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INntroduction

IHemeownership supperts: the health
and diversity ol our communRIties

Single family’ “fer-sale* developmeni
has been challenged since the
Mertgage: CrSIS Pegan in 2007

Develeopment IR teday/ s envirenmenti
pPrESenits unigue challenges o
lenders and develepers



Overview

As a result of this course, you will be able to:

Underwrite: a single iamily develepment

Understand market versus: alferdaldle single
family develepment

Understand construction financing options
Understand dewn payment assiStance programs

Understand therrnsks oif single family,
develepment

Understand non-traditional forms of
nemeownership



Gloessary

Lean-te-value ratlie: A percentage calculated: vy dividing the
amoeunt berrewed by the price or appraised value of the home: te
be purchased; the higher the LIV, the less cash a boerreower Is
reguired! to pay’ as dewn payment.

Cean-te-cost ratio: A percentage: calculated by dividing the
amoeunt herrewed by the cost e develop the project.

Appraised value: Am estimate of a property’s fialr market value.

Pro-rata Lean Amoeunit (alse called “PAR*™ VValue): Calculated
Py dividing the'lean amoeunt by, the Aumber off URItS off INVEentory.

Release multiple: The facter by wWhich yeu multiply’ the prorate
lean amoeunt te derive: the release’ price.

Release price: The dollar amount reguired! by the lender to
release Iits lien on the: subject collateral:

Hard costs: Included in hard costs are all of the costs for the
visible improvements, line items like grading, excavation,
concrete, framing), electrcal, carpentny, reofing, and landscaping
Anoether way te describe hard costs are the “brick and mortar®
EXPENSES.



Sofit costs: Sefit costs may Include the following: architect's fees,
engineering reports and fees, appraisall fee, toxic report fee,
government fees, building permlts assessments sewer and water
hoeok-up fees, construction period! interest and loan| fees.

Gross profit margin: Calculated by subtracting the cost to build
the heme firom the'sales price.

Developer Fee: The amount In the develepment budget that the
develeper Is paid te develop the project.

First-time heomebuyek: There are different definitieons depending
R Unding| seurece, bul often it IS a heuseheld that has net ewned a
NEME: In the previous three years.



WISH: EHLBE' program to previde dewn payment assistance to
first-time hemebuyers. The lender provides the money at time ofi
clesing and Is; reimbursed! by EHLB. Matching| pregram at a 3: 1
ratio) for the: hemebuyer.

HOME: Eederal program that IS eperated by, states and/or local
gevermments te previde down payment assistance te first time
homeBLUyErsS.

Subdivision improvements: All ol the local jurisdiction reguired
Work that 1s noet directly, related te mdividuali home construction:

[.e. reads, curlhs, guitters, sidewalks, commen area landscaping,
etc.

Silent Seconds: Eunds offered by a lender or other entity that
dees not reguire repayment until the home 1S resold.

Self-Help Housing: Mest efiten found Ikl rural areas and ofiten
unded by USDA-RuUral.



How IS single family the
same as multiamily/2

= [They are residential properties
= Viarket Demand 1s influenced By
— Populatieon grewthr (Jehrarewii)
— Inceme: Levels off the families
o [Lean Budgets iaclude
— [land cost
— Construction Costs
s \Viateral
= [L2I0)
— ElRancing Costs
— Other Seofit Costs



Hew IS single family.
different from multifamily?

WIEFEErFzinnl] A/ Single family.

s How muchrwilifthe
uRits RENIF for?

s \What' size term
lean(s) can be
SUpperted By this
rental Income?

= Jhe developer
generally;, earns
nIs/her developer fiees
during censtruction
and/er later as “earn-
QU™ frem property.
cash flow

s \What will the SALE
PrICES be?

s \Whait size mortgage
camn each heme buyer
gualiiy/ for based on
NIS/REr INCome?

= ihe developer earns
nIS/her develeper fee
frem the prefiit margin
on the sales ofi the
Individual units



Differences Cont.

WIEFEErFzinnl] A/ Single family.

s lhe entire Interim
finanecing IS generally,
repald at eRe pPerit iR
time

= Jihe interm leanrs
seurce of repayment:

IS a commercial term
lean

e [he term lender’s
source of repayment
IS the NOI on the

PropPErty

s Jlhe interim
inaneing IS usually,
paldiincrementally/as
eachl neme: sale cleses

s Jhe Interm leants
SpUKrCes of repayment:
will lbe the consumer
moeKtgage leans made
te the heme buyers

e [he term lender’s
seurces of repayment
IS the censumer’s
Income



Differences Cont.

Mitilitriaranly

= Qutside of developer fiees

ORI PrejJEctS Under

construction, a developer's
portielior can ve a seurce of

“recurring™ cash flew: as
ShewWR BEleW.

Equatien

RENL
=\Vacancy=
—EGI

<Op Exp>
<RR>

= NOI

<Debt Service=

= Cash Elow after
debt service

Single-family.

= The Single Eamily,
developer’s cash flew: Is
generally, not considered
FECUKrING In this same
SEenses; emes must:
continue: te e bullt and
spld profitably: In crder for
the developer to continue
gEnErating cashi flew

Equatieon
Sales Price

<Cost to Build>= “Costs of
Goeds Seld”

— Gress Profit
<Sales Cloesing Costs>

= Conitribution Profit
=0Overhead=

= Net Profit



What are the key
components to
underwriting single family
homes?

EXPErence and Capacity, of
Developer

Preperty/ Valuatien
Property, Condition
Plroject EcCenemics
Market Econoemics




Experience and Capacity of
Developer

Credit rating
lirack record
Market knewledge
Product knewledge

Einancial strength (et Werthranad
lIguiId assets)

Support staiff



Property Valuation

Appraised Value
L oan-to-value/Loan-to-Cost Ratios
Comparanles

Other
Moenithily/ albserption (ot and ReMmES)



Property Condition

Environmentall Isstes

Hazardoeus materials
\Wetlands

Site develepment:
Grading

Accessibiity terutilities anal reads



Property Economics

BlUdget

SOUKCES! Off EquIby,

Prejected Profitanility/ and Cash Elow.
Lean: Structlre and Repayment
Construction Contract

Lecal Lanor Viarket



Market Analysis

Market Study/
DEliNINgl the market area

Competition
Alferdanle versus market rate heusing
Vitli2mnly marcket

Demand analysis
Demoegraphic trends



How do you find qualified
homebuyers?

Viarket demoegraphics

Affierdable versus market rate heusing
Marketing to IHousing AUtheKItiES

Market te Human Reseurce Departments of
|arger Corperaticns

=lESt=time hemeRUNErRS
DOWR=payMENT assistance programs

2le and pest-hemerLyEr taining
Programs




Construction Financing
Options

Use anaggregate lean| sizing withydefined
“Start” imitations

$2,000. 000 loan to build 20 houses; of
$100,000 each

IHaverar clauserin Lean Agreecment Whlch lnmits
the maximum AumBbEr of houses allewed! at
any given time to 10 heuses

Use a revelving line of credii
$1,000,000
Eachi lean for each house will egual $100,000

TTherefore, youl can have 10 heuses under
Construction at any. ene time



Bank Reguirements

Glarantees
fean Cevenanits
PrCING

NEermS



Down-payment Assistance
Programs

HOME and \WISH

Hew wWill programs Inpact
development:

Inceme: restrctions (Sets
aSIdes)

REPAYMERL
Liens



Non-traditional Forms of
Hoemeownershnip

Fow=Income Housing iax Credii
Prograim

Highly, competitive
Self-help

Usually USIDA Rural Develepmeni
pregkam Ui alseruroan pPregrams

Eligible areas - <25,000 pepulation



sunrise Homes, LLC




Case Study Presentation
[EACTS

SPORNSOKS

Sunprise Hoemes, LLE is a limited! liability: company. fermed! By, four
members wholshare a more than 10= —year histery, off Werking
tegether te develop afferdable housing. ©One of the members Is a
noenprefit 501©(8) corpoeration that was: started In 1988 te develop
afferdalle housing| fer lew-inceme families. As palt of Its mission,
the erganization effers; training and down-payment assistance: for
low-Inceme flirst-time homebuyers. The other three members: have
significant multrfamily/ affierdakle heusing eEXPERIENCE, WhiIch
Includes develepment;, property managemeni, fair heusing, and
consuliing. The financial statemenits andl tax returns: previded! By
the individual members oii the limited liability, cempany. reveal that
there Is sufficient net worthrandl liguid assets en a comiineat 9asis
te satisiy the Bank’s Undernwriting Critera.

This will e the first single family: development undertaken oy,
Sunrise Homes, LLC.



BACKGROUND

IR 2004, the memibers of the LLC decided to provide
first=time hemebuyer eppoertuRIities ok IowW-Income
hoeusehplds’ threugh the developmenit off a 46 single-
family, heme suldivision. This decision Wask supperied
py the local HOME Censoertium: stafil;, the: City Counecll
MEMBEY representing the area, and vareus lenders
Whe wanted te be Invelved in single-family
nemeewnRership: The members identified a 9.5 acre
parcel off land fer sale inra growing area off the City,
Whilch was: alse clese! te) the"UnIversity, the freeway. ok
commuiters, and enly, 2 miles; from many. ef the major
empleyment seurces in City. After all due diligence en
the parcelfwas completed (phase: I envirenmental
report, geotechnical report, appraisal off the land and
InIital conversatieons with City, stafiff regarding petential
development: conditions)), the parcel Was) purchiased and
Unds fer dewn-payment assistance Were elhtained frem
the lecall HOME Coensoertitm.



THE DEMAND

In 2004, the prices of single-family: hemes had
INcreased In ene year by almest 20%. [here were ne
nemes availabler andl affierdanie tor heusehelds earming
80%) off area median Inceme or less. Whilerdewn
pPaymEnRt assistance programs Were availalle, the prce
eff leusIing had escalated sor much that the assistance
WasH insuificient te allew lew~Inceme!: first-time
NemMeBUyers to enter the market. By 2005, sales
prices were continuing to Increase and even moderate-
Inceme heuseholds could nerlienger purchase: a heme.
IRiti2allys the sulbdivisieon was: te: have: S0 afferdalsie
NemES restricted to) these eamning 80% AMIFand below
Wiithr v market rate hemes whlchiwoeuld help suksidize
the! alfferdalsle hemes.



LOCATION

IAe preject site: was a vacant 9.5-acre parcel lecated in
nertheast part off the! City With Immediate: access: to
poeth Highway 45, the main Rlerth-Seuthr corrdoer In; the
City, and Noerthr Carelina Street, a mainl transit eriented
corridor wWhich feeds; into) the Ring Read areund the: City
and the University. The location promised te reduce
commute times as well as transportation costs to
heusehelds Whe Were BUying RemES as muechl asi4s
miles; eutside off the City for alfferdability, purpeses.



PROJECT DESIGN

fhe preject Is a single-family: sulbdinisien with small;
Individualtletsi and a combinatien; el a main puBklic
street that traverses the entire supdivision and
SuUppoerts the imdividuall hammerhead, private streets.
There Is a mix of single-story and tWoe-stery hemes,
three-and feur hedreem hemes and six difierent
elevations e previde visual centrast 1n the: suldiVvisien.
TRere Is a common area lot Withl landscaping and
maillbexes. he views of the moeuntains firem, the
NOMIES are Sspectacular.



PROJECT AREA CALCULATIONS

Site Area: 9.5 acres

Lot Size Range: 5,000 sguare: fieet to
0,500 sguare: fieet

Average: Lot Size: 6,000 sguare feet:

IWwoe-Bedreom Hoemes: 1,450 sguare
feetl

fhree-Bedroom Homes: 1,625 sguare
feet

letal Sguare: Feetage: 70,950



SOURCES OF EQUITY AND FINANCING

Jotal cost of the project te date Is approximately $9.1
millien Including Interest cost and other carnying costs while
NEMES are unseld: Einancing fer the cost of the land and
water rights: ($1,200,000) was previded vy a regienal
CommunIty: Development Einancial Tnstitution), a nenproiii
lender. This lean has stayediin the deal until allf of the
NEMES are seld at a suboerdinate poesition.  The subdivision
IMprevemenis; and heome construction: lean Was: provided: oy
a locall banksa tetal off abeut $7.1 millien. All off the equiity,
Ior carry/ing costs and cost overruns has heen provided: oy
the members; ofi the LLC and tetals abeut $802,000 toe date.
[DeWnREpPaymMeEnt assistance Ras Been provided by a
combination off HOME funds! fram the HOME Censertitn,
ABC Bank silent seconds;, and WISH funding fifom the
Eederal HomerLoan Bank: Eannie Mae made a
predevelopment lean te the nenprofit member of $250),000,
Whieh wasi used by the! LLEC 16 pay predevelopment: costs.
That lean was) repaid wWith interest at the: start of
construction by the a lean from the local bank.



EINANCIAL ANALYSIS AND ECONOMIC OUTILLOOK

Due te the spectacular eccurrence of three different events
during the development of this preject, the outieek fer this
PFOJECt IS noet a positive ene. Prier e construction,, the lecal
Water autherity ran eut off Water rights and the: price of these
availlaple mereased by tenfeld: Walting for the Water FgRts
caused the start off the subdivisien| Improvements te be
delayedi by five months and further caused those
Improvements te be bullt ever the winter, Which resulted i
further delay. By, the time the first hemes will ready/ o
sale, the boettem had drepped: eut: off the sub=prime market,
Which caused many. oif the hemebuyers: torbecome ineliginle
or iNanCcInGg due e strcter Undernviting standards. When
the finall hemes are sold, hoepefully: semetime: In 2008, the
project will have: produced! alvout 12 hemes restricted te low-
IRCemeE, first time-hemepuyers and 34" market rate hemes:
Altheughl, the preject didn t meet 1S numerRcal geals; the
reality/ 1s; thiat! moest off the market rate ReMmES Were seld at
the same price as the afifiordable enes and maostly, te first-
time heomebuyers with moderate Incemes. With the
sponser’'s capital njection off $802,000,, the net profit willl loe
approximately $400,000 instead oi the projected
$1,200,000.



PROJECT SCHEDULE AND: KEY
MILESTONES

Land Acguisitien: April 2005

Water Rights Acguisition: Octoeher 2005

Subdivision Imprevements, Started: [December
20)0)5

Subdivision Imprevements Completed:
September 2006

Eirst Homes Started Construction:  August
20)0)6

ElrSt IHomes Completed: Mareh 2007

AllfConstruction completed and appreved: 0y
City: Noevemiber 2007

letal Hemes Seld! ter Date: (February: 2008):
33

Homes Remaining te Sell: 14



Case Study Questions

Winat size loan Willsthe Borfewer need fiolF the
acquisiven and development lean?

2. \What will“lbe the release price: for the mdividual lets?
sy Whenrs the: vanik repaic?
2. \WWhat size' lean willFthe borrewer need: fior the: vertical

constructiont loan?

What will l9e the release: price for theinadivicuai
NEUSEs?

When s the bank repaid?

What will the lean toe cost ratior be for each NeUse?
What will the lean te value ratio be for each house?
What will be the boerrower’'s cash flow: fer each heuse?

\What aboeut In the aggregate?
\What will be the borrewer’'s contribution profit for each

IhAr1eAD



)

SURISE = S BUEGE

~

SUNKISE IHomES BlUddet
BUDGET CATEGORIES TOTAL LOAN CHANGES TO BYDGET EQUITY
LAND $2,195,000 $995,000 $1,200,000
HARD COSTS
Site Work $400,000 $400,000
Residential Buildings $4,000,000 $4,000,000 $300,000 $300,000
Contractor Overhead and Profit $484,000 $484,000 $30,000 $30,000
Hard Cost Contingency $244,200 $244,200

Sub-Total Hard Costs $5,128,200 $5,128,200
SOFT COSTS
Bank Loan Fee $61,255 $61,255 $25,000 $25,000
Bank Interest Reserve $203,855 $203,855 $192,000 $192,000
Bank Legal Fee $5,000 $5,000
Subordinate Lender Interest Reserve $46,000 $46,000 $69,000 $69,000
Subordinate Lender Legal Fee $5,000 $5,000
Bank Inspections $10,000 $10,000
Borrower's Legal and Accounting Fees $10,000 $10,000
Architectural Design $75,000 $75,000
Architectural Inspections $25,000 $25,000
Testing $20,000 $20,000
Permits and Fees $329,000 $329,000 $100,000 $100,000
Construction Period Property Taxes $7,500 $7,500 $32,000 $32,000
Title/Escrow and Closing $20,000 $20,000
Construction Insurance $75,000 $75,000
Marketing $50,000 $50,000
Consultant $50,000 $50,000
Assessments $30,000 $30,000
Utilities $24,000 $24,000
Soft Cost Contingency $20,000 $20,000
Sub-Total Soft Costs $1,012,610 $1,012,610

TOTAL DEVELOPMENT COSTS $8,335,810 $7,135,810 $802,000 $2,002,000




SOURCES: TOTAL

Bank Loan
Total Sources

$1,395,000
$1,395,000

USES:

Pay off Land Loan $995,000
Site Work $400,000

Total Uses $1,395,000




Lot Release Price

Release price per ot fior Sunkse Homes:

Release multiple = 1.25X

Release price per lot = $1.,395,000 (loan
amount)/46 (lots) x 1.25 = $37,908

When dees the A & Dilean get repaid? 46
lots/1.25 = 36.80 Houses



ISOURCES

TOTAL |

Bank Loan
Sponsor Equity

TOTAL SOURCES

$7,135,810
$802,000

$7,937,810

JUSES

TOTAL |

Pay off A & D Loan

$1,395,000

Hard Costs

Residential Buildings

Contractor Overhead and Profit

Hard Cost Contingency
Sub-Total Hard Costs

Soft Costs
Bank Loan Fee
Bank Interest Reserve
Bank Legal Fee
Subordinate Lender Interest Reserve
Subordinate Lender Legal Fee
Bank Inspections
Borrower's Legal and Accounting Fees
Architectural Design
Architectural Inspections
Testing
Permits and Fees
Construction Period Property Taxes
Title/Escrow and Closing
Construction Insurance
Marketing
Assessments
Utilities
Consultant
Soft Cost Contingency
Sub-Total Soft Costs

JTOTAL USES

$4,300,000
$514,000
$244,200

$5,058,200

$86,255
$395,855
$5,000
$115,000
$5,000
$10,000
$10,000
$75,000
$25,000
$20,000
$429,000
$39,500
$20,000
$75,000
$50,000
$30,000
$24,000
$50,000
$20,000
$1,484,610

$7,937,810



Release Price for Homes

Release multiple = 1.10Xx

Release price per lot = $7,135,810
(lean ameunt)/46 (lots) x 1.10 =
$1.70,639

Whenis the Bank lean repaidiim il
46 Homes/1.10 = 41.82 Homes



Casi Floww Sumimary,

Individual Home Cash Flow

Sales Price
Less Bank Loan Repayment
Less CDFI Loan Repayment

Gross Cash Flow Per Unit

Less Sales Costs

Net Cash Flow Per Unit

Cash Flow for all 46 Houses
$28,067 x 46 = $1,291,070

Less Sponsor Capital Injection = $802,000

Net Cash Flow = $489,070

$218,000
$155,126
$26,087

$36,787

$8,720

$28,067



=1 O]

Equation

Sales Price
<Cost to Build> "Costs of Goods Sold"

Gross Profit

<Sales Closing Costs>
Contribution Profit

<Overhead>
Net Profit

Anticipated Profit Summary for Sunrise Homes

o)

SUmMMea.

$218,000
$175,781 (Initial Budget Less Carrying Costs - Interest Reserve)

$42,219

$8,720 (Closing Costs - 4% of Sales Price)

$33,499

$5,432 (Carrying Costs - Interest Reserve)

Sales Price
<Cost to Build> "Costs of Goods Sold"

Gross Profit

<Sales Closing Costs>
Contribution Profit

<Overhead>
Net Profit

Less Sponsor Capital Injections

Revised Profit Summary

$28,067

$10,028,000 ($218,000 X 46 Homes)
$8,085,955 (Initial Budget Less Carrying Costs - Interest Reserve)

$1,942,045

$401,120 (Closing Costs - 4% of Sales Price)

$1,540,925

$249,855 (Carrying Costs - Interest Reserve)

$1,291,070

$802,000

$489,070



Summary and Conclusions

Unifereseen challenges
SUB-pPRImMeE market
Increased construction CeStS
Competition fior reseurces (Water rights)
Mitigabing EacteKRs
Einancial strengitih ol Spensers
lirack record of spensers

City, and County sSUppPEe¥L for
develepment

Relatienshipe Withr construction; and
suberdinate’ lenders
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