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“I will do yardwork that clearly does not need 
to be done”

Welcome!



Professional Activities

■ Professor at the University of Denver 

■ Senior Instructor for CCIM 

■ Industry Consulting 

■ Expert Witness

■ ARES 

■ ULI 

■ NAIOP

■ FRICS  



Objectives

1. Examine how a financial analysis 

for real estate development differs 

from a financial analysis for real 

estate investment

2. Apply a Direct Cap and Spread 

analysis model using Excel

Let’s get started.





Responsibility of a Developer

ULI mission: to shape the future of the 
built environment for transformative 
impact in communities worldwide.

Locally, a Real Estate Development 
will forever change the existing 
landscape and therefore, Real Estate 
Developers bear a great responsibility 
to make changes that improve the 
built environment for decades to 
come. 





             
       

               

                 

                    

                     

                     

                  

                      

                    



                         



             
         
                      
                     
                       
                          
                           
                     
                 
                        
                        
                   
                         
        



                           

  



        
         
                       
                
                    
                    
              
                     
                         
                       
        



Developers typically work DOWN the Matrix



Bankers

Brokers

Market Analyst

Environmental Consultant

Planners / Lawyers

Contractors

Consultants

Brokers

Consultants 

typically work 

ACROSS the 

Matrix



                
                     

             

               

                 

                     

                    

                    

                       

 

                    
           

          

                              

              

                 

             

                                

           



Direct Cap & 
Spread Analysis

• Stabilized NOI

• Total Project Cost

• Project Value

• Equity Multiple

• Developer Equity

• Land Residual





Land Area Ft2 120,000     Land Cost $ per Ft2 9.00$                  Annual Interest Rate % 5.00%
Gross Building Area Ft2 45,000        Site Infrastructure $ Amount 150,000$          Loan Term Months 24
Rentable Area Ratio % 100% Construction Hard Costs $ per Ft2 100.00$             Loan to Total Project Cost Ratio % 70%
Rental Income $ per Ft2/Yr 18.00$        Hard Cost Contingency % 10.00%
Parking Income $/Yr 2,000$        Project Soft Costs $ per Ft2 30.00$                
Other Income $/Yr 3,000$        Soft Cost Contingency % 10.00% Market Cap Rate % 6.00%
VACL (stabilized) % 8.00% Interest Reserves $ Amount 150,000$          Required Development Spread % 1.50%
Operating Expenses $ per Ft2/Yr 3.00$           Operating Reserves $ Amount 75,000$             

Property Data Development Costs Potential Construction Financing

Market Metrics

Direct Capitalization/Spread Analysis
Jeff Engelstad Ph.D., CCIM, FRICS

Initial Data



Land Area Ft2 120,000     
Gross Building Area Ft2 45,000        
Rentable Area Ratio % 100%
Rental Income $ per Ft2/Yr 18.00$        
Parking Income $/Yr 2,000$        
Other Income $/Yr 3,000$        
VACL (stabilized) % 8.00%
Operating Expenses $ per Ft2/Yr 3.00$           

Property Data

Gross Building Area 45,000        
÷ Land Area 120,000     
= Floor Area Ratio (FAR) 37.50%

Rentable Square Feet (RSF) 45,000       
Potential Rental Income 810,000$   
-VACL 64,800$     
=Effective Rental Income 745,200$   
+Other income 3,000$        
+Parking Income 2,000$        
=Gross Operating Income 750,200$   
-Operating Expenses 135,000$   
=Net Operating Income (NOI) 615,200$   

Calculation of Floor Area Ratio

Calculation of Stabilized NOIFrom the Property Data 

we can calculate the FAR 

and the Stabilized NOI



Net Operating Income 615,200$          
÷Market Cap Rate 6.00%
=Market Value of Property 10,253,333$   

Property Value psf 227.85$             

Calculation of Property Value

Market Cap Rate % 6.00%
Required Development Spread % 1.50%

Market MetricsUtilizing the Cap Rate 

and the Stabilized NOI 

we can calculate the 

potential market value 

of the property to be 

developed



Land Cost $ per Ft2 9.00$                  
Site Infrastructure $ Amount 150,000$          
Construction Hard Costs $ per Ft2 100.00$             
Hard Cost Contingency % 10.00%
Project Soft Costs $ per Ft2 30.00$                
Soft Cost Contingency % 10.00%
Interest Reserves $ Amount 150,000$          
Operating Reserves $ Amount 75,000$             

Development Costs

Land Cost 1,080,000$      
+Site Infrastructure Costs 150,000$          
+Construction Hard Costs 4,500,000$      
+Hard Costs Contingency 450,000$          
+Project Soft Costs 1,350,000$      
+Soft Cost Contingency 135,000$          
+Interest Reserves 150,000$          
+Operating Reserves 75,000$             
=Total Project Cost 7,890,000$      

Total Project Cost per GBA 175.33$            
Total Project Cost per RSF 175.33$            

Calculation of Total Project Cost

From the Development 

Cost Data, we can 

calculate the Total 

Project Costs



Land Cost 1,080,000$      
+Site Infrastructure Costs 150,000$          
+Construction Hard Costs 4,500,000$      
+Hard Costs Contingency 450,000$          
+Project Soft Costs 1,350,000$      
+Soft Cost Contingency 135,000$          
+Interest Reserves 150,000$          
+Operating Reserves 75,000$             
=Total Project Cost 7,890,000$      

Total Project Cost per GBA 175.33$            
Total Project Cost per RSF 175.33$            

Net Operating Income 615,200$          
÷Market Cap Rate 6.00%
=Market Value of Property 10,253,333$   

Property Value psf 227.85$             

Calculation of Property Value

Calculation of Total Project Cost

Market Value of Property 10,253,333$   
-Total Project Cost 7,890,000$      
=Potential Development Profit 2,363,333$      

Total Project Cost 7,890,000$      
-Total Construction Funding 5,523,000$      
=Developer Equity 2,367,000$      

Calculation of Developer Equity

Calculation of Potential Development Profit

From the Project Costs, and 

the Project Value, we can 

calculate the Development 

Profit and Equity required



Net Operating Income 615,200$          
÷Total Project Costs 7,890,000$      
=Return On Total Costs 7.80%
-Required Spread 1.50%
=Required Disposition Cap Rate 6.30%
-Market Cap Rate 6.00%
=Net Cap Rate 0.30%

Indicated Decision Yes

Net Cap Rate Calculations

Market Cap Rate % 6.00%
Required Development Spread % 1.50%

Market Metrics

Utilizing the required 

spread, we can 

calculate the Return 

on Total Cost and 

compare that with 

the Market Cap rate



Market Value of Property 10,253,333$   
-Total Project Cost 7,890,000$      
=Potential Development Profit 2,363,333$      

Total Project Cost 7,890,000$      
-Total Construction Funding 5,523,000$      
=Developer Equity 2,367,000$      

Calculation of Developer Equity

Calculation of Potential Development Profit

Potential Development Profit + CF0 4,730,333$     
÷Cash Required from Developer 2,367,000$     
=Equity Multiple 2.00

Calculation of Equity Multiple

Using the Potential 

Development Profit and 

the required Developer 

Equity, we can calculate 

the Equity Multiple for 

the Developer



Market Cap Rate % 6.00%
Required Development Spread % 1.50%

Market Metrics

Market Cap Rate 6.00%
+Required Spread 1.50%
=Required Return on Costs 7.50%
xTotal Hard and Soft Costs 6,810,000$     
=Required Building Income 510,750$         

Net Operating Income 615,200$         
-Required Building Income 510,750$         
=Residual Land Income 104,450$         
÷Required Return on Costs 7.50%
=Developer's Maximum Land Price 1,392,667$     

Calculation of Maximum Land Price

Finally, we can separate 

the required building 

income to determine the 

income residual to the 

Land.

This can be useful in 

    b   h      “    F  ” 

argument for municipal 

assistance.



 ’         
     ’    
spreadsheet 
        … 




	Slide 1
	Slide 2:  
	Slide 3: Professional Activities
	Slide 4: Objectives
	Slide 5
	Slide 6: Responsibility of a Developer
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16: Direct Cap & Spread Analysis
	Slide 17
	Slide 18: Initial Data
	Slide 19
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26: I’m hoping there’s a spreadsheet for this….
	Slide 27

