
Development Appraisal

- Financial Feasibility
- Development Pro-Forma



What is a good return?

• Commercial Projects
– 20% Profit on Cost (Dev. Margin)

• Smaller Residential Projects
– 12%-15% DM

• Acceptable Return
– Project Specific & corresponds to
– Risk



Financial Feasibility

• Basic Profit
• Development Margin on Cost
• Development Margin on Revenue
• Residual Value of Land
• Cap Rate (Capitalization Rate)
• Return on Equity / Cash on Cash Return
• Template



Basic Profit

𝑃𝑟𝑜𝑓𝑖𝑡 = 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 − (𝐿𝑎𝑛𝑑 + 𝐴𝑙𝑙 𝑂𝑡ℎ𝑒𝑟 𝐶𝑜𝑠𝑡𝑠)



Development Margin on Cost (Mark Up)

𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 = 𝑇𝑜𝑡𝑎𝑙 𝑆𝑎𝑙𝑒𝑠 (𝐺𝑅𝑉) − 𝑇𝑜𝑡𝑎𝑙 𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑚𝑒𝑛𝑡 𝐶𝑜𝑠𝑡𝑠 (𝑇𝐷𝐶)

𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑚𝑒𝑛𝑡 𝑀𝑎𝑟𝑔𝑖𝑛 = !"# $%&'(# ∗*++%
-./

*GRV = Gross Realization Value aka Total Sales or GDV (Gross Development Value)



Development Margin on Revenue

𝐷𝑒𝑣.𝑀𝑎𝑟𝑔𝑖𝑛 𝑜𝑛 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 =
𝑃𝑟𝑜𝑓𝑖𝑡
𝑅𝑒𝑣𝑒𝑛𝑢𝑒 ∗ 100

It is the % of the Revenue that you take home.



Residual Value of Land

• Project Related Site Value (PRSV) / Residual Value of Land

– Used to appraise the land for a specific development.

• Land = Revenue - All other costs – Profit

– The sum of money available for the purchase of land can be calculated from the 

value of the completed development minus the costs of development (including 

profit). 

– Calculated on Target Development Margin / Entrepreneurial Risk Margin

– Max price for the land that the developer would pay to make the calculated 

development margin.



Residual Value of Land

• Based on Target Development Margin of x%

• 𝑅𝑒𝑠𝑖𝑑𝑢𝑎𝑙 𝐿𝑎𝑛𝑑 𝑉𝑎𝑙𝑢𝑒 = !"# (%&'() *()+,)
./0%

− Sum of all costs excluding Land Value



Residual Value of Land

Only reflects what 
the land 
opportunity may be 
worth to you, based 
on what you think 
you can do with it. 
(Not necessarily the 
market).

Project Related 
Site Value

Value changes based on what you propose to do with it.

If you don't follow through with what you propose to do with 
it - the value is more closely aligned with the general market 
and is referred to "AS IS WHERE IS".



Cap Rate (Capitalization Rate)

• The capitalization rate, often referred to as the "cap rate", is a 
fundamental concept used in the world of commercial real 
estate. It is the rate of return on a real estate 
investment property based on the income that the property is 
expected to generate. This metric is used to estimate the 
investor's potential return on their investment.
– Investopedia.com



Cap Rate (Capitalization Rate)

• The capitalization rate, often just called the cap rate, is the ratio of Net 

Operating Income (NOI) to property asset value. So, for example, if a 

property was listed for $1,000,000 and generated an NOI of $100,000, 

then the cap rate would be $100,000/$1,000,000, or 10%

• If a Property Gives a Rent of $100,000. It's Valuation based on Cap Rate 

of 5% = $100,000 / 5% = $2m



Cap Rate (Capitalization Rate)

• 𝐶𝑎𝑝 𝑅𝑎𝑡𝑒 = !"# (!%& "'%()&*+, #+-./%)
12((%+& 3)(4%& 5)62%

– NOI	=	Net	Rental	Income

• 𝑀𝑎𝑟𝑘𝑒𝑡 𝑉𝑎𝑙𝑢𝑒 = !"# (!%& "'%()&*+, #+-./%)
1)' 7)&%



Development Appraisal

- Financial Feasibility
- Development Pro-Forma



Return on Equity / Cash on Cash Return

• Profitability Measure
• Return on Investors Cash / Equity
• Profit generated / each $ of equity
• Amount of Net Income returned as a % of 

shareholders equity.
• COC = Cash Income Earned on Cash Invested



Project Feasibility

• Complex Evolutionary Process based on

– Assess Various Costs

– Assess GRV (Total Sales)

– Project Timeline i.e. determining

• the total time required by the project from Start – Finish.

• when the costs will be incurred i.e. Project Outflows.

• Payback period i.e. when would the project return it’s profits.



CashFlows



Impact of Costs & Sales



Impact of Costs & Sales



Impact of Costs, Sales & Time



Impact of Costs, Sales & Time



Impact of Costs, Sales & Time
Cost, Sales & TimeCost & Sales



Takeaways

• Small Market Movements can turn a project 
unviable.

• Accuracy of your Financial Feasibility
– Stringent
– Slight optimism & a slight oversight can render 

your feasibility useless
• Must VALIDATE your numbers & 

assumptions.


