CreditRate 3.00% (Nominal)

Total Finance Cost 4.62011€
TOTAL COSTS 42134131
PROFIT

8,426,830
Performance Measures

Profiton Cost% 20.00%

Profiton GD V% 16.67%

Profiton NDV% 16.67%

DevelopmentYield% (on Rent) 7.99%

Equivalent Yield% (Nominal) 6.82%

Equivalent Yield% (True) 7.13%

IRR 10.33%

Rent Cover 2 yrs 6 mths

Profit Eresion (finance rate 6.000%) 3yrs 1 mth

Figure 4-61. Pro forma for multiple building type development

We can see that Developer copes with multiple building types very easily.
The program is highly flexible and well thought-out, which is not surprising
after over 20 years of development and feedback from the many thousands of
Developer users. It also allows easy alteration of these details without issue.

Mixed-Use Buildings

Still under the heading of multiple buildings, let us examine the case of a
mixed-use building, (in other words, different uses within the same building.)
As noted in the introduction to this section, the most common type of mixed-
use building involves residential property. In city centers, for example, you
often have residential apartments over a commercial ground floor.

The reason | wanted to specifically cover this type of development here, even
though there is a separate section for residential development (and there will
be some inevitable repetition, for which | apologize), is that there are very spe-
cific timing issues that we must address to produce a more accurate appraisal
when mixing commercial and residential properties in the same appraisal.

The program is basically set up in the same way as for the previous develop-
ments (Figure 4-62), so | will not go through this process for this scheme,
other than to say the interest rate assumed is 6 percent and the total devel-
opment period is 20 months, which includes a three-month pre-construction
period and a nine-month construction phase. We will discuss the remaining
details. Also, you will note that rather than go through the steps of the buildup
for the appraisal, we are analyzing the makeup of a completed appraisal.
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Figure 4-62. Project tab for the mixed-use development example

Reference to the completed Definition tab (Figure 4-63) illustrates that both
the Capitalized Rent field, used primarily for commercial property, and the
Unit Sales field, used mainly for residential units sold on, have been used in

this appraisal.
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It is necessary to fill in the gross (built) area so that the construction cost can
be calculated (Figure 4-64). All other elements remain the same.

[ER Areas, Construction, Lease Set Up and Capitalization - Phase 1 EN Engish (Unted I ) @] - %
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Figure 4-64. The completed Commercial Area screen for the retail part of the development

The Unit Sales screen is the basic data entry point for residential develop-
ment. It used to be the only area where residential developments were mod-
eled until the more sophisticated Area sheets were added in Version 4 of
Developer. (These will be covered in the specific section on residential devel-
opment.) The Unit Sales screen can be used to adequately model most resi-
dential development, as is the case here (Figure 4-65).
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Figure 4-65. Unit Sales Area screen for the residential part of the scheme

The data entry here is relatively self-evident. The development produces 12
apartments with a net area of 500 square feet each. These are expected to
sell for $130,000 each. Developer allows you to enter this sum as a unit value,
calculating the value per unit of area as a function of this data. The gross area
of the apartment block, including circulation space, is calculated for use in the
determination of the total built area of the residential element (shown in the
lower left of the screen).

What is less evident is the timing issues. In the earlier developments we have
looked at so far, the timings of the stages have been linear; one has followed
the next without overlap. Developer does, however, allow overlapping stages.
Indeed, it is essential for the accurate modeling of many schemes. Overlapping
is achieved in the timing screen by dragging and dropping the requisite bar,
holding the left mouse button down while hovering the curser over the timing
bar, and dragging it to the required place.

With the mixed-use development, | have done this with the sales period
(Figure 4-66).
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Figure 4-66. The timing for the mixed-use development with overlapping timings for the
sales period

| have done this because of the nature of residential sales. Where residential
units are developed, they are unlikely to be sold at once, but instead sales will
be made over an extended period of time. This may well be, in many projects,
before the end of the construction period. It will almost always occur in the
development of housing projects and often in the development of blocks such
as this one. To model this needs a longer sale period and the ability to distrib-
ute sales along it. This demand, from residential developers, led to the feature
being included in Developer from Version 3 onward.

Take care with this function, however.The sales are not automatically distrib-
uted along the length of the extended sale period.Indeed, in the template, they
are timed to occur at the beginning of the sales period.Without intervention,
the site value or profitability would be overstated, as all the sales would occur
well before the end of the development. Note that in a single-phase scheme
like this one, this would also apply to the commercial element of the project

as well.

To correct this, you must override the timing of the sales of both the cap-
italized rent (commercial) and unit sales (residential) components. You can
achieve this by clicking on the three dots next to the Sale Stage box in each of
the respective Area screens. For the residential element, the Custom Timing
box is checked, as well as Whole Units (Figure 4-67). (If you don’t check these
boxes, then an unrealistic distribution based on a percentage of values will be
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used.) You can then choose the desired distribution; in this case, | have chosen
to distribute evenly over the stage, which gives the distribution of sales as
illustrated in 4-68.
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Figure 4-68. Second screen of custom timing showing how a mini-cash flow specific to the
item is displayed and can be adjusted as required
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The correction of the distribution of the commercial element is simpler. Again,
the template distribution must be adjusted. The simplest way of achieving this
is to again check the Custom Timing box and then, on the drop-down box
immediately below, change from “start of” to “end of” This will move the
assumed sale from the beginning to the end of the sale (Figure 4-69).
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Figure 4-69. Commercial sale timing moved to the end of the sale stage

The results of the change in timing can be observed (and checked) using the
cash flow (see Figure 4-70). This illustrates the desired distribution with the
sales agent’s fees from the disposal of the unit’s building to the final sale of
the freehold of the retail unit. Note that this ability to control and distribute
expenditure allows for multiple timings of individual buildings and any other
expenditure or receipt items within a single phase. This gives the appraiser a
very powerful fine-tuning tool for development appraisals, and it underlines
the characteristics of Developer. Its automatic functions allow for a quick yet
reasonably accurate initial calculation, while its ability for every item to be
specifically adjusted allows for a detailed and accurate final calculation as more
information becomes available.
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Figure 4-70. Cash flow extract from mixed-use scheme

The KPIs for the project are presented in Figure 4-71.
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Figure 4-71. KPIs for mixed-use project
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Multiple Phasing

Multiple phases are common in development. Often, developers will not want
to build out a complete development scheme on a large site. The reasons
are legion; overproduction can swamp a marketplace, driving down values
and increasing vacancy rates. There are huge resource implications, too.
Development is capital intensive as well as requiring the use of physical assets
such as plant, labor, materials, and management to complete, and a developer
may not have sufficient resources to complete the whole project at once.
There are advantages in splitting a development up into packages; a developer
may choose not to build out a stage themselves but sell the site onto another
developer and take the short-term value increase in the site value rather
than the longer-term returns they might achieve from the development itself.
Whatever the reason, phasing is very common in all types of development and
a development appraisal tool must be able to cope with this aspect.

Argus Developer was designed from the outset to deal with phasing. The pro-
gram can deal with unlimited phases. These phases can be parallel (that is, the
timing of each phase can be the same), consecutive, overlapping, or with gaps
between them. In a phased appraisal, the appraiser must carefully consider
some factors when setting up the program so as to achieve the outcome they
desire. These issues will be outlined below.

When a project is multi-phased, Developer creates a tab for each phase as
well as also a Merged Phase tab that amalgamates the results from all the
phases together.

The main issue (and potential pitfall) is in regards to land value/cost. As noted
several times, Developer has two basic modes of calculation: profitability and
land residual calculation. If the profitability calculation is chosen, the appraiser/
developer will have to decide whether and how to apportion the land cost
between each phase or whether to put the land cost into only one of the
phases. In the latter case, only the Merged Phase tab will provide an accurate
assessment of the return from the project. If, however, the land cost is appor-
tioned, there will be issues with the assumed timing of the purchase for the
second and subsequent phases if they are timed to occur later. One issue is
that with the land purchase, setting up the timescales in the most obviously
intuitive way will assume that the land purchase for the later phases occurs
in the future.

A similar problem exists with the land residual calculation. Again, you have the
option (this time prompted by the program) to calculate a single land residual
or a separate land residual for each phase. Essentially, the same timing issues
and lack of analytical power issues occur.



114 | Chapter 4 | Commercial Feasibility Studies

This may seem to be a trivial issue, but it is, in fact, very serious. It can lead to
either overstating the expected returns from a multi-phase scheme or else
overstating the values or the bid price of the land.

These issues can best be illustrated in an example. The development being
appraised is an Industrial/Distribution Warehouse scheme (Figure 4-72). The
industrial part will be developed first, followed 12 months later by the distri-
bution warehouse.

~OHBRAR-& ¢ Mixed use Scheme book example 4 webt - ARGUS Developer | ENEngish (Unted Kngdom) | @) | © e
Home | Configuration Lo

[ = = #2 Mame Neomrnal KPIX = | [ig] Check Row Order [ Calculation Cptions =
- - L5
Workspace  Restore Color -] Dashboard Template [ Repair Row Order | [5] Calculate Now

Tabs Workspoce = Scheme -

Workspace KP1Dashboard Diagnastics Calculation

% || | Prsect Defnition Project Cash Flow| Pro Foma | Data Checker
5 ||| Genera
5 || Property tame Sample Multi Prase Project
| Tithe Lime 1 Book Example 4
Tite Line 2

Project Reference @ CREModel 4

Project Type Distribution Warehouse
Project Manager T™H
Project Size 0.00
Created By ™
Location
Address Line 1 Metro Fringe
Address Line 2 1000 Other Street
Address Line 3
City Other City Mo Images | Nates | Map
5] M Phases - Merged Phases Phase 1 Phase 2
Al phases included in this group | Definition of general Project Details and Assumptions 1, Data Status V602 B3

Figure 4-72. Project screen for multiple phase development

The land has cost the developer $9,000,000. This has been apportioned
$4,000,000 for the industrial phase and $5,000,000 for the more valuable
(and larger) distribution warehouses.

The basic setup of the program is the same as we have covered previously.
The first difference that we will come across is with the Timing screen
(Figure 4-73).
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Figure 4-73. Timing screen

The first phase is created as we have seen previously. The second phase is
created by clicking on the green plus symbol (Figure 4-74). Figure 4-75 shows
a box that allows the definition of a phase start date. The natural inclination,
given that we are told that Phase 2 starts 12 months after the project com-
mencement, is to set the phase start date as July 2014. Figure 4-76 shows a
window that pops up giving you options to let the program adjust timing or
to do it yourself.

Home

53 New £5) Insert @ =
Project Start Date Jul 2013 - ||| (53 New Infrastructure
=]
" Delete =} Copy clto Groups
Timing : Phases Phase Groups

Figure 4-74. Clicking the New icon creates the new phase
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Timing Phases | |Phase Groups| |
e Jul 2014 Phase Name
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v [ oK | X cancel | |
0Juz2015  Juiz0is | . : :
Phase length | 12 mths | allows for overlapping stages

- E|Dhau1 || Dhnen?'

Figure 4-75. Setting the phase start dates

st -, - | <=4 i —— = =
=i New Phase Start Date has Changed el i
53 Delet - # [
Phase Timescale Adjustments ;
Please specify how the Phase Timescale(s) shouid be adjusted. pors)
pHl || tems Timed to a Specific Period
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ths) |Stal || @ Adjust Period to maintain timing relative to the Phase Star Jun *
e i
0 Jul '
0 Jull || tems Timed to a Specific Date :
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6 Jan| _
e Adjust Date to maintain timing relative to the Phase Start 0
0 Jul :
0 Jul| || tems Timed Relative to Project Dates ;
ths allo || o Keep Offsets to Project StartEnd
asel | Adjust Offsets to maintain timing relative to the Phase Start

Figure 4-76. Program automatically adjusts timing but gives users the option to adjust
timing as well
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The creation of a second phase means that three tabs are created on the
control panel, with both Active Phases and a Merged Phases tab, as discussed
above (Figure 4-77).

Other City No Images | Note

v Merged Phases | Phase 1 | Phase 2

lis group | Definition of general Project Details and Assumptions

Figure 4-77. Results summary ribbon illustrating the creation of three tabs when a two-
phase project is created; note that the highlighted tab is the active screen

Caution Be sure you enter data into the correct phase. It is not possible to enter data via the
Definitions tab of the Merged Phases tab.

The completed Definition tabs for Phase | and Phase 2 are illustrated in
Figures 4-78 and 4-79. For details of data entry, see the earlier parts of this
section.

A) B-OHBAQ-& = Mixed use Scheme book example 4 wehx - ARGUS Developer | ENEngish (Unted Kngdom) | @ | < -mx
Home Configuration (7]
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Figure 4-78. Phase | Definition tab
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Figure 4-79. Phase 2 Definition tab

¥y Data Status V602 B3

As noted, the Definition tab combines the data entered into each of the other
phases and provides a consolidated result (Figure 4-80). Alterations must be
made in the respective phase Definition tab. It is possible, however, to make
amendments to the merged phases cash flow. This is because each line in the
cash flow is associated with its individual phase, so any alteration made in the
merged phases cash flow can automatically carry through to the phase cash
flow. This is a very useful project management tool.
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Figure 4-80. Merged Phases tab

This produces an apparently viable appraisal, and, if the cash flow were not
scrutinized and the appraisal summary used as the appraisal output, the error
in the appraisal would be missed. The error becomes apparent only when the
merged phase cash flow is viewed (Figure 4-81).

A) B0 0" e tixed e Scheme book example 4 web) ENEngish (Unted Kngdom) | @ [ _ex
.V e ——
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Land Transfer Tax 0 L} L L] (400,000} L]
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Legal Fee o o ] ] (100,000 o
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1! C] J L
[5) Al Phases - | MargedPhases Phase 1 | Phase 2 |
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Figure 4-81. Merged cash flow for the uncorrected scheme, concentrating on the timing of
land acquisition (quarterly view cycle)
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As you can see, the program has split the land purchase, assuming that the land
expenditure for Phase 2 occurs in Month 12, which is clearly incorrect.

It is obvious that this could have been avoided by not apportioning the land
but lumping all of the purchase into Phase I. Then the choice of the phase
start date would have had no effect. The downside to this is that it would then
be impossible to determine the performance of each phase accurately; only
the Merged Phases sheet would show the true project returns.

You can avoid this problem by using the purchase stage of the Timing screen.
The phase start date for Phase 2 must be returned back to the same as the
main project. Then the value of the purchase months can set to the correct
I2-month gap (Figure 4-82).
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Figure 4-82. Corrected timescale

Reference to the merged cash flow shows that this corrects the land pur-
chase, bringing both to the same point in time (Figure 4-83).
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Figure 4-83. Merged phases cash flow of the corrected project

Again, we will review the outcome of the project using the KPI dashboard
(Figure 4-84). Because of the multiple phasing, it is important to look at the
performance of the project on an overall basis and also at the phase level.
Developer allows you to do this. It is also possible to prepare reports on an
overall basis and for each of the phases (Figures 4-85 to 4-88).
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Figure 4-84. KPI dashboard setup
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Figure 4-85. KPI ribbon bar setup
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Figure 4-86. KPI merged project
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Figure 4-87. KPI Phase |
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Figure 4-88. KPI Phase 2

The same issues apply when the program is run in land residual mode. You
have the choice to calculate a single land residual or a land residual for each
phase. Unless the land is to be sold/purchased at the beginning of each phase
rather than at the project start, the same correction is required to produce
an accurate appraisal.

Please note that this is not an error in the program; it is simply a common
error that can be made with multiple-phased projects and an illustration
that care must be taken when such projects are being constructed. In fact,
the multiple phasing mode of Developer is very well thought-out and works
extremely well.

Appraisal Using Multiple Interest Sets

The structured finance allows very sophisticated modeling of the financial
makeup of a project. We will be looking at this module later. However, you
can still do fairly sophisticated financial modeling with the basic version of
Developer. One of the elements that can be modeled is the use of mul-
tiple interest sets in the program. These sets can be run consecutively or
simultaneously.

The former is not really multiple interest sets. It is instead a single, variable
rate loan, used either where the loan is scheduled to periodically change by
fixed steps, or where the loan is on a variable rate and it is expected that the
rate will fluctuate. To model this, all that needs to change is the rates in the
interest set (see Figure 4-89).
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8 0.00% 0.00% 0 Jul 2016
9 0.00% 0.00% 0 Jul 2016
10 0.00% 0.00% 0 Jul 2016

(#) Preferred Return

Figure 4-89. Multiple interest rates to model market interest rates movements

Note that | have made two changes. | have introduced a credit rate, the rate
of interest that will accrue on any sums if the project goes into surplus. The
second is to schedule the differing rates of interest. Note that you have to
specify the amount of time (in months) that the rate is expected to continue
Also, the last rate in the schedule should have a 0 against it to avoid the inter-
est schedule running out and a zero percentage being charged against the
development costs.

The resulting interest rates will then appear in the finance cash flow
(Figure 4-90).
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Figure 4-90. Resultant cash flow (semi-annual view and with results bar in alternative
position)

The creation of multiple interest sets for a project also requires changes to
be made to the interest rate sets, but in this case using the green plus but-
ton to add new sets. You can then rename them to suit the requirement of
the user. Here | have created two new sets while deleting the empty loan
set. | have maintained the rates used in the multiple rate example used above
but renamed this set as the Main Construction Loan (Figure 4-91). The two
additional sets created are a land loan (Figure 4-92), which is at a single flat,
lower rate, something that often can be achieved against land purchase given
the lower risks involved, and a mezzanine loan at a typically higher rate
(Figure 4-93). (Mezzanine finance is usually arranged to top up existing finance.
It is usually short-term, high-risk lending on the margins of a scheme.)
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Edit Help

e [ B8 BN

| Expendture | Receipts | Finance | Calculation _|_hterestfPR Rates | inflation/Escalation | Residual | Distr g

Dates are measured from the Project Start Date: Juty 2013

IName |
(=) Construction Loan
[step | Debit Rate Credit Rate Months | Date |
1 6.00% 3.00% 12 Jul 2013
2 6.50% 3.25% 12 Jul2014
3 6.75% 3.25% 12 Jul 2015
4 6.25% 3.00% Perpetuity Jul 2016
S 0.00% 0.00% 0 Jul 2016
6 0.00% 0.00% 0 Jul 2016
7 0.00% 0.00% 0 Jul2016
8 0.00% 0.00% 0 Jul 2016
9 0.00% 0.00% 0 Jul 2016
10 0.00% 0.00% 0 Jul 2016

|#) Preferred Return
&3] Land Loan
(#) Mezanine

Figure 4-91. Main construction loan

S e e .
4 EOt Heb
= T S e
| Expenditure | Receipts | Finance | Calculation | InterestPR Rates | infiation/Escalation | Residual Distr ' *
Dates are measured from the Project Start Date: July 2013
# | Name |
Ry | (#] Construction Loan
; (%) Preferred Return
5 8] Land Loan
A |Step Debit Rate Credit Rate Months |Date
i‘ 1 5.50% 0.00% Perpetuity Jul 2013
m 2 0.00% 0.00% 0 Jul 2013
3 0.00% 0.00% 0 Jul2013
4 0.00% 0.00% 0 Jul 2013
5 0.00% 0.00% 0 Jul 2013
6 0.00% 0.00% 0 Jul2013
7 0.00% 0.00% 0 Jul 2013
8 0.00% 0.00% 0 Jul 2013
9 0.00% 0.00% 0 Jul 2013
10 0.00% 0.00% 0 Jul2013
(#] Mezanine

Figure 4-92. Land loan
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e
{ Edt Help
|2 &

Expenditure | Receipts || Finance || Calculation | Interest/PR Rates | |nflation/Escalation | Residual| Distr

Dates are measured from the Project Start Date: July 2013

|Narne

i | (2] Construction Loan
|+] Preferred Return
E3] Land Loan

=) Mezanine
step Debit Rate |Credit Rate [Months Date
1 8.50% 0.00% Perpetuity Jul2013
2 0.00% 0.00% 0 Jul2013
3 0.00% 0.00% 0 Jul2013
4 0.00% 0.00% 0 Jul2013
5 0.00% 0.00% 0 Jui2013
6 0.00% 0.00% 0 Jul2013
7 0.00% 0.00% 0 Jul2013
8 0.00% 0.00% 0 Jul2013
E 0.00% 0.00% 0 Jul2013
10 0.00% 0.00% 0 Jul2013

Figure 4-93. Mezzanine loan

Note that with no other changes, Developer would only use the first set of
interest rates it finds in this section, in this case the main construction loan.
The appraiser has to manually intervene to change the assumptions made.

Most of the schemes use the main construction loan. However, the construc-
tion in Phase 2 (warehousing) is financed via the mezzanine loan, while the
land is purchased using the separate (and lower) land loan.

As noted above, by default the program already uses the main construction
loan, so the only changes we need to make are to associate the correct loans
with the construction of Phase 2 and the land purchase against the land loan.
There are two separate techniques involved.

With the construction loan, any items that need to be changed are nor-
mally done via the appropriate place on the Definitions tab or on the Area
screen. This latter procedure is illustrated with the main construction activity
(Figure 4-94).
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[ER Areas, Construction, Lease Set Up and Capitalization - Phase 2 | N Enghsh (Unted ingeom) | @ o X%
Ares Agmmptons Edt Vew Valuston Tooks Options Help
s (= 0 i Ed @ - @lra- =g E el = i
Heading piarehouse] Grosa Unit Arca 7 5789 Additional Uni Area f7 [}
Uit Number Dst1-2 Gross Area fi* 631,579 Additional Area ft* a
Use Type ‘Warehouse = NetUndt Asea R* 200,000 ARerrabe Ares 0
Humber of Units 2 NetArea i* 800,000 MZA Area M* 0
Parking Staks 0.0 Gross:Net Ratio 85.00% ¥ Locked
Consiruction Cost | Financial Rent Parcentage flent Leass Fhancisl O Rent Captakzation
Rate pf 85.00 | | Market Rent Rate pF pa 15.00 | | Cap Rate' 6.7500%
Rate Addtionalpf .00 | | Rental Escalstion Mone) = | | Initial Rent 9,000,000
Cest /Unt 25,842,105 | | Step Rent Profie iMone) = | Changes during Lease []
Cest / Parking Stal 0| | Annual Rent / Unit 4,500,000 | | Rent st Capdaizaton Date 8,550,000
Parking Stals Cost 0 || Gross Market Rent pa 8,000,000 | | % Non-Recov. Cost 0.000%
Gross Cost 53684211 | | intial Rent 8,000,000 | | Fved Hor-Recov. Cost L]
Sage Constructon % Non-Recov. Cost £.000% Total Costs L]
Startsin Jul 2014 Fixed Non-Recov. Cost 0| | Percentage Rent L]
Dastribution Manths. & | | Total Non-Recov. Cost 450.000 | | Valustion Rent 5,000,000
TIRste pf (Leasing) 0.00 Annual Rent 8,550,000 | | Caplakzed Rent 133,333,333
Rent Free Period (Months) 0  Manual Capital Vale []
Lease Comm. Profie Mone) = || Stage End of Salke
Lease Comm. Distribution Capitaized At Jul 2015
Clck to Vi G Cost 0 Adkditioe:
Warekouss
Gross Area fit* Het Area f* Gross Cost Gross Rent Capitsized Rent
B3.579 €00.000 $53.684.211 33550000 $133.333.33

V' 0K || % cancel
Figure 4-94. Area screen

There is a tab behind the construction calculation tab headed Financial. Clicking
on this tab opens up a series of options, including the ability to ascribe an infla-
tion set to this element (also by reference to a library in the Assumptions
screen). In this case, we want the second box down. This opens up the interest
sets, and we can select any that we have previously created (Figure 4-95).

2D Areas, Construction, Lease Set Up and Capitakzation - Phase 2 | EN Englah (Uned Kingdom) | 6| = S
Area Agsumptons Edit View Valpation Tools Options Help
s [3 & ) | i B2 - [slra- = 4 [F i = i

Heading Warehouse Gross Unt Area fF 315,789 Addiional Unk Area 1 0

Urit Humber Dist 1-2 Gross Arca ' 631,579 Addeional Arco 8" L

Use Type Viarenouse = Mt Undt Area I 300,000 ARernals Area [}

Number of Units 2 het Area i® 500,000 MZA Area f* L}

Parking Stals 0.0 Gross:Net Ratio 95.00% ¥ Locked

Construction Cost| Financil Rent parcestage Rest Lease Financl © Rent Capiaizaton

Inflation {ignored) = | | Market Rent Rate pF pa 15.00 | | Cap Rate% BT500%

Inerest Set Construction Loan = | | Rental Escalation (Hone] = | Iniial Rent 5,000,000

Ignore interest Constriction Loan Step Rent Profile {Hane] = || Changes during Lease 0

Cost Type Lead Loan Anngal Rent / Unit 4,500,000 | | Rent at Captaization Date 850,000

Exclude Gross Area et K Gross Market Rent pa 9,000,000 | | % Non-Recev. Cost 0.000%
Initial Rent 9,000,000 | Fived Non-Recov. Cost o
% Nen-Recov, Coat 5.000% | | Total Costs L]
Ficed Non-Recov. Cost 0| Percentage Rent o
Total Hon-Recov, Cost 450,000 | | Valuation Rent 9,000,600
Anngal Rent 8,550,000 | | Caplalized Rent 133,333,133
Rent Free Period (Months) 0| | Masual Capeal Vale ]
Lease Comm. Profie (Nane) = | Stage End of Sale
Lease Comm. Distributon Capitalized At Ml 2015

& 1 View Rent Addiion

Warshouss
Gress Area f Net Area fi? Gross Cost Gross Rent Captalzed Rent
BN 578 500,000 $5),684.211 $0,550,000 $133,333,33

0K ¥ Ccancel

Figure 4-95. Changing the interest set in the Financial tab
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The process needed to change items such as the interest set against the land
purchase is more involved. Most items in the Definition tab have a financial
screen when a drill down into the cell detail is made. That for the Statutory/
Municipal expenditure in Phase 2 is illustrated (Figures 4-96 and 4-97). (Note
that the icon View Financial Data has to be pressed to make active.)

m Statutory/Municipal
Edit View Help

View Einandal Data |

& | [

Head p | i‘rype [selection [ Amount [Total [r
[l Fixes Amount + No Selection 50,000 $50,000

Figure 4-96. Allowing financial information to be viewed and edited for specific items

[l Statutory/Municipal EN Enghsh (Unied Kingdom) | | < 3.
Edt Yew Hep
Headng Cost Type Interest Rates. Ignore interest InfistonE scalation GST Rate Recovery Rate
StatutoryMunicipal Cost ~ Consiruction Loan (Mone) - 0.00% 0.00%
Construction Loan

Preferred Return
Land Lean

Figure 4-97. Financial detail of demolition item Phase 2

This option is not available for the two items of land cost. Association with
an alternative interest set has to be done via the cash flow. (Indeed, you can
make all changes using the method we are about to present.) As there are
land purchase items in both phases, it is easiest to make the changes in the
merged phases cash flow (Figure 4-98).
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ENEngish (nked kinpiem) | @[ =
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—| & Phase 1- Acquisition Costs
Fixed Price m—ﬂ— U o U o
Land Transfer Tax (o [ | Datn Distrbuton 0 0 0 o
AgentFee e @) |0 » 0 ] 0 0
Legal Fee (59 iy | Delete 0 0 (] ]
T L !
‘own Plansing O 5| oarsent = ] ] ] ]
Survey & 0 o 1] ]
(=) Phase 2 - Acquisition Costs %5 | Export Full Cash Flow o
Foed Price (5,000 [  Expand ] ] ] 0
Land Transfer Tax (100 "l_n Cotagse o ] o o
Agent Fee (109 o o o o
Show "
Legal Fee 108 0 ] o ]
Town Planaing (| gl Row Properties ] ] ] ]
Survey (of [ | CetProperties 0 (] 0 (]
[#] Phase 1 - Construction Costs I J Praferences
(2] Phase 2- C. Costs = >
1| O »
(5] Al Phases * | © |Merged Phases | Phase 1 | Phase 2
Al phases included in this group Phase:1 RIS2C125 Mormal  Foced Value: Fx Lnd Cost 1D: 42306 1) Data Status V602 &3

Figure 4-98. Merged phases cash flow with the Row Properties dialog box highlighted

To access the area that needs to be changed, the user has to click into the
appropriate row and then right-click to bring up the dialog box (Figure 4-99).

N A | R

4 lﬂ"’*' s

S - .
| | KeyProperties | Cash Flow Order

== | ‘@ O
pa | | Mg e pice || tedProfit & Source Cosh Flows. - Interest | Set  Fnd  Giowp
Phase number 1 | - s = .
22 | Toatamont 4000000 Apply Interest/Inflation|Escalation Sets. 7 —1
E N - Ficed Price 1
E' Total Grown Amount 4,000,000 b o081 oo, ol Mar 1
| ¥ WlerestRates  Construction Loan - | DR 6.00% CR 3.00% var.
Finance, inflaticn and VAT SihMbnset [ - [l
St oo # Escalation Set  ignore - ignore
Interest Rates Construction Loan - DR 6.00% CR 3.00% var. | L
Iterest Tiing i Aurears. - | [ Lock o defuct To one of these groups of ines
nfation/Growth Set  (gnored) -
Al Tagged ines
&1 ines in Cash Flow
Alnes in Phose 1
T, © A1 Mes i Category Foced Price -
Timing * Distribution manualy akered
Distribation Single from Purchase to Purchase
Reation Type Hot Reiated T
Reatian Rate 0.00 L
B | reatedto Area o
anp ¥, Data Status V502 | 1

Figure 4-99. Row Properties dialog box
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As you can observe, any item that is not grayed out can be changed. In this
case, we need to click on Interest and change the interest set to the land
loan. Clicking the Interest button opens up another dialog box (Figure 4-100).
Once you close this box, the changes will be made and the appraisal total
will adjust.

- R | R ® HE

red Profit & Source Cash Flows ~ Interest Sort Find Group
Totals i
AL D

Apply Interest/Inflation/Escalation Sets b 4

Fixed Price

. Apply one of these sets Ms

—— | ¥|InterestRates  Construction Loan ~ | DR 6.00% CR 3.00% var. ]
) Ignore
— Vv Inflation Set
Construction Loan lgnore
v|Escalation Set  Preferred Return lgnore

To one of these groy; M€zzanine

Current line Fixed Price
All ines in Cash Flow
All lines in Phase 15

© Alllines in Category Fixed Price -

v Apply K Cancel

Figure 4-100. Interest button dialog box

Developer does acknowledge when multiple interest sets are used, but it is
not particularly informative as to the detail in the summary outcome and
reports.
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Summary

This chapter has covered the bulk of the functionality of the “core” Developer
program. It has shown how the software deals with simple and complex situa-
tions, how it can model the development of different types of real estate, and
how the user can either accept the default settings in the program’s template
to do a quick and reasonably accurate appraisal or step in and override the
settings to set specific assumptions or timings. | often use a sophisticated cam-
era as an analogy for this characteristic; a good DSLR or high-end compact
will always have a fully auto setting that will give reasonable results in most
circumstances. However, say in low light or where the photographer wants
a specific result, the user can always manually set the camera up. Developer
works in just the same way.

We have also looked at more complex developments with different real estate
types and timings, including multiple phasing.

You will see that Developer has the scope and flexibility to deal with all of
these situations. Over the next few chapters, therefore, we will look at the
more sophisticated features of the program, particularly the structured finance
module—essential in many circumstances.



CHAPTER

5

Residential
Feasibility
Studies

Simple to Complex

The split between residential and commercial development appraisals is some-
what artificial. Essentially, all development appraisals are the same, regardless if
they are residential or commercial; an appraisal is done to test viability, or to
calculate the value of the land for development purposes or for a bid price.

In reality, though, developers often make a distinction between the two types
of appraisals. This is due partly to the fact that, in many countries, the types
of developers who carried out residential development in the past were dif-
ferent from those who pursued commercial schemes. Although the division in
the industry is now often blurred, if not entirely gone, some of the tradition of
distinguishing the two has carried through to the conduct of appraisal.

What is more important, however, is the difference in the nature of the prod-
uct of the residential development process. While the commercial process
tends to produce a small number of buildings that are frequently disposed of
in a single sale or over a fairly narrow time frame, residential development
produces multiple buildings (or disposable elements in the case of apartment
blocks) that have both multiple starts and longer, multiple disposal points.
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This second distinction produces quite disparate cash flows, and it is this
difference that distinguishes residential appraisals from commercial appraisals.
I will be examining these different characteristics in this section of the book.
As an aside, it is perhaps instructive to note that many of the principal changes
made to Argus Developer over recent years have been to make the program
more attuned to producing residential development appraisals. This reflects
the fact that the program was originally designed to reflect the needs of the
market in the late 1980s and early 1990s, when the demand for the software
primarily came from commercial developers, and residential property devel-
opment was the preserve of the major house builders. As the market moved
toward more mixed use and residential development and away from the big
house builders, the program changed.

Simple Residential Project: Single Building
Type/Single Phase Project

The initial appraisal will be undertaken on the simplest of projects—the devel-
opment of detached dwellings on a vacant residential plot in an established
residential area (Figure 5-1). This immediately moves us away from one of the
characteristics just discussed—the need to model multiple unit sales over over-
lapping development and sale periods. However, some of the distinctive charac-
teristics of development appraisal will be clear from the feasibility model.

A - PHEBRAR-& I+ [Untitled] - ARGUS Developer ENEngish (Unted Kingdom) | @) | © - =x
Home Configuration Lo

[ :-. @ 7 Interest _;_,) Start Date | Aug 2013 i T I capitakeed Aceas - P A ~

- \ad Inflation . o Sales Areas -

Prevew Assumpii Timescaie : i ¥ Currena o - o Feed

e T DResdad | T [ . il B Operated Assets i 7 cedbact

ale & Phasing Finance Definition Distribution & Analysis

Reports || Calculation Assumptions

Propect Definition Project Cash Flow| Pro Forma | Data Chedker

{E=
§ Property Name Simple Residential Scheme
= Tile Line 1 Resdental 1

Tithe Line 2

Project Reference £ (REModels Res 1

Project Type Residental

Project Manager ™H

Project Sze 0.00

Created By

Locaton

Address Line 1 Potl

Adgdress Lne 2 Sunny Drive:

Address Line 3 Suburban Views

City Cutesville o Inages | NERER| WG
(5] Al Phases - |Phasel

Al phases included in this group | Definition of general Project Details and Assumptions & Data Status| ¥6.02 | B3

Figure 5-1. Developer opening screen
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Land Bid Calculation

The feasibility study is being done on a residential development plot that was
advertised for sale on an Internet brokerage site.

The main setup assumptions are identical to those used for the commercial
and mixed-use projects reviewed earlier in the book (Figures 5-2, 5-3, 5-4,
and 5-5). The template Developer uses is flexible enough for both residential
and commercial projects.

@ Assumptions for Calculation b 4
Edit Help
o l=p

Expenditure  Receipts | Finance | Caiculation | Interest/PR Rates | Inflation/Escalation | Residual | Distr .

Financing Method

Financing method Basic (Interest Sets) - Finance Deta

Interest Calculation Methods

Compounding Period Monthly -
Charging Period Monthty -
i || Options

Calculate interest on Payments/Receipts in final period
v Include Interest and Finance Fees in IRR Calculations

Automatic inter-account transfers

Manual Finance Rate for Profit Erosion

v| Repeat Interest in End Period

Figure 5-2. The finance assumptions
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[E] Assumptions for Calculation x
Edit Help
(¢ [ |FH BY

Expenditure Receipts Finance Calculation InterestPR Rates | h?ﬂtbnﬁmbﬂon” Residual“@ Y

Land Cost Mode

Fixed Land Cost
O/ Residual Land Cost Only
Residual and Fixed Land Costs

Multi-Phasing
Multi-Phasing Separate Land Residual for each phase -
Residual Targets
Target Type Profit on Cost -
Phase Targets
Phase Number / Name Profit on Cost Locked Value? Treat Neg. Land as
Revenue
Phase 1 15.00% B (&)

Figure 5-3. The residual assumptions
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Figure 5-5. Project timescale assumptions
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One value difference is in regard to the target profit figure used when a resid-
ual land value is calculated (Figure 5-3). The required profit figure for residen-
tial developments tends to be lower than for commercial schemes. Essentially,
this stems from the belief that the risk for residential projects is lower.

We can attribute the lower risk to the fact that the market for the end product
of the development process in residential schemes is wider than for any com-
mercial project. With any commercial project—offices, retail spaces, industrial
buildings, or leisure areas—the number of potential end users (occupiers and
owners) will naturally be more restricted because there are simply fewer
businesses than households in any market. One feature of successful specula-
tive development (in other words, development projects that do not have a
specific end user in mind at inception) of any type is to ensure that the end
product is not so specialized that it excludes all but a very few buyers/occupiers
from considering it. This is particularly true of commercial projects. One of
the criticisms often leveled at developers is that their output is bland and
unadventurous. But, sadly, bold and innovative designs limit the market appeal
and raise development risks to a level that is unacceptable to both developers
and their funders alike.

Note Experienced developers keep their offerings on the generic side for a good reason: If you
get too specialized with built space, you limit the market for it.

The interest rate used in this appraisal is indicative of the rates that a residen-
tial developer with a good track would probably obtain at the time of writing
(mid-2013, Figure 5-4). Note that a credit rate has been allowed so that you
can accrue interest if the project goes into surplus. This is not something that
is likely to happen with this single-building project, but it is something that can
occur in multiple unit projects where sales take place over an extended time
period and where the crossover between deficit and surplus almost certainly
will occur before the final unit is sold and the development project has ended.

As noted, this is a simple project that is assumed to start three months after
land purchase and have a four-month construction period (Figure 5-5). | have,
however, assumed that there could be a full six months after the end of com-
pletion for the developer to find a buyer and agree to a sale. This reflects the
uncertainty of the market at the time of writing; however, you should make
some allowance for this in most appraisals as an extra protection against risk.

There is an issue with the assumed timing of the sale in Argus Developer’s
default template.

As previously noted, Developer has three Area sheets that cover different
types of residential development. For this, we will use the Single Unit Sales
sheet, the one that has been included in the program since the inception of



Argus Developer in Practice [139

the Windows-based version of the program (Figure 5-6). As you can see, this
is a simplified version of the commercial Area sheets, lacking the capitalization
of income area—because a sale of the house or flat is assumed to be the dis-
posal method. (Note that even with investment residential property, it is rare

that the investment method is used to determine the value.)
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$800,000

Tetal Sakes
$1,800,000
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Figure 5-6. The single unit sales area

Note that it is normal to enter sale values (and often construction costs) as a
“per unit” rate rather than an area rate.

As previously noted, there is a need to amend the timing from the default
that exists in the template when an extended time period is used in Argus
Developer. The template defaults the timing of the sale to the beginning
rather than to the end of the period (Figure 5-7). | believe that this is the
case because the programmers thought that if an extended time period were
selected, the sales would be multiple and need to be distributed across the full
time range. You can also avoid it if you choose one of the post construction
times. However, | believe that most users prefer to use the option that | have
chosen. This timing issue is a potentially dangerous trap for the unwary; it will
inflate the value/development profitability if you do not spot it. You can cor-
rect it by clicking into the sales timing link on the Area Sales sheet, checking
Custom Timing and Whole Units—the Whole Units selection will stop the
impossible reality of a fraction of a house being sold—and changing the timing
to be distributed monthly over the entire sales period (Figure 5-8).



140 | Chapter 5 | Residential Feasibility Studies

[ Areas, Construction and Sales - Phase 1 | EnEngish (Unted Sttes) | @ = i
Ares Agmmptons Edt Vew Tocls Dptions Heb
s [a &1 A @&~ [sjr- | A ) [0 - M| 2

Heading Single Famiy Houses Gross Unk Area & 2,000 AdStiosal Unk Area fit [}
Une Number 1-8 Gross Area f* 16,000 Addtional Area it [
Use Type Residentisl = NetUnt Area f* 2,000 ARernate Area 0
Humber of Units & MetAreaft* 18,000
Parking Stalls. 00 Gross:Net Ratio 100.00%  Locked
Constructen Costs | Fnancial | Sutes |ipaposts | Finsncat Sales Feas
Rate g 20,00 || Ratepr 11250 || Comm. ot Sale % 1.00%
Rate Additonal pf 0.00 || Escalation Set (Mone) - || Comm at Completion % 200%
CostIUnt 100,000 | | Sales 7 Ut 225,000 | | Unsald Uni Fee ! Menth n.00
Cost [ Parking Stal 0| Gross Sakes 1,890.000
Parking Stals Cost U || % Deduction 0.000%
Gross Cost 800,000 | | Fixed Deducton [
Stage Construction Total Deduction (Escalsted) Sales Distribution

- Starts In: Sale
Startsin How 2013 Net Sales (Escalated) 1,800.00

= Distribution: Sale
Distribution Months. 4| Stage b

Staris In Jan 2014
Distrioution Months
Click 1o View C jon Cost Chck to View Sales AddtonsiCosts
Single Famiy Houses
Gress Area i Net Area n* Gross Cost Total Salkes
16,000 16,000 $800,000 $1,800,000
L:Aug 13 62Jan 14 to 6Jan 14 (1 Mth) 1L:Jun 14

Figure 5-7.

Sales construction timing: initial setup from template
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Figure 5-8. Sales construction timing corrected
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The Definitions tab for a residential scheme is largely similar to those we
have seen previously (Figure 5-9). Quite often, there are fewer members of
the professional team than for a large commercial development. Indeed, some
projects may have only an architect and project manager, or, often, just a proj-
ect manager where the design has been brought in. Similarly, there is no need
for a rental agent or rental legal fees unless you are creating an investment
vehicle. In our scenario, the only disposal fees are those for the sale agent.
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Figure 5-9. Completed Definitions tab

The cash flow (Figure 5-10) is relatively simple but provides a useful visual
tool for assessing whether the key assumptions have been timed to occur as
anticipated (Figure 5-11).
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Figure 5-10. Project cash flow
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Figure 5-11. Finance cash flow (custom view showing a two-month cycle)

The project’s pro forma and KPl summary are presented in Figures 5-12,5-13,
and 5-14.
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Project | Definition| Project Cash Flow| Pro Forma |Data Checker |

H
7

REVENUE
Sales Valuation Units ft* Rate ft* Unit Price Gross Sales

Single Family Houses a8 16,000 11250 225,000 1,800,000
TOTAL PROJECT REVENUE 1,800,000
OUTLAY
ACQUISITION COSTS

Residualized Price (1.00 Acres 435643.96 pAcre) 435,644

Land Transfer Tax 3.00% 13,069

AgentFee 2.00% 8713

Legal Fee 1.00% 4,356

Town Planning 5,000

466,783
CONSTRUCTION COSTS
Construction it Rate ft* Cost

Single Family Houses 16,000 50 pF 800,000 800,000

Contingency 5.00% 40,000

Road/Site Works 25,000

65,000
PROFESSIONAL FEES
Professional fees total 7.00% 56,000
56,000
MARKETING & LEASING
Marksting 50,000
50,000
DISPOSAL FEES

Sales Agent Fee 2.00% 36,000

Sales Legal Fee 1.00% 18,000

Single Family Houses 18,000

Single Family Houses 36,000

108,000
FINANCE

Debit Rate 7.00% Credit Rate 3.00% (Nominal)

Total Finance Cost 19,434
TOTAL COSTS 1,565,217
PROFIT

234,783
Performance Measures

Profit on Cost% 15.00%

Profit on GDV% 13.04%

Profit on NDV3% 13.04%

IRR 58.68%

(=] All Phases v |i|Phase 1 |

Figure 5-12. Pro forma
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Standard KPlIs
Development Yield 0.00%
IRR 58.676%
Pre-Finance IRR 65.068%
After Tax IRR 58.676%
Equity Profit 0
Equity IRR N/A
After Tax Equity IRR NIA
Return on Equity NIA
After Tax ROE N/A
Equiv Yield (Nom) 0.00%
Equiv Yield (True) 0.00%
Gross Initial Yield% 0.00%
Net Initial Yield% 0.00%
NPV N/A
Profit Erosion 2yrs
Profit on GDV 13.04%
Profit on NDV 13.04%
Rent Cover 0 yrs 0 mths
Vacancy % 0.00%
IDev. Yield 0.00%
Equity Multiple 0.00
Loan to Cost Ratio 0.00

Figure 5-13. Key Performance Indicators (KPIs) dashboard

Bt
Profit 234783 Revenue 1,800,000 Interest -19,434
Profit On Cost 15.00%  Total Cost Excl Fees -1545783)  Interest -19,434
Land Cost -415644 Costs (All) -1565217 Loan Fees 0

Figure 5-14. KPI dashboard summary

This calculation suggests that the developer can pay up to $435,644 for the
site and still meet the profit target.
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View Cycle

Sometimes it is useful or necessary to view more of the project than you can
see in a single screen on your desktop. Developer has a few options (monthly,
quarterly, semi-annually,and so on), but what if you want a different cycle, such
as two or four months at a time? Developer can accommodate this.

To change the view cycles in the cash flow, select the Cash Flow sub-tab in the
Cash Flow Tools screen. At the bottom of the Cycle drop-down box, there is
an EditView Cycles option (Figure 5-15).

| w | Cash Flow Togls Residential Awch: - ARGUS D¢ . -
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iy Add - . : — Y — c—
Ell Expand = Cyde Basic Cycle7 - ! Z i
_ ) EiBond | Cy y big |3 o @
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Y Collapse | Order | g annual Interest Sort  Fnd  Group
Totak -
c Annual Lo .
Editing | Calendar Year - Monthly Ro
Calendar Year - Annual
‘roject Cash Flow Pro Forma Data Chedker Calendar Cyclef
1 3 11
Aug 13:Sep 13 Oct 13:Mov 13 | Edit View Cyclgs... r 14 Jun 2014
i
cathg f#—— Pre-Construction — ¢ Construction 4
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4 Sale "
amily Houses o o 450,000 675,000 450,000 225,000
L] o o (9,000} (13,500) (9,000} (4,500}
B o o (4,500) {6,750} (4,500} {2.250)
pletion - Single Family House 0 [} (9,000} (13,500) (9,000} (4,500}
- Single Family Houses o o (4,500} (6,750) (4,500) (2,250
ng
o o 0 (50,000) 0 0
Is
e (4356844) 0 (] 0 0 0
Tax (13,089) o 0 0 0 0
(8713) 0 ] 0 0 0
(4,358) o 0 0 0 0
(5,000) 0 0 0 0 0
sts

Figure 5-15. Adjusting the view cycles in the cash flow

Once the Edit screen has been brought up, you can use the green Plus and
red Delete box to create or remove different view cycles (Figure 5-16, 5-17,
and 5-18).
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1
ER cash Flow View Cycles
Cydes Help

. e
louse| L@ N W 7

EMme
Monthly
Quarterly

Semi-Annual

Annual

Calendar Year - Monthly
Calendar Year - Annual

Calendar Cycle 6
Basic Cycle 7
| /0K | X Cancel | .
1onse| 0 8 8 8 8 8
Figure 5-16. Cash Flow View Cycles editing screen
&R Cash Flow View Cycles
Cydes Help
JEEG] &
. New Basic Cycle
Basic Cycle

@

o New Calendar Cycle -
: Name Basic Cycle 7
)

New Mortgage Takeout Cycle

& New Spit Cycle Months in Cycle 2 i

4

Calendar Year - Monthly
Calendar “ear - Annual
Calendar Cycle 6

Basic Cycle 7

Figure 5-17. Types of cash flow views that can be created
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£ cash Flow View Cycles —

Cydes Help
d =~ I= i

Neme Basic Cycle

Monthly

Name Basic Cycle7

Quarterty

Semi-Annual

Annual Months in Cycle 2 =

Calendar Year - Monthly
Calendar Year - Annual
Calendar Cycle &

Basic Cycle 7

v OK X Cancel |

Figure 5-18. Creating the two-month view (you can rename this, but | have kept the
default title)

You can use this feature for any project, not just residential ones.

More Complex Residential Projects

The second case study considers a more complex project that better illus-
trates the characteristics of residential development and its associated model-
ing issues. It is,indeed, these characteristics that the traditional residual models
struggle to cope with, so it is instructive to examine these in more detail.

Many residential developments are multi-phased, something common to the
commercial projects we have already looked at. However, the fact that resi-
dential units can be developed and sold in smaller, discrete parcels (in other
words, individual houses and flat units) means that each phase can comprise a
series of starts and completions.

The problems that this poses for the traditional model should become apparent.
Residual appraisals struggle to model multi-phased schemes adequately;
as tools, their scope is too broad to deal with this additional complexity.
Adopting a cash-flow approach is really the only solution, and, although time-
consuming, you can develop an Excel model relatively easily to deal with these
issues. Surprisingly, however, the older versions of Developer also had issues
with dealing with this specific problem, which perhaps reflects its roots in
commercial development appraisal. This was corrected from Version 4 of the
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program onward (released in mid-2008). It should be noted that you can
model developments with these characteristics in the older versions of the
program, but there is more work involved.

The project modeled over the next pages is a two-phase residential develop-
ment project (Figure 5-19). There are two elements to the project: first, the
conversion of existing industrial buildings into loft apartments, and, second, a
new build phase of detached houses. These two individual elements form the
individual phases but both have “mini-phases”—staged starts and completions
within the phases.

A - HBRAR-S = Residential Barche - Al ENEnglsh (Unted Stztes) | )| 2 - x
— | Home | Configuration w
: \] @ £ Interest -},\_"J StartDate Aug 2013 2 Fruance Type - Ul capitaized Areas - e a ;—ul
L) ad Inflation ] > Sales Areas -
Preview Assumptions Timesc: 3 0 3 % - Fi
evies SRMPHONS o ol | TS || %9 # Currency D i Aty > Eif’.;’f‘
Reperts || Calculation Assumptions Tirnescale & Phasing Finance Definition Distrik
% ||| Prowct Definition Project Cash Flow| Pro Forma | Data Chadker
g General
g Property Name More Complex Residental Scheme
Titke Line 1 Resdential 2
Tithe Line 2
Project Reference = CREModels Res 2
Project Type Rescental
Praject Manager M
Project Size 0.00
Created By
Location
Address Line 1 Factory and Assodated Land
Address Line 2 1234 East Street
Address Line 3 Woodsvile
Gity Major Metropols s T Motes | Mapy
5] MPhases - Merged Phases 1. Loft Apartments in Converted Industrial Bulding 2. New Buid Houses
Al phases included in this group | Definition of general Project Details and Assumptions &) Data Status V602 | B9

Figure 5-19. Project screen for a more complex project

The basic setup and assumptions are the same as for the simple residential
project. | have applied a loan rate that is relevant to market conditions at the
time of writing (mid-2013).

The timescale and phasing section (Figure 5-20) is worth commenting on.
First, it is intended that Phase 2 (building new houses) will start ten months
after the project’s commencement (renovating lofts for living space). This
has been achieved by using an extended preconstruction stage for Phase 2
(Figure 5-21) with both stages’ start dates being simultaneous. This covers
the issue discussed in the multi-phased commercial section above, namely, to
achieve an accurate project return/land valuation assessment by ensuring that
the land purchase for each phase occurs in the correct time frame.
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Figure 5-21. Stage 2 timescale
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The second thing to say about the timescale and phasing definition is that,
unlike what we have seen previously, the timing for key elements in the project
(the construction and sale of the units) is not actually determined here. Note,
however, that all other timings of the other elements of the project are set
here, so the timescale still needs to be defined.

Definitions Tab

The big difference in the appraisal is found in the Definitions tab. Instead of
using the first or second (Capitalized Rent or Unit Sales) of the four buttons
in the upper left-hand part of the Definitions screen, you use the third, the
Single Unit Sales option (Figure 5-22).

-

Areas, Build rates, Revenues & Values

Capitalized Rent 0.

Unit Sales 0

Single Unit Sales 0=
0

Multi Unit Sales

Figure 5-22. The Area screen in the Distribution screen

Note Prior to Version 4 of the program, only the first two buttons on the Definitions screen were
available. Readers with older versions of Developer will find that they do not have the Single Unit
Sales and Multi Unit Sales options.

For this feasibility study, | have assumed that the developer does not yet know
the exact areas of the apartments/houses being developed. This is not critical
for residential type schemes because we can use whole units to calculate both
construction costs and sales.

Pressing the Single Unit Sales button opens up a dialog box that invites the user
to create a new Area screen (Figure 5-23),and this itself is an indication that a
new area of the program is being opened up. And, indeed, we need to stress the
importance of redefining elements of the timescale in this screen (Figure 5-24).
This must be done because selecting this option means that the construction
costs and sales data will not be distributed as per the underlying template but
instead will default to single month expenditure and receipts, which will greatly
distort the outcome of the appraisal. | am stressing this point because regular
users of Developer will be used to its largely foolproof and transparent char-
acteristics and may be lulled into a false sense of security.



152 | Chapter 5 | Residential Feasibility Studies

I single Unit Arcas, Construction and Sales - Loft Apartments in Converted Industria (| N Englsh (Unted States) | @ | 2 -

&rea Agsumptons Edt Vew Tools Optons Hep

S lx O

Zai " | Hf ~

[ ok | X cancel

Figure 5-23. Initial screen when you select Single Unit Areas

[ Single Unit Arcas, and Sales - Loft in € 1| N Engleh (nited Sttes)| @ | s
Area Agmmptons Edt View Tools Opbons Hep
3 3@ EA-| R R ]
Heading Loft Apartments Gross Unt Area ft* 0 Agdtional Unt Area ft* o
Unkt Nember Gross Area fi* 0 Additienal Area fi* 0
Use Type Residental = | MetUnt Ares 1 0 Amernate Ares 0
Humber of Units. 0 Met Area f o
Parking Stals 450 Gross:Net Ratio 100.0¢% | kocked
Constructon Costs  Fnancial Sakee Financial Sales Distribution  Sales Fees
Rate pf* 0.00 | | Rate pP 0.00 Sales Depest
Rate Addonal pF 0.00 | | Escalation Sat Mone) - || Depost % 10.000%
Cost/ Unit 100,000 | | Sales / Unit 200,000 Initial Salee ot Dec 2014
Cost [ Parking Stall 5,000 | | Gross Sales 8,000,000 | | Sales % 10%
Parking Stalis Cost 225,000 | | Net Sales (Escalated) B.000.000 | | Units 3
Gross Cost 3,225,000 Initis] Sakes Timing Balance of Sales -  Wonthis)
Stage Coastruction Stage Sale Sales per Month
Starts in Hov 2013 Starts In Dec 2014 Units | Month 3
Starts per Uonth - Months to Complate 2
Starts / Month 2
Censtruction Duration 3
Chick to Vigw © L] Click to Vigw Sales Addtions/Costs
Lot Apartments|
Gross Area fit* Net Area #2 Gross Cost Total Saies
0 ] 33,225,000 36,000,000

Figure 5-24. Completed Single Unit Area sales sheet

O[3 cnen|
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What makes this worse is that the Single Unit Sales Area is quite similar in
appearance to the Unit Area sales sheets and a user in a hurry could confuse
the two. The mistake would become obvious if the user examined the cash
flow, but the user could rather easily overlook it as well.

Where the differences come in between the two sheets are found in the data
entry boxes for Construction Costs and Sales.

For the former, at the bottom of the Construction Cost area are two boxes—
Starts/Month and Construction Duration (Figure 5-25). These boxes must
be filled in to model the construction expenditure correctly. This function
creates a nested series of S-curved expenditure profiles. Here | have assumed
that two loft apartments are started every month and that the construction
work on each takes three months.

Construction Costs | Financial

Rate pf* 0.00 | F
Rate Additional pf® 0.00 | [E
Cost/ Unit 100,000 | | ¢
Cost / Parking Stall 5,000 | C
Parking Stalls Cost 225,000 | (P
Gross Cost 3,225,000
Stage Construction <
Starts in Nov 2013 3
Starts per Month v
Starts / Month 2
Construction Duration 3

Click to View Construction Cost Breakdown

éLoﬂ Apartments.é

Figure 5-25. The Construction Cost data entry area showing the two additional boxes at
the bottom of the list
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The distribution of the construction costs generated by what are effectively
30 mini-projects can be seen in Figure 5-26.

Number of Units 30 Net Area fi* 0
Parking Stalls 45.0 Gross:Net Ratio 100.00% | Locked
Construction Costs | Financial Sales | Financial
Rate pf* 0.00 || Rate pf 0.00
Rate Additional pf* 0.00 || Escalation Set (None) -
Cost / Unit 100,000 | | Sales / Unit 200,000
Cost / Parking Stal 5,000 | | Gross Sales €,000,000
Parking Stalls Cost 225,000 | | Net Sales (Escalated) 6,000,000
Gross Cost 3,225,000 Initial Sales Timing
Stage Construction Construction Cost Distribution
Starts in Nov 2013 - Starts In: Period 4: Nov 2013

- - - Distribution: Distribution is calculated by the System
Starts per Month -

Starts / Month
Construction Duration

Click to View Construction Cost Breakdown

Gross Area fi* Net Area ft* Gross Cost
0 0 $3,225,00

1:Aug 13 4:Nowv 13 to 20:Mar 15 (17 Mths)  28:Nov 15

Figure 5-26. Construction cost distribution generated

A similar procedure is followed for the sales of the completed units. Again, if
the Single Unit Sales option is chosen, these entries must be made. There are
five input areas that are unique to this section, and entry into four of them
are mandatory (Figure 5-27). The first mandatory entry is to define when the
sales are to start, although this will default to the start of the sales period
defined in the timescale and phasing assumptions. The second area that needs
to be defined is the number of units that the developer expects to sell at the
commencement of the sales period. This allows for units sold “off-plan” or
otherwise disposed of during the construction or pre-construction period.
The final two mandatory areas are the number of units the developer expects
to sell each month and the length of time each sale will take to complete.
The optional entry is in regards to the deposit. If an assumption is made, the
program will model the deposit being made when the sale is made and the
balance being paid on the expected completion.



Sales | Financial

) | | Rate pf*

) | | Escalation Set (None)

) || Sales / Unit

) || Gross Sales

J | | Net Sales (Escalated)

b] Inttial Sales Timing
Stage Sale
Starts Dec 2014

e
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Sales Distribution | Sajes Fees

0.00 |
~ || Deposit %
200,000 |
6,000,000 |
6,000,000 |

Sales %
Units

Sales Deposit

Initial Sales at Dec 2014

Balance of Sales - 9 Month(s)

| Sales per
Units / Month
Months to Complete

Click to View Sales Additions/Costs

Figure 5-27. Sales structure assumptions

Month

10.000%

10%

The distribution of these individual sales can be examined using the graphical
function that was developed for this module (Figures 5-28 and 5-29).

@ Single Unit Areas, Construction and Sales - Loft Apartments in Converted Industrial IJ EN English (United States) | ® :
Area Assumptions Edit View Tools Options Help

< [ &) [ [2 I | F
Heading $|E
Unit Number
Use Type

Number of Units
Parking Stalls

Construction Costs Fi'll. ol Show Graph view

| Show Schedule View

* | ™

Gross Unit Area ft*
Gross Area ft*
= NetUnit Area fi*
30 Net Area f*

15.0 Gross:Net Ratio 100.00%

Sales  Financial

Rate pf

Rate Additional pf
Cost/ Unit

Cost / Parking Stall
Parking Stalls Cost

Gross Cost
Stage Construction
Starts in Nov 2013

3,225,000

Rate pf®

Escalation Set

Sales / Unit

Gross Sales

Net Sales (Escalated)

Initial Sales Timing

Sale
Dec 2014

0.00
0.00
100,000
5,000
225,000

(None)

Stage
Staris in

Figure 5-28. Accessing the graph view

ollellalle

Locked

0.00
200,000
6,000,000
6,000,000

Addtional
Addtional .
Alternate £

Sales Dist

Deposit %

Sales %
Units

Sales per
Units / Mor
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[ Single unit Areas, Construction and Sales - Loft Apartments in Converted Industrial || EN Engish (Unted States) | | = B x
Area Agmemptons Edt Mew Tooks Options Hep

: (&« i

Graph Type Show Activities

Total Schedule Units over Time

7 13 19 -1

Gross Ares fi* Net Area 1° Gross Cost Total Saks
o L} 33,225,000 56,000,000

[0 Construction Starts

I Construction CompleSions
I3 Sales Starts

Il Panned Completons
Actual Completions

Y]

=

W OK ¥ Ccancel

Figure 5-29. The graph view here shows sales distribution for Phase |, which results from
the assumptions made within the Single Unit Sales Area screen

As noted, it is possible to achieve virtually the same results with the Unit Area
Sales and with older versions of the program. To do this, you would create a
separate Area screen for each individual unit (apartment or house) and define
the timing for each one individually. While this is possible with small develop-
ments, it becomes onerous for larger projects.

The results of the assumptions made are best seen in the cash flow screens
(Figures 5-30, 5-31, and 5-32). You can amend the data distribution directly
within these screens if required.
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& B-OHER . | Cash Flow Tooks | nmnnd‘-al ¥ : —ax
Home  Cerfiguation | CashFlow | @
e rads s [ Bxpard | Cyde Monthly - E T 'ga I
Copy Flow Delete | Clar ~ 3 2 u |
ot o ooy Ditbution || B2 — Ron Propartisa [} Collapse | Orcer |Consolidated Profit & Source Cash Flows  ~ 1;::: St Fnd  Gowp
Clipboard Editing View 1 Rows
'g Project Defiition| Project Cash Flow [ProForma Data Checker |
16 17 18 ] 20 n i
g Rov 2014 Dec 2014 Jan 2015 Feb 2015 Mar 2015 Apr 2015 uay 2015 |
" Heading ~
= Ay = 1
L) Sale 15
(= Revenue
Saie - Loft Aparimeats L] 0 L] 540,000 240,000 540,000 £40.000
Deposis - Loft Apartments L] 60,000 60,000 0,000 60,000 &0,000 50.00“___1'
(=) Disposal Costs
Saies Agent Fee (] (1,200) (1,200) (12,000) (12,000) (12,000) (12,000)
Saies Legal Fee L] B0} 1500) 15,000) 16,000} {5,000) 6,000]
(2 Marketing/Leasing
arketing | [ 5 o [ o (50,008} [
(& Acquisition Caats
Resduaized Prce 0 0 L] L] L 0 L]
Land Transfer Tax L] 0 o ] o 0 ]
Agent Fee L] 1] o [} L] o ]
Legal Fee L] ] 0 [} L} ] ]
Town Planning [] 0 2 ] L] 0 oY
4 ] J— | »
[5) AllPhases - i | Mergedphases| 1 Lokt Converted |z |
&l phases included in this group Phase: WA RD:33 CL:28 Status: N/A | 10: /A D Data Seatus| V602 | BT
—
E Pragect Defriticn| Fraject Cash Flow |Pro Foma | Dats Cheder |
[] 9 10 " 12 3 4|
EI Mar 2014 Apr 2014 May 2018 Jun 2014 Jul2014 Aug 2014 Sep 2014
3 Headng
Rcad/Sie Works [] [] [] o ] [] [
Cen. - Lof Apartments (215,000 (215,000) [215,000) (215.000) 215,000 (215000) (215,000)
Centingency (10,7500 (10.750) (10.750) 10,750} (10.750) 10.750) 10,7500
(=] Professional Fees
Professional fees total (15,050) (15.050) (15,050) {15,050} (15,050} {15.050) 15,050)
(=] Unit Information
& Loft Apartments
Con. Starts - Laft Apartments 2 2 2 2 2 z 2 |5
Con. Staris (Cum ) - Loft Apariments 10 12 1" 1% 18 2 2
Con. Cempistions - Loft Apatments. 2 2 2 2 2 2 2
Con. Completiors (Cum. | - Loft Aparime 4 6 B 10 12 " 16
Sales Stants - Lof Apariments o [} 0 [ 0 [ o
Sales Starts (Cum ) - Loft Apariments. o [} ] [} 0 [ ]
- Loft '} L'} o o o L] o k-
4 [ n m—] »
1 Al Phaces - L4 1t in s bact ial Pudebn 2.

Figure 5-30. Phase | cash flow (two screen shots, with the lower showing how information
on construction starts, completions, and sales are displayed for the user)
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A) B OH DA ) |canrentos| ResidentialBucc - A ENErplsh Unied Sates) | @) 2

- X
| 1
P ————— @
| 3
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Copy Row Delete Cear = ¥ T
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| Clipboard Editing | B View Rows
? Project. Definition Pragect CashFlow Pro Ferma| Data Checker |
12 13 N 15 18 17 [T
E 204 Aug 2014 Sep 2014 o4 Wav 2014 Dec 2014 Jan 201
[ "m
Cash Activty
4 Sale
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Sale - 4 Bed Houses [ [ ] [] 875000 450,000 450,00¢
Deposts - 4 Bed Houses. [ 75,000 50,000 50,000 50,000 50,000 50,00¢
[z Disposal Costs _J_l
Sales Agent Fee | [ 01,500 1,000} 1.000) (14,500 (10,000 (10,000
(=] Marketing/Leasing
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Resdunkzed Frice [ [ ] ] 1 [ t
LegalFee [ [ ] ] [ [ t
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RaadiSte Works [ ] ] 1 [ t
Con. - 4 Bed Houses (249.750) (540,000) (540,000 (460,145) (290.250) (110,220
- Contrgency 16.244) 1 i ] 13.500) 11.504) 17.296) 12.7‘%5 x
(22 A Phases -1 | | 2. new
s | RO29C1:28  Status: N/A D N/A | @ Data Status| V602 5|
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Professiceal fres total | (12.488) (21.489) 27,000} (27.000) 23.008) (14513 551
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Con. Completions - 4 Bed Houses ] ] ] ‘ 4 4
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Figure 5-31. Phase 2 cash flow, again with two screenshots illustrating detail
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\9 D - @ B & ) | CashFlowTools n.-mmmnuch-al y ¥, -=x
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Figure 5-32. Merged phases cash flow

The development can then be summarized via the Pro Forma screen and
print output, which lays out the project in the traditional residual (pro forma)
format, and in the KPI dashboard.



Pro Forma for Merged Phases 1 2
Currencyin $

REVENUE

Sales Valuation Units
Loft Apartments 30
4 Bed Houses 20
Totals 50

TOTAL PROJECT REVENUE
QUTLAY

ACQUISITION COSTS
Residualized Price (3.00 Acres 645,196.40 pAcre)
Land Transfer Tax
Agent Fee
Legal Fee
Legal Fee
Town Planning

Construction Units
Loft Apartments 30un
Loft Apatments (Parking Stalls) 45
4 Bed Houses 20un
4 Bed Houses (Parking Stalls) 40
Totals

Contingency
Contingency
Road/Site Works

PROFESSIONAL FEES
Professional fees total
Professional fees total

MARKETING & LEASING
Marketing

DISPOSAL FEES
Sales Agent Fee
Sales Legal Fee

FINANCE
Debit Rate 7.00% Credit Rate 3.00% (Nominal)
Total Finance Cost
TOTAL COSTS
PROFIT
Performance Measures
Profit on Cost%
Profit on GDV%
Profit on NDV%
IRR

Profit Erosion (finance rate 7.000%)
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Unit Price
200,000
250,000

3.00%
2.00%
1.00%
2.00%

Unit Amount
100,000
5,000.00
125,000
5,000.00

15.05%
13.08%
13.08%
16.61%

2yrs

5.00%
2.50%

7.00%
5.00%

2.00%
1.00%

Gross Sales
6,000,000
5,000,000

11,000,000

11,000,000

1,935,589

28,541

19,028

9514

19,684

5,000
2,017,356

Cost
3,000,000
225,000
2,500,000
200,000
5,925,000 5,925,000

161,250

67,500

175,000
403,750

225,750
135,000
360,750

80,000
80,000

220,000

60,000
280,000

493,887

9,560,743

1,439,257
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As noted, while it is possible to model these types of projects in the older
versions of Developer (and in Excel), the Single Unit Sales module makes
the process of modeling complex residential projects with quite detailed and
sophisticated assumptions relatively easy.

Note that the fourth option for project schemes within the program, Multiple
Unit Sales, allows the modeling of the construction and sales of blocks of resi-
dential units, something that is rarely encountered in the UK and US markets.
Essentially, though, the procedures followed are similar to those outlined in
this section.

Summary

The changes made to Developer from Version 4 onward greatly increased
the usability of the program for residential developers. The move reflects the
increasing internationalization of the software; prior to this version, the pro-
gram was optimized for users in the UK market even though, increasingly, the
software was being used globally. The ability of the software to model blocks
of residential units being developed throughout a phase using an automatic
function was a huge step forward—as is the topic covered in the next chap-
ter: Operated Assets. It underlines Developer’s position as the world’s leading
development feasibility modeling tool.



CHAPTER

6

More Complex

Projects
Using the Operated Assets Module

Operated assets are specialized kinds of commercial property that include
hotels, golf courses, marinas, and care homes. Although these are diverse
property types, they have one thing in common:The properties and the businesses
that operate them are closely interlinked, and the value of these interests is
less determined by market rent than the value of the net income stream an
efficiently run business can generate. In many markets, these properties tend
to be valued using their own method, sometimes called the Profits Method,and
development appraisal has been very difficult to conduct on these properties
because of their specialist nature. Even though this is still the case in terms of
obtaining market evidence, Developer has offered a module that makes the
physical act of calculating the appraisal of such assets relatively simple.

Operated Assets: Golf Course Development

| am going to run through an example appraisal for the development of a
pay-and-play golf course. Please note that the values used are just for illus-
trative purposes for the module only and should not be used as an accurate
guide. The appraisal has been completed so you will see an analysis of how
the values were created in the following pages.

Setting up the appraisal is similar to previous appraisals (Figure 6-1). Therefore,
we will skip this detail. The first change to what is probably the norm in set-
ting up Developer is in regards to the timescale and phasing (Figure 6-2).
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Figure 6-1. Appraisal of the pay-and-play golf course: initial Project screen
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Figure 6-2. Timescale and phasing setup for golf course development appraisal
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We find the first clue to the assumptions required in the phrase “operated
asset” itself. This type of property creates its value through operations and
the generated net income after deducting running costs. It will probably take
time for this business to become established. Consequently, we must model
the income and expenditure over a period of time. Essentially, what we are
working toward is a “stabilized net operating income” a phrase that will
be very familiar to US appraisers but perhaps less so to UK and European
appraisers. In any case, we need to have a period where the operation of the
business can be modeled.We can do this via development stage 6 of the tim-
escale and phasing sheet, nominally labeled as Holding Period. | have allowed
a 36-month period.

Figure 6-3 shows the complete Definitions screen. Perhaps the only differ-
ence from the norm is that the architect’s fee is not a percentage but a
grayed out box with a sum in it. | have done this to allow for the fees for a
separate golf course designer to be included. | have also made certain that
the architect’s fees are associated only with the buildings constructed on
the site rather than the whole design (Figure 6-4). This may or may not be
appropriate to other schemes.

A - OB RE-= | Operated Assets.y| EN Englsh (Unted States) | @) | =
— | Home | Configuration
\] @ 5 Interest wl¥)  sttDame fug 2013 5Y Finance Type Ml copiatzed poeas - T Costs ~ 2, Dota Distrbuton | 22
=t \ad Iniflation 4 &Y Sales Areas -
FTEEN| | P RSREPHSS ™ & R sl Timescale | (g & 2 ¥ Curency # Operated Assets NMREv=rewE]) 1 Doty fain e (] P:
Reports | Calculation Assumpbions Timescale & Phating Finance Definition Distribution & Anabysic
E Project Defrition | Project Cash Flow| Pro Forma | Data Checker
@ Areas, Buid rates, Revenues & Values Construction Costs Marketing, Letting & Disposal
3 Capitaized Rent 21745313 | | Conssruction Cost 6750000 Markatng 125,000 .,
== Urit Sales 0. | | contngency S00% .. | |Leasing Agent Fee 0.00%
Single Uit Sales 0. | |Demdition 0, | |LessingLegal Fes 0.00%
Multi Linit Sales 0. | |RosdfSite Works 75000 ,, | | Sakes AgentFee 0o0%
Statutory/Muniopal H..| |sslesiegaifee 0.00% ,,,
e feouiaiion Deveiopers Contingency 0.00%
- Dther Construction e Addtional Data
Foued Price -5,000,000 — 0. | |AddboralFees o,
Land Transfer Tax 205% , |ll| cesm o Dev. Management Fee 100%
Town Planning 5000 "1 | Rent Review Fee 0.00% .
Survey 10,000 Professional Fees Additoral Reverue s
AgentFee 200% || | Archiect 400000 ., | | Addtonal Costs ...
Legal Fee 200% .. | | Quartity Surveyor 0.00% ., | | Addionsl Related ..
Other Acquisition LR Structural Engineer 1.50% . Rent Additions Costs ..
Site Area (Acres) s0.00 Mech. fElec.Engineer 150% . | | Sales Additkns/Costs ..
Net Land Area (Acres) 4500 Fraject Manager 200%
Construction Manager 0.00%
ther Professionsis 0
[E) Al Phases | All Phases Stucire = || 1. Golf Course Development and Iniial Operation
All phases included in this group | Statutory/Municipal © Data Status V&

Figure 6-3. Definition screen for golf course development
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We find the main changes when we click into the Capitalized Rent section. When
we select certain use types from the drop-down menu (such as Amusement
Park, Golf Course, New Hotel, Marina, and other operated assets—Figure 6-5),
the center part of the screen—as before, the part that deals with income
flow—-changes. It now has only two boxes (partially showing): Occupancy/
Rates Profile and Income Start Timing. Additionally, at the bottom of this sec-
tion is a blue link to “View Operated Assets”(not shown.) Clicking on this link
opens up the screens to create the operated assets detail.
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@ Areas, Construction, Lease Set Up and Capitalization - Golf Cou
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8 [a o) | B2 [0) | [ ~ [B]Fill~ | ¥ [ (¥
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Unit Number Gross Ar
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Hotel

Construction Cost || Finan Industrial Golf Cou
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Rate pf* Marina Occupan

Rate Additional pf® Miscellaneous ¥ | | lIncome Si

Cost/ Unit 0

Cost/ Parking Stall 0

Parking Stalls Cost 0

Gross Cost 0

Stage Construction

Starts in Nov 2013

Distribution Months 15
TIRate pf* (Leasing) 0.00 -

Figure 6-5. The Area screen with an operated asset selected

The Operated Assets Editor screen is largely empty when a new asset is
first created (Figure 6-6). On the top left of the screen is a part called “Asset
Profile” In this context, a profile is a set of calculation assumptions related
to an element of the asset. For this example, | have chosen to separate the
income of the course itself from that earned from the clubhouse and profes-
sional’s shop.
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operated o] ENEXgieh (Unted Kingdom) | @) = o

-
A\ B
‘/I Home ©
D Copy Copy — '© Department Categaries

S Delete | pame = ad Escalation & Inflaton

Asset Profile Asset Description || Operating Period Sections Revenues & Expenses Options

Profiles)
Figure 6-6. The operated assets editor

The main calculation that produces the income forecast from the two profiles
uses figures from the Occupancy and Rates and Operating Revenue/Expenses

tabs (Figure 6-7).

A 2BE Operated a| ENEngish {Unted Sates) | ()| 2 i
2 —/I Home
[ Copy ¢ T TT 'E,J wmg B Department Categories
g g I ’L 2 Oz
|k Delete  Mame Course Profile - Delete & LiSp _H i Escalation & Inflaton
Mo eme = - = & New  Delete New  Delate
Asset Profile Asset Description | Operating Period Sections Revenues & Expenses Options [}
Occupancy and Rses | Operating RevenuesExpenses
Revenue and Operating Expense Sections
fisascho i P gl Sactiog i DO | MRl
T .- “wa : E
Course Running Coats Expenac na - “
Club Housa/ Pro Shep Revenue Nia " U
Operating Revenue and Expense Detai
|Heading | Depaniment Category | Caleulation Type |Rate Type |Rate Selecton |Expense Type  infatonEscalation
Green Fees (None) = Base hcome * Single Ni& 2 Pages Revesue = Ignore
4 [ [ 3
1 Profile(s)

Figure 6-7. Course income calculation



Argus Developer in Practice [169

The Occupancy and Rates section is where reference sections on data related
to income is created. For a hotel,you would probably use at least three
sub-tabs—for the number of rooms available in each period, the rates for
each room, and the expected occupancy levels in each period. You would
create each of these sub-tabs using the first of the plus signs in the tool ribbon
above the section. You can create additional years of projection using the
second plus sign to the right. You can delete unwanted sections using the
appropriate minus buttons.

For the golf course,you can create several sub-tabs. For example, you might
create tabs for green fees, the number of rounds sold each month, membership
fees (although | am modeling a pay-and-play course, memberships will still exist
for priority and discounted booking at key times,as well as for handicaps and
competitions), and the number of memberships sold and renewed each month.
In this case, | have kept it simple, just creating green fee costs over the year and
the expected number of rounds per month. (See Figures 6-8 and 6-9.)

DEoE Operated a| ENEnglsh (Unted Kingdor) | @ | = P—
Home 7
b [3 Copy & Department Categories
Lo [Delete  Hame CourseProfile i Escalation & Inflation
Mew
7 Rename
Asset Profile ericd ections Revenues & Expen:

Occupancy and Rates | Operating Revenues/Expenses

Average Daily Rates | Number of Rounds

Year Awerage. Feb Mar Apr Jun Jul Aug Sep Ot
1.2015 163 163 163 163 163 183 163 183 163
2.2016 200 200 200 20 200 200 200 200 200
3.2017 25 25 25 225 25 225 225 225 225
4.2018 50 250 250 2% 250 %0 250 250 250
5-2019 250 250 250 2 20 20 250 250 250
&-2020 250 250 250 2 250 250 250 250 250 250

Figure 6-8. Greens fees
AL A= Operated A - = x
— | Home 7]
M 3oy ' Department Categories
LZSP [ pdete | Name Course Profile \afh Escalation & Inflation
HNew '] >
7 Rename [ Report Setup

Sections Revenues & Expenses Opticns

ofile
Occupancy and Rates  Opersting RevenuesExpenses

Average Dady Rates | Mumber of Reunds

Vear I Average Feb, Mar apr| May Jun) Jud Aug Sep 0ct
1-2018 20 20 20 20 20 20 20 20. Fai} il
2-2018 n 2 2 -y 21 2 28 25 -1 2
3217 ki 25 25 2% 25 W 30 & » -3
4.2018 Fid 25 25 2% 25 k] 30 30 E -2
5-2019 Fa 2% F-] o ) 0 k) 0
6-2020 F4) 25 3 25 25 a 30 U]

Figure 6-9. Number of rounds per month projections
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The flexibility of the Rates tab allows you to create any combination of occu-
pancy percentages, rates, and other assumptions.

Now let’s turn to the Operating Revenues/Expenses tab, where this data is
used.On the Operating Revenues/Expenses tab, you must create and calculate
the income and the expenditure for each element. The income side tends to
use the income information | just defined, but it does not have to.

In this case, we have two revenue elements: the greens fees and the clubhouse/
pro shop income. Each one is calculated by relating the appropriate quantity
schedule with the cost schedule. In our scenario, the cost of each greens fee is
associated with the expected number of greens fees sold using the selection
column and checking the appropriate boxes (Figure 6-10). Both are classified
as course income in this case, and both are base income items.

A 3 EN English (Unitsd States) | ) | = e
*
— | Home L2
[ Copy ] 1 '® Department Categories
I wDelete | Name Course Profile - I I8 & LX i Escalation & Inflaton
New H Delete e
o Renams
Hsset Profile Aszet Description | | Operating Period Sections Revenues ptions
Occupancy and Raes | Operating RevenuesExpenses
Revenue and Operating Expense Sections
Heading &l Operated Asset Page Selection x| Visbie
n v
Course Income Eat
Course Running Coats v
Club Howsal Pro Shep - o
Page Name Include
Average Daily Rates v
Number of Rounds v
serating Revenue and Expense Detal
Heading Departn . Selection Expense Type InfatonEscalation
Graen Fees Nane) N/4 2 Pages. Revesus - Ignore
1 [ o 0K || % cance ] »

1 Profile(s)

Figure 6-10. Detail of course income calculation showing reference back to Occupancy
and Rates tab

For the course expenditure, (in other words, the running costs associated
with operating the course itself), | have made a simplifying assumption, taking
costs as a percentage of total income and adding on an allowance for fixed
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costs. In practice, you would probably make a more sophisticated calculation.
Developer allows a range of calculation techniques, but | have chosen to cal-
culate them as monthly, stand-alone items (Figure 6-11). Arguably, you could
also allocate an overall management/head office cost.

Al B3+ Operated a| ENEnglsh (Unted States) | @ | 2 - 3
" | Home (7]

[ copy | 11 ] ® Department Categories

(= yDeete  Name Course Profile =g e 5 X \adl Escalstion & Frfiaton

New - Hew  Delete New  Delete

7 Rename
Aszet Profile Asset Description | Operating Period Sections Revenues & Expenses Options
Occupancy and Rstes  Operatng RevenuesExpenses
Revenue and Operating Expense Sactions
Heading Type Selecton Detad Visitie
Course Income Revenue hia L "
Course Running Costs Expense » NiA L v
Club House/ Pro Shap Revenue His, | v
Operating Revenue and Expense Detal

Heading Department Category Calculation Type Rate Type Rate Selsction Expense Type  infaticnEscalaton
Running Costs Hone) = % of Base lncome + Sngle 30.00% WA Expense = Ignore

Foed Costs None) Amount / Morth Sngle S.000.00 WA Expense Ignore

1 »
1 Profile(s)

Figure 6-11. Course expenses (running cost) calculation

| have followed a similar calculation process for the clubhouse (Figure 6-12).
In this case,| have projected simple monthly income streams for the bar and
food receipts and for the rent for the professional’s shop. | have chosen to
calculate expenses as a percentage of the base income figures, in this case 60
percent. Calculating expenses in this manner is a rather crude rule of thumb
and is perhaps not advisable in a real project, but it is sufficient here to illus-
trate the principles of calculation.
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+ + | =
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Shop/Clubhouse Running Costs (None)
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Figure 6-12. Calculating the value of the clubhouse element

You can associate each profileyou have created—and there are no limits to
the number of profiles—with the appropriate development element using the
top drop-down box in the center area of the Area screen (Figure 6-13). The
income is displayed as the NOI at sale in the right-hand section and can be cap-
italized using an appropriate yield as per a normal investment (Figure 6-14).

1 Net Area fi* 0
0.0 Gross:Net Ratio 0.00% | | Locked
Golf Course | Financial F
0.00 | | Occupancy/Rates Profile  Course Profile - C
0.00 | | Income Start Timing (None) N
000 ¢
0 M
0 s
,000 C
15

Click to View Operated Assets

Figure 6-13. Selecting the Operated Assets profile in the Area tab
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n Areas, Construction, Lease Set Up and Capitalization - Golf Course Development and | gy English (United States) B 4
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Cost/Untt 3,000,000 Captaized Reat 21745312
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Parking Stalls Cost [} Stage Sake
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Figure 6-14. Completed Area tab

The results of the assumptions made in the operated assets sections can
be examined and adjusted in the cash flow, as has been the case with previ-
ous examples. (See Figures 6-15 and 6-16.) With this powerful took, you can
ensure that you have appraised the asset using the correct assumptions.
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Figure 6-15. Cash flow for golf course development (construction)
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Figure 6-16. Cash flow for golf course development (income/running costs)

Note The cash flow statement may be imported into Excel; sometimes an Excel view is easier
to interpret than the cash flow view in the program.

The Pro Forma lays out the calculation in a traditional fashion:

Project, Defiition | Project Cash Flow| Pro Forma |Data Checker |

Pro Forma for Phase 1 Golf Course Development and Initial Operation

Currency in $
REVENUE
Investment Valuation
Golf Course
Course Income
Green Fees 2,433,750 Cap Rate 8.0000% 30,421,875
Course Running Costs
Running Costs (730,125) Cap Rate 8.0000% (9,126,563)
Fixed Costs (60,000) Cap Rate 8.0000% (750,000)
{9,876,563)
Club House! Pro Shop
Shop/Clubhouse Revenue 240,000 Cap Rate 8.0000% 3,000,000
Shop/Clubhouse Running Costs (144,000) Cap Rate 8.0000% (1,800,000)
1,200,000
21,745,313

21,745,313
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Golf Course

Course Income
Green Fees

Course Running Costs
Running Costs
Fixed Costs

Club House/ Pro Shop
Shop/Clubhouse Revenue
Shop/Clubhouse Running Costs

TOTAL PROJECT REVENUE

OUTLAY

ACQUISITION COSTS
Fixed Price (50.00 Acres 100,000.00 pAcre)
Land Transfer Tax
Agent Fee
Legal Fee
Town Planning
Survey

CONSTRUCTION COSTS
Construction
Golf Course

Clubhouse

Contingency
Road/Site Works

PROFESSIONAL FEES
Architect
Golf Course Design Consultant
Structural Engineer
Mech./Elec.Engineer
Project Manager

MARKETING & LEASING
Marketing
TOTALCOSTS

PROFIT
Balancing Account

Units
1un

ft
30,000 ft*
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5,011,425
(1,503,428)
(180,000)
720,000
(432,000)
5,000,000
2.65% 132,500
2.00% 100,000
2.00% 100,000
5,000
10,000
Unit Amount Cost
3,000,000 3,000,000
Rate ft* Cost
125 pf* 3,750,000
5.00% 337,500
175,000
4.00% 150,000
250,000
1.50% 101,250
1.50% 101,250
2.00% 135,000
125,000
11,888,810

5,011,425

(1,683,428)

288,000
3,615,998

25,361,310

5,347,500

6,750,000

512,500

737,500

125,000
13,472,500

11,888,810
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Performance Measures
Profit on Cost%
Profit on GDV%
Profit on NDV%
Development Yield% (on Rent)
Equivalent Yield% (Nominal)
Equivalent Yield% (True)

Pre-Finance IRR%

Project IRR% (with Interest)
Equity IRR% (with Interest)
Return on Equity%

After Tax Performance Measures
Project IRR% (with Interest)
Equity IRR% (with Interest)
Return on Equity%

Summary

In summary, the Operated Assets module extends the already extensive range
that Developer offers the appraiser. It is true that most mainstream users of
the program will not need to appraise such specialized projects, but the ability
to do so exists, making the appraisal of assets such as hotels, marinas, leisure

facilities, and care homesfar easier.

88.25%
54.67%
54.67%
12.91%
8.00%
8.42%

18.22%
18.22%
N/A
N/A

18.22%
0.00%
N/A



CHAPTER

7

Modeling
Project Finance

Using the Structured Finance Module in Developer

All of the appraisals/feasibility studies that | have used in the book so far have
been done using the simple financial module that is built into Developer. | did
this for a number of reasons.

First, keeping the finance simple meant that we could concentrate on building
the underlying development model. Second, in many countries, Developer
is supplied in this base format, while the Structured Finance module is an
add-on that costs more. However, this book is primarily focused on the North
American market, where development is as much about the financing deal as
it is about the real estate fundamentals. The Structured Finance module is
fundamental to this market. For this reason, | am going to devote a chapter to
looking at its use and characteristics.

To do this, | am going to turn back to one of the feasibility studies | completed
earlier in the book (Chapter 4).| modeled it originally using the simple finance
module, but here | will build a new set of financial assumptions using the
Structured Finance module. This is actually my preferred way of working in
practice; | like to model a project using simple finance assumptions first in
order to test its underlying viability, and then add in more realistic financing.
As an appraiser, | feel this method gives me a better “feel” for the basic viability
of the project. Thirty years of experience in construction and development
has also told me that it is usually the financing that makes or breaks a project.
Having a powerful and flexible financial modeling tool is therefore absolutely
essential, and Argus Developer provides this.
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One final introductory observation has to be made: There is, perhaps, an
infinite variety of ways of financing a project. Developer’s Structured Finance
module reflects this in its span and scope. This chapter tries to cover the
most salient features of this module, giving the reader guidance on how to
work it. However, this chapter cannot cover every feature and every financing
variant.

The Base Project

As you will see from the Project screen (Figure 7-1), | will be illustrating this
section with the second commercial example | used earlier in Chapter 4.1 will
be making one significant change to the assumptions regarding the timescale
of the scheme in that, previously, | assumed a sale at the end of the leasing-up
period. | have added a holding period of 60 months (five years), during which
time rents will be received. | have done this so | can illustrate the use of the
mortgage finance section of the module, which requires an income stream to
be in place. This is, after all, what would occur in practice where a developer
sought to “develop and hold,” and needed to switch from short-term project
finance to longer-term finance.

A -OHRR-& = More Complex Commercial Schen) ENEngish (Unied Kingdem) | ) | 2 =%
“ | Home | Configuration W
= In \ : Caphalized Areas - =
r@ 23 Interest mie)  sttDate Jul 2013 7} Finance Type - a : - =
i Inflation . o Sales Areas - J
Freview L T ! y %4 ¥ Currency 0 - Fesdbad.
e | Asmptons oo || Tmescle |09 g  Currency e b e
epor alcula - Timescale 8 Phasing Definition Dist s
"% ||| Prosect [Definson Frogect Cash Flow, Pro Forma Data Cheder
g General
E‘ Froperty Name Mare Complex Commercial Project
Tite Line 1 Book Example 2
Title Line 2
Project Referance #  CREModsl 2
Profect Type Commerdial
Project Manager ™MH
Project Size 92,500.00
Created By MH
' Location
Address Line 1 Suburban Centre 2
Address Line 2 500 Cross Strest
Address Line 3
City Other Gity No Images | Hotes | Map
[E] Al Phases = | :|Phase 1

All phases included in this group  Definition of general Project Details and Assumptions ) Data Status| V6.02 | =5

Figure 7-1. Project screen for the project we will be using to explore the Structured
Finance module
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The timing change is illustrated in Figure 7-2.
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Figure 7-2. Timescale adjustments

Using the Structured Finance Module

To access the setup screens for the Structured Finance module, you need to
click on the Finance Type icon on the ribbon bar (Figure 7-3), and select the

Structured Finance option.

EN Englsh (Unted States) | @ | 2 _ - o

A b HERR & 5 [Untitied] - ARGUS Developer
=N Home | Conrgiation (]
— = It . TR o
N EI 24 interest m(Y)  SttDste Jun2013 Droce e+ || MGttt hress - o 2 (=
= \ad Infiation 4 & Sales Areas -
Agoum . Temescal 3 5 Curr 5 - & Feedback
B ) sl | Te0e ([ 9 W oy B Ooerated Assets sl Certer
Calculation Assumptions Timescale & Phasing Finance Definition Distribution & Analysis

Figure 7-3. Accessing the finance module

The opening screen for the Structured Finance module (Figure 7-4) always has
two structures, an All Phases structure and a Default structure. We will be
working in the All Phases structure since we only have a single-phase project and
a single finance structure. However, keep in mind that this feature does allow
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you to create different financial assumptions for different phases or sections
of a project. Make sure that the correct financial structure is applied to the
desired section of the project.

* o A - Structured F EN Efw'\ (Urited States) 0 i =X
J

= Home %
[ ey [y [ " 7,[
lem. | |5 ! ]
(= (=Y )| e Eom (& .
New  Copy Fhase New  Delete & Move Dgwn [} Data Inputs - Interest PR

Groups Sources Rates
Finance Structures Editors Reports
Structure Name Fnance Phase Group Active

Defaut Finance Structure Default Finance Phase Group Cd

Sourcts Financing  Repayments inter-Source Transactioas inferestPR Aates  Fnance Fees General Morigage Profit Distrivution
Source of Funds Source Type

Eculty Equity

Constructien Loan Dett

Balancing Account Debt

2 Structures All Phases Structure

Figure 7-4. Structured Finance opening screen

Underneath the Finance structure are nine sub-tabs that work together to
construct each aspect of the financial structure. We will be dealing with each
in turn.

You can adjust new phase structures and the partners within the structures
using the specific finance ribbon bar tools. This is how we create and edit
finance sources (Figure 7-5). For our initial run-through, we will assume that
there is a single equity source, the developer’s own funds, but that the developer
will be using two sources of debt funding—the main project loan and mezzanine,
or gap, financing to cover the shortfall between the equity funds available and
what the main lender is willing to lend.
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v ___I:L} B > Structure:
Home
] ?:EH 4 Move Up
':Il} L
New Copy Delete Phase New » el
Groups
Finance Structures Editors

Figure 7-5. Structured Finance ribbon bar—icons in the Finance Structures section allow
you to create and delete new financial phase structures, while the Editors section adds
and deletes funding sources within each of the structures

The new financing source is created by clicking the New icon in the Editors
section on the ribbon bar. This creates a new line in the Sources sub-tab,
which is initially blank and classified as Equity (Figure 7-6). You can use the
drop-down menu in the appropriate box to rename it and switch to listing it
as a debt source (Figure 7-7).

A B2 : Structured | ENEnglsh (Unted Stztes) | | 2 - x

— Home (7
[ % B ] | . 3 P

. T T 4 M i
BEEE v | =
MNew  Copy 1 Phase New  Deete b M Al [l Data Inputs ~ Interest/PR.
Groups Sources Rates
Finance Structures Editors Reports

Structere Name _anoe Prase Group | Actve
Al Phases Structure Al Phases =
Defaut Finance Structure Defaut Finance Phase Group v

Sources Financing Repayments inter-Scurce Transactions |nierestPR Rates Finance Fees General Morigage Proft Distribution

Source of Funds Source Type
Develbpers Own Funds Egquity
Construction Loan Debt
Equity
Hamncing Account Uedt
2 Structures All Phases Structure

Figure 7-6. Creating a new finance source in the Structured Finance Sources screen
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Construction Loan Debt
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Figure 7-7. Editing the new finance source in the Structured Finance Sources screen

Note that each of the Source of Funds entries is user-editable.

Financing Sub-Tab

Once all the potential sources of funds have been listed, the user then turns
to the Financing sub-tab (Figure 7-8). In this screen, you define the amount of
money pledged to the project (with the exception of mortgage finance).
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Figure 7-8. The Financing sub-tab

By default, only a single equity and a single debt source of finance are included.
Additional debt sources have to be added (using the New icon in the Editors
section) and their characteristics then defined. Note that there is always a line
for a balancing account. This is a technical requirement of the software. It will
identify where there is a project-funding shortfall or where surplus funds have
not been distributed. The aim is for the balance in this account to always be
zero. This account cannot be deleted.

When you add a new finance source, the program creates a blank line in the
Financing screen (Figure 7-9). Once this is in place,a drop-down menu in the
Source of Funds list allows the required source to be identified (Figure 7-10).
Essentially, this is a lookup to the Sources tab, so it is important to set up that
list before proceeding to the Financing sub-tab.
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Figure 7-9. Adding a finance source to the Financing sub-tab, initial step
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Figure 7-10. Adding a finance source to the Financing sub-tab, second step

Once all the required sources are in place, the characteristics of the finance—
the amount, the order of drawdown, any fixed limits on its extent, and so
on—can be defined using this screen. As can be seen from the screenshots
(Figures 7-11 and 7-12), a high degree of control and definition is possible.
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Figure 7-11. Setting the financial structure of the project—left side of Financing sub-tab
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Figure 7-12. Setting the financial structure of the project—right side of Financing sub-tab
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In this case, | have left many of the default assumptions in place. What | have
defined are the percentage limits of each financing source and the order of
drawdown, which, for this project, is the equity first, then the main construc-
tion loan, with the more expensive mezzanine drawdown last, to minimize its
cost to the project.

Note Side-by-side drawdowns are permissible in Developer and are modeled by giving each
source the same drawdown order.

Let’s turn now to how the cost is defined for each funding source. It is, in fact,
quite a convoluted process. With interest on equity, you will normally do this
as a profit distribution using a preference return.| will return to this later in the
chapter. As for the debt sources, you will need to follow a number of steps.

The first step is to define a set of interest rates that are applicable to each
source. This is done using the Interest/PR (Preferred Rate) sets just as we did
with the simple finance projects, though there is a shortcut within the finance
module (Figures 7-13,7-14,and 7-15).

A 2@ = EN Englsh (United States) | ) | = - x
— [ Home [z
Bt - Che Ty S TP — [he |
- d : -~
o \j Bl interest/PR Rates Cl Tl Ya: |

New Copy | Edit Hep puts - ||| Interest/PR

Rates
Finance 2
|
1 | Name
A B corsivcioniom |
AlPhases Struchuf
Defaut Finance st Lok Bele Mesihe Date
1 &.00% Perpetuity Jul 2013
2 0.00% ] w2013
3 0.00% (] Ju2013
| 4 0.00% 0 Jul2013
Financi|
Scurces 5 0.00% 0 Jul 2013 prefit istribution
5 & 0.00% 0 Jul 2012 Finance Costs
Seurce of Funds 7 0.00% ] Jui2013 Finance Fees Project Project | Fees based on
8 0.00% ] Jul 213 Funas Fungs Fees | Contribution only
| 3 0.00% 0 Jul 2013 L.

vlop 0 f None)

e et 10 0.00% ° 23 fiend

Constructon Loan| (Nene)

(5] Preterred Return
Mezzanine = (Nene)
Balancng Accoun {Nene) a
W OK ¥ Cancel
. | B S -~
! Structures All Phases Structure

Figure 7-13. Accessing and defining the various Interest and Profit Rate/PR sets



Argus Developer in Practice [187

Y Interest/PR Rates
Edit Help
b | B ER

Add Finance Rate
; =] L UIISL uUCUoUn Ludn

'Step Rate
1

Figure 7-14. Adding a new Interest set—click on the green plus sign
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5 0.00% 0 Jul2013
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2 0.00% 0 Jul 2013
3 0.00% 0 Jul2013
4 0.00% 0 Jul 2013
5 0.00% 0 Jul2013
6 0.00% 0 Jul2013
7 0.00% 0 Jul 2013
8 0.00% 0 Jul 2013
9 0.00% 0 Jul 2013
10 0.00% 0 Jul 2013

Figure 7-15. Creating the Mezzanine Rate and a Preferred Return Rate
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Interest/PR Rates

Oncetheseinterestsets have been created,we can then return to the Structured
Finance module and click on the Interest/PR Rates tab (Figure 7-16). The sets
we have just created are not on the list in this section—this is often confus-
ing for new users of Developer—because the Structured Finance module is a
self-contained calculation engine. We need to define what finance sources are
active and available to this financial structure. Once this is done, the links to

the details of the set will be made.
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2 Structures All Phases Structure
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Compounding Period

thiy
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Figure 7-16. Creating the list of active finance accounts in Structured Finance module

.r:,

The sequence of linking and naming these sets is shown in Figures 7-17

and 7-18.
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Figure 7-17. Adding the reference to the Interest/PR set to the Structured Finance module

Sources Financing Repayments | Inter-Source Transactions | InterestFR Rales Finance Fees General Mortgage | Proftt Distribution

[Description [interesuPR Rates In Advance | compounding Period |
Construction Loan Construction Loan Monthly

Preferred Return Preferred Return Monthly

Mezzanine{ Mezzanine - Monthly -

Figure 7-18. The completed list for our project

Once the required list of Interest/PR sets has been made within the Structured
Finance module, we can then return to the Financing sub-tab to allocate the
costs to each finance source (Figure 7-19).
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Figure 7-19. Allocating the correct rate back on the Financing sub-tab

Finance Fees

To the right of the Interest/PR Rates column is a Finance Fees column. This
again links to another sub-tab where these costs are defined. The process of
creating these fee sets is shown in Figures 7-20, 7-21,and 7-22. Again, a great
deal of flexibility in the definition is possible allowing the user to model virtually
all fee variations.
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Figure 7-20. Details of Finance Fees sub-tab (note that new fee sets are created with the
first of the Editors New buttons while editing within the fee set is done with the smaller
New and Delete buttons to the right of these)

I Sources Financing Repsymenis intsr-Source Transactions | interestPR Astes Fnance Fees Genersl Mortgage Proft Distribution

Fee Set Name ][ Standard Fees
|Heading § |Fee Type Fee Basis | Foced Amount | % Amount | Ficed Loan Amount | Charging Pericd
Fee Set2 Main Coastruction Related Drawn Amount (] 2.00% 0 Single
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Figure 7-21. Details of Fee Set | (construction loan)

| | Sources Financing Repayments  inter-Source Transactions interestPR Rstes France Fzes | Genersl Morigoge Profe Distrbution

[Fee et name ][ Stancard Fees
|Heasng [FeeType  [FeaBass | Fousdamount | % Ameunt [Fuxed Loan Amourt | Chargng Perod
Mezzanine &F Fioed * Drawn Amount 50,000 0.00% 0 Single

Figure 7-22. Details of Fee Set 2 (mezzanine)

Once we have created the fee sets, we return to the Financing sub-tab,
where we can now allocate the appropriate cost to each financing source
(Figure 7-23).
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Figure 7-23. Allocating the fee sets in the Financing sub-tab

Although this may appear to be complex, finance for development projects
comes in a huge variety of forms and sources, so a finance module must
be comprehensive enough to deal with as many eventualities as possible
while still maintaining usability. Developer’s finance module is complex, but it
stays—just—on the right side of usability.

Repayments

We now need to look at how the money is repaid or returned to the financing
sources. Note that this section excludes the profit distribution, which is dealt
with separately. The Repayments sub-tab is shown in Figures 7-24 and 7-25.

Sources Financing REPIYTeNnts infer.Source Transschoss inferestPR Rates Finance Fees General Mortgage Profit Datribution

Sources. ] Repayments |

Source of Funds Source Contribution | Order  Manually Time Repayment Source Unit Sales Selection Unimtec | Proportionate | % of Funds Repay Include |
Type Qrder Repayments Repayment Avalabie | nberest Ondy
Devebpers Own Funds Equty 1 Avaioble Cash - MIA . 100.00% -
Conatruction Loan Debt 2 2 Avalsble Cash WA . 100.00%
Mezzanine Debt 3 3 Avadable Cash  NA ] 100.00% .
Balancing Account Debt 4 1 = Avsiable Cash N . = 0.00%
1 L] | »
2 Structures Al Phases Structure

Figure 7-24. Repayments sub-tab—Ileft side of screen
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Figure 7-25. Repayments sub-tab—right side of screen

The Repayments sub-tab is rather less complex than the Financing sub-tab,
but it is, nonetheless, comprehensive and gives you considerable control in
your ability to define exactly how the monies are returned to the equity
and debt parties. These include key factors such as timing, the order of debt
repayment, and the sources of the funds for repayment.

One minor issue to note is that when we add a funding source, like the mezzanine,
the program defaults to ranking the repayment order as equal with the equity
sources. In this case, it gives both the equity and mezzanine a repayment order
of 3 (Figure 7-26), the main construction loan naturally having the first call
while, for technical reasons, the balancing account always has to be repaid first.
(Because the goal is to have a zero balance in this account, this has no effect.)
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Figure 7-26. Repayments sub-tab—error message when working with default ordering

of repayment
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In reality, the mezzanine lenders would normally expect to have a higher
priority for repayment and should rank ahead of any repayment of the devel-
oper’s equity at least, if not all equity partners. There is also another technical
issue regarding the percentage of funds available to repay the funding source.
In most circumstances, all funds (in other words, 100 percent) should be made
available to repay funding parties. However, where there is equal ranking of
funding repayment, it is up to the user to define the split of the funds available.
As the program cannot assume what the user wants to do, it defaults to giving
100 percent of funds to repay the first funding source created. In this case, it
is the equity, which leaves no funds to repay the mezzanine.

This obviously must be corrected. One solution is to split the funds fifty-fifty
between the two sources. However, as noted, debt normally ranks above
equity in priority of repayment, so a better solution would be to rank the
mezzanine finance as 3 and the equity as 4 in order of repayment, adjusting the
percentage of funds available to 100 percent. Note that if the latter is adjusted
without changing the funding order, the program stops you from proceeding
and produces the warning box, as illustrated in Figure 7-26.

The Inter-Source Transactions and General Tabs

Working along the sub-tabs from left to right, the next two (not including
Interest/PR and Finance Fees, which I've covered) are necessary but often
less frequently used. Inter-Source Transactions (Figure 7-27) allows funds to
pass between funding sources outside of the normal funding/repayment flows.
Obviously, contractual and other reasons might cause this to occur in a
project, and the finance module needs to have a mechanism to model this.
The General tab (Figure 7-28) contains some setup options as well as allowing
the user to define a project cash reserve, a ring-fenced source of funds that
can ease cash flow issues primarily on multi-phased projects. In these cases,
if parties are fully paid off at the end of one phase, there may be a funding
shortfall as the next phase starts.
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Mortgages

The next sub-tab deals with mortgages (Figure 7-29).

Structured | EN Englsh (Unted States) | ) | 2 G

A) B2 *
Home w
LI ) G
= A ]
New  Copy Phase Al 3 Datalnputs = || InterestiPR
Groups Sources Rates
Finance Structures Editors Reports
Structure Name Fnance Phase Group Active
Al Phases Structure A1 Prases
Defaut Finance Structure Defaut Finance Prase Group v
Sources Financing Intes Transactions Fates Fnance Fees Geseral Mortgage Profit Destribution
o Mortgage Active for this Stracture
Income and Timing
Manth ta place martgage Phase 1. Holding Period Jan 2016
Manthly stablized income (from Deveioper Cash Fiow)
Annual stablized income
Manual stablized income {Anaual o {Overides annual stablized income))
Vals
Morigags amount as % of vale 65% Project coptakzed volue
Cap Rate to determing property value 7.00% Mmomum funding amount
Mortgage Bsusd ]

2 Structures All Phases Structure

Figure 7-29. Mortgage sub-tab

By default, the mortgage funding is inactive in the financing assumptions. If,
however, the developer intends to hold the real estate created, the user should
check the box entitled Mortgage Active for this structure.

Normally, the program will then import the cash flow data from the income
producing real estate defined in the Definition tab. It will, however, only do
this if there is a period within the development time frame when income is
actually received. This is the reason why | amended the timing assumptions
to allow a 5-year/60-month holding period. If you do not wish to do this, or if
only part of the scheme is to be funded by mortgage, it is possible to manu-
ally override the inputs and insert a manual stabilized income. The user also
sets the remaining mortgage parameters such as loan to value (LTV), cap rate,
mortgage interest rate, and duration.
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Profit Distribution

Once this tab has been completed, you can, if required, turn to the final sub-
tab in the Structured Finance screen, Profit Distribution (Figure 7-30).
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Figure 7-30. Profit Distribution initial screen

In the next example, we will look at more complex profit distributions with
multiple parties. However, even when a single equity source is involved, it is
important to deal with the profit distribution.

Again, use the New button on the Editors ribbon to populate the list with
funding sources you want to distribute the profit to. In this case, I've selected
the Developers Own Funds source.

When you are dealing with a single equity source, the program offers you
limited choices for profit distribution: Promote, essentially a guaranteed
interest return on funds invested that utilizes the Interest/PR sets; and
Residual Percentage, basically the funds left over after all the parties and
interest have been repaid. We will naturally assume that all residual funds
are the developers’, so 100 percent of the residual funds are distributed to
them (Figures 7-31 and 7-32).
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Figure 7-31. Profit Distribution Type options

Sources Financing ntes-Source Rates| Finance Fees General Morigage Praft Datrbutan
|source | Ovder |Proft Dstribution Type [ Prommate  [% atocation af interestPR Rates | Prefered return | Repay Captal | hclude Loan | Tax Rate% |
|Type | | Funds in Order included in AR | before Pref. Retum | Fees
| Lockback

Funds - Equty 1 Reaklual Percentage - 100.00% 2.00% (Hore) - .

Figure 7-32. Profit distribution for this project

Once you have decided on the profit distribution, you can return to the main
program or print a report from within the finance module (Figure 7-33).
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Figure 7-33. Financing reports available within the Structured Finance module

Returning to the main program, you can review the impact the new financial
assumptions have had on the KPIs (Figure 7-34). You will see that the analysis
includes the key return on equity measures.

| | -
k z z : More Complesx Commereial Schen| ENEngish (Unted States] | @ | < -mx
—/I KPi Dashboard 17}
Mame Normal KPDC 2 &.ﬁ Q{'] — Bt m
zZ B = e
[3 New [ Copy ] Rename [ Delete Sort Growp | Format Undo Close KPI
- - Changes | Seup
Dashboard Templates K1 Selection Dashboard Layout
KPI Groups Standard KPle
Stndisd kP Development Yield BO0% NPV WA
Land Relsted KPts AR 3521%  Profit Erosion Oyrs 0 mihs
Interest Related Kis Pre-Finance IRR 5628%  Profiton GOV 220%
Advarced KPis After Tax IRR 3521%  Profit on NOV 2%
Totals Equity Profit 0  RentCover 3yrs 4 mihs
Project Status Equity IRR 12228%  Vacancy % 3.06%
After Tax Equity IRR 12228%  IDev. Yield 24.57%
Return on Equity 137 5% Equity Multiple 238
After Tax ROE 137.55%  Loanto Cost Ratio 084
Gross Initial Yield%
Net Initial Yield% EEE%
| K1 Dashboard
Profit 11233642  Revenue 67,401,743  Total Interest & Fees 15,334,111
Profit On Cost 20.00% Total CostExcl Fees -3 Int & Mortgage -14,330,17
Land Cost 20,665,264 Costs (AN) Loan Fees -1
Setup KPI Dashboard Templates v6.02 | 5§

Figure 7-34. KPI dashboard after Structured Finance assumptions are entered
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The Structured Finance module also creates a detailed finance-sources cash
flow statement. If you have been working in the simple finance mode initially,
it is likely that this Cash Flow tab will have been turned off and will need to
be turned back on. This is done via the Configuration tab by selecting the
appropriate check box on the drop-down menu (Figure 7-35).

= More Complex Commerdial SchenJ

A)B-SBHBRAR - :
: "—) Home Configuration
\[\' @| D| Ol G R [ 1)
Land Use Cost ||| Workspace Restore Color o) Dashboard Template i
Transfer Tax Classes Codes Tabs ~ | Workspace ~ Scheme ~
Configuration Templates J | ProjectTab KPl Dashboard
? pmjmi Definition |Project Cas J/ | Definition Tab
g Areas, Build rates, V|| Cash Flow Tab bn Costs Marketi
E Capitalized Rent Structured Finance Cash Flow Tab In Cost 13,737,500 Marketie
— Unit Sales ¥ | ProFormaTab ¥ 5.00% || |Leasing
Single Uniit Sales Performance Measures Tab 0..| |Leasng
Multi Unit Sales /|| Data Checker oft Landscaping 25.00/M8 _, Sales Ag
Lond & Acuisition KPT Dachbiand funicipal -50,000 . Sales Le
Contingency 0.00% || -
Residualized Price ||/ | ARGUS Zone Pane L cton o, || [adclios
Fixed Price 7| Lodk Workspace psts | et
Land Transfer Tax T Inaswure Costs o || [Dev-Me
Town Planning -5,000 RentRe
Survey -3,000 fe | Fees Additior
Agent Fee 200% ., | | Architect 400% . | | Additior
Legal Fee 200% ., | | Quantity Surveyor 2.00% .., | | Additior
Other Acquisition 5= Structural Engineer 1.00% . Rent Ac
Site Area (sq Ft) 10,000 Mech. [Elec.Engineer 1.00% .., Sales At
NetLand Area (sqFt) o Project Manager 1.00% .,
Construction Manager 0.00%
Other Professionals 07

Figure 7-35. Turning on the Structured Finance Cash Flow tab from the Configuration tab

The Structured Finance Cash Flow tab gives a detailed cash flow for each
individual funding source (Figure 7-36) plus a combined finance cash flow.
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Figure 7-36. Collapsed view of cash flow showing all of the finance sources

This affords you deep insight into the predicted financing characteristics
of the project, enabling you to identify potential problem areas and to
explore ways of reducing the financing costs. The individual cash flows
also have override lines (in dark blue) that allow you to enter manually
timed payments in, and repayments outside of, the defined project finance
structure (Figure 7-37).
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Figure 7-37. Detail of the Structured Finance Cash Flow screen showing the timed override
lines (Timed Contribution: Project and Timed Repayment: Project)

Note This review should give both an outline of how the Structured Finance module works and
also insight into its power. | was working for the company at the time of its launch of Version 3 of the
program in 2006; its introduction transformed the way it worked and greatly extended the software’s
ability from that point onward.

More Complex Financial Arrangements:
Waterfall Profit Distributions

The previous project has illustrated most of the functions of the finance
module in which a single developer/equity source of finance is involved.
Like many aspects of Developer, the program really comes into its own when
the situations get more complex—for example, where there are multiple
development and/or equity partners. Some of the issues that this raises have
already been dealt with in the simple example, such as the drawdown and
repayment of finance—although, of course, the more partners involved, the
more complex this will be. However, one area, the distribution of profits, is
infinitely more complex. Often this involves something called a waterfall, a
tiered hierarchy of tranches of profit distribution.
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For this example, | will dispense with looking at the project itself and concen-
trate completely on the financial setup.

In the project, we have two potential debt sources, one for the purchase of
the land and one for the construction. (These are often at different rates, as
the two loans have very different risk profiles.) The project also has three
equity sources: the developer, an actively involved equity partner,and a further
equity investor who tops up the funds.

As before, the first step is to identify the source of funds (Figure 7-38). This
makes them available for inclusion in the financing structure.

ANBBR ) Structured £ EN Engish (Unted Kingdom) | )| -x
— | Home i
g -—\ N . 8| 3 ?é
= = = & Ee B 5 ]
Mew Copy Dedste  Phase MNew  Delete & Move Dgwn Al | Data Inputs - Interest/FR
Groups Sources Rates
Finance Structures Editors Reports
Structure Name Fnance Phase Group Active
Defaut Structre A1 Prases ]
Al Phases FPG - Al Phases - v
Sources Financing Repayments inter-Source Transactions  InterestiPR Fates  Fnance Fees Geseral Mortgage Profit Distribution
Source of Funds Source Type
Equity
Equity Partner Equity
Equity Investor Equity
Cons¥uction ban Debt
Land Loarn Debt
Balancing Account Debt
2 Structures All Phases

Figure 7-38. Detail of the structured finance arrangement for a project with three equity
partners (including the developer)

The next step is to define the financing of the project, that is, how the mon-
ies are coming in. This is shown in Figures 7-39 and 7-40. In this situation, the
developer is not going to make a percentage contribution but will put in $1.5
million up front. This is the limit of the developer’s liability. The equity partner
is to provide 20 percent of the total costs with the equity investor putting in
10 percent. They are to do this on a side-by-side basis before the construc-
tion loan is drawn down.
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Figure 7-39. Financing screen of the structured finance arrangement for a project with
three equity partners (left side)

Rates Fnance Fees Genersl Morigage Profit Dstrioution
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Type inc. Intereat Funds | Funds Fees | Contribstion only
htersst
Devebper - Equiy Propect Start iNone) = (Nome)
Equity Panner Equiy v Project Start (Mone) (Nome)
Equity nvestor Equity v Project Start iMone) {Nene)
Constructon kan = Project Start Construchon Loan Const Loan Fees
Balancing Account Debt (=] (=] [Ty (Mone) (Nene) =]
] - T
2 Structures All Phases

Figure 7-40. Financing screen of the structured finance arrangement for a project with
three equity partners (right side)

Note the land loan is not active in this scenario.

Note that the construction loan references the Construction Loan Interest
set (Figures 7-41 and 7-42) and has arrangement fees and costs that are
defined under the Finance Fees sub-tab (Figure 7-43). Note also that two
preference returns have been defined in the Interest/PR sets for later use in

the waterfall.
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Sources Financing Repaymenis Inber-Source Transactions | InterestPR Rotes | Finance Fees General Morigage  Profit Distribution
|Cescripton | nterestPR Rates Nomanal Rales n Advance |Compounding Period

Constructon Loan Constr Loas v Hone
12% Pref Return - v Monthly
10% Preferred Return 10% Pref Return v Monthly

Figure 7-41. Interest/PR sets used in the structured finance arrangement for a project with
three equity partners

ED interest/PR Rates

Edit Help

i g | 6B

Name

[8] 12% Pref Return

'Step Rate |Months Date |

1 12.00% Perpetuity Apr 2012
2 0.00% 0 Apr 2012
3 0.00% 0 Apr 2012
4 0.00% 0 Apr 2012
5 0.00% 0 Apr 2012
6 0.00% 0 Apr 2012
7 0.00% 0 Apr 2012
8 0.00% 0 Apr 2012
9 0.00% 0 Apr 2012
10 0.00% 0 Apr 2012

(=) Constr Loan

'Step Rate Months Date

1 6.00% 3 Apr 2012
2 6.25% 3 Jul2012
3 6.00% 3 Oct 2012
4 5.95% 3 Jan 2013
5 6.00% 3 Apr 2013
6 5.80% Perpetuity Jul2013
7 0.00% 0 Jul2013
8 0.00% 0 Jul2013
9 0.00% 0 Jul2013
10 0.00% 0 Jul2013

Figure 7-42. Details of two of the Interest/PR sets used
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Sources | Financing ter-5 Transactions Fates Finance fees Gemeral Morigage  Profit Dstribution

[Fae Sat Hame Standard Fees

Const Loan Fees Heading Fee Type Fee Basis Ficed Amount % Amount | Feced Loan Amount | Charging Period
Loan Closng Costs Fced Drawn Amount 25,000 0.00% 0 Single
Points. Related = Drawn Amount [} 150% o

Figure 7-43. Details of the finance fees on the construction loan

Once the financing has been structured to suit the requirements of the proj-
ect, you can construct the Repayment sub-tab. Note that this is the return
of the funds actually invested in the scheme, not the profits/surplus that is
dealt with in the profit distribution. The order mirrors the Financing screen
albeit in reverse, with the debt having the highest priority and the two equity
partners having a side-by-side repayment with the developer being repaid last

(Figures 7-44 and 7-45).

Sources  Financing Inter-Source Astes Fnance Fees General Mortgage Profit Dstridution
Sources | Repayments ]

Source of Funds Source | Confrbuion | Order | Manualy Tme Repayment Source |Uni Sales Selection | Unimied |Proportionate| % ofFunds |  Repay | nchude|
| [Type | Ceder Repayments | | | Repayment | | Awvadable |interest Only |
Develper Equiy 1 Livaiabie Cash = NJA . v 0.00% . .
Equity Partner Equity 2 3 Avaistie Cash  NA = v 0.00% = =
Equity Investor Equity 2 3 Avalakie Cash [ Cl 0.00%

Cons¥ucton ban Dbt 3 2 Avadakle Cash [ Cl 0.00%

Balancing Account Debt 4 1 . Avaiabie Cash  NIA . 0.00%

4 - ]

2 Structures All Phases

Figure 7-44. Repayments screen of the structured finance arrangement for a project with

three equity partners (left side)

Fates Fnance Fees Genersl Morigage Profit Distrbution

Sources  Financing Inter-Source
Sources. | Interest Repaymests |
Source of Funds Source Contribution Unkmied | Proporticnate | % of Funds Repay | Inchade Fees Saurce End Timing |
Type Order payment Avaiable | intersst Only % |
Devenper Equity 1 L] L 0.00% L} None) 100.00% Project End
Equity Pariner Equity 2 = v 0.00% L] Nane) 100.00% Project End
EcuRy Ivestor Equity 2l = v 0.00% - {None) 100.00% Project End
Construction kan Debt 3| = v 0.00% . (Nons) 100.00% Project End
Balancing Account Debt 4 = - 0.00% = (None) 100.00% Project End
4 = ]»
2 Structures All Phases

Figure 7-45. Repayments screen of the structured finance arrangement for a project with

three equity partners (right side)
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There is a mortgage active for this scheme. The details are shown in Figure 7-46.
There are no specific project entries in the Inter-Source Transactions and
General sub-tabs, so these are, therefore, not shown.

Sources | Financing Inter-Sy

¥ Mortgage Active for this Stracture
: Income and Timing

Wonth to place morigage

Uonthly stablized incoms

Anfual stabdzed noome

Uanual stabiized ncome (Annual) o
Value

Uortgage amount as % of valse 60%
Cap Rate to determine property value 7.00%
Amanizaton

Annual inferest rate (Effective) £.00%
Amortization period (months ) 380

Phase 2. Holding Period+8

Rates Fnance Fees General Morgage Profit Distributon

May 2014
(trom Developer Cash Flow)

(Overrides anrual stablized income)

Project capialized valse
Masimum funding amount

Morigage issued 0

Fnance Fees
Monthly interest factor % Finance fee .00

Fixed finance fee

Manthly (DS} principal and interest

Figure 7-46. The Mortgage setup screen

What we are interested in is the profit distribution. (See Figure 7-47.)
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Sources Financing Repayments inter-Source Rates Fi Fees General Morigage Proft Dstrbution
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Type Funds in Order included in RR | before Pref, Return Fees
Equity Partner 1 Preferred Retum o D.00% 12% Preferred Re
Equty Investor 1 Preterred Retum ] 0.00% 10% Prefermed Re
Equity Parmner 2 RR Lookback 15.00% 35.00% (None) Lt =
Egquity Invester 2 RR Lookback 15.00% 35.00% (None) o 1
Developer 2 Premate 0.00% 30.00% (Hona) - ; u,
Equity Partner 3 Residual Perceatage 40.00% 0.00% (None) . Ll .
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Devebper 3 Residual Perceatage 0.00% 0.00% (Nome} =
4 = L2
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Figure 7-47. The waterfall distribution showing the three tranches of profit distribution
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The distribution can look daunting for the inexperienced. However, if exam-
ined carefully, the structure is logical. As per the example illustrated at the
beginning of this chapter, each new profit distribution line is created in this
schedule using the New button in the Editors section on the ribbon bar.

Here the waterfall has three tranches of distribution. The first is what is
termed a “preferred return for the equity partner and the equity investor.”
A preferred return is essentially a guaranteed interest rate to the investor on
the funds they invest—like a coupon rate on a bond. The partner expects a
I2-percent return,and the investor,a ten-percent return. You can calculate this
by linking this tranche to the appropriate Interest/PR set. (See Figure 7-47.)
In this tranche, both have first order distributions; in other words, they are
paid first.

The second tranche of distribution is called an “IRR lookback.” This requires
the definition of a particular target IRR—in this case |5 percent—and an
instruction as to how profits are distributed up to this point. Here the equity
partner and investor share 70 percent of the profits up to this point while
the developer gets its first profit share. The partner to an IRR lookback is
called a“promote,” and this is what is defined here. All three distributions are
second-order distributions.

Finally, any other profit left over after the first two tranches must be divided.
This is done via a residual distribution. As you can see, this is done on a forty-
forty-twenty basis.

Once the distribution has been constructed, the partners will want to check
the returns that the project is projected to produce. This can be done via
a number of routes including the reports, the finance cash flow, and the
pro forma. But there is also a specific Performance Measures tab, which we
have not yet looked at. This is turned on via the Configuration tab using the
Workspace tab drop-down tool to check the appropriate box (Figure 7-48).
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Figure 7-48. Viewing the Performance Measures tab by turning it on in the Workspace
tabs’ part of the Configuration tab

This produces the Performance Measures analysis shown in Figures 7-49
and 7-50.

Project | Definition| Project Cash Flow | Finance Cash Flow| Pro Forma | Performance Measures [Data Chedker |

Source of Funds Auto Timed Total Balance Interest Fees Preferred Profit Total Interest,

Contribution | Contributio | Contribution | Outstanding Return Paid Fees, Preferred
| n at Project End Return

» 1,500,000 0 1,500,000 [ 0 0 0 3,051,200 3,051,200
| [Equity Partner 13,654,622 0 13,654,622 0 ] 0 3,629,533 6,865,926 10,485,459
| |Equity Investor 6,827,311 0 6,827,311 0 0 0 1,461,733 4,390,450 5,852,183
| |Construction loan 47,791,177 0 47,791,177 0 1,591,014 765,733 0 0 2,356,746
|_|Mortgage 0 0 29,061,262 0 1,446,466 287,735 0 0 1,734,201
Balandng Account 0 0 0 0 0 0 0 0 0

Figure 7-49. The Performance Measures tab for the project with three equity partners—
left side
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Project| Definition | Praject Cash Flow  Finance Cash Flow | Pro Forma | Performance Measures Data Checker

Source of Funds Auto Timed Total B4l | Inter |Fe | Pr |Pr | Total Interest, | Peak Financing FR% ROEY: Taxon After Tax | After Tax

Contributicn Cont-buao Contribution an est |es | ef |of | Fess, Preferred Profit IRR% ROE

er|t Return

1,500,000 0 1500,000 0 0 0 030 305,200 1,500,000 46.308% 203.413% 0 46.308% 203.413%
Equity Partner 13,654,622 0 13654622 0 0 03668 1049545 13,654,622 30.449%  76.854% 0 30.449%  76.864%
Equity Irvestor 6,827,311 0 6827311 0 0 01443 585,183 6,827,311 33.085%  65.717% D 33.089% 85.717%
Constructonioan 47,791,177 0 4L7L177 0 LS9176L 0 0 23%6,7% 36,713,250  0.00% N/A 0 0.000% NfA
Mortgage [ 0 29,061,262 01,4628 0 0O 1,734,201 0 7.4m% NfA 0 A oy
Balancing Account [ [} 9 0 90 0 0 0 o [} 0.000% NjA 0 /A NiA

Figure 7-50. The Performance Measures tab for the project with three equity partners—right side

These screens provide a wealth of key information—for example, the peak
financing projection, the IRRs, and return-on-investment (ROI) percentage.
These are valuable planning and development management tools for developers
and investors. It shows here, for example, that although the developer seems
to be getting a raw deal in terms of the profit distribution, the developer
actually does very well, in fact, better than any of the other equity partners.
If you look closely you will see that although developers get the smallest slice
of the profit, their project returns dwarf their contribution. But remember,
however, that their return is at the greatest risk because they are the last to
be repaid and the last to receive a profit distribution. Any deterioration in
market conditions will mean that the developers’ profit will disappear first.

Summary

As noted in the introduction, the complexity of financing in development
projects means that it is impossible to cover all financing arrangements in this
chapter. What we have covered, however, should illustrate the capabilities of
Developer to model a range of financing from the simple to the very complex
in a transparent, powerful, and flexible way to give users what they need most:
the ability to model the financing flows into and out of a project in such a way
that the most efficient use is made of this precious resource and that all
parties reach their investment targets.

The Structured Finance module is perhaps the most valuable modeling com-
ponent available to the developer within the program.



CHAPTER

8

Understanding
and Modeling
Risk in Feasibility
Studies

Using the Sensitivity Analysis Module

Property development is a risky activity. We know this from the level of
return that is assumed in land appraisal calculations—witness the “standard”
20-percent profit margin used in commercial project appraisal. These
returns can be obtained and, indeed, returns in excess of 20 percent are
quite possible. But it is almost equally possible to experience heavy losses
in development projects.

Why is this the case? Well, to start with, development projects tend to be
completed over relatively long timescales. As a result, developers need to
make judgments about cost and values that are going to occur in the future
(frequently from two to five years) before they go ahead with a project and
decide how much to bid for the development site. Factors affecting profit-
ability are very hard to predict over such long time frames.
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A second problem arises from the fact that the development appraisal itself is
highly sensitive to the key input data, which may be derived from assumptions
that are themselves based on uncertainty. The reason for such sensitivity is
that the outcome of the development appraisal is actually the marginal differ-
ence of the ratio between costs and value. A slight change in this ratio can
cause a major percentage difference in the marginal outcome.

The key variables are anything to do with value—rents, yields, and sale prices.
A fairly small reduction in value (say 5 percent) has a disproportionate effect
on land value or development profitability—sometimes 50 percent or more.

It is, therefore, worth examining risk closely. Risk has two aspects. Something
can have a low risk of happening (such as being involved in an aircraft crash)
but severe consequences (death, serious injury, or long-term trauma). Other
things can have a high risk of occurrence (for example, catching a cold) but
insignificant consequences (minor discomfort). Real estate development is
subject to factors that have a high risk of variance. (Rents, cap rates, and
sale values are rarely static.) The stakes and potential consequences are huge
because of the large capital sums involved.

Successful developers have to be risk takers. They also have to be optimists.
If you are overly pessimistic and extremely cautious, you will never have a
scheme projected to make a profit nor will you be able to outbid the market
for a piece of land due to the nature of the development appraisal. This does
not mean, however, that developers and developer advisers should blindly
ignore risk; risk needs to be identified and managed right from the start.

Tip Plan to identify and manage risk right from the start of a project.

| believe that there are three components to managing risk in the appraisal
process.

First, we must accept that the outcome of a single development appraisal is
just one possible answer. It is up to the person or body constructing it to test
and retest the assumptions made for soundness and reasonableness wherever
possible. The sounder the underlying assumptions are, the more reliable the
outcome will be.

Second, the tools used to carry out the development appraisal should have
mechanisms to test the sensitivity of the appraisal to variations in the input
variables.

Finally, the person carrying out the feasibility study should have the skills and
knowledge to use this sensitivity analysis properly. All too often, there is a
temptation to simply carry out a “standard” sensitivity analysis—varying the
rent and yield by 10 percent and recording the results. | would argue that
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this is just going through the motions—it is not truly “analysis.” The key skill
in sensitivity analysis is knowing what questions to ask to fully appreciate and
explore the risk to the development (and the developer).

The first of these components—testing assumptions and adjusting them as
necessary—comes down to developer/appraiser in an individual project.
Developers must understand the market, understand the forces that act on it,
and understand the product they are intending to produce. This understand-
ing can only come from experience and good research.

The latter two components are different because they are concerned with the
tools and methodology—in other words, how the tools are used. Fortunately,
Argus Developer has a good sensitivity analysis module (though it is not with-
out its drawbacks), and this section will look at how to use it.

Sensitivity analysis can be carried out in a number of different ways with each
method having different utilities and uses. Consider these forms:

e Simple sensitivity: Single variable analysis is done by
changing variables one-by-one by fixed, similar amounts.
This allows you to determine which variables you should
pay the most attention to in your project.

There’s also single variable analysis for the break-even
point. Here, the object is to discover the value of the
variable that will reduce the profitability of the scheme
to zero. Although this is not that far removed from the
basic simple sensitivity approach, it is sometimes more
informative for the developer.

e Scenario-based sensitivity analysis: You examine

basic scenarios by determining which groups of variables
might move together and by exploring the effect that
this has on the development’s profitability or land value
compared with the base assumptions.
Probability-linked scenario analysis is basically an extension
of the above analysis but with an attempt made to ascribe
the probability of the scenarios occurring. Although this
in itself can be subjective, it can really inform the develop-
ment decision process.

e Simulation: You can do this by running a Monte Carlo-
type analysis on the development variables.

Now let’s look at the sensitivity analysis modules within the software and then
at how you can undertake the different types of sensitivity analysis.
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The Sensitivity Analysis Module in
Argus Developer

To explore how basic sensitivity analysis is done in Argus Developer, we will
return to one of the projects we examined earlier in Chapter 4 (Figure 8-1).
We have switched the mode of calculation from Land Residual to Fixed Land
Value, but everything else remains the same. This provides an assessment of
development profits, giving us a wider range of options in the results.
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Project Type Commerdal
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Figure 8-1. More complex commercial project

The Sensitivity Analysis module is accessed via the dedicated button on the
toolbar (Figure 8-2).



Ml capraized aveas - o

— Home Configuration
2 Interest .
"f ¥ -_;\‘_') StartDate Jul 2013 =) Firance Type -
ad Infiation
hosumgtions ooy g Tescde |58 3 ¥ Currency
Caleulation Assumptions Timescale & Phasing Finance

Argus Developer in Practice [215

%

Project |Definition| Project Cach Flow | Pro Forma | Dats Chedker

General

Froperty Name More Complex Commercial Project
Tite Line 1 Bock Exarple 2

Tithe Line 2

2 -
¥ Sales Areas -
. Feedback
# Operated Assets Center
Definition Diistribu
Sensitivity Ana
day

act
changes to key data |

Figure 8-2. Accessing the Sensitivity Analysis module in Argus Developer

If a sensitivity analysis has not previously been done, the user can create sen-
sitivity fields (Figure 8-3). It is obvious, therefore, that sensitivity analysis is
not an automatic feature in Developer; the user has to select the fields to be
tested and then define the values of the parameters. Developer allows three
variables to be tested together at any one time, or four if the fourth variable

selected is time.
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W OK ¥ Cancel

Figure 8-3. Initial Sensitivity Analysis screen
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These characteristics tend to push users toward running limited, scenario-
type analyses. As mentioned, simple sensitivity tests one variable at a time to
determine the impact on returns or values. You can do this with Developer,
although it is invariably the same few factors that always impact the outcome
of the appraisal—anything to do with value such as rents, yields, sale values,
and so on (in other words, those factors that the appraiser needs to pay the
greatest attention to.)

The chance of single variables changing in isolation is limited; variables inevi-
tably will tend to move together and thus provide the opportunity to create
scenarios. For example, in an economic downturn, project duration tends to
increase because the developer finds it harder to find tenants or sell units. At
the same time, rental values tend to fall because of reduced demand. As rents
fall, so do capital values. This happens not only because of the reduced income,
but also because yields increase as investors seek higher initial returns to com-
pensate for increased risk and lower future rental growth. On the upside, con-
struction costs tend to fall in these conditions as contractors compete more
strongly for what little work is available (although, of course, this only applies
to construction work for which contracts have not yet been awarded).

The nature of the development environment thus suits scenarios. However,
Developer is slightly limited by allowing only the three variables to be com-
pared at any one time.

The variables | have chosen to test are construction costs, rental value,
and yield (cap rate)—the three most important “physical” factors in most
developments.

The first step in running the analysis is to select the sensitivity field. This gives
the user the choice of components within that field to be tested.

Once the user has chosen the sensitivity field, another screen appears
(Figure 8-4), where the element to be tested is selected for inclusion within
the sensitivity analysis. Here we have only one element—a single building—
but if you have multiple buildings, you have the option to test the viability
against a single element. It would be normal practice to select every element
for analysis.
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Figure 8-4. Here I've selected Construction from the list of options and chosen the
element (cost per square foot) to be tested in the sensitivity analysis

In Figure 8-5, | have chosen the step type (fixed or percentage change in val-
ues), the step intervals, and whether the analysis is to be unidirectional (the
sensitivity to upward or downward changes only), or whether it is to be up
and down analysis.
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Figure 8-5. Setting the Construction sensitivity parameters
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I will now add two sensitivity fields by clicking on the Add Field button
(Figure 8-6).
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Figure 8-6. Adding a new sensitivity field

| have set similar sensitivity assumptions for Rent (Figures 8-7 and 8-8) and
Cap Rate (Figures 8-9 and 8-10).
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Figure 8-7. Rent sensitivity and options
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Figure 8-9. Cap Rate (yield) sensitivity chosen
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Figure 8-10. Cap Rate sensitivity setup

Once the user has chosen the sensitivity fields and defined the variable values,
the sensitivity analysis can be run, either by clicking on the Analysis Results tab
(Figure 8-11) or by using the drop-down menu

Setup | Analysis Results

@' 3 B | 4
i Sensitivity Fields

Figure 8-11. Sensitivity Analysis Results are accessed by clicking on the sub-tab behind the
setup screen

The results of the sensitivity analysis are expressed in tabular form (Figure 8-12).
When we include a third (or fourth—time) variable, we can explore its sensi-
tivity impact using the slider function at the bottom of the table (Figure 8-13).
All tables can be printed and reported.
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Figure 8-12. Sensitivity analysis outcome with Rent and Construction costs varied with
yield static
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Figure 8-13. Sensitivity analysis outcome—varying the yield using the slider function
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The sensitivity results can be exported into reports or printed directly in
Word or a PDF:

Table of Profit Amount and Profit on Cost%

Rent: Cap Rate Construction: Rate pff
Rent: Rate pf -56.000% -2.500% 0.000% +2.600% +5.000%
-3.00pF $13,254 274 $12.825 515 §12,385,757 $11,967,998 5$11,638,240
35.30% 33.78% 32.28% 30.82% 28.38%
-1.50pfF $15,056,058 514,627,299 514,198,541 $13,769,782 513,341,023
40.01% 38.44% 36.89% 35.38% 33.91%
0.00 pf 516,857,841 516,429,083 516,000,324 $15,571,586 §15,142,807
44.70% 43.08% 41.48% 39.93% 38.41%
+1.50 pf 518,868,625 $18.230.867 $17.802.108 $17.373.380 516,944,691
49.37% 47.69% 45.06% 44.45% 42.89%
+3.00 pf $20,481,409 520,032,650 519,603,892 $19,175133 518,746,375
54.02% 52.29% 80.61% 48.96% 47.38%

Rent: Cap Rate Construction: Rate pff
Rent: Rate pfF -5.000% =2.500% 0.000% +2.600% +5.000%
-3.00pfF 511,383,675 510,954 917 §10,526,158 $10,097,400 §9,668,641
30.38% 28.90% 27.48% 26.05% 2467T%
-1.50pfF $13,116,749 $12,687.9%0 §12,259.231 $11,830,473 511,401,714
34.92% 33.40% 31.91% 30.45% 29.03%
0.00 pf 514,848,822 514,421,083 §13,992,305 $13,563545 513,134,788
39.45% 37.88% 36.35% 34.85% 33.38%
+1.50 pf 516,682,895 516,154,135 815,725,378 $15,296,619 514,867,881
43.95% 42.35% 40.76% 39.22% 37.70%
+3.00 pF 518,315,968 $17,887,209 517,458,451 §17,029,692 516,600,934
48.45% 45.79% 45.16% 43.57% 42.01%

Rent: Cap Rate Construction: Rate pff
Rent: Rate pf -5.000% -2.500% 0.000% +2.500% +5.000%
-3.00pf §9,650,847 §9.222,089 58,793,330 $8,3584,572 57,936,813
25.79% 24.37% 22.98% 21.61% 20.28%
-1.60pf $11,320,222 510,891,463 §$10,462,705 $10,033,945 §9,606,188
30.19% 28.72% 27.28% 25.87% 24.50%
0.00 pf $12,889,596 $12,560,638 £12,132,07% $11,703,321 §11,274,562
34.57% 33.05% 3NET% 30.12% 28.70%
+1.50 pF $14,658,971 $14,230,213 $13,801,454 §13,372,695 $12,943,937
38.93% 37.37% 35.84% 34.34% 32.88%
+3.00 pf 516,328,346 515,899,587 §15,470.829 $15,042,070 514,613,312
43.28% 41.67% 40.09% 38.55% 37.05%

Rent: Cap Rate Construction: Rate pff
Rent: Rate pf -5.000% -2.500% 0.000% +2.500% +5.000%
-3.00pf §8,041,085 §7.612,327 §7,183,568 $6,754,810 $6,328,051
21.53% 20.15% 18.80% 17.48% 16.19%
-1.50pf §9,651,243 §8,222,485 £8,793,726 $8,364,968 §7,936,209
25.78% 24.36% 22.97T% 21.60% 20.27%
0.00 pf $11,261,401 510,832,643 $10,403.684 §9,975,126 §9,648,367
30.02% 28.55% 27.12% 25.71% 24.34%
+1.50 pf 512,871,559 512,442,801 $12,014,042 $11,585,284 511,156,625
34.25% 32.73% 31.25% 29.80% 28.39%
+3.00 pf 514,481,717 514,052,959 §13,624.200 $13,185,442 $12,766,683
38.45% 36.89% 35.37% 33.88% 32.42%

Rent: Cap Rate Construction: Rate pff
Rent: Rate pf -5.000% -2.500% 0.000% +2.500% +5.000%
-3.00pF 56,541,709 §8,112,851 56,664,192 £5,255,434 54,826,675
17.54% 16.20% 14.90% 13.62% 12.37%
-1.50pfF 58,096,675 57,667,916 57,239,158 $6,810,399 $6,381,841
21.66% 20.28% 18.93% 17.62% 16.33%
0.00 pf §9,651,640 59,222,882 58,794,123 $8,365,365 57,936,608
25.77% 24.35% 22.96% 21.60% 20.26%
+1.50 pf $11,206,606 510,777,847 $10,349,089 $9,920,330 $9,491,672
29.85% 28.40% 26.96% 25.56% 24.19%

+3.00 pf $12,761,572 $12,332,813 $11,904,084 §11,475,296 §11,046,637
33.94% 32.43% 30.95% 29.51% 28.10%
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Summary

In conclusion, the sensitivity function in Argus Developer is relatively com-
prehensive and easy to use. It also links well with reporting. The scope of
the analysis is, however, limited by the number of variables that can be tested
together. This allows the user to explore limited scenarios. The user can look
at these in series, changing the scenario fields and running the analysis each
time for each variable.

The user is not able to run an “all-variables” sensitivity scenario, which is
restrictive. In reality, in a development, more than three variables will change
at a time, having a significant effect on the outcome. There is also no provi-
sion within the program to ascribe values to the risk of the variables actually
changing.

An example of this is the cap rate. Our best assessment of the cap rate was
7 percent when we did the initial feasibility study. In the sensitivity analysis,
we might explore the impact of the cap rate improving to 6.75 percent or 6.5
percent or deteriorating to 7.25 percent or 7.5 percent, but we have done
nothing to assess how likely any of the movements are. Is there a one-in-ten
chance of the yield deteriorating to 7.5 percent? Or is it one-in-five? If it is the
former, our profit assessment is reasonably secure. If it is the latter, the proj-
ect is rather more risky. To be really informative, a sensitivity analysis should
include some assessment of risk and, within the system at least, Developer
does not have this.

The answer is, of course, to do this risk explicit analysis outside of Developer
and, for this purpose, the program’s outputs, particularly from the Sensitivity
Analysis module, are extensive and clear enough to be employed. It is a shame,
however, that Developer does not, as yet, have the facility to do this analysis
within the program. It is one of its few weak areas.



CHAPTER

Wrap-up

Using Argus Developer in the Real World

Oddly enough, | am going to start this chapter by addressing some of the
main criticisms of the software, ones that | came across when | was writing
an earlier book on real estate development in the late 1990s, later when |
was working for the company as one of its trainers, and, more recently while
| have been working independently as a consultant. These comments are so
common that | feel they need addressing.

| am going to explore three main criticisms. The first is that Argus Developer
is too easy to use, enabling inexperienced appraisers to construct feasibility
studies that look good, but may not be great in practice. The second criticism
is that Developer hides too much, making some users suspicious about the
outcome. The final area of critical comments concerns the main alternative
to Developer and the other off-the-shelf solutions such as Estate Master or
Microsoft Excel. Practitioners ask themselves why they should pay the not-
inconsiderable license costs for Developer when they can use their skills and
knowledge in creating their own Excel models.

It is this latter area that | will spend the most time on. However, readers may
see a common thread here; some people consider Argus Developer almost
as an affront to the professional, that using it is for amateurs, and that using it
is a bit like cheating!

I'll respond to those beliefs by comparing Developer to two superstars from
the sports world: Bjorn Borg and John McEnroe. The two athletes were artists
on the tennis courts in the 1970s and 80s, using their small-headed wooden
rackets to duel. Many tennis fans mourn the passing of that time. But now con-
sider this: If they were playing today, would they be using modern, big-headed,
composite equipment! Of course, they would. The game has changed and
evolved, and the new equipment has created a new breed of power players.
Nonetheless, there is still room for a skilled artist such as Roger Federer.



226 | Chapter 9 | Wrap-up

Development is much the same way. The game, like tennis, is fundamentally
still the same and is played by the same rules, but the technology for playing
it has changed. Just as you would look foolish if you turned up at Flushing
Meadow, Wimbledon, or Roland Garros with an old-style wooden racket, not
using the technology now available to the appraiser seems very shortsighted.

It's not what you use—it is how you use it that is important.
And that leads nicely to the first criticism.

“Argus Developer is too easy to use: Inexperienced appraisers and
developers can produce feasibility studies that look good but are
actually garbage.” This is a criticism that | have heard frequently, particu-
larly from the older, grizzled veterans of many real estate cycles. To a certain
extent, it is valid; Developer is easy to use, and it even prompts the users to
consider things in the feasibility study that they may not have thought about.
The outputs are very professional; superficially, at least, it is difficult to tell if
a neophyte or a professional with 40 years’ development experience has put
together a Developer file.

However, just because something is easy to use does not mean that the true
value of experience and knowledge is lost. The veteran, experienced practitio-
ner will always get more out of the software; the program is a skill extender
and enhancer, not a skill replacer. If you drilled down into the feasibility study
produced by the neophyte, you would almost certainly find inconsistent and
unsound assumptions. One would hope that that the neophyte’s superior or
financier would spot these. However, the fact that Developer is easy to use is
not a valid criticism. The more difficult something is to use, the more difficult
it is to spot errors. In fact, the ease and transparency of the software makes
hiding errors very hard.

Which leads to the second frequent criticism.

“Argus Developer is too much of a black box. | can’t see what it’s
doing.” This is, again, something that | have heard frequently about Developer,
and it is a criticism that has always surprised me. If you know how to use
Developer, it should be obvious to you that the program either does show
exactly what it is doing or there is a way—by looking at the specific distribu-
tion or examining the cash flow, for example—to check what the impact of an
assumption made has on the project.

Certainly, this has not always been the case with project feasibility software.
In the mid-1990s, | taught real estate development in a graduate program in
the UK and reviewed a range of the competing software products for con-
sideration for instructional use. One of my prime concerns was whether the
systems were reliable. One of the primary tests | used to determine reliabil-
ity was to run example appraisals on the systems against my own tried and
trusted Excel models. | have to say that many of the models were inconsistent,
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and | often struggled to audit them to find out why they varied. The exception
even then was Developer, and the reliability and transparency increased with
later versions. Since then, Developer’s rise to become the most widely used
feasibility study software in the world has been built on this combination of
reliability and power.

Which leads to the third criticism, relating to Excel.

“A really skilled appraiser would use Excel rather than Argus
Developer.” As the last section implied, | used to be a strong proponent of
Excel spreadsheets for use in real estate, frequently using and creating them,
employing them widely in both practice and in the classroom.| am now more
wary of them, even though they are still the most widely used tool in the
industry. Excel has been developed over a period of more than 25 years and
most people are aware of the characteristics of the program: its flexibility and
utility. It is an immensely powerful tool that can be applied to virtually any
situation. It is employed in every field from financial analysis on WVall Street to
engineering airliners, fighter planes, and spacecraft.

It is natural, then, that Excel be applied to real estate development tasks. It
looks like the ideal tool for the job and, indeed, many practitioners pride
themselves on their Excel abilities and the sophistication of the models
they use.

There are, however, issues with using Excel that the practitioner should be
aware of.

For reasons of accuracy, there has been a general pressure in the develop-
ment industry to move from the simple accumulative models to cash flow
approaches. However, there are problems with cash flow feasibility studies
that have caused some in the industry to resist their use. The first principal
complaint about such models is that they are time-consuming to produce
from scratch, particularly compared with residual models. Once a template
model has been developed, however, this time can be reduced. Nonetheless,
there are inherent risks of error when existing models are adapted to meet
the needs of different feasibility studies.

The second major complaint is the level of detail required in the assumptions
that go into the construction of the cash flow template. Again, there are ele-
ments of truth in this; the models are far more complex and transparent, yet
many of the assumptions required can reasonably be made from past experi-
ence with similar projects and are not that far removed from the sweeping,
broad-brush ones made in the residual models.

The final major complaint is one that is valid: The increased complexity of the
cash flow models means that there is more risk of errors creeping in. These
are not so much errors of assumption but more simple mistakes in calcula-
tion or cell reference. Spreadsheet cash flow models have to be very carefully
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audited and, often, there is insufficient time to do this. This is undeniable and
is the reason many people advocate using proprietary models, where these
types of errors can be virtually eliminated.

A Deeper Look into Excel as an Appraisal Tool

There is, however, more than one type of spreadsheet model used in develop-
ment appraisal practice. These spreadsheets still mainly use Excel, although
some use the Open Office or Libre Office applications. Essentially, experience
has shown that models fall into four broad types:

I. Automated, “active” accumulative, back-of-the-envelope
models

2. Simple,self-created calculation sheets lacking time-specific
dialog references

3. More sophisticated, self-created sheets with time-specific
dialog references

4. Professionally created, complex sheets

These models’ usability and propensity to be vulnerable to errors vary. It is,
therefore, important to look at the outline characteristics of each.

The first type is spreadsheets, albeit simple ones in that the calculation is done
behind the cell. As these reproduce much of the weaknesses of the accumu-
lative models, there seems little attraction in using them. The residual layout
has distinct advantages in presenting results;indeed most proprietary systems
such as Argus Developer use them as an output, but in terms of calculation
they are sub-optimal.

The second type is typical of the majority of self-created sheets, where the
user, probably self-taught on Excel, has produced an often unique or tailored
spreadsheet to conduct a particular project.

The third type is similar to the second. However, it is designed for use in a
wide number of projects. Such applications overlap somewhat with the fourth
type—professionally constructed models that use Excel as the calculation
engine behind a prettier front end. The difference is probably arbitrary, but my
experience is that this classification is just about right.

Although the previous section was intended as a review of the broad cat-
egories of spreadsheets used in development feasibility studies, | have already
started to identify areas where these models are sub-optimal in terms of
vulnerability to mechanical or construction errors (as opposed to forecast-
ing errors that are an inherent risk in all appraisal models). A starting point is
to identify the most likely types and sources of mechanical or construction
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errors in spreadsheets. It is difficult to be definitive about this and cite real-
world examples, as few developers are willing to advertise or admit to their
mistakes. However, these sources of errors have been observed in practice,
and | have experienced them personally:

I. Errors due to time pressure. Many workplaces are
high-pressure environments with appraisers having to do
complex work within a short timescale.

2. Failure to properly audit the spreadsheet. Auditing
can eliminate errors from a spreadsheet, but every cre-
ation of a spreadsheet item or change to a spreadsheet
model requires an audit trail to be followed. That costs
the developer time. Standardized models, such as can be
found in Argus Developer;, do not need the same audit
and, as a result, save the developer considerable time in
checking the mechanics of the calculations.

3. Incorrect modification of an existing spreadsheet
model (and a presumed failure to audit). This is a common
set of circumstances. Development projects are not static;
there are always many changes from the initial appraisal,
where many assumptions have to be made, to the final
appraisal done immediately prior to work on site.

4. Application of an existing model to new develop-
ment projects. It is natural when considerable time and
effort have been invested in the creation of a spreadsheet
model to spread the cost (and save time) by applying and
adapting the model for different projects. This opens up
not only the possibility of modification errors, as in the
third item just mentioned, but also in the perpetuation of
errors from earlier projects because the assumption will
have been made that the applied model has been audited
and is error-free on the earlier projects.

Type 1, the simple back-of-the-envelope models, and Type 2, project-specific,
manually linked models, are particularly vulnerable to all of these sources of
errors. This is quite serious, as these are the models probably most commonly
used in development appraisal practice.

Tip Never underestimate the effect time pressures have on creating credible and usable
appraisal spreadsheets. When it comes to fixing minor bugs or building audit trails, it is often far too
easy to “get to it later” Later never comes, but the omission can lead to serious financial problems
down the road.
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The models will probably have been audited for errors in their initial use but,
as noted, modification over the project life is inevitable. Also, almost inevitably,
once a model has been created, used, and become familiar to a project team,
it will almost certainly be applied to other projects. Smaller developers, who
do not have the luxury of extensive staffing, often use these spreadsheets.
Furthermore, it is likely that it is these organizations will be under the great-
est time pressure and will have few resources available to properly audit and
re-audit for errors when changes are made.

Type 3 models are more sophisticated and are usually designed for a range of
projects rather than constructed for one in particular. They should, therefore,
be more reliable. They are not immune to error, however, and their relative
sophistication can lull the user into a false sense of security by believing that
they are foolproof. In fact, their relative complexity is also an area of vulner-
ability; changes made are more difficult to do properly, and the downstream
effects of the alterations are often more difficult to appreciate. Development
projects are so varied—different phasing, special cost distributions, and so
on—that it is very difficult, if not impossible, to design a spreadsheet template
that will meet all variations. Ideally, the original model creator should make
any changes and perform auditing. However, the practicalities of working on
development projects means that this cannot be assured.

Type 4 models should be more reliable because they have been professionally
produced and tested and designed for a range of projects, Yet again, this does
not make them issue-free.

For one thing, they are complex and opaque. A user may make a data entry
error but not realize that he or she has erred. Another issue arises out of the
fact that these models have a special purpose in their design. This means that
they are often limited in modeling other factors, elements that are probably
very important to the developer.

Fundamentally, too, for all the protection placed on the input screens, the
model is still based on Excel. People with sufficient knowledge of Excel can
turn this protection off and modify the underlying formulas—and this applies
to most, if not all, of these sophisticated Excel models. Although this can pro-
duce the required tailoring to suit the requirements of a specific project, the
complex opacity of these models makes them equally vulnerable to errors.

A final point in this argument is to consider the increasing investment in time
and money in these models. The advantages of the simple, project-specific
models are that they are relatively cheap and flexible, if very vulnerable
to errors. This situation can be improved by investing in a professionally
produced system, but this still creates a sub-optimal result. Yet the cost of
producing them almost certainly outstrips the cost of purchasing licenses of tried
and tested, consistent and reliable, yet flexible proprietary systems.
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Is development feasibility a very different animal from the more predictable
world of standing investments, and, indeed, different from all of the environ-
ments mentioned in the introduction to this section—designing aircraft,
modeling sophisticated financial instruments, and so on?

Absolutely.

The key differences are volatility, risk, time pressure, and heterogeneity.
Although the mathematics and calculations in a development appraisal are
relatively simple, because of the geared nature of the development calcula-
tion (in other words, you are calculating the margin of return), the results are
extremely volatile, as we have seen from the section on sensitivity. Only minor
changes in assumptions make huge changes in the output of the appraisal. A
slight mistake can have a major impact.

However, what about the transparency of Excel? Surely you can just audit your
models to find the errors? Well, in theory, yes, but in practice, two factors con-
spire to prevent that. The first is that most initial appraisals are done under a
degree of time pressure; there often is simply not the time to run a compre-
hensive audit. The second comes down to a characteristic of humans—the
inability to see our own mistakes. It is a fact that most Excel models are self-
created by the people carrying out the appraisal. Anyone who writes anything
knows that it is essential to get a second pair of eyes; this second viewer will
instantly spot glaring mistakes the creator has missed. Most appraisers do not
have this luxury.

Surely, it might be argued, as models are developed over time, these mis-
takes will be picked up and removed. This would certainly be the case with
appraising standing investments, where many components will be consistent
and repeated. It is not true of developments. Each development tends to be
very different, even if it is only in the duration of the project. Whatever, every
Excel model will inevitably have to be changed from project to project. As
soon as you have made changes, you have the potential for error—and the
effect of every error is magnified because of the volatility of appraisal yet you
don’t have time to track down that error.

This is why | am such a strong advocate of tried, tested, and reliable proprie-
tary packages such as Developer. They are designed for the job, and they have
uniformity and consistency, meaning that you are actually prompted to put
in all of the components you need (another potential source of error). They
even have the ability to import and export to Excel if you need additional
flexibility or special calculations.

Excel is a fabulous tool with immense power. However, the special nature of
development means that in using self-created models, you are playing with a
ticking time bomb that will one day blow up in your face with potentially
devastating financial consequences.
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Tip Trust your feasibility studies to programs like Argus Developer over Excel or other custom-
designed spreadsheet analyses. Even when done really well, they probably harbor a flaw or two that
could end up doing serious damage to your project.

Beyond the Feasibility Study

| hope that you are satisfied that the case for Developer has been established.
What about after the feasibility study? How does Developer fit into the devel-
opment and post-development phases of the real estate life cycle?

In terms of the actual development phase, the cash flow that Developer pro-
duces naturally will form one of the most important development management
tools for the developer mapping actual expenditures and revenues against those
projected in the feasibility study. This can be done in a number of ways.

One way is to export the cash flow into Excel, something that the program
allows from the backstage view on the ribbon bar. The drawback of this is
that the software only allows a paste of figures into Excel. The formulas and
calculation do not come into the spreadsheet (Developer is not an Excel
application).

Older versions of Developer (up to Version 2) used to have an “actuals”
extension, allowing the creation of a hybrid cash flow with a set of active
lines inserted under each one created in the feasibility study. This allowed the
user to enter actual expenditure as the project proceeds. This was removed
in 2006 as the company launched its Budget software, a very sophisticated
project-monitoring tool. Developer has the facility to incorporate cost codes
within the system (Figures 9-1 to 9-3) and then to be exported into Budget
(Figures 9-4 to 9-6). A full review of Budget is beyond the scope of this book.
However, the system contains a very sophisticated forecasting and cost
revision system and allows the user to pair its invoicing system with Budget.
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For the post-development period, Argus as a company produces a number of
appraisal/valuation and investment management systems including Argus DCF
for the US market/US-type appraisals and Argus Valuation Capitalization for
the UK market/UK-type valuations. The latter system allows the importation
of partial Developer cash flows, allowing development within the lifetime of a
real estate investment to be modeled.

Summary

Hopefully, this book has given you an insight into the practical uses of Argus
Developer—something beyond the training room and the user guide that is
packaged with the software that shows you how to use it to appraise real
projects.

Naturally, there are limitations as to how deeply | can go into the details; as
| have stated many times in this book, development itself is infinitely variable
in its nature, scope, characteristics, and financing and, therefore, an absolutely
comprehensive book is impossible. However, | hope | have both done the
software justice and helped you understand it in hopes of getting the most
out of the system.

Developer is the most widely used real estate development modeling soft-
ware for a reason; it is powerful, flexible, and comprehensive, and it has had
nearly a quarter of a century of evolution. After using it myself for over
20 years, | continue to use it and am still impressed by its capabilities.

| think you will be, too.
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Preface

I have written this book with the intention of filling a gap in the market. This
book concentrates on the software package Argus Developer.

Argus Developerandits predecessor Circle Developer have longhada dominant
position as the primary real estate development appraisal tool. Developer is
used all over the world—in North America, the UK, Europe, the Middle East,
Asia, and Australasia—on a variety of projects from simple residential schemes
to huge and complex master-planned, mixed-use commercial, residential, and
leisure projects.

However, there has never been a companion book that concentrates on the
practical application and use of the program.

The software does come with a comprehensive user manual that is either
bundled with the program or available online—accessed via the Help button—
but this manual does not take you through the process of the appraisal
step-by-step.

The company does offer training on the software—at a cost. The training is
limited, however, and only a certain amount of ground can be covered in a
three-hour session, which is the standard package the company offers. Argus
delivers two levels of training:

e Standard, which focuses on the basics of the program, and
e Intermediate, which looks at a few more advanced features

There is not time in either session to delve deeply into case studies, to
really explore the capabilities—as well as the limitations and pitfalls—of the
software.

That is what this book sets out to do. It covers the basics, as is included in a
company training session, but then it builds on it by exploring more varied and
complex situations.

| feel | am uniquely qualified to write this book. | have 25 years of experience
carrying out development appraisals both in practice and in teaching it at
the postgraduate level at universities in the UK and Australia. | started using
the DOS version of Circle Developer in 1990. | worked for Circle and then
Argus and trained clients on the software in the UK, continental Europe,
and the Middle East. | also worked with US colleagues at Argus’s corporate
headquarters in Houston, Texas. Although | no longer work for the company,
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| still use—and like—the software, and | know it rather well! In addition,
| continue to work with clients in the US, primarily through CREModels, a
skills out-sourcing company based in St. Petersburg, Florida.

This book is, however, an independent effort. Argus has had no input into
its writing, giving me total independence in the content and the criticism—
where necessary—of the software. It is based on training material that | have
prepared over the last four to five years but, | believe, goes into much more
depth than you ever get at a training course.

Whether you are developing residential housing, commercial office space,
mixed-use developments, or “operated assets” such as hotels or golf courses,
this book, along with Argus Developer, will provide the knowledge you need
to undertake and succeed in modeling and developing profitable real estate
projects. Let’s get started.



Other Apress Business Titles You Will Find Useful

CFO Techniques
Guzik
978-1-4302-3756-3

Reasonably
Simple
Economics

WHY THE WORLD WORKS
THE WAYJT.DOES

Reasonably Simple
Economics
Osborne
978-1-4302-5941-1

GETTING A
BUSINESS
LOAN

Finencing Your Main
Street Business

TY HISEL
- MNA eSS

Getting a Business Loan
Kiisel
978-1-4302-4998-6

How to Get Government

Contracts
Smotrova-Taylor
978-1-4302-4497-4

IMPROVING
PROFIT

Using Contribution Metrics to
Boost the Bottom Lin7\ M/

Improving Profit
Cleland
978-1-4302-6307-4

Apress

Due Diligence and the
Business Transaction

Berkman
978-1-4302-5086-9

£ . Apress

Tax Strategies for the
Small Business Owner
Fox
978-1-4302-4842-2

Design Thinking For
Entrepreneurs and
Small Businesses

Putting The Power of
Design to Work

Apress

Design Thinking for
Entrepreneurs and Small
Businesses
Ingle
978-1-4302-6181-0

A Conceptual
Approach

Financial
Derivatives

Apress

Data Modeling of
Financial Derivatives

Mamayev
978-1-4302-6589-4

Available at www.apress.com


http://www.apress.com/9781430237563
http://www.apress.com/9781430237563
http://www.apress.com/9781430237563
http://www.apress.com/9781430237563
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430244974
http://www.apress.com/9781430244974
http://www.apress.com/9781430244974
http://www.apress.com/9781430244974
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430248422
http://www.apress.com/9781430248422
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430259411
http://www.apress.com/9781430259411
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430263074
http://www.apress.com/9781430263074
http://www.apress.com/9781430263074
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430261810
http://www.apress.com/9781430261810
http://www.apress.com/9781430261810
http://www.apress.com/9781430261810
http://www.apress.com/9781430261810
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430249986
http://www.apress.com/9781430249986
http://www.apress.com/9781430249986
http://www.apress.com/9781430249986
http://www.apress.com/9781430250869
http://www.apress.com/9781430250869
http://www.apress.com/9781430250869
http://www.apress.com/9781430250869
http://www.apress.com/9781430250869
http://www.apress.com/9781430250869
http://www.apress.com/9781430265894
http://www.apress.com/9781430265894
http://www.apress.com/9781430265894
http://www.apress.com/9781430265894
http://www.apress.com/9781430265894
http://www.apress.com/9781430265894
http://www.apress.com/
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894
http://www.apress.com/9781430237563
http://www.apress.com/9781430244974
http://www.apress.com/9781430248422
http://www.apress.com/9781430259411
http://www.apress.com/9781430263074
http://www.apress.com/9781430261810
http://www.apress.com/9781430249986
http://www.apress.com/9781430265894

	Contents
	About the Author
	Acknowledgments
	Preface
	Chapter 1: Appraisals: An Overview
	Why Do Appraisals?
	Common Appraisal Elements
	Appraisal Challenges
	Appraisals vs. Feasibility Studies
	Development in the 21st Century
	New Tools, Old Methods
	New Tools, New Methods

	Chapter 2: An Overview of Argus Developer
	History and Development of the Program
	Program Outline: The User Dashboard
	Project Assumptions
	Definition Screen in Outline
	The Project Cash Flow
	The Finance Cash Flow
	Pro Forma Output
	Reporting
	Summary

	Chapter 3: Argus Developer:   Advanced Features
	Additional Features of Argus Developer
	The Sensitivity Analysis Module
	The Structured Finance Module
	The Operated Assets Module

	Summary

	Chapter 4: Commercial Feasibility Studies
	Simple One Building/One Type/One Phase Commercial Project
	Land Bid Calculation
	Assumptions
	Expenditure Assumptions
	Receipts Assumptions
	Finance Assumptions
	Inflation/Escalation Assumptions
	Distribution Assumptions
	Calculation Assumptions
	Interest Rate and Residual Assumptions

	Timescale and Phasing
	Development Stages

	Project Definitions
	Project Cash Flow
	Finance Cash Flow
	Profitability Calculation

	More Complex Projects: Introduction
	Multiple Buildings and Types
	Mixed-Use Buildings
	Multiple Phasing
	Appraisal Using Multiple Interest Sets

	Summary

	Chapter 5: Residential Feasibility Studies
	Simple Residential Project: Single Building Type/Single Phase Project
	Land Bid Calculation
	View Cycle


	More Complex Residential Projects
	Definitions Tab

	Summary

	Chapter 6: More Complex Projects
	Operated Assets: Golf Course Development
	Summary

	Chapter 7: Modeling Project Finance
	The Base Project
	Using the Structured Finance Module
	Financing Sub-Tab
	Interest/PR Rates
	Finance Fees
	Repayments
	The Inter-Source Transactions and General Tabs
	Mortgages
	Profit Distribution

	More Complex Financial Arrangements: Waterfall Profit Distributions
	Summary

	Chapter 8: Understanding and Modeling Risk in Feasibility Studies
	The Sensitivity Analysis Module in Argus Developer
	Summary

	Chapter 9: Wrap–up
	A Deeper Look into Excel as an Appraisal Tool
	Beyond the Feasibility Study
	Summary

	Index



