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1.0 INTRODUCTION TO REAL ESTATE DEVELOPMENT 
 

According to Van Nieuwenhinjze (1969), “Development is like a variable. It has a 

complex definition with different, inconsistent meanings that change according 

to those who suggests and uses it”. Meanwhile, Galseki (1972) defines 

development as “Transformation from one level to another which will enrich 

human life to become better and various in material and culture aspect, 

rational and others”. However, within the context of real estate, Cadman (1978) 

defines property development as “A process that involves changing or 

intensifying the use of land to produce occupation. It is a high risk activity which 

often involves large sums of money tied up in the production of product which 

is relatively invisible”. This is close to the definition suggested by Wilkinson and 

Reed (2008) that describes property development as “A process that involves 

changing or intensifying the use of land to produce buildings for occupation”. 

 

The characteristic of property development are complex and time-consuming. 

It is one of the few processes that use all four factors of production, namely 

land, labour, capital and entrepreneurship mentioned in modern economic 

theories. The output from property development usually involves either change 

of land use or the construction of a new or altered building, or both.  
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A number of authors, including Adams (1994) and Cadman and Topping 

(1995), have looked at the property development process. Adams approached 

the subject from the viewpoint of the planner working within and in response, to 

property markets. He also considered development models described by 

previous authors, such as Barrett et al. (1978) and Gore and Nicholson (1985). 

Cadman and Topping's objective was to describe the development process, 

enabling the reader to obtain a complete overview. They identified the following 

main stages: 

 

1.1 Initiation 
This is the first stage that begins when either a parcel of land or site is 

considered suitable for a different (or more intensive) use or when the 

demand for a particular use leads to a search for a suitable site. Initiative 

may come from any actors or stakeholders in the development process 

who are: 
• Seeking an appropriate site in anticipation of the demand or need 

for any use; 

Vacant Land 

“Property 
Development” 
A process that 

involves changing or 
intensifying the use 
of land to produce 

buildings for 
occupation. 

INPUT 

- Land 
- Labour 
- Capital 
- Entrepreneurship 

King Abdullah Financial District 

OUTPUT 

- new or altered building, 
or both. 
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• Anticipating a potentially higher value as opposed to the 

current/existing use due to changing demographics and/or 

changing economic, social, physical and/or other circumstances. 

The initiator has to do a market research to estimate potential 

returns as well as obtain planning permission for change in land 

use (if relevant).  

• The roles of the various different stakeholders in initiating the 

process are examined under 'main actors'. The initiator may not 

necessarily be involved in the rest of the development process, 

depending on their motive or objective. 

 
1.2 Evaluation 

One of the most important stages of the development process is 

evaluation as it influences the decision making of the developer 

throughout. Evaluation includes market research, both in general and 

specific terms, and the financial appraisal of the proposal (Reed, 2007). 

The process of financial evaluation needs to ensure that the cost of the 

development is reasonable and viable. For private sector developments, 

the evaluation establishes the potential for profit in relation to the risks 

incurred. For the public sector and non-profit-making organizations, it will 

attempt to ensure that the costs are recovered. An additional objective 

of the financial appraisal is to establish the value of the site. This stage 

of the process should be undertaken prior to any commitment and while 

the developer retains flexibility. Though the evaluation involves the 

combined advice of the developer's professional team, the decision to 

proceed and bear the risk rests ultimately with the developer. It is a 

continuous process with constant monitoring, relating directly to all the 

other stages. 
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1.3 Acquisition 
Acquisition in the development stage involves: 

a. Legal investigation:  
Unless the developer is the existing site owner all legal issues 

concerning the site must be assessed: this includes ownership, 

existing planning permissions, and any rights of way, light or 

support. Careful preparation is required to establish who the 

existing owners of all the rights to the site actually are and what 

will be necessary to acquire them. Any error in establishing the 

extent of ownership and the cost or the time in acquiring the rights 

to the site can seriously affect the viability of the development. 

The public sector may become involved in the acquisition stage, 

to assemble a large site with many occupiers and landowners, 

since they can use their legal powers of compulsory purchase. 

However, the use of such powers can be both time-consuming 

and costly. The vast majority of development is undertaken 

through the co-operation of the original site owners, either by 

disposing of their interests through negotiation or by becoming 

partners in the development. 

 

b. Ground investigation:  
A thorough physical assessment of the capabilities of the site to 

accommodate the proposed use should be undertaken. Ground 

investigations involve the assessment of the site's load-bearing 

capacity, access and drainage. All existing services (e.g. 

electricity, water, gas and telephone) should be surveyed to 

ascertain their capacity to serve the proposed development. If the 

services are inadequate then the developer needs to assess the 

cost of their provision or expansion. The investigation should 

highlight the existence of underground problems such as 

geological faults and made-up ground, together with the presence 

of any archaeological remains, contamination, underground 
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services and storage tanks. A site survey must be undertaken to 

establish the measurement and configuration of the site. 

 

c. Finance:  
The developer, unless using internal resources, must also obtain 

appropriate finance for the development project on the most 

favorable terms over the entire length of the scheme, before 

committing to a scheme. The developer will normally be 

concerned with arranging two sorts of finance. Firstly, short-term 

finance is needed to cover costs during the development process. 

Secondly, long-term finance (sometimes called 'funding') will be 

sought to cover the cost of holding the completed development 

as an investment or, alternatively, to secure a buyer for the 

completed scheme. The level of detailed information that is 

required by the providers of the finance varies, but all will require 

convincing evidence of the ability of the developer, and the 

soundness of the preparation and appraisal of the scheme. 

 

1.4 Design and Costing 
The design stage takes place almost continuously alongside other 

stages and becomes more detailed as the development proposal 

becomes more certain (if a likely occupier is known, the developer will 

be surer about the design).  

 

Speculative developments are guided by a design brief that sets the 

design parameters for the architect. At the initial stage, minimal design 

work should be done to keep costs down, but should be enough for a 

Quantity Surveyor (QS) to prepare initial cost estimates for financial 

evaluation purpose. Scaled layout plans showing the position of 

building(s) on the site together with simple floor plans of internal 

arrangements for each floor are also prepared. 
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Once the decision to submit planning application is made, more detailed 

plans will be prepared, such as full sets (of plans) showing layouts, 

elevation and sections of the building inclusive of project specifications. 

At this stage, the developer requires thorough cost estimates from the 

QS to enable negotiations with building contractors. 

The design and costing stage span over most of the construction period 

and involve all members of the professional team. At each appropriate 

stage, the design and cost estimates must be completed to avoid delays. 

Although final product almost always differs from initial design concept, 

a developer has to ensure costly design changes are minimised once 

the commitment stage is reached. 
 

1.5 Permission 
Any development (with a few minor exceptions), which by statutory 

definition involves a change of use or a building operation, requires 

planning permission from the local planning authority prior to its 

commencement. In many instances the developer may, where a building 

operation is involved, apply for an outline application before full approval 

is obtained. An outline planning consent establishes the approved use 

of the site and the permitted size or density of the proposed scheme. 

The developer only needs to provide sufficient information to describe 

adequately the type, size and form of the scheme. However, an outline 

planning consent, on its own, does not allow the developer to proceed 

with the development scheme; a further detailed planning consent is still 

required. 

 

A detailed application typically involves the submission to the planning 

authority of detailed drawings and information on siting, means of 

access, design, external appearance and landscaping. It is not possible 

to apply for outline consent for a change of use. There may be a number 

of outline applications made on a particular site if circumstances change 

before a developer acquires the site. If the scheme changes, after 
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detailed consent has been obtained, then further approval is required 

from the local planning authority. 

 

The developer needs to make realistic initial estimates of the likely time 

and cost of obtaining the appropriate permission during the evaluation 

stage. The acquisition of planning permission can become complex, 

requiring detailed knowledge of the appropriate legislation and policies, 

as well as local knowledge of how a particular planning authority 

operates. The employment of 'in-house' planners by a developer or the 

use of planning consultants may be necessary and cost-effective where 

planning problems are envisaged or encountered. Where permission is 

refused by the local planning authority the developer may appeal to the 

relevant authority. 

 

In addition the developer may be required to enter into a contract with 

the local planning authority where a 'planning agreement' is negotiated 

as part of the planning approval. These agreements, which used to be 

referred to as 'planning gains', deal with matters that cannot be covered 

as conditions to the planning approval: the provision and maintenance 

of a public facilities as part of a scheme. For example, there may be 

improvements to adjacent roads to the site to provide safe access to the 

site after completion of the development. Planning agreements must be 

signed before approval is granted and often impose additional 

development costs, therefore affecting the overall evaluation of the 

scheme. 

 

In some circumstances there are a variety of other legal consents that 

may be required prior to commencement of a development. These 

include listed building consent (the right to alter or demolish a 'protected' 

or landmark building); the diversion or closure of a right of way; 

agreements to secure the provision of the necessary services and 

infrastructure; and, in all cases where building operations are involved, 

building regulation approval. The prudent developer must clear all legal 

permission hurdles before making a commitment to the development. 
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1.6 Commitment 

A developer must be satisfied that all the necessary preliminary work 

has been undertaken before any substantial commitment is made in 

relation to the development. Ideally all the appropriate inputs of land, 

finance, labour and materials, and the acquisition of statutory 

permissions must be satisfactorily negotiated before any agreements 

are signed making the developer liable for any major outlay of money. 

When the preliminary work has been completed as far as possible, the 

project must be evaluated once again. This is because it may be that the 

preparation of the scheme has taken some time and the economic 

circumstances that determine the success of the development have 

changed. It is vital, therefore, that the developer pauses for thought until 

absolutely satisfied that the evaluation is based on the best possible 

information and the scheme is still viable. 

 

Until the land is acquired, the developer must keep costs to a minimum. 

The likely costs up to this stage are professional fees and staff time. 

Depending on individual circumstances some of the professional team 

may be willing to work on a speculative basis or at reduced fee in order 

to secure full appointment once the scheme commences. In some cases 

the developer may be acquiring the land without the benefit of planning 

permission and, therefore, the contract may be made subject to 

obtaining the necessary planning approval. In addition, conditional 

contracts to acquire a site are often entered into when either the 

developer has had insufficient time to carry out all the important 

preliminary investigations, or alternatively the developer is yet to secure 

the necessary finance. 

 

At some point in time all of the contracts to acquire the land, secure the 

finance and appoint the building contractor together with the professional 

team will be signed. These contracts may not necessarily be signed 

together; the developer must aim to achieve this as profits will be 

maximised. In the case of a non-profit development, ensuring that the 
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commitment is held back until all the resources are in place will minimise 

cost and risk. 

 

 

1.7      Implementation  

The implementation stage can commence once all the raw materials of 

the development process are in place. At this point there is a 

commitment to a particular site and to particular buildings at a particular 

cost spread over a particular time. However, the flexibility, which was 

previously possible in the earlier phases, has gone. What needs to be 

emphasised is the importance of careful evaluation and of maintaining 

flexibility as long as possible.  

 

Throughout this stage the underlying goal, and this aspect is often 

challenging, is to make certain the development is completed within both 

the time and budget stated in the evaluation, without comprising quality. 

Depending on the experience of the developer and the complexity of the 

scheme, this may best be achieved by employing a project manager to 

coordinate the design and building process. The project manager and/or 

developer must anticipate problems and make prompt informed 

decisions to minimise delays and extra costs. Furthermore, the 

developer must take as much interest in the running of the project as in 

its promotion and the market must be monitored continuously to ensure 

that the product is right, which may result in amendments to the 

specification. Where a non-profit development is concerned, the 

developer must aim to contain costs, while maximising the benefits of 

occupation.  

 

1.8      Let/Manage/Dispose 
Although this phase of development occurs often at the latter stages, it 

must be at the forefront of the developer's thoughts from the initiation of 

the scheme. In some cases the occupier may have been secured at the 

start or during the development process. The development's success will 
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depend on the ability to secure a willing occupier at the estimated rent 

or price, as well as within the period originally forecast in the evaluation. 

The disposal may take the form of a letting or it may be the outright sale 

of the freehold interest.  

In the case of a major retail development there are many lettings, while 

in that of a single office building the property may be disposed of in one 

major letting. 

 

It is at the evaluation stage that the letting and/or sales strategy should 

be thought out, and then subsequently updated, where possible and 

appropriate, during the course of the development. As such any agent 

or a member of staff employed by the developer to secure lettings/sales 

should be included in the development from the beginning of the 

process. In addition a decision must be made at what point it would be 

sensible to let or sell the scheme. In many cases it is necessary to 

complete or virtually complete the development before seeking an 

occupier. This decision may not be the developer's alone and may be 

heavily influenced by other actors in the process such as the financiers 

or the landowner (if they have remained a partner in the development). 

At the start of the process the developer has to decide whether the 

property investment created is to be held as such or sold to realise any 

profit, unless it has been pre-sold to the long-term financier of the 

scheme. Such a decision is dependent on the motivation of the 

developer as well as the prevailing property investment market 

conditions at the time. However, developers have to be flexible to 

accommodate any changes in the investment market prior to completion 

of the scheme. This means that careful thought needs to be given to the 

investment value at the initial evaluation and design stages.  

Therefore, if the decision is made to sell the investment to an investor, 

then the developer needs to fully research their requirements. The 

location, specification and financial strength of the tenant(s) will be 

critical in achieving the best price for the investment. The developer may 
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employ an agent to secure a sale of the property to an investor. The 

agent should be employed as early as possible to advice on the optimal 

specification and design of the property development scheme. 

In accordance with best practice, the development process and the 

developer's responsibility should not cease with the occupation of the 

building. There is still a need for the developer to maintain contact with 

the occupier, even though no direct landlord/tenant relationship may 

exist. This is because developers can learn more about occupiers' 

requirements in general and, in particular, the shortcomings of the 

completed building from a management point of view. Therefore, 

management needs to be considered as part of the design process at 

an early stage if the final product is to benefit the occupier and earn the 

developer a good reputation. The financial success of the development 

cannot be assessed until the building is complete, let and, where 

appropriate, sold.  

They also emphasised that these stages may not always follow this sequence 

and often overlap or repeat. The stages described by Cadman and Topping 

apply to speculative development situations, where a developer might not seek 

an occupier until construction is well advanced, or even completed. Where a 

development is pre-let or pre-sold, the letting, management and disposal stage 

might come much earlier in the development process, possibly even preceding 

the initiation stage in situations where a developer receives an enquiry from a 

prospective occupier and then seeks a site in order to satisfy the demand. It is 

also more appropriate to Greenfield development than to the generally more 

complex processes associated with the redevelopment of 'brownfield' or 

'previously developed' land and buildings. 
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2.0 REAL ESTATE DEVELOPMENT MODELS 
There is a varied array of actors and interests playing diverse roles in relation 

to various elements in the development process. At the same time, the 

development process takes place in a context with pre-existing social, 

economic, political and legal institutions. There is a need to reduce the multiple 

roles, interactions and relations to some sort of framework that can facilitate 

analysis or predict outcomes of development processes. 

 

2.1 The Development Process (Ratcliffe and Stubb, 2003) 
i. Equilibrium Models, which is structured by economic signals 

about effective demand, as reflected in rents, yields etc. These 

derive directly from the neo-classical tradition in economics. 

1. Initiation
Initiative come from 

stakeholders (Developer/ 
Government)

2. Evaluation
Market research and 
financial appraisal of 

the proposed 
development

3. Acquisition
a. Legal investigation
b. Ground investigation 
c. Finance

4. Design and Costing

5. Permission
Planning authority and others 

development permissions 
include infrastructure and 

building permits.

6. Commitment
- Commitment to develop
- Appointment of building 

contractor and the professional 
team.

7. Implementation
Ensure the project is completed 
within the planned time, budget 

and quality.

8. Let/ Manage/ Dispose

REAL ESTATE DEVELOPMENT PROCESS 
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ii. Event Sequence Models, which focus on the management of 

stages in the development process. These derive primarily from 

an estate management preoccupation with managing the 

development process. 

iii. Agency Models, which focus on actors in the development 

process and their relationships. These have been developed 

primarily by academics seeking to describe the development 

process from a behavioural or institution point of view. 

iv. Structure Models, that focus on the forces which organize the 

relationships of the development process and which drive its 

dynamics. These are grounded in urban politic economy.  

 

2.2 Usage of Models 
Although simple generalisations will not hold up when tested against 

spatial and temporal variety in development process, it is still useful to 

provide models as they can show details of agency relationships, 

elucidate on behaviour of actors and significance of events under 

different conditions and link these interests and events to wider 

economic and political structures. 

 

2.3 Definition of Models 
A model is defined as a system of postulates, data and inferences 

presented as a mathematical description of an entity or state of affairs. 

A model is also described as a computer simulation based on such a 

system (Merriam-Webster, 2015). 

 

An alternative definition is “A simplified description, especially a 

mathematical one, of a system or process, to assist calculations and 

predictions” (Oxford, 2015). 

 

2.4 Models of Development Process 
The following are a selection of the most commonly used models in the 

development process: 
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2.4.1 Equilibrium Models 
This model is based on the assumption that effective demand and 

supply (as reflected in rents, yields, etc.), drives a new 

development. It is assumed that the demand for new property 

(whatever type) will cause supply to respond accordingly. This will 

be reflected into rents and yields, and subsequently into land and 

property valuations. In these models, the development activities 

are seen as unproblematic. Actors’ behaviours are based on 

‘rational expectations’ in areas such as land taxation, land 

allocation policies and land speculation. 

 

However, a disadvantage of Equilibrium Models is that they 

cannot explain diverse forms of demand (i.e. user and investor 

demand are different and respond to different signals). Non-

economic interests of actors, particularly landowners. 

Landowner’s agreeability and objectives to sell/develop are 

different. Uncertainty in assessing future gain due to timescale of 

property development. Distortions in valuation and appraisal of 

risk and reward and the complexity of the development process 

caused by involvement of many actors over a long period of time 

in different stages - different balance of power. 

 

2.4.2 Event-Sequence Models 
These models focus on the management of the stages in the 

development process and management approach. Based on 

Wilkinson and Reed (2008), eight (8) stages of the development 

process are identified. Event-Sequence Models are different from 

Equilibrium Models in that they unpack the development 

processes into predetermined stages and look for potential 

‘blockages’. However, Event-Sequence Models do not explain 

behaviours of actors and interests and provide little answer to the 

‘why’ problems. Additionally, it has not been proven that there is 

any standard sequence of events in a development project. 
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A problem with above model is that in practice, property 

development involves a myriad of agents. “Under Neo-Classical 

Economic Modelling, agents roles and interrelations “mysterious 

force” that can be overridden by the omnipotent public policy” 

(Ball, 1998). 

• ‘Black-boxes’ agents’ roles, behaviours, interaction & 

actual practice. 

• Roles, behaviours, interactions and actual practice of 

housing agents left out. 

• Partial explanation of policy impacts. 

 

2.4.3 Agency Models 
This model focuses on the actors in the development process, the 

roles they play and their interests. Agency Models incorporate the 

complexity of development activity by highlighting the way 

different agents cluster around in different development stages. 

Agency models show: 

• Activities of agents that are influenced by the broader 

context and the outcomes of these interactions; 

• Different power relations at different stages of the 

development process.  
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The main weakness of Agency Models is lack dynamic 

conception of the forces that ‘drive’ the development process.  
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2.4.4 Structure Models 
Focus on the ‘driving forces’ which organise the relationships of 

the development process and which drive its dynamics. The 

above models are from Neo-Classical Economics perspective, 

preoccupied with processes and consequence of prices 

formation. Structure models look at how markets are structured 

through power relations of capital, labour and landowner. 

Structure models link agency and events behaviour to the 

dynamics of modes of production and regulation. Main weakness 

of structure models; structure models lack the consideration for 

actors’ influence on the development process. 
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Weakness of Agency, Event-Sequence & Structure Models; in 

market economies, development activities are very much 

influenced by finance. The credit system and finance capital play 

a very significant role in structuring the interests and strategies of 

actors. Models that only emphasise actors and/or events do not 

reflect the realities of market societies. 
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2.4.5 Structure and Agency Models 
Thus, Structure and Agency Model proposed by Healey, 

incorporate agencies, agency relations, activities and events 

involved in development projects. i.e. combines structuring forces 

with social relations in the development process. Structure and 

Agency Models involves four levels of analysis:- 

• Mapping the development process – events, agencies and 

outcomes of development project. 

• Analysis of agencies – roles and power relations. 

• Assessment of strategies and interests of actors in most 

significant sets of relationships.  

• Linking of the social relations in the mode of production, 

mode of regulation and ideology of the society. 

 

 
 

2.5 Structure of Provision (for housing development) 
“The product of particular, historically determined social relations 

associated with the physical processes of land development, building 

production, the transfer of the completed dwelling to its final user and its 

subsequent use" (Ball, 1983). Examines the social relations actually 

involved in spheres of housing provision namely production, exchange 

and consumption (Ball, 1986). Strengths of structure of provision are 
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takes into account changing nature of structures is taken into account by 

being temporally and spatially specific and does not make any claim of 

universality, but merely provides a framework for analysis. 

“A social relation is part of a structure of provision if it is a component of 

the physical process of production, allocation, consumption and 

reproduction of housing” (Ball, 1986, pp.160). Social relations in housing 

provision may be defined as:-  

• Agents’ economic behaviours  

• that affect spheres of housing provision (production, exchange 

and consumption) 

• in the face of policy interactions. 

 

 
 

2.6 Conclusion 
Development models are useful as frameworks against which to analyse 

the practices within and policy impacts on developments. Development 

models help to focus the research enquiry, in writing up the case and 

ensuring that important aspects of the project were not overlooked. 

However, the models are just frameworks; the actual analysis involves 

document analysis, interviews and fieldwork. By greater understanding 

Source: Ball,1986 
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of forms and relationships of development activity and forces that shape 

the variety, policymakers will be able to formulate better policy in the 

future. 

 

 

 

 

 
 
 

1. Explain the definition of ‘Development’. 
 

2. Please define the followings: 
i. Initiation 
ii. Permission 
iii. Implementation 
 

3. Explain with your understanding about Development Process Model. 
 

  

EXERCISE 1 
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3.0 PROPERTY DEVELOPMENT INSTITUTIONAL STRUCTURE: THE ACTORS 
AND GOVERNING INSTITUTIONS 
 
Within the development stages discussed in previous topic, a variety of different 

actors contribute to the development outcome. The roles and degree of 

involvement of these actors vary from one development to another. Actors in a 

property development include landowners, financial institutions, private 

developers, building contractors, public developers, agents, public private 

partnerships, professional team and planners. The key actors in property 

development operate within pre-existing institutional framework; legal 

environment, government framework and political institutions. In the context of 

this lecture, the institutions that we are examining are formal rules that govern 

the conduct of the actors. 

 

3.1 Landowners 
Landowners may have either an active or passive role in the 

development. Active landowners normally initiate the development and 

passive landowners can hamper the development. Three types of 

landowners, i.e. 

• Traditional landowners: state & federal governments, religious 

bodies, landed aristocracy (UK), etc. with main motive less on 

economic but social, political and ideological imperatives.  

• Industrial landowners: own land incidental to their main purpose, e.g. 

farmers, manufacturers, extractive industries, retailers, etc. with 

complex motives as they are restrained by the main purpose (their 

main product), will not necessarily let go of land even though there is 

economic benefit of developing.  

• Financial landowners: own land as investment and will develop if 

return is financially optimal. 
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Landowners may act as developers directly, or in partnership with 

developers. The greater the number of landowners involved in a 

development and the smaller their holdings, the more difficult it is to 

assemble a development site. Landowners’ readiness to develop may 

be constrained by land law, i.e restrictions in interest and express 

conditions in the land title.  

 

3.2 Private Developers 
Can be of different sizes, type and compositions but main objective is 

financial profit from the development. Either business are selling the 

developed properties or investors (retain developed properties in their 

portfolio). Type of development may vary by specialising in particular 

types (offices/retail/residential) or geographical locations. Some 

developers specialise in a development type but vary the location 

nationally or internationally. The company’s policies will vary according 

to director’s interest or expertise and perception of market conditions. In 

Malaysia, developers are controlled by various legislation, including:- 

• Town and Country Planning Act 1976: planning conditions and 

planning gains. 

• Building laws such as Street, Drainage and Building Act 1974 & 

Uniform Building by Laws 1984. 

• Strata Titles Act 1985 and Strata Management Act 2013. 

• Housing Development Act (Control and Licensing) 1966: for 

housing development only, license conditions. 

 

3.3 Public Developers 
In general, the degree of involvement of public sector developers differs 

from country to country, depending on government policy and economic 

conditions. For instance, UK’s central government undertook little direct 

development. The public sector’s intervention in the development 

process occurs; where market forces failed to bring economic 

development in targeted areas through development agencies and to 

facilitate development. On the other hand, both UK and Malaysian local 
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authorities share similar development undertakings i.e. developments 

for their own occupation or community use and infrastructure provision. 

For local authorities, one objective of promoting economic development 

activities is to promote development and investment. Local authorities 

can act as catalysts to the development process by supplying land in 

their area. 

 

3.4 Public Private Partnerships (PPPs) 
PPPs are long-term joint ventures between a public body and a private 

company in delivering public goods and services. Objectives of PPP; to 

deliver significantly improved public services, by increasing quality and 

quantity of investment, to release the full potential of public sector assets 

benefitting taxpayers and the economy and to allocate benefits to 

stakeholders. PPPs combine the best of both worlds which is Public 

Sector’s Resources and Private Sector’s Efficiency and Expertise. 

 

3.5 Planners 
Main purpose of planning is to ‘encourage development’ and to prevent 

‘undesirable development’. Consideration of development applications 

is guided by statutory provisions and government policy, which is 

compressed into development plans. Decisions will be based on 

development plans, government policy, previous decisions and nature of 

application. Thus developers need to know the land use, density and 

design standards. Prior negotiations with planners can ensure a 

successful application. Planning agreement’ in terms of infrastructure or 

community facilities, must be ‘reasonably’ related to the development 

proposed. Planning authorities may adopt different policies towards 

development. Planners in areas with low economic activities will become 

less stringent and impose only minimal restrictions. Planners in areas 

with high economic activities will impose higher standards and also slow 

down developments. 
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3.6 Financial Institutions 
There are two types of money needed for development: 

• Short term or ‘development finance’ to cover the costs during the 

development process. 

• Long term or ‘funding’ to cover the cost of holding the completed 

development as an investment. (Otherwise, developers can find 

a buyer for the completed scheme, repay the short term loan and 

realise the profit). 

 

Financial institutions are normally pension funds, insurance companies 

and banks with long term payment obligation to their clients. Their 

strategy would be to minimise risk and maximise future yields. Property 

provides an opportunity for long-term growth. Financial institutions’ 

involvement in property can be as developer, financier and investor. 

Their property portfolio should be a balance of different types and 

locations. Pension funds and insurance companies normally look for 

buildings with widest tenant appeal i.e. highest specs. Bank lending may 

be in the form of ‘corporate lending’ or lending against the development 

project. Criteria will be developer’s track record and project’s good 

location and viability. 

 

3.7 Building Contractors 
Building contractors are employed to construct the scheme, although; a 

contractor may also be a developer: in this case a larger return to 

compensate for higher risk and a developer may have in-house 

construction expertise. For ‘normal’ contractors; the main objective is 

financial profit which depends on building cost and length of contract. 

‘Design and build’ contract means that the contractor also assumes a 

design role that increases risk. They carry out specialist activity within 

the development process. Contractors will commence their activity after 

developer’s commitment. Thus developers must ensure the capability 

and capacity of contractors. Balance between lowest tender and quality 
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of performance. But not too low so as to cause unreasonably low profit 

for contractors.  

 

3.8 Occupiers 
If the occupier is known early on, occupier’s requirements should be 

researched at the beginning of the process. The building constructed 

based on occupier’s requirements can be much specialised, especially 

for industrial users. Occupiers often see the buildings they occupy as an 

overhead incidental to their main business activities. Normally 

inadequately plan their property requirements will react to changes as 

they happen. i.e. technology. Developers are taking more account of 

occupiers’ requirements trend towards energy efficient buildings.  

 

3.9 Professional Team 
Most developers do not have the necessary expertise needed in the 

development process. Need to employ professionals to advice at various 

stages of development. Each of these professional groups is controlled 

by guidelines and by laws from their respective professional bodies. 

Includes planning consultants, engineers, valuers and estate agents, 

project managers, architects, solicitors and quantity surveyors. 

 

3.10 Nature and Function of Government and Professionals 
The roles of government are to develop urban objectives and an urban 

policy. Developing an urban policy is a political task; technical input of 

planner such as technical documents, planners understand that this task 

is political and is done by mayors and municipal councils in order to set 

up priority objectives. The role of professionals is to translate political 

objectives into a strategy. The goal of the strategy is to implement the 

municipal objectives. Planners do not select objectives and accountable 

to the government, and the government is accountable to the people for 

the success of its strategy. Set-up the framework within which the market 

will work, and this framework is composed of three components. The 
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first component is constituted by land-use regulations; second is the 

primary infrastructure investments; and third is taxation. 

 

In socialist economy, the government is planner, developer, builder and 

developer. It can change regulations relatively fast, depending on the 

circumstances. In a market economy, the government is first a regulator. 

Its role as developer is much reduced, and as a builder it has no 

important role. So the focus is on regulations, but regulation are much 

more important in market economy that in socialist economy. 

 

3.11 Role of Public Sector 
Strategic integrator & facilitator of development efforts in addition to its 

traditional role of administrator & provider of basic socio- economic 

infrastructure. Develop long, medium and short term plans in pursuit of 

national socio-economic development goals. Responsible for macro and 

socio-economic management towards socio-political, macroeconomic 

and financial stability. Enhance liberalization and deregulation towards 

creation of a conducive environment for private investment. Charting 

new directions and strategies for growth. Custodian of public goods and 

spearheading social programmes. Governance by networks collaborate 

with private firms, industry associations and non-government 

organisation (NGOs) and engaging citizens. 

 

3.12 Role of Private Sector 

Provide dynamism in spearheading the economy and be the engine of 

growth. Improve efficiency & productivity towards the creation of a 

competitive private sector. Engage foreign investors in mutually 

beneficial partnership and joint ventures. Embark on research and 

development (R&D) and innovation activities for wealth creation and 

develop long, medium and short term plans in pursuit of national goals. 
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1. There are three (3) types of landowners, please explain. 
 

2. Planners is one of the actors in the property development institutional 
structure. What is their roles? 
 

3. Who are the ‘Professional Team’? 
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4.0 PROPERTY DEVELOPMENT CYCLES: REDEVELOPMENT 
 

Definition of Redevelopment from Planning and Real Estate Perspective: “A 

process to rebuild or restore an area in a measurable state of decline, 

disinvestment, or abandonment. Redevelopment may be publicly or privately 

initiated, and undertaken in accordance with a redevelopment plan adopted by 

a municipality. If used correctly, it can transform an underutilized or distressed 

area into an economically viable and productive part of the community”. “A 

process of demolition of the existing improvements and construction of new 

improvements on a site and the new improvements are often a different type 

from the old.” 

 

 
 

 

 

 

 

 

 

 

 

 

DEFINITION OF REDEVELOPMENT 
  

“A process to rebuild or restore an area in a 
measurable state of decline, disinvestment, or 
abandonment. Redevelopment may be publicly or 
privately initiated, and undertaken in accordance 
with a redevelopment plan adopted by a 
municipality. If used correctly, it can transform an 
underutilized or distressed area into an 
economically viable and productive part of the 
community”. Or 
 

“A process of demolition of the existing 
improvements and construction of new 
improvements on a site and the new improvements 
are often a different type from the old.” 
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4.1 Urban Renewal and Property Redevelopment 
Urban renewal can be looked at the macro level programmes 

undertaken to improve the socio-economic environment of an identified 

community. A broad renewal exercise can include these categories of 

work: redevelopment; rehabilitation and regeneration. Demolishing 

existing structures and constructing new structures. The new structures 

may serve the same function as the previous ones, or they may change. 

Permitted land use and development intensity will determine the pace 

and pattern of land development (Turnbull, 2005). Land development is 

guided by the ‘highest and best use’ principle. The reasonably probable 

and legal use of property, that is physically possible, appropriately 

supported, and financially feasible, and that results in the highest value. 

In major cities throughout the world, the “re-use” of land in urban centres 

become the norm due to land scarcity and the existence of urban decay 

and slums. Urban regeneration originally was undertaken in developed 

countries, but has become normal in developing countries as the ‘reuse’ 

of land was promoted. 

 

4.2 Brownfield Development 
Since the 1990s there has been an increasing emphasis placed on urban 

regeneration. The need for increased urban regeneration was one of the 

key findings of the influential 'Urban Task Force', which was chaired by 

Lord Rogers of Riverside and reported in 1999 (Rogers, 1999). The 

report concluded that there was a need to build large quantities of 

housing for people in the UK and that existing density of housing 

development was low compared to other cities. Barcelona, for example, 

has average densities of 400 dwellings per hectare where Islington, 

London, has around 100-200 per hectare (Syms, 2002). The aim of 

urban regeneration has been supported by major changes in 

government policy within the UK to promote the reuse of land, known as 

'brownfield'. The development of brownfield land is actively promoted 

while greenfield development (or previously undeveloped land) is 
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discouraged. A well-known example of brownfield development is the 

London Docklands. Urban regeneration, or 'urban renaissance' as it is 

sometimes referred to, is increasingly undertaken in all developed 

countries in urban centres. Very often brownfield land has a good 

location, being sited in city centres, which is appealing to property 

developers. Examples of redevelopment of brownfield land in docklands 

locations are to be found in cities such as Toronto, Montreal, Melbourne 

and Vancouver. 

However, the redevelopment of previously developed land and buildings 

is complex and involves risks, for example dealing with contamination. 

Rogers and Powers (2000), and others, have reported that many of the 

best brownfield sites in the UK have already been redeveloped and the 

remaining sites are often poorly located or the costs of cleaning up 

contamination are prohibitively high. It is likely that in some parts of 

England there are locations where there is an insufficient supply of 

brownfield land for residential and commercial property development. 

Syms (2002) argued that the same principles of increasing density of 

development should be applied to greenfield developments, although 

not as high as the inner-city development densities, thereby reducing the 

amount of land required to accommodate the development. 

 

 

4.3 Redevelopment Phases  
For successful redevelopment to take place it is usually important for 

each phase of the process to have been completed, or a definable 

objective to be achievable, before committing too far to the subsequent 

phases. However, this should not preclude work on the later phases 

being undertaken at earlier point: in the project; indeed, this is often 

essential if a successful development is to be created. For example, 

early discussions with the local planning authority will reduce the risk of 

the developer finding out after the planning application has been 

submitted that the proposed development runs contrary to an impending 
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policy change or is affected by some future road improvement. Early 

discussions with environmental regulators will also enable the developer 

to ascertain whether or not they have any particular concerns relating to 

the site or it: environs. 

The redevelopment process should be seen as consisting of 11 phases, 

many of which are interdependent upon each other. As the focus is on 

reusing land, site assessment, including investigation, risk analysis and 

development funding art identified as additional discrete phases within 

the development process. 

Property developers are in business to make profits. The level of profit 

should be commensurate with the risks involved and should produce a 

return for the capital employed. Therefore a development that is pre-let 

or pre-sold will involve less risk than one which is entirely speculative 

and the developer may be able to accept a reduced profit. The amount 

of profit required will depend on each individual project and the 

developer concerned but 15-20% of the end value of the development 

may be used as a 'rule of thumb'. 

Developments that are partly pre-let or pre-sold (or are grant-aided) may 

be at the lower end of the profit range whilst speculative projects will be 

at the higher end. Profits on fully pre-let or pre-sold schemes may be 

lower than 15%, especially if the developer has been in competition to 

secure the tenant. Profits on housing developments or commercial 

developments constructed in several phases may also appear to be 

lower, when compared against end value, but may in fact be significantly 

higher if considered in terms of returns on capital employed, which may 

be 'rolled over' several times during the course of the development. 

4.3.1 Phase 1: Project Inception  
This phase includes the initial idea, site identification, preliminary 

design, tentative demand studies, initial costs and development 

appraisals, etc. The developer may start off with a specific site or 

building but equally well may commence with something far less 
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tangible, such as an idea. The developer may have identified a 

'gap in the market', possibly from feedback received as a result of 

other developments, or as the result of a visit to other towns or 

countries. 

Design at this stage may consist of no more than a few simple 

sketches and the financial costing would be equally basic 'back of 

an envelope' calculations. The market research may have been 

simply obtaining the views of local estate agents, possibly people 

the developer has worked with on other occasions and with whom 

a relationship of trust has developed. 

From these initial concepts a more detailed development idea will 

emerge, or the developer will decide to abandon the project. In 

this early phase, members of the development team, architect, 

engineer, cost consultant and estate agent, may well be working 

'at risk', with their future remuneration being based on the 

expected viability of the project. 

If the project is to succeed, the developer must be prepared to act 

in a flexible manner to achieve the redevelopment of' previously 

used' or 'brownfield' land and buildings. This may entail changing 

the type of scheme to be developed and 'what if' alternatives need 

to be reflected in the development appraisals. It is possible that 

sites identified for residential development in local plans, in fact 

unsuited to that type of use, due to contamination or other 

problems in the ground. In such situations it is also important for 

planners and other regulators to adopt a similarly flexible 

approach when allocating land uses to previously developed 

sites, whilst taking care not to adversely compromise planning 

policies or environmental considerations. 

4.3.2 Phase 2: Site Acquisition and Site Assembly 

This is relatively straightforward if the intention is to acquire a 

single site that is being actively marketed but it becomes more 
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complex with increasing numbers of ownerships and interests, 

possibly several of which might exist in the same piece of land, 

e.g. freehold, long leasehold and occupational lease. The 

developer will be reluctant to make major financial commitments 

to site assembly unless there is some degree of certainty in being 

able to acquire all the ownerships and interests, as well as some 

certainty in obtaining planning permission. This requires carefully 

negotiated options and conditional contracts to secure the site or 

sites. 

There are important differences between options and conditional 

contracts. Under an option the developer secures control over the 

land for a specified period of time, usually related to the planning 

process, during which the owner is prevented from selling except 

to the developer or, at least, from selling it without the developer's 

consent. A price formula may be included, based on the number 

of dwellings or the floor area of the commercial development. The 

developer is normally responsible for obtaining planning 

permission and for all the costs involved, including any appeals. 

Having obtained the planning permission the developer can then 

decide whether or not to proceed with the purchase. This is the 

major difference between options and conditional contracts; 

under the latter, once planning permission has been granted for 

at least the minimum number of residential units or the floor area 

specified in the contract, the contract goes unconditional and the 

developer has to complete the purchase within a specified time 

period. The developer has the possibility of forfeiting the contract 

deposit but this is likely to be much larger than the fee paid under 

the option agreement. 

One of the main problems attaching to site assembly is that 

landowners may have completely unrealistic ideas about the 

value of their land but, equally, they may be trapped by historic 

valuations and the fact that the land is used as collateral against 
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bank borrowings or other loans. The landowner may thus appear 

to be intransigent in holding out for the maximum payment. 

Letters of intent, options and conditional contracts must be 

carefully worded, clearly identifying who is to do what and who 

will be responsible for bearing what proportion of the costs. 

Otherwise the developer may be in an impossible position it is not 

possible to obtain the planning permission or development 

density needed to meet the owner's demands. 

4.3.3 Phase 3: Site Assessment  
This is the very important investigation phase, to determine 

whether or not the site is affected by contamination and, if so, the 

extent to which it may affect the development. This phase also 

includes assessment of available service infrastructures. It is 

important to identify any access or site constraints, including any 

underground obstructions, which may affect the development. 

A properly planned investigation is essential, starting with a study 

of the historical uses on the site and examination of map records 

from the earliest development. All site assessments should then 

be followed by a 'walkover' survey. Only then can an intrusive 

investigation be designed. In some cases it will be necessary for 

intrusive investigations to be undertaken in several stages, 

developing the site assessment in the light of knowledge obtained 

from the earlier work. Whilst it may be desirable to obtain a 'fixed 

price' quotation from the environmental consultant or the site 

investigation contractor, this may not always be possible, 

especially if the extent of laboratory testing cannot be determined 

at the outset. If possible, intending developers should talk to 

previous owners, employees, tenants and local residents, as they 

may be able to assist in locating unexpected deposits of waste 

material. 
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4.3.4 Phase 4: Risk Analysis  
Where the presence of contamination has been disclosed as a 

result of the site investigation, it is necessary to determine the 

extent to which it might affect the development. For this purpose 

the possibility of any source (or contaminant)-pathway-receptor 

linkage needs to be considered. This is the analysis and reporting 

phase that can only follow the site assessment phase. If any 

contamination has been found the report should include 

recommendations as to remediation strategy. This work should 

be undertaken by developing conceptual models of any 

significant contaminant pathways and identifying the possible 

receptors, including building site operatives, residents, visitors 

and workers on commercial developments. All possible linkages 

should be considered. It may not be necessary to remove all 

contamination from the site; it may be feasible to break or remove 

the pathway instead. This option must, however, be considered 

in the context of how it is likely to be viewed by future purchasers, 

tenants or investors. The possibility of the site being contaminated 

in the legal sense. 

 

4.3.5 Phase 5: Detailed Design 

Only when the foregoing phases have been substantially 

completed can the project move to the detailed design phase. 

This will involve reworking the original ideas to take account of 

discovered ground conditions and other possible constraints, 

such as the inability to acquire, or redevelop, the entire site. It will 

be necessary for the project team to examine the layout of the site 

and be prepared to consider alternative remediation strategies 

given different layouts or reuse of land. On sites affected by 

landfill gas, it will be necessary to address the gas protection, 

venting and monitoring measures at an early stage, as part of the 

integrated design process. If monitoring is required, then the 

development will probably be better suited for 'managed' (usually 

rented) housing or for commercial use. Developers and regulators 
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should agree in advance the duration of any monitoring, or the 

criteria to be achieved before monitoring is discontinued. Different 

local authorities may have different ideas in respect of monitoring, 

often driven by their previous experience. Community 

considerations are most important during this phase and it may 

be appropriate to arrange public exhibitions and meetings to 

discuss the proposals before they are finalised. 

 

4.3.6 Phase 6: Feasibility Study 

Although the development team should have been taking account 

of the financial implications of any changes brought about as a 

result of earlier phases in the development, it is only now that a 

full and accurate feasibility study can be produced. Having 

completed the site assessment and having identified all potential 

pollutant linkages, the revised design should be the subject of a 

comprehensive review, involving all members of the development 

team. 

It is possible that a considerable period of time, at least several 

months and possibly more than a year, will have elapsed since 

the project inception phase and it may be advisable to undertake 

a new demand study, especially if the nature of the development 

proposal has undergone any significant changes. 

The review will involve a complete reassessment of detailed 

design and costs, as well as consideration of any competing 

schemes that may be under construction or in planning stages. 

Many developers use commercially available computer packages 

to model the financial implications of changes, whilst others have 

developed in-house packages or use computer spreadsheets. 

4.3.7 Phase 7: Planning and Regulatory Approvals  
Although it is only now that a full planning application can be 

submitted, developers would be ill-advised to leave it until this 

point to establish contact with the planning department. There is, 
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however, a degree of wariness, or even mistrust, on the part of 

many developers. They feel that if they talk to the planning officer 

at an early phase in the process, their ideas will become public 

knowledge, as members and other agencies are asked for their 

views, and that competitive advantage will be lost. As a result 

developers sometimes leave it until the last moment to submit an 

application, then they want a decision in six to eight weeks, 

leading to friction all round. Intending developers also need to be 

aware of the fact that, when considering the redevelopment of 

previously developed land, other regulatory approvals may be 

required (e.g. waste management licenses) and these may take 

even longer than planning permission to obtain. 

It should be recognised that applications involving the 

remediation of soil contamination through the planning process 

may involve the need to satisfy the council's environmental health 

department and the environment agency as well as the planning 

officers. This will inevitably take longer than for an application on 

an uncontaminated site. Ideally therefore, developers should 

establish contact with the planners during the inception phase but 

some understanding regarding confidentiality as to the 

development proposals may be needed. 

Close liaison between developers and regulators during the 

earlier phases should ensure that the necessary information 

regarding land condition has been collected and can be presented 

in support of the applications. The ways in which existing planning 

guidance on contaminated land is applied do vary between 

authorities but it is important, from the developer's point of view, 

to ensure that all relevant information is available and is fully 

understood by the regulators. The need, or otherwise, for waste 

management or mobile plant licences should be identified as early 

as possible. 
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4.3.8 Phase 8: Land and Development Finance 

Relatively few developers fund projects entirely from their own 

resources and developers who need to raise finance are unlikely 

to leave it until this stage before considering approaches to banks 

or other financial institutions. It will be necessary to identify 

appropriate sources, including possible partners (e.g. sources of 

grant aid) and to negotiate funding agreements at an earlier stage 

of the project but only now will they be in a position to conclude 

the financing arrangement. Larger developers often have a 'rolling 

facility' and do not have to seek funding for each individual project. 

Interest charges on development projects are generally 

calculated by reference to the BLR (Base Lending Rate) the rate 

banks charge for lending money to each other. Development 

finance will be charged at a percentage above BLR, the actual 

margin depending upon the financial standing and 'track record' 

of the developer. This type of financing is referred to as 'debt' and 

may produce around 70% of the funding for the project. Other 

types include equity, where the financial institution takes a stake 

in the project in return for finance; and 'mezzanine', usually at a 

higher interest rate, used where funding in excess of 70% is 

needed. 

Banks and other financial institutions are probably more prepared 

to provide development finance for 'previously used' sites than 

they were a few years ago, but there are still a few exceptions. 

Financiers will, almost certainly, require full site investigation 

reports and may insist on appointing their own environmental 

consultants to comment upon the reports. They may also wish to 

oversee the remediation works. There may be some reluctance 

to provide finance for projects that involve innovative, or relatively 

untried, remediation methodologies. Possible sources of grant aid 

should be identified and negotiations commenced as soon, as 

possible after project inception. Remember, even if the land is 
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included at nil cost the project may still not be viable without some 

public sector support. It may also be necessary to arrange 

insurance to protect purchasers or investors against any 

deficiencies in the site remediation, including the possibility that 

some contaminants may have been overlooked. 

4.3.9 Phase 9: Tendering  
This includes the selection of suitable contractors and decisions 

relating to single or multiple contracts (e.g. site remediation, 

infrastructure, and construction). The form of contract, for 

example whether or not it includes contractor's design, also forms 

part of this phase. Members of the development team have 

important roles in the tendering process, and advising on contract 

do documentation etc. 

The appointment of contractors with experience of site 

remediation can be beneficial for redevelopment projects, as they 

may be able to suggest ways of undertaking the work. The 

tendering process will inevitably vary, with some developers 

having established relationships with contractors, leading to a 

negotiated contract, whilst others will undertake a full competitive 

tendering process. Either way, the scope of the work should be 

adequately described in the tender documents. 

4.3.10 Phase 10: Construction  
This includes: site remediation, monitoring and auditing; site 

infrastructure, construction, landscaping, etc. In many respects 

the construction phase may seem straightforward after all the 

earlier phases. However, the lack of complications during the 

construction phase may be largely due to the careful planning and 

organisational work that has preceded it. 

The site remediation/preparation works must be properly 

supervised and, most important where decontamination is 

involved, must be fully recorded. Ideally this will involve 
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maintaining photographic and written records, including sketches 

of where contaminants, or other site constraints such as old 

services or underground obstructions, were located. Developers 

should be aware that debris from previous uses, including glass, 

metal and plastics, can be just as harmful to building workers and 

small children as chemical contaminants and should be removed 

as part of the remediation contract. 

4.3.11 Phase 11: Sales and Marketing  
It is unlikely that a developer will leave this to the very end of the 

project but it is only now that a saleable or lettable product has 

been produced. Ideally the sales and marketing team should have 

been involved since project inception and they should certainly 

have had an input into the detailed design phase. Reports from 

the sales team may also be essential in securing development 

finance. 

This phase should also include communication of information 

regarding site history, site investigations and remediation works, 

to purchasers, tenants and investors. Developers will have 

different ways of dealing with this. Some will be quite open about 

the site history, including 'before' photographs in the sales office 

and on brochures, whereas others will only provide information as 

part of the package sent to purchasers' solicitors.  

Either way, it is important to be open with information relating to 

the site and its development, as any attempt at concealment is 

likely to have an adverse effect once it is discovered. As a general 

rule openness is probably the best policy, otherwise buyers may 

feel that the developer is trying to hide something. 
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4.4 Issues with Property Redevelopment 
 

4.4.1 Gentrification 

• Tendency for the original low-income owner-occupiers and 

tenants in  redeveloped areas to be priced out by new 

high-rise, high-priced developments. 

• Normally informal settlements and low-cost housing, being 

replaced with apartments built to the maximum density 

permitted by planning regulations. 

 

4.4.2 Contaminated Land 

• Especially in western countries, property redevelopment 

normally occurs on brownfield sites. 

• Careful management, execution and monitoring is needed 

for brownfield development, usually involving significant 

costs. 

 

4.4.3 Multiple Ownership 

• Getting consensus of different land/unit owners is 

challenging. 

• ‘Eminent domain’ only for public purpose, not profits. 

• 90% acceptance rate required of property owners for 

buildings 10 years or older or 80% for buildings 20 years 

or older. 

• Once an offer is made, a special committee is set up to 

determine a minimum reserve price for the open tender.  

• This reserve price is the one that needs the 80% or 90% 

acceptance rate and when the number of acceptance is 

reached, the property is tendered for sale.  

• Besides this process, the committee will also take note if 

there have been any arms-length transactions prior to the 
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tender where there were transactions above the reserve 

price. This is done to consider the rights of the new owner. 

• Offers must exceed the reserve price to be successful. 

 

4.4.4 Increased Burden on Existing Resources 

• Property redevelopment can increase demand on existing 

infrastructure and pose additional strain on the 

surrounding environment (pollution, congestion, etc.) 

• Nonetheless, redevelopment could improve tax base for 

local authority, thus increasing local authority’s resources 

for infrastructure expenditure. 

 

 

 

ISSUES WITH 
PROPERTY 

REDEVELOPMENT

1. Gentrification

2. 
Contaminated 

Land

3.
Multiple 

Ownership

4.
Increased 

Burden On 
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4.5 Redevelopment vs Refurbishment 
4.5.1 Older office buildings 

• Experience higher void rates compared to Grade A office 

buildings.  

• Have low regulatory compliance (building regulations, 

energy certification, etc.)  

• Offer low space efficiency which may not be compatible 

with current user requirements, energy policy and 

technological advancements. 

 

4.5.2 Refurbishment should be considered as the strategy 

• Redevelopment can affect older buildings with historic or 

heritage values. 

• Can avoid lengthy planning permission period. 

• Can avoid demolition costs. 

• Can maintain income and building material costs. 

 

 

 
 

 

 

1. Please explain the definition of ‘Redevelopment’. 
 

2. What do you understand by Brownfield Development? 
 

3. List down issues relating to property redevelopment. 
 

 

  

EXERCISE 3 
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5.0 PROPERTY DEVELOPMENT AND LAND USE PLANING 
Certain conditions (perfect competition, the absence of externalities, the ability 

of the market mechanism to supply all goods and services provided while the 

society is willing and able to pay the necessary costs) are necessary if the price 

system is to result in efficient allocation of resources. However, these 

necessary conditions do not always exist. Thus, physical controls are needed 

to deal with certain aspects of this market failure. In particular, the spatial 

characteristics of land result in various externalities, which lead to both the 

benefits and non-benefits to other parties.  

 

5.1 Externalities 
Externalities are benefits and costs additional to private benefits and 

private costs that normally result from a pure market economy. For 

example, a firm may decide to build a new factory on a derelict site in a 

depressed district. In doing so, it gives rise to external benefits when it 

enhances the image of the area and improves land value in the vicinity. 

If, on the other hand, the factory is built in a residential area, it would 

incur external costs of heavy vehicle movement, noise, loss of visual 

beauty, etc. Thus if an economically efficient allocation of resources is 

to be achieved, the full social benefits (costs) - private benefits (costs) + 

external benefits (costs) - must be considered. This means that 

externalities must be allowed for. 

 

5.2 The Need for Government Action 
In practice, neither the market nor private arrangements are likely to be 

adequate in dealing with externalities. With price system, there may be 

heavy frictional costs before a new pattern of land values is established. 

For example, how much congestion has to be suffered before the price 

system solution is attained? Further, leaving the price system to deal 

with externalities may produce an inferior net social product. Similarly, 

private arrangements encounter obstacles. Where “free riders” cannot 

be excluded, for example, it may be impossible to organise sufficient 

collective bargaining strength to negotiate effectively. 
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5.3 Possible Government Actions to Allow for Externalities 
A number of methods are available to the government to allow for 

externalities in the allocation of land resources. These include: pricing 

system, taxation and subsidies, physical controls, internalising the 

externalities, assuming responsibility for the provision of certain goods 

and services. 

 

5.4 The Rationale of Planning Controls 
Planning is a method of controlling the free operation of the market 

economy. This method has its own strengths and weaknesses in dealing 

with the different causes of market failure. 

i. Improved knowledge: people may not be the best judge of their 

own welfare. For instance, the preference expressed through free 

market might “under-provide” by making inadequate provision for 

open space such as for parks and playing fields. Or it might ‘over-

provide’ such as when it wants to build on cheap land near the 

highway where the effects of noise nuisance are often 

underestimated. 

 

Further, individuals often think more about present utilisation and 

have less regard for future needs, whereas government has a 

longer time-horizon. Left to their own, individuals may have no 

concern for the preservation of features of architectural interest, 

or for the designation of green belts when such measures could 

in fact increase present land values. Also, individuals are not in 

control of information of the future the way the planner does. The 

better information available to the planner may avoid mistakes 

arising from overestimating or underestimating (such as in the 

case of density control).  

 

Imperfect knowledge also means having to make decisions 

without that knowledge about the plans of the competitors. The 

planner may also not have knowledge of all the competitors, but 
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it can create certainty by prescribing policy, and making the plan 

definite, such as in the example of urban refurbishment. Thus, 

plans for future road developments and general regulations 

covering zoning and building requirements all serve to eliminate 

much uncertainty. 

 

ii. Allowance for externalities: Where the total effect of externalities 

is important but spread so thinly that persons affected cannot be 

identified for the purpose of coordinated actions, and then state 

intervention is necessary. Zoning comes under this category. 

Zoning restricts land in certain areas to a particular use and, in 

doing so, seeks to eliminate competitive uses of adjacent land 

(such as factory in residential areas). Planning decisions can also 

prevent the erection of buildings which do not harmonise with their 

surroundings. Planning can also be positive, arranging 

complementary uses e.g. siting dwellings schools, shopping 

facilities car parks etc. in strategic proximity. 

 

iii. Dealing with imperfect competition: Local authority planning 

backed by powers of compulsory purchase provides an overriding 

authority when the owner of a particular site stands in the way of 

a comprehensive development. Indeed, once the need for 

planning has been established, the logical step of allowing the 

planning authority to exercise powers of compulsory purchase 

makes coercion more acceptable since the authority has to give 

reasons. 

 
Planning powers may also be used to deal with 

underdevelopment of a site. For instance, the owner of a vacant 

half-hectare site in a built area may find it more profitable to 

restrict building to three bungalow properties. A development 

which would result if building were pursued to the perfect 

competition where price equals marginal social cost, whereas the 
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need of the locality is for a more intensive development of smaller 

houses. 

 

iv. The provision of public and collective goods: The deficiencies of 

the market in supplying public and collective goods were 

examined earlier in this chapter. Since the provision of these 

goods, such as roads, bridges, car parks and national parks, must 

be the responsibility of the states, and because they cover large 

areas or have location significance, some central planning is 

inevitable. Indeed this is all more essential as there is often a 

near-irreversibility about land use, either on account of the cost of 

replacing a building, or the difficulty of unifying the different 

interest involved. Infrastructure services such as parks, 

sewerage, schools and water supply also have to be integrated 

into a land-use plan for the area. 

 

An overall planning authority has further advantages for dealing 

with the infrastructure aspects of land use. Thus if a private firm 

is entirely responsible for a development, it is restricted to working 

within the existing road scheme the pattern of which was probably 

established before the coming of motors transport. In this way the 

road layout becomes ossified in an inefficient form. In contrast, 

co-operation between the private developer and a local authority 

having planning power would allow the road system to be altered 

to meet the need of modern transport and the environment 

generally. 

 

v. Improving the mobility of resources: For various reasons, 

resources may be sluggish in responding to changes in demand 

of supply as indicated by the market. For instance, an increase in 

industrial activity in a given area may make it difficult to obtain 

extra labour because of a shortage of suitable housing in the 

district. Here, the planning authority can help by ensuring that 

development proceeds in a balanced way, with housing being 
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provided alongside permission for new factory buildings. 

Similarly, in a depressed area labour may not wish to move 

because of social ties. The latter should be recognised by the 

planners as a benefit to be considered through the provision of an 

up-to-date infrastructure in the area and by making sites available 

to small firms. 

 

vi. The redistribution of income: income redistribution is a political 

decision rather than an economic one, but problems of income 

distribution may be inherent in planning decisions. For instance a 

house holder who sells a part of his garden for development does 

so because there is a net benefit to him, but, because his action 

imposes uncompensated costs on his neighbours they suffer a 

loss of welfare. Thus, while the planning authority may consent to 

a development on environmental grounds, there can be 

distributional implications. 

 
Indeed planning, may go further redistributing income as an active 

policy. For example, while there may be economic grounds for 

ear-marking dwellings for essential workers in city centers where 

the price of land is high, it also allows the poorer members of the 

community to occupy dwellings at a lower rent than would be 

established in a free market. More recently, planning control has 

been relaxed for building ‘affordable housing’ in rural areas. 

Furthermore, planning decisions may redistribute income in 

favour of future generation for example, by providing land for 

parks and recreation, preserving green belts and protecting 

historic buildings. 

 

5.5 Justification for Planning Regulations 
The defects of the price mechanism may be offset by the government 

intervening in the market by adjusting its own supply and demand (for 

instance, locating its own offices in nominated areas, or placing orders 

within areas with high unemployment), by taxing or subsidising certain 
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activities (for example, imposing a higher rate of assessment on 

commercial and industrial building than on dwellings; subsidising 

agriculture through rate relief) or by making regulations on a general 

basis (such as rent control; general building and fire precaution 

regulations). Why, therefore, should it interfere by planning control, 

which is basically on a case-by-case assessment? 

 

First, a centrally determined rate of tax would be general in its application 

and might not be appropriate for particular cases. Thus the external 

costs of a proposed development, such as extracting minerals in an area 

of outstanding natural beauty. It may in total be so great that any tax 

imposed ought to be so high to prevent such a project from being 

economically viable. But is it certain that this would happen? It is possible 

that the rate of tax decided centrally on an average basis would be so 

low as to enable the mineral extraction to proceed. In this particular case, 

therefore, the rule that an activity should proceed to the point where 

marginal social benefit equals marginal social cost would be breached. 

The difficulty is that the external costs incurred can vary in magnitude 

from one beauty spot to another for each differs in character and in the 

number of visitors it attract. Taxation, however, would be applied to all 

on the same basis, perhaps even preventing minerals extraction where 

the beauty spot was of no outstanding quality and so remote that it was 

hardly likely ever to attract many visitors. 

 

Parallel criticisms apply to minimum standard regulations, such as room 

height, window space, ventilation, and safety precautions. Not only do 

the minimum requirements tend to become the accepted normal 

standard of provision, but being decided centrally they impose rigidity. 

With buildings there must be flexibility to cover individual cases and for 

instance, the historic building where special features have to be 

preserved. Indeed, because all developments tend to be heterogeneous 

in character there is much to be said for controlling on a case-by-case 

basis rather than by general regulation. 
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Second, when granting planning permission, the local authority can 

impose special conditions covering the provision of public services, such 

as access roads and open spaces, a community centre, low-income 

housing units, and so on. Obviously the extent of such possible ‘planning 

gain’ varies from project to project and planning on a case-by-case basis 

permits flexibility in the conditions imposed. 

 

Third, while some distributive effects are often inherent even in planning 

decisions (for example, countryside recreation facilities involving high 

transport costs benefit the rich more than the poor), intervention by 

taxation would be far more favourable to the rich, since they are in better 

position to pay in order to proceed with a scheme. 
 

5.6 Difficulties of Control by Planning 
First, compared with taxation (where this is possible), planning lacks 

flexibility as regards individual preference. This applies particularly to 

zoning through structure plans. For instance, married, female, part-time 

workers might be excluded from employment by transport cost and the 

time taken in travelling to a factory in an industrial zone. Thus a firm 

classified as ‘industrial’ and relying heavily on such labour might be 

prepared to pay additional rent (including tax) for a site convenient for its 

employees, and this would be justifiable if the extra benefits to the firm 

exceeded the cost. Moreover, structure plans may impose rigidity over 

time since the highest and best use of a land resource can alter with 

income changes and transport developments. 

 

Second, planning may take insufficient account of certain benefits which 

exist in the current land-use situation. Thus, in the past, structure plan 

dealing with the environmental problems of inner-city areas by complete 

rebuilding have not fully allowed for the loss of jobs opportunities in small 

firms which existed through low rents, the higher costs of travelling to 

work, the extra cost and inconvenience of obtaining odd jobs services, 

the destruction of social contacts, the loss of community spirit and the 
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elimination of variety- for example, in employment, shops and 

architecture. 

 

Third, planning tends to overlook certain repercussions of the controls 

imposed. For instance, low-density housing requirements may mean 

that building for the poorer members of the community is confined to 

those parcels of land available for high-density development, with the 

result that its price per acre exceed that of land for rich peoples’ housing. 

Similarly, design guides impose an additional strain on maintaining the 

stocks of second-hand dwellings. Secondary effects also occur when 

commercial developments are restricted in intensity (for instance, by plot 

ratios) in order to limit congestion. In practice the reactions of firms may 

actually increase movement. For instance, storage may be decentralized 

but the space vacated occupied by employees, extra vehicles are usually 

needed to maintain contact between decentralised officers and the 

centre. In addition, public transport has to overcome the difficulty of 

serving more scattered destinations. 

 

Fourth, planning tends to be negative in character. Thus, though it may 

prevent undesirable results, such as the despoliation of a beauty spot or 

excessive urban sprawl, planning controls in themselves do not lead to 

market forces initiating those schemes that the authorities would like to 

promote. 

 

Fifth, case-by-case examination of applications for planning permission 

leads to delays in arriving at a decision, delays which are both frustrating 

and costly to the developer and wasteful in the use of land resources. 

Such delays are more significant when the development is on a large 

site since then alternatives schemes have usually to be considered and 

objectors may force a public inquiry. 

 

Finally, it must be remembered that the planning process itself uses up 

resources and so, like other activities, must only be undertaken to the 

point where the marginal benefits equals marginal cost. It is not therefore 
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appropriate for dealing with only minor faults in the land and property 

markets. 

 

5.7 The Impact of Planning Controls 
Though planning seeks to improve the working of the price mechanism, 

it does have repercussions on the urban land market and on the local 

economy, as follows. 

i. The value of an individual site: the value of a site is affected by 

the restriction of building density. In essence, such restriction 

limits the amount of capital which can be applied to a given site. 

ii. The pattern of land values: for instance, by zoning – alters the 

pattern of the land values. For example, restricting the amount of 

the land available for offices raises the value of existing office land 

and thus of any land which in the future is given planning consent 

for offices. 

iii. Overall land values: It is sometimes argued planning merely shifts 

land values from one site to another with no change in aggregate 

value. This is questionable. Suppose that in the redevelopment of 

a central urban area the town planner considered that more land 

should be devoted to workers’ housing and less to offices and 

light industry. This means that the affected firms would have to 

develop elsewhere. But the efficiency of such firms could be 

impaired if, through moving, they lost important advantages of 

accessibility to customers and of complementarity with other firms 

moved would be less than the loss of values in the centre of the 

town. 

iv. Furthermore, it may not be valid to assert that increased social 

benefits would compensate for the difference. Moving firms to 

other locations could results in the loss of job opportunities for 

those workers not wishing to travel longer distances (for example, 

housewives and pat-time workers) and for those too old for 

retraining. Moreover, firms remaining may have relied on 

complementary services from the firms which are moving, 

resulting in higher costs to them. 
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v. In such ways the value of land in the urban area could fall. Thus 

the town planner cannot assume that his decisions merely shift 

land values. They can affect aggregate value and hence allocate 

efficiency. 

vi. Distributional effects: though planning is mainly concerned with 

the allocation of land resources, it has both direct and indirect 

distributional effects which may clash with the economic 

efficiency objective. The owner of land who obtains planning 

consent for development receives a windfall gain. On the other 

hand, where a restrictive land release policy forces up the price 

of land, new purchasers such as house-buyers will lose similarly, 

the grant of planning consent for a large supermarket could harm 

nearby shopkeepers. Often the distributional effects are less 

direct. Where planning covers the provision of public goods and 

for example, transport development, parks, schools, municipal 

golf courses, the tendency is for it to enhance the values of the 

better-class houses on the urban fringe. Similarly, a low density 

plot ratio benefits the richer people who can afford a house with a 

large garden, while out of town hypermarkets or green belt 

recreation facilities are likely to be used more by people owning 

cars. 

vii. Supplementary effects: Attention has already been drawn to 

certain repercussions of planning decisions, loss of job 

opportunities in the city centre, the destruction of social contracts, 

higher costs of travel, delays which increase development costs. 

Other supplementary costs include:  

• The bureaucratic machine which has to administer 

planning. 

• The possibility of planning blight settling on an area subject 

to proposals and 
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• The growing practice of planning authorities to exact 

‘planning gain’, even in the form of money payments, as a 

condition of granting consent. 

 
 

 

 

 
 

1. Please define ‘Externality’ based on your understanding. 
 

2. Please identify the impact of planning controls. 
 

  

EXERCISE 4 
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6.0 MARKET RESEARCH ANALYSIS 
Market research is the process of gathering information which will make you 

more aware of how the people you hope to sell to will react to your current or 

potential products or services. Whether you are aware of it or not, as a business 

owner you conduct market research all the time. When you talk to customers 

about your business or check out the prices of your competitors you are 

conducting market research. Formalizing the process can produce a wealth of 

information about your products and services, your customers and the 

marketplace you operate in.  

 

Generally speaking, market research means different things in different 

circumstances. For example, the terms 'market research' or 'market analysis' 

are used broadly in economics but have a more specific meaning when related 

to property development. Overall, market research or analysis is the 

identification and study of the market for a particular economic good or service 

and it can be considered at two levels: 

• From a broad market viewpoint, without a specific property as the focus-

of the study; 

• From the perspective of the real estate market in which a given property 

competes. 

Although there is a logical continuum from the general to the specific, market 

research applied to a specific property should not be confused with general 

market research or related studies. This is an important distinction.  

When undertaking market research and gathering data, it is important to 

interact with many market stakeholders and participants. Key sources are those 

involved or likely to be involved in property transactions that can be relied upon 

for comparison purposes. In addition, other sources may provide only general 

or broad information about the local economy as supporting information. It is 

important to understand how the interaction of supply and demand affects the 

property's value. Through the investigation of recent property transactions, 

properties for sale in the competing market (although not necessarily in the 
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same geographical market) and the behavior of market participants, it is 

possible to examine supply and demand relationships and investigate the 

reasoning behind the prices paid and the prices accepted. This will assist in the 

interpretation of market attitudes toward current-trends and anticipated 

changes. If current market conditions do not' indicate adequate demand for a 

proposed development, the market research: may identify the point in time 

when adequate demand for a project will likely emerge. Therefore, market 

research helps to forecast the timing of a proposed property development and 

the amount of demand anticipated over a particular period of time. 

With regards to property development, market research provides a sound basis 

for determining the highest and best use of a property. In other words, an 

existing or proposed improvement under a specified use may be put to the test 

of maximum productivity but only after it has been demonstrated that an 

appropriate level of market support exists for that use. In-depth market research 

goes much further in specifying the character of that support. For example, such 

studies may determine key marketing strategies for an existing or proposed 

property, address the design characteristics of a proposed development or 

provide estimates of the actual proportion of the overall market that the property 

is likely to capture, and its probable absorption rate. 

To measure the market support for a proposed property development, the 

researcher must identify the relationship between demand and competitive 

supply in the subject property market, both currently and in the future. This 

relationship indicates the degree of equilibrium or disequilibrium that 

characterises the present market and the conditions likely to characterise the 

market over the forecast period. The market value of a proposed property 

development is largely determined by its competitive position in its market. 

Familiarity with the characteristics and attributes of the subject property will 

enhance the ability to identify competitive properties (supply) and to understand 

the comparative advantages and disadvantages that the subject offers potential 

buyers or tenants (demand). With an understanding of economic conditions, 

the effect on property markets and the momentum of these markets, it is then 
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possible to identify and better understand the externalities affecting the 

proposed property development. 

The key questions that should be answered in the market analysis section of 

the feasibility study are presented below. In nearly all cases, research is 

required in order to obtain enough information to answer the questions. If these 

questions cannot be answered adequately, the project is not feasible. 

• What is the current or projected demand for your proposed products or 

services? In other words, how many units can you reasonably expect to 

sell each month? 

• What are the target markets for this product or service? What 

demographic characteristics do these potential customers have in 

common? How many of them are there? 

• What is the projected supply in your area of the products or services 

needed for your project? 

• What competition exists in this market? Can you establish a market 

niche which will enable you to compete effectively with others providing 

this product or service? 

• Is the location of your proposed business or project likely to affect its 

success? If so, is the identified site the most appropriate one available? 

 

The market analysis should be conducted first because it is critical to the 

success of the business. If you cannot substantiate through research that 

adequate demand for your product or service exists, or if you cannot obtain 

sufficient quantity to meet expected demand, then your project is not feasible. 

You should not continue to the next step in the feasibility study.  

 

6.1 Identification of the Market Segmentation 

At the beginning of the market research process it is clearly important to 

identify the proposed property development and the property market in 

which it competes. These two tasks may be considered complementary. 

Analysing the characteristics and attributes of the subject property helps 

to identify competitive properties that constitute the applicable market. 
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Defining the property market for the subject property clearly enhances 

the understanding of how externalities affect the proposed development.  

By conducting market analysis, the researcher breaks down a specific 

property market into consumer submarkets or market segments, and 

then disaggregates the proposed property development from other types 

of properties. 

The actions of property market participants are prompted by their 

expectations about the uses of a property and the benefits that property 

will offer its users. Market segmentation differentiates the most probable 

users of a property from the general population by their consumer 

characteristics. The activity of individual market participants in a property 

market focuses on a real estate product and the service it provides. 

Product disaggregation, therefore, differentiates the subject property 

and competitive properties from other types of properties on the basis of 

their attributes or characteristics. 

A market segment is delineated by identifying the market participants 

likely to be involved in transactions related to the proposed property 

development and the type of real estate product and service it provides. 

Product disaggregation includes both the subject property and 

competitive and complementary properties. Therefore, market research 

combines market segmentation and product disaggregation. The 

characteristics of a proposed property development and its market area 

that are investigated by a researcher in the process of delineating the 

market are listed below. 

To identify a specific real estate market the following factors must be 

investigated: 

• Proposed property development (e.g. retail shopping centre, 

office building). 

 

• Property features such as occupancy, customer base, quality of 

construction, and design and amenities. 
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i. Occupancy: single-tenant or multi-tenant (residential, 

residential unit, office, retail). 

ii. Customer base: the most probable users. Data on 

population, employment, income, and activity patterns is 

analysed. For office markets, the customer base reflects 

the space needs of prospective companies leasing office 

units. For commercial markets, data is segmented 

according to the likely users of the space. For retail 

markets, the clientele that the prospective tenants will draw 

represents the customer base. For residential markets, 

data is broken down according to the profile of the likely 

property owner or tenant. 

iii. Quality of construction (class of building). 

iv. Design and amenity features. 

 

• Market area: defined geographically or by location. A market area 

may be local, regional, national, or international in scope. It may 

be urban or suburban; it may correspond to a district or 

neighbourhood of a city. Retail and residential market areas are 

often delineated by specific time-distance relationships. Refer to 

Figure 6.1 for a simple overview of a market defined by 

geographic location where the black dots (e.g. housing) are 

located in the catchment area for the subject property (e.g. 

shopping centre). 

 

• Available substitute properties i.e. equally desirable properties 

competing with the property development in its market area, 

which may be local, regional, national, or international. 

 

• Complementary properties i.e. other properties or property types 

that are complementary to the property development. The users 

of the subject property need to have access to complementary 

properties, which are also referred to as support facilities. 
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Figure 6.1: Defining a market area via geographical location (source: Fanning, 

2005) 

6.2 Demand  
Overall demand reflects the needs, material desires, purchasing power 

and preferences of consumers. Demand analysis focuses on identifying 

the potential users of a proposed property development, i.e. the buyers, 

tenants or customers it will attract. For each particular type of property, 

demand analysis focuses on the end product or service that the property 

provides. For example, a demand analysis for a proposed office 

development would attempt to identify businesses in the area that 

occupy office space and their space or staffing needs. A demand 

analysis for retail space would attempt to determine the demand for retail 

services generated by potential customers in the market area. 

Demand analysis for residential and retail markets specifically 

investigates the households in the subject's market area (note that a 

household is defined as a number of related or unrelated people who live 

in one housing unit, where even a single individual may constitute a 

household). In addition the number of households in the market area, 
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this research focuses on the disposable income or effective purchasing 

power of these households and the ages, gender, preferences and 

behavioural patterns of household members.  

Often this type of research refers to the government population census 

or a 100 per cent sample, which divides the population into different 

census tracts and collects detailed demographic information. An 

example of identifying census tracts based on proximity to the proposed 

property development is shown in Figure 6.2, where the location of 

transport routes and natural barriers (e.g. rivers) must be considered.  

 

Figure 6.2: Defining a market area via household census tracts (source: Fanning, 

2005) 

The demand for housing and most retail space is projected on the basis 

of growth rates in population, income and employment levels. The key 

points discussed below can be especially useful in understanding 

demand projections for a particular land use: 

• The rate of household formation varies significantly with income and 

age (cohort) groups in the existing population; this rate is even more. 

• Although average or median income is generally projected in current 

income levels by using the local currency, real income is not stable 

and may either decrease or increase. Therefore, income projections 
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based on the local currency will probably reflect future, inflated 

dollars. 

• Population projections for small areas may be published by estate 

agencies and market research firms but such projections can be 

misleading. Therefore, the researcher should also consult projections 

for the overall metropolitan area. The availability of property for 

development and the adequacy of the infrastructure in the subject 

area will help determine how much of the overall growth projected 

will go into a particular area. 

 

6.3 Important Factors in Demand Analysis for a Proposed Office 
Development 
 

• Employers who use office space; current and estimated future 

staffing needs. 

• Average square meter areas of office space required by an office 

worker. Note that requirements vary according to the category of 

work, the rank of the office worker and the location of the office in the 

suburbs or the central business district. 

• Vacancy rate for the specific class of office building. 

• Pressure to upgrade placed on higher grade buildings or decreased 

demand for lower grade buildings. 

• Land-use patterns and directions of city growth and development. 

• Accessibility (transportation facilities and highway systems) and cost 

of transportation. 

• Factors that affect the appeal of the office building (quality of 

construction, management and tenancy) and the availability of 

support facilities (shops, restaurants and recreational centres). 
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6.4 Important Factors in Demand Analysis for a Proposed Retail 
Development 

• Population of catchment area(s) - size and numbers of households, 

rate of increase or decrease in household formation, composition and 

age distribution of households. 

• Per capita and household income (mean and median). 

• Percentage of household income spent on retail purchases and 

percentage of disposable income (effective purchasing power) spent 

on various retail categories. 

• Rate of sales retention in the catchment area. 

• Required volume of sales for a retail facility to operate profitably and 

existing sales volume per square metre. 

• Retail vacancy rate in the market. 

• Percentage of retail purchases captured from outside the catchment 

area. 

• Land-use patterns and directions of city growth and development. 

• Accessibility (transportation facilities and highway systems) and cost 

of transportation and factors that affect the appeal of the retail centre 

(image, quality of goods and tenant reputation). 

6.5 Important Factors in Demand Analysis for a Proposed Industrial 
Development 

• Proximity to raw materials. 

• Exchange capability (e.g. currency values and trade barriers). 

• Area employers who use industrial space; current and estimated 

availability of skilled and unskilled labour. 

• Land-use patterns and directions of city growth and development. 

• Accessibility (transportation facilities and highway systems) and cost 

of transportation. 

• Employment in manufacturing, wholesale, retail, transportation, 

communications or public utilities. 

• National and regional economic growth that affects local demand. 
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• Overall employment growth. 

• Retail sales (applicable in market analysis for retail storage and 

wholesale distribution properties) and goods flows by transport type 

(e.g. truck, rail, water, air) and product type (e.g. high or low bulk).  

Note that demand in industrial property markets is generally more limited 

in comparison to demand in residential or commercial markets. 

6.6 Important Factors in Demand Analysis for a Proposed Residential 
Development 

• Population of the market area - size and number of households, rate 

of increase or decrease in household formation, composition and age 

distribution. 

• Income (household and per capita). 

• Employment types and unemployment rate. 

• Percentage of owners and renters. 

• Financial considerations such as savings levels and lending 

requirements (e.g. interest rates on mortgages, loan-to-value ratios). 

• Land-use patterns and directions of city growth and development. 

• Factors affecting the physical appeal of the neighbourhood, e.g. 

geography and geology (climate, topography, drainage, bedrock and 

natural or man-made barriers). 

• Local tax structure and administration, assessed values, taxes and 

special assessments. 

Availability of support facilities and community services (cultural 

institutions, educational facilities, health and medical facilities, fire and 

police protection).  

 6.7 Competing Supply 

Supply refers to the production and availability of the real estate product. 

To analyse supply, the researcher must compile an inventory of 

properties that compete with the proposed property development. 
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Competitive properties include the stock of existing units, units under 

construction that will enter the market and projects currently in the 

planning pipeline, for which important factors are listed below. Care must 

be exercised in developing and analysing data on proposed or 

announced projects because some may not ultimately be constructed.  

 

The researcher must also determine the number of units lost to 

demolition and the number added or removed through conversion, 

although the degree of utilisation of these properties should also be 

considered. Data may be gathered in various ways. 

a) Quantity and quality of available competition (standing stock). 

b) Volume of new construction (competitive and complementary) - 

property developments in planning and under construction. 

c) Availability and price of vacant land. 

d) Costs of construction and development. 

e) Properties currently on the market 'for sale' (existing and newly built). 

f) Owner occupancy versus tenant occupancy. 

g) Causes and number of vacancies. 

h) Conversions to alternative uses. 

i) Special economic conditions and circumstances. 

j) Availability of construction loans and financing. 

k) Impact of building codes and bylaws, zoning, town planning controls 

and other regulations on construction volume and cost 

6.8 Market Equilibrium 

Over the short term, the supply of property is relatively fixed and prices 

are responsive to demand. If demand is unusually high, prices and rents 

will start to rise before the construction of new property developments 

can commence. The completion of a property development may lag 

considerably behind the shift in demand. In other words, disequilibrium 

generally characterises property markets over the short term. 
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Theoretically, the supply of and demand for real estate move towards a 

point of equilibrium over the long term. However, in reality this point is 

seldom achieved. In some markets, such as those characterised by a 

narrow specialised economy such as computer technology, supply often 

responds slowly to changing demand conditions. Even when there is an 

excess of supply, account must be taken of the fact that property 

developments currently under construction will generally be completed. 

Therefore, additional stock will continue to be added to the existing 

surplus and cause greater disequilibrium. A decline in demand may also 

occur while new property developments are being completed, further 

exacerbating the level of oversupply. 

Analysts and market participants describe the activity of real estate 

markets in a variety of ways. An active market is a market characterised 

by growing demand, a corresponding lag in supply and an increase in 

prices. An active market is also referred to as a seller's market because 

the sellers of available properties can insist upon higher prices. A 

depressed market is a market in which a drop in demand is accompanied 

by a relative oversupply and a decline in prices. A depressed market is 

also referred to as a buyer's market because purchasers have the 

advantage with a stronger negotiating position. 

Other terms applied to markets are subject to interpretation. For 

example, markets are sometimes characterised as 'strong' or 'weak'. In 

such cases, strong markets may reflect both high demand and 

increasing price levels or a large volume of transactions. Weak, or 'soft', 

markets may be identified by low demand and declining price levels. 

Other loosely defined terms include 'broad' and 'narrow' markets, 'loose' 

and 'tight' markets, and 'balanced' and 'unbalanced' markets. Note, 

however, that care must be taken in describing markets in this way, since 

supply and demand does not always act as expected. For example, 

supply may fail to respond to increasing demand because the rate of 

demolition may exceed the rate of newly completed development. In this 

example, prices will continue to rise. On the other hand, supply may 
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outpace rising demand because of a glut of existing properties on the 

market, and prices will decline. 

Above all, the activity of the real estate market is cyclical. In a similar 

manner to the business cycle, the real estate cycle is characterised by 

successive periods of expansion, decline, recession and recovery. 

However, the real estate cycle is not synchronised with the business 

cycle. Real estate activity responds to both long-term and short-term 

stimuli. Simply explained, the long-term cycle is a function of changes in 

the characteristics of existing employment, population, income and shifts 

in consumer preferences. 

6.9 Levels of Market Analysis 

The principles of market analysis may appear relatively simple but the 

techniques and procedures applied by market analysts can be extremely 

sophisticated. Market studies can be developed into elaborate 

investigations. The levels of market analysis can be performed to reflect 

a spectrum of increasingly complicated methodologies. Estimates of 

demand are formulated differently depending on the level of analysis. In 

some cases, demand may simply be inferred from current market 

conditions, or rates of change may be used to develop projections. 

Because of shortcomings in this simple approach, caution must be 

exercised. To perform an in-depth analysis of forecast or fundamental 

demand with relation to a proposed property development, extensive 

data must be gathered and sound judgment must be applied to make 

projections. The analyst refines the forecast demand estimate by 

considering the perceptions of market participants and assessing the 

likelihood that current trends will continue. 

6.10 Type of Analysis 

In addition to different levels of analysis, the discipline of market analysis 

comprises several related types of analysis. For a proposed property 
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development it is important to identify which of the following types of 

market analysis is most appropriate: 

• economic base analysis 

• market studies and marketability studies 

• investment analysis 

• feasibility analysis. 

The types of market analysis differ more in scope than in procedure. All 

forms of market analysis investigate local economic activity and factors 

influencing the supply and demand of a particular type of property or a 

specific market area, though not always focusing on a specific property. 

Also, the conclusions of these investigations all lead into the highest and 

best use analysis required for the proposed property development. 

6.10.1 Economic Base Analysis 

The economic base of a community is the economic activity that allows 

local businesses to generate income from markets outside the 

community's borders. Thus, economic base analysis is a survey of the 

industries and businesses that generate employment and income in a 

community, as well as of the functions of employment such as the rate 

of population growth and levels of income. Employment figures serve as 

a proxy for income in economic base analysis. Basic employment 

industries provide the economic foundation for a community by 

producing goods and services that can be exported to bring money into 

the local economy. Growth in basic employment can reflect changes in 

population, household income or other economic factors influencing land 

use and real estate value. Surveys and other data-gathering techniques 

employed in economic base analysis generate primary data that can be 

used in other types of market analysis, although limitations apply if the 

markets differ substantially. 
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6.10.2 Market Studies and Marketability Studies 

A macroeconomic market study provides a broad picture of supply and 

demand conditions for a proposed property development (e.g. office 

space, retail space) or for a specific area. In a market study the focus is 

not placed on a particular property development, although in most cases 

eventually a more detailed marketability study is necessary. In a 

marketability study the focus is placed on how a particular property 

development will be absorbed, sold or leased under current or 

anticipated market conditions. In contrast to market studies, a 

marketability study is property specific. It should identify the 

characteristics of the property's market and examine the affect on the 

proposed property development. 

A marketability study is founded on analysis of four factors of value: 

utility, scarcity, desire and effective purchasing power. The interaction of 

these four factors will determine the marketability of a property. It should 

be noted that utility and scarcity are supply-side factors, while desire and 

effective purchasing power are demand-side factors. The development 

of a property usually entails both a construction (newly built, conversion 

or renovation) phase and a marketing phase. The marketability study 

must describe the demand and supply situation under current market 

conditions (for the estimate of 'as is' value) as well as the demand and 

supply situation over the planned construction period (for the value upon 

completion) and the marketing period (for the estimate of value upon 

stabilisation). In other words, a marketability study for a proposed 

property development must focus on each point on the development 

timeline for which a value is to be estimated. The demand and supply 

analysis must investigate market conditions, both current and future, to 

determine the absorption rate and other factors that will affect value 

during the marketing period. A marketability study should answer the 

following questions: 
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• Who will the end users of the completed property development be? 

(I.e. buyers or tenants.) 

• Does the utility of the property, whether proposed or existing, satisfy 

the requirements of the intended market? 

• What is the demand for the proposed property development that is 

to be marketed? 

• How many end users would want the completed property 

development? (i.e. desire.) 

• How many potential users can afford the completed property 

development? (i.e. effective purchasing power.) 

• What share of demand is the completed property development 

likely to capture? (i.e. capture rate.) 

• What is the supply of competitive property developments that will be 

marketed? 

• How many competing property developments currently exist? How 

many competing property developments are under construction? 

How many competing property developments are planned? 

• What is the estimated absorption rate for the proposed property 

development to be marketed? 

• Are there alternative uses for the proposed property development 

that would provide a higher return on the investment? 

• What are the relative risks associated with alternative uses of the 

property? 

6.10.3 Investment Analysis 

Investment analysis helps a property developer determine whether a 

specific property meets the risk and return requirements of an investor, 

i.e. a prospective purchaser (or owner-occupier) in the completed 

development. By comparing the prospective rates of return offered by 

alternative property developments, it is possible to estimate the required 

rate of return for the proposed property development. Measures of return 
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and risk are related to standards of market performance and opportunity 

cost. 

An investor who selects a particular property development forgoes the 

opportunity to invest in a different property development and will select 

the development that best meets specific investment objectives. Some 

prospective purchasers look for the highest rate of return at the lowest 

risk, while others seek the assurance of long-term growth at a more 

conservative rate of return. In addition to the illiquidity the investor 

endures over the term of the investment, there is a potential for 

opportunity cost if alternative investments at comparable levels of risk 

outperform the investment chosen. Interviews with prospective 

purchasers or owner-occupiers regarding their expectations about yield, 

inflation and market growth may provide support for estimated property 

yield rates. Actual investor projections for properties recently acquired 

lend further credence to estimates of property yield. 

6.10.4 Feasibility Analysis 

Economic feasibility analysis is defined as an analysis undertaken to 

investigate whether a proposed property development will fulfil the 

objectives of a purchaser. The profitability of a specific real estate project 

is thus analysed in terms of the criteria of a specific market or purchaser. 

Alternatively, the term may be defined as a property development's 

ability to generate sufficient revenue to pay all outgoings and charges 

and to provide a reasonable return on, and recapture of, the initial 

financial outlay. Economic feasibility is indicated when the market value 

or gross realisation of a property development upon achievement of a 

stabilised condition equals or exceeds all costs of initial production. 

Analysing the feasibility of proposed uses requires the property 

developer to forecast future market conditions and the timing of events 

such as the sale of office accommodation in a proposed development. 

Inadequate analysis of development projects, large or small, can 

contribute to a project's failure. 
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6.11 Primary Research 
The two broad types of research you can use are primary and secondary 

research. Primary research is original information gathered through your 

own efforts (or on your behalf by a hired research firm) to respond to a 

specific question or set of questions. This information is normally 

gathered through surveys, observation, or experimentation. The 

following are examples of questions that can be addressed through 

primary research: 

• Who are my customers and how can I reach them? 

• Customer profiles 

• Prospective business locations 

• Marketing strategies 

• Which products and services do buyers need or want? 

• What factors influence the buying decisions of my customers? 

• Price, service, convenience, branding, etc. 

• What prices should I set for my products and services? 

• Customer expectations 

• Who are my competitors, how do they operate and what are their 

strengths and weaknesses? 

 

Some drawbacks of primary research are that it can be time consuming 

and expensive if not performed yourself, and the results are not available 

immediately. The benefits of this type of research are that you can 

specifically target desired groups (such as your customers or the 

geographic market for your business) and can tailor your research 

instrument to answer specific questions. In addition to keeping the costs 

down, an added benefit of doing the research on your own is that you 

will get to know the market for your business better. Surveys are the 

most common way to gather primary research. Surveys can be 

conducted:- 

 

• Through direct mail 

• Hand out at the place of business or mail out with survey 

returned in person or via mail 
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• Questionable effectiveness; follow-up reminders 

necessary 

• Over the telephone 

• Cost-effective 

• Can be difficult to reach participants 

• Little appetite in the public for telephone interruptions 

• On the web or via email 

• Allows participants to complete the survey on their own 

time with little effort 

• Cost-effective 

• In person 

• Personal interviews or focus groups 

• Can introduce follow-up questions or change the focus of 

the survey on the spot 

• Can be difficult to recruit participants 

 

When designing your own research questionnaire, be sure to: 

• Keep it as short and simple as possible and make sure it is 

visually appealing and easy to read,  

• Move from general questions to more specific questions and 

make sure questions are brief and easily understood, 

• Avoid leading questions, questions with ambiguous words, 

questions that are too difficult to answer , 

• Make sure any response scales used are logical with categories 

that are mutually exclusive and always pre-test your 

questionnaire to identify potential problems 

 

The web is a good resource for sample questionnaire questions that can 

be adapted to answer your suit your particular research needs. There 

are also a number of companies that allow you to create and conduct 

surveys online. Some business owners are reluctant to ask their 

customers to complete a questionnaire for fear that their customers will 

be made to feel uncomfortable or annoyed at the inconvenience. A good 

way to reduce any awkwardness is to offer your customers an incentive 
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to fill out a questionnaire. You might reward them with coupons or hold 

a prize drawing for customers that turn in a completed questionnaire. 

Good information on your customers can often be obtained without 

engaging them directly. Interviewing your employees can provide 

excellent insight, as they are in constant contact with your customers 

and can provide information on; customer profiles, goods and services 

that customers demand, satisfaction with price levels and quality of 

service and experiences with your competitors. 

 

 

• Market research methods 

Find out how to use popular research methods to do market 

research for your business. 

• Designing a questionnaire 

A well-designed survey questionnaire can help you gather market 

research data. 

• Types of survey questions 

Examine different kinds of closed and open-ended questions that 

can be used in surveys. 

 

6.12 Secondary Research 
 

Secondary research exploits existing resources like company records, 

surveys, research studies and books and applies the information to 

answer the question at hand. It is normally less time consuming than 

primary research, and can be less expensive as well. While secondary 

research is less targeted than primary research, it can yield valuable 

information and answer some questions that are not practical to address 

through primary research (such as assessing macro-economic 

conditions) or questions that may make customers uncomfortable if 

asked directly (such as questions on age and income levels).  

The following are examples of questions that can be addressed through 

secondary research: 

http://www.canadabusiness.ca/eng/page/2701/
http://www.canadabusiness.ca/eng/page/2687/
http://www.canadabusiness.ca/eng/page/2685/
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• What are the current economic conditions that my business is 

operating in? Are these conditions changing? 

• International, national, provincial and local economic 

conditions 

• What trends are influencing the industry my business operates 

in? 

• Consumer preferences 

• Technological shifts and prices for goods and services 

• Are there international markets for my products or services that 

could help me to grow my business? 

• What are the demographic characteristics of my customers or 

where do they live? 

• Populations, age groups, income levels, etc. 

• What is the state of the labour market? 

• How many people have the skills I require? 

• How much should I expect to pay my employees? 

 

Existing company records such sales invoices, receipts and formal 

complaints are important secondary resources that businesses can 

utilize. Often times these records shed light on the same issues 

businesses seek to address through primary research, and therefore an 

examination of company records should be done before considering a 

customer survey or other form of primary research. Some specific 

examples of using existing company data in market research include: 

• Examining sales receipts to find trends in the demand for 

particular goods and services, 

• Cross referencing sales receipts with customer addresses or 

products and services to determine the effectiveness of 

advertising, 

• Compiling complaints to determine areas for improvement in 

customer service, prices or products and services offered. 

 

Another key secondary resource is statistical data from official statistics 

providers and other organizations. These statistics in turn can feed into 
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analytical papers and market profiles that can help to put the numbers in 

context. Identifying statistics and analysis that can help you with your 

business decisions can be difficult, and some datasets are expensive to 

purchase. There are, however, a number of quality statistics and 

analytical resources available to you, as well as guidance to help you 

make sense of all the materials available. 

• Demographics 

Get data that sheds light on population characteristics such as 

location, age, income, education level, and more. 

 

• Labour and employment data 

Find statistics and analysis related to the labour force, 

employment and income from official department and 

international sources. 

• Country economy 

Get the latest official economic indicators, which shed light on the 

performance of several segments of the country economy. 

• Industry sector data 

Find statistics that can help you better understand your industry, 

and study the latest trends that could impact your business. 

• Importing and exporting 

Find foreign trade statistics and other information that can help 

you to grow your business. 

• General research and statistics 

Discover resources available through your local Business 

Network Service centres, government libraries and the United 

Nations. Other sources of secondary research materials include 

libraries, universities, industry associations and government 

departments at various levels. 

 

6.13 Market Segmentation & Trends 
 

Market segmentation is the division of the market or population into 

subgroups with similar motivations. It is widely used for segmenting on 

http://www.canadabusiness.ca/eng/page/2829/
http://www.canadabusiness.ca/eng/page/2828/
http://www.canadabusiness.ca/eng/page/2824/
http://www.canadabusiness.ca/eng/page/2803/
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geographic differences, personality differences, demographic 

differences, and technographic differences, use of product differences, 

psychographic differences and gender differences.  

 

Market trends are the upward or downward movement of a market, 

during a period of time. Determining the market size may be more 

difficult if one is starting with a new innovation. In this case, you will have 

to derive the figures from the number of potential customers, or customer 

segments.  

 

6.14 SWOT Analysis 
 

SWOT is a written analysis of the Strengths, Weaknesses, Opportunities 

and Threats to a business entity. Not only should a SWOT be used in 

the creation stage of the company but could also be used throughout the 

life of the company. A SWOT may also be written up for the competition 

to understand how to develop the marketing and product mixes. Another 

factor that can be measured is marketing effectiveness. This includes 

• Customer analysis 

• Choice modelling 

• Competitor analysis 

• Risk analysis 

• Product research 

• Advertising the research 

• Marketing mix modelling 

• Simulated Test Marketing 

 

 

 

 

 

 

 

 

http://en.wikipedia.org/wiki/Technographic
http://en.wikipedia.org/wiki/SWOT_analysis
http://en.wikipedia.org/wiki/Marketing_effectiveness
http://en.wikipedia.org/wiki/Choice_modelling
http://en.wikipedia.org/wiki/Competitor_analysis
http://en.wikipedia.org/wiki/Risk_analysis_(business)
http://en.wikipedia.org/wiki/Marketing_mix_modeling
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7.0 FEASIBILITY STUDY 
An exercise to determine whether a propose project is feasible. Study should 

be aimed at determining what shape the project should take, how it should be 

implemented, priced and marketed based on detailed market data and analysis. 

A feasibility study is designed to provide an overview of the primary issues 

related to a business idea. The purpose is to identify any “make or break” issues 

that would prevent your business from being successful in the marketplace. In 

other words, a feasibility study determines whether the business idea makes 

sense. A thorough feasibility analysis provides a lot of information necessary 

for the business plan. For example, a good market analysis is necessary in 

order to determine the project’s feasibility. This information provides the basis 

for the market section of the business plan. 

 

Because putting together a business plan is a significant investment of time and 

money, you want to make sure that there are no major roadblocks facing your 

business idea before you make that investment. Identifying such roadblocks is 

the purpose of a feasibility study. A feasibility study looks at three major areas; 

market issues, organizational & technical issues and financial issues. Again, 

this is meant to be a “first cut” look at these issues. For example, a feasibility 

study should not do in depth long term financial projections, but it should do a 

basic break-even analysis to see how much revenue would be necessary to 

meet your operating expenses.  

 

“Feasibility”; “feasible” i.e. capable of being done or accomplished. Since real 

estate involves permanent changes and major consumption of resources, the 

possible negative and positive outcome, need to be studied as thoroughly as 

possible. Although aspects of feasibility should commence at project inception 

phase, the feasibility study can only be firmed up when the site has been 

secured. Feasibility study is usually conducted at the evaluation stage. 

 

The feasibility study is an evaluation and analysis of the potential of a proposed 

project. It is based on extensive investigation and research to support the 

process of decision making. Feasibility studies aim to objectively and rationally 
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uncover the strengths and weaknesses of an existing business or proposed 

venture, opportunities and threats present in the environment, 

the resources required to carry through, and ultimately the prospects for 

success. In its simplest terms, the two criteria to judge feasibility 

are cost required and value to be attained. 

 

A well-designed feasibility study should provide a historical background of the 

business or project, a description of the product or service, accounting 

statements, details of the operations and management, marketing 

research and policies, financial data, legal requirements and tax obligations. 

Generally, feasibility studies precede technical development 

and project implementation. A feasibility study evaluates the project's potential 

for success; therefore, perceived objectivity is an important factor in the 

credibility of the study for potential investors and lending institutions. It must 

therefore be conducted with an objective, unbiased approach to provide 

information upon which decisions can be based. 

 

7.1 Economic Feasibility 
The purpose of the economic feasibility assessment is to determine the 

positive economic benefits to the organization that the proposed system 

will provide. It includes quantification and identification of all the benefits 

expected. This assessment typically involves a cost/ benefits analysis. 

 

7.2 Technical Feasibility 
The technical feasibility assessment is focused on gaining an 

understanding of the present technical resources of the organization and 

their applicability to the expected needs of the proposed system. It is an 

evaluation of the hardware and software and how it meets the need of 

the proposed system. 

 

7.3 Schedule Feasibility 
A project will fail if it takes too long to be completed before it is useful. 

Typically this means estimating how long the system will take to develop, 

and if it can be completed in a given time period using some methods 

http://en.wikipedia.org/wiki/Natural_environment
http://en.wikipedia.org/wiki/Resources
http://en.wikipedia.org/wiki/Cost
http://en.wikipedia.org/wiki/Value_(economics)
http://en.wikipedia.org/wiki/Product_(business)
http://en.wikipedia.org/wiki/Service_(economics)
http://en.wikipedia.org/wiki/Business_operations
http://en.wikipedia.org/wiki/Management
http://en.wikipedia.org/wiki/Marketing_research
http://en.wikipedia.org/wiki/Marketing_research
http://en.wikipedia.org/wiki/Project
http://en.wikipedia.org/wiki/Technical_feasibility
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like payback period. Schedule feasibility is a measure of how reasonable 

the project timetable is. Given our technical expertise, are the project 

deadlines reasonable? Some projects are initiated with specific 

deadlines. It is necessary to determine whether the deadlines are 

mandatory or desirable. 

 

7.4 Market and Real Estate Feasibility 
Market feasibility studies typically involve testing geographic locations 

for a real estate development project, and usually involve parcels of real 

estate land. Developers often conduct market studies to determine the 

best location within a jurisdiction, and to test alternative land uses for 

given parcels. Jurisdictions often require developers to complete 

feasibility studies before they will approve a permit application for retail, 

commercial, industrial, manufacturing, housing, office or mixed-use 

project. Market feasibility takes into account the importance of the 

business in the selected area. 

 

7.5 Resource Feasibility 
This involves questions such as how much time is available to build the 

new system, when it can be built, whether it interferes with normal 

business operations, type and amount of resources required, 

dependencies, and developmental procedures with company revenue 

prospectus. 

 

7.6 Cultural Feasibility 
In this stage, the project's alternatives are evaluated for their impact on 

the local and general culture. For example, environmental factors need 

to be considered and these factors are to be well known. Further an 

enterprise's own culture can clash with the results of the project. 

 

7.7 Financial Feasibility Study 
In case of a new project, financial viability can be judged on the following 

parameters; total estimated cost of the project, financing of the project in 

terms of its capital structure, debt equity ratio and promoter's share of 

http://en.wikipedia.org/wiki/Culture
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total cost, existing investment by the promoter in any other business and 

projected cash flow and profitability. The financial viability of a project 

should provide the following information; full details of the assets to be 

financed and how liquid those assets are, rate of conversion to cash-

liquidity (i.e. how easily can the various assets be converted to cash?), 

project's funding potential and repayment terms. Sensitivity in the 

repayments capability to the following factors; time delays, mild slowing 

of sales, acute reduction/slowing of sales, small increase in cost, large 

increase in cost and adverse economic conditions. 

 

7.8 Conducting a Feasibility Study 
As noted above, the feasibility study is organized into three major 

sections (market analysis, organizational/technical analysis, and 

financial analysis). Each section below discusses the key questions 

which must be addressed in the plan. A feasibility study is a formal report 

that documents decisions concluding in a choice of one from two or more 

alternatives. It establishes possibilities, evaluates economics, and forces 

reflections on the perceptions of a decision (social, political). It begins, 

of course, with a consideration of the audience that will read the study 

and your purpose in writing to that audience, as always. In the feasibility 

study, the problem is carefully described, and one or more potential 

solutions to the problem are considered in some depth. Later decisions 

about what particular steps to take to actually effect a solution are based 

upon the results of the feasibility study. Often, the feasibility study, in the 

form of a grant proposal or an impact assessment statement provides 

the basis for action by funding agencies. A well done feasibility study 

should tell its author whether further action is desirable, and should be 

able to convince others as well. This section outlines several essential 

features of a feasibility study and explains why they are important. 

 

7.9 Feasibility Study in The Context of Real Estate Development 
Real estate development requires that you investigate the possible 

negative and positive outcomes of a real estate project before you start 

investing time and money into it. Such an analysis is called a (real estate) 
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feasibility study. In more concrete word this analysis allows you to take 

into consideration legal, economic, technological, and other factors, 

which are important for the successful completion of real estate 

development. 

 

Figure 7.1 shows where the feasibility study is implemented in the 

process of real estate development. Moreover, figure 1 shows that a 

feasibility study consists of the following five steps: market analysis, 

location analysis, analysis of usage concept, competition analysis and 

risk analysis. The following will describe, which steps you should 

typically follow in order to implement the various phases successfully. 

i. Market Analysis - Total Market Vs. Market Segment 

The analysis of the total market takes on an aggregate 

perspective. You should evaluate the space supply, the 

development of the space demand as well as vacancies and top 

rents of the market. The analysis of the market segment is 

focused on a disaggregated market perspective. Take into 

consideration that you should consider geographic and 
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typological market segments. A differentiated assessment of 

supply and demand, space, vacancies and the rents of the object-

specific rents should be implemented. The market analysis can 

be done in a quantitative or qualitative way, or a combination of 

both. So, for example, report the supply and demand of square 

feet (qualitative) versus draw conclusion from the quantitative 

supply- and demand analyses with qualitative criteria. 

ii. Location Analysis  

Consider the characteristics of the macro (city or urban centre) 

and micro (site and close surroundings) location of your object. 

• Macro analysis: 

Geographic dimension and structure: political boarders 

and economic coherence; population structure: population 

growth and structure, age structure, migration trends, and 

household formation; employment and economic 

development: How do employment and economic 

development influence the area?; centrality: what is the 

distance to other centres, the infra-structure, 

transportation; change of function over time: consider the 

functional expansion or downgrading, such as enrichment, 

relocation, shrinkage, and closure; location image and 

natural attractiveness: What recreation facilities are close 

by, and what is the scenic attractiveness? 

• Micro analysis: 

Building, register, and tax laws; technical site 

development: Water and sewage, electricity and gas, and 

telecommunication; infrastructural site development: How 

is the road access? How do you consider traffic density 

and accident frequency? What is the distance to trains and 

airports? What is the attitude of the public, residents, and 

politicians towards the location and the location 

development? Information on this can be found in the 
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press, on the Internet, or by conducting interviews or 

observing the area. 

iii. Analysis of Usage Concept 

a. Prepare a draft of first project plans based on: 

• The knowledge you have gained from the macro 

and micro analysis, 

• The conception of competitive properties, 

• The present and the future demand structure of the 

announced target groups. 

b. Establish a framework, which covers the following: 

• Project financing, 

• Property securing, 

• Communications strategy, 

• Project organization (e.g. timing), 

c. Highlight any special characteristics (e.g. themed 

shopping centre), 

iv. Competition Analysis 

a. Identify relevant competitive real estate in your market, 

b. Prepare a checklist of important criteria, 

c. Estimate the degree of completion of the various goals and 

results respectively, 

d. Weight criteria, 

e. Calculate of an attractiveness index for the objects of 

analysis and competitive objects. 

f. Determine competitive positions of the investigated object. 

v. Risk Analysis 

A risk analysis aims at improving the decision through the 

identification of both risk aspects that can the influenced and 

those beyond control. You need to consider: 

a. Development risk (completion, cost overrun, etc.) 

b. Valuation risk (location, market, financing risk) 

c. Liquidation risk 
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d. Change in value risk (location quality, change in trends and 

demands) 

 

8.0 RISK MANAGEMENT IN DEVELOPMENT 
It is essential for effective management control that all significant risks and 

uncertainties in a project are systematically identified, quantified, analysed, 

owned, acted upon and monitored by the management team to maximise the 

likelihood of successful achievement of objectives within budget and schedule 

targets. Risk management is a means of dealing with uncertainty : identifying 

sources of uncertainty and the risks associated with them, and then managing 

those risks such that negative outcomes are minimised (or avoided altogether), 

and positive outcomes are capitalised upon. The need to manage uncertainty 

is inherent in most projects which require formal project management. 

 

An endeavour in which human, material and financial resources are organised 

in a novel way, to undertake a unique scope of work of given specification. 

Within constraints of cost and time, so as to achieve unitary, beneficial change, 

through the delivery of quantified and qualitative objectives. (Turner, 1992 as 

quoted by Chapman). In highlighting the one off, change inducing nature of 

projects, this definition indicates that projects carry with them an inherent 

degree of uncertainty that requires attention as part of an effective project 

management process. The roots of this uncertainty are worth clarification. 

Chapman has indicated that one obvious source of uncertainty and risk in the 

execution of a project is “the large-scale use of new and untried technology”. 

Chapman also indicates that such sources of risk frequently become the prime 

motivator for the introduction of, and careful attention to, formal Risk 

Management Processes (RMPs). 

 

8.1 Definitions of Risk 
Some definitions of risk include: the implications of the existence of 

significant uncertainty about the level of project performance 

achievable”. Project risk combination of the probability of an event 

occurring and its consequences for project objectives risk management, 

systematic application of management policies, procedures and 
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practices to the tasks of establishing the context, identifying, analysing, 

evaluating, treating, monitoring and communicating risk. 

 

A source of risk is any factor that can affect project performance, and 

risk arises when this effect is both uncertain and significant in its impact 

on project performance. It follows that the definition of project objectives 

and performance criteria has a fundamental influence on the level of 

project risk. Setting tight cost or time targets makes a project more cost 

or time risky by definition, since achievement of targets is more uncertain 

if targets are “tight”. Conversely, setting slack time or quality 

requirements implies low time or quality risk. However, inappropriate 

targets are themselves a source of risk, and a failure to acknowledge the 

need for a minimum level of performance against certain criteria 

automatically generates risk on those dimensions. Therefore, the setting 

of clear objectives and performance criteria which reflect the 

requirements of all relevant parties, is clearly an important initial step 

in project risk management. 

 

8.2 Conditions of Uncertainty in Development 
All parties in the development process must accept significant levels of 

uncertainty about their cash budgets and other expectations as each 

enters the development process with a set of assumptions about the 

future in a society that has been changing at an accelerating rate. The 

amount of uncertainty for an enterprise varies according to its needs and 

income.  

 

That is a unique risk management assignment, and the developer who 

succeeds most often is the one who takes most care to validate the 

assumptions over which he has some control and to cushion the 

enterprise with tolerance for surprise and those changing conditions over 

which there is little control. The real estate process is concerned with 

identifying the explicit and implicit assumptions on which each consumer 

group, each infrastructure, and each production element of expertise is 
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operating in order to allocate risks among those who benefit and those 

who pay each development alternative. 

Control of this variance is called risk management. There is a continual 

refining of assumptions to convert as much speculation to fact as is 

possible and to provide tolerance for the uncontrollable surprises. Risk 

management is not only a philosophy of inquiry and problem solving, but 

also a primary objective of market research, of contract negotiation, and 

of strategic positioning of any enterprise or investment selection pattern. 

Risk is a measure of the probability and consequence of not achieving a 

defined project goal. Most people agree that risk involves the notion 

of uncertainty. The project manager is encouraged to take risk 

management actions to try to avoid the risk (risk mitigation), to build up 

reserves (risk contingency) and to establish a network of contacts to be 

able to better withstand project shocks. The concepts of risk mitigation 

and contingency are discussed in more detail below. These types of risk 

can be further broken into 4 categories as; technical, management, 

safety and business. It is important to understand that technical and 

safety risk is quite different from Project Risk. 

 

Furthermore, the processes by which they are managed are not 

only different in themselves, but actually have different objectives. 

Individuals involved in Project Management and therefore Project Risk 

Management, often have a background in the technical world and so the 

processes and techniques developed there have conditioned their 

thinking. This can cause severe problems that must be managed 

carefully by the Project Risk Specialist. 

 

Considering these 4 categories, it is important to understand that risks 

cannot be simply transferred between disciplines. It must be understood 

that any technical or Safety Risk is likely to result in a Project Risk, but 

this is not automatic and the risks are not likely to be the same. Defining 

the Project Risk involves establishing how much it will cost and how 
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long it will take to remove the Technical or Safety Risk. Equally, any 

Project Risk is likely to generate Technical or Safety Risks, but this too 

is not automatic and again the risk may not be the same.  

A safety risk, for example, to a project manager may well be an issue, 

not a risk, this is because it is something he has to resolve, and 

frequently in today's environment, it is to be resolved by compliance with 

legislation, statuary requirement, or client requirement. Even those risks 

that remain risks within the project environment may well require 

interpretation. For example, a technical risk on the use of a new material 

intended to provide increased operational offerings to the client, may, if 

it fails, have project implications in terms of cost, and in terms of delay, 

and probably in terms of acceleration measures to get back on stream. 

This risk must be understood and provisioned for by the Project Manager 

in terms of schedule and cost, as well as being examined in terms of 

the reliability and maintainability and managed under the Technical and 

Safety Risk Management Process. 

 

8.3 Risk Management 
Risk management is an organized means of identifying and measuring 

risk and developing, selecting, and managing options for handling these 

risks. Several tools are available to assist in the management of risk in 

technical areas. These tools can help the project manager to understand 

the danger signals that may indicate that the project is off track, and 

prioritize corrective actions as necessary. According to the Project 

Management Institute Body of Knowledge (PMBOK) there are 3 

definitions of risk management: 

• Risk management is the formal process by which risk factors are 

systematically identified, assessed, and provided for 

• Risk management is a formal, systematic method of managing 

that concentrates on identifying and controlling areas or events 

that have a potential for causing unwanted change 

• Risk management, in the project context, is the art and science 

of identifying, analysing, and responding to risk factors 
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throughout the life of a project and in the best interest of its 

objectives. 

 

Risk management implies control of possible future events, and is 

proactive rather than reactive. As an example, an activity in a network 

requires that a new technology be developed. The schedule indicates 

six months for this activity, but the technical employees think that nine 

months is closer to the truth. If the project manager is proactive, he might 

develop a contingency plan right now. If the project manager is 

reactive, then he will do nothing until the problem actually occurs. At 

that time the project manager must react rapidly to the crisis, and may 

have lost valuable time when contingencies could have been developed. 

Risk management will not only reduce the likelihood of an event 

occurring, but also the magnitude of its impact. 

 

8.4 The Relationship between Risk Management & Project 
Management 
In the early days of project management, great emphasis was placed on 

managing cost and schedule. This occurred because more was known 

about cost and scheduling than about technical risks. Technology 

forecasting was very rarely performed other than by extrapolating past 

technical knowledge into the present. Risk management operates on the 

premise that a risk identified is a risk shared. If the project team 

identifies, discusses and collectively accepts some risks, the team, the 

client and the programme management will all go ahead with the project 

with their eyes wide open - with the risks understood and 

acknowledged. But risk management systems are designed to do more 

than just identify risk. The system must also quantify the risk and predict 

the impact on the project. The outcome is therefore a risk that is either 

acceptable or unacceptable. 

 

A project, by definition, is something that has not been done previously 

and will not be done again in the future. Because of this uniqueness, a 

“live with it” attitude to risk has developed. A risk management system 
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which is set up as a continuous, disciplined process of problem 

identification and resolution, will operate in harmony with a company’s 

more established systems of organization, planning, budgeting, and cost 

control. But most importantly, surprises will be minimised because 

emphasis will be on proactive rather than reactive management. 

 

Risk management can be justified on almost all projects. The level of 

implementation can vary from project to project, depending on such 

factors as size, type of project, who the customer is, relationship to the 

corporate strategic plan, and corporate culture. Risk analysis is 

particularly important when the overall stakes are high and a great 

deal of uncertainty exists. While planning effectively focuses on what is 

already known, risk management forces us to focus on the future where 

uncertainty continues to increase. 

 

8.5 Risk Management Process 
The project risk management process starts by establishing the context 

in which the project is undertaken. This includes identifying the 

interested parties, understanding the objectives and outputs of the 

project and defining the scope and boundaries of the risk management 

activity for a particular project. The interface to, and overlap with, any 

other projects and the organizational and strategic constraints within 

which the project operates, should be defined. The next step in the risk 

management process is risk identification. This task is fundamental to 

the risk management process. Each identified risk should be subjected 

to subsequent project risk management activities of risk assessment, 

risk treatment and review and monitoring. The process may be applied 

first at a broad level to identify general risk issues, then at a more 

detailed level to look at particular risks and how they might arise. Risks 

should be managed at each phase of the project and risks to the project 

itself and to its product should be reviewed. 

 

Essentially, risk management is something that we all do every day, 

mostly without thinking about it. Difficulties arise when risks are hard to 
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identify and assess, or when the work is unfamiliar or complex. When 

this happens it can be helpful to have an explicit process to follow, i.e., 

to apply an established risk management methodology.  

 

Associated with containment and contingency plans is the control stage 

in which the containment of identified risks is monitored and 

mechanisms are employed which will trigger the execution of the 

contingency plan, should it become necessary. Figure 8.1: Depicts how 

these four key stages are integrated to manage risk. What is meant by 

risk mitigation and contingency is outlined below. 

 

 
Figure 8.1: Four Key Risk Management Stages 
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1. Please define the followings based on your understanding: 
a. Feasibility Study 
b. Primary Research 
c. Location Analysis 
d. SWOT Analysis 
e. Risk Analysis 

 

  

EXERCISE 5 
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1.0 INTRODUCTION 
 

Property is constantly being destroyed and created under the inevitable process 

of development/redevelopment/regeneration which is required to meet the 

changing demands of society. Residual Method is strongly related to 

development process. It is a straightforward method and easy to use. The 

method entails calculations where the value of land is a derivative of gross 

development value minus the development costs. 

 

The residual method is frequently used to deal with the valuation of 

development land or properties. In its original model, it is used to assess the 

maximum value of a particular development of which a developer would pay to 

purchase the land based on the intention of the prospective purchaser but in 

accordance with the legal and planning permissibility. The land value assessed 

through this method is also used for purposes such as financing and joint 

venture agreement. 

 

The method can be used for other purposes other than assessing the land 

value. This can be done through some modifications to the method but will 

result in a more complex approach. When the land cost is now a known cost 

and included in the development cost, the method can be used to determine 

the viability of development projects. The statement of viability is important for 

a developer prior to commencement of any development project. The surplus 

between income and cost would indicate the ability of project to achieve levels 

of profit. The amount of profit will determine whether a developer will venture 

into the proposed development 

 

The use of this method thus, requires thorough and comprehensive 

understanding of the development process. 
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1.1 Factor Affecting Property Value 

Physical Factors  
 

1.1.1  Location 

Location is an important factor to be considered in any property valuation and 

is often considered in relation to profitability in development property. The 

factors one looks at are accessibility, neighbourhood and amenity. Location 

play an important role in determining the types of business to be carried out and 

the successfulness of the business. As a developer’s, one would like his 

development to be located within a business place, surrounded by a residential 

area, which provides a wide market for their services or goods they offered. 

Therefore, a development property located in a business area will command a 

good value than that located further to it. 
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1.1.2  Distance from main access 

Commonly, a development property is accessible through the service road 

which front onto the property and is serviced with a back lane. The service road 

acts as access for potential consumers to the shop house. Meanwhile, the back 

lane is provided for easy loading and unloading of goods without interrupting 

the business. A property located near to main access will command a good 

price than that located further to it. This is because properties near to the main 

access will be easily identified by the public.  

 

1.1.3 Age 

Other things being equal, it can be said that the income-producing ability of a 

building tends to decline and its values tend to diminish with the passage of 

time. This process is called depreciation. Depreciation of a building may be due 

to deterioration resulting from fair wear and tear of the subject building. The age 

of the building is closely related to the cost required to maintain the building. It 

may be said in general that a good level of maintenance will extend the 

economic life of a building with satisfactory returns earned. These returns, of 

course, may be either in the form of monetary income or, in the case of an 

owner occupied property, the services and benefit from direct usage. 

 

1.1.4  Specific Location 

In some housing estates, a corner lot is more desirable than other types of lots. 

The most being better accessibility, extra light and air, additional window 

display facilities usable floor space and better advertising facilities. By utilizing 

the frontage to two service roads, the value of floor space above ground floor 

level is much enhanced, thus rendering a building erected on a corner lot very 

desirable for retail trade and office accommodation. 

 

1.1.5  Neighbourhood 

The term neighbourhood can be defined as a cluster of properties of relatively 

similar land use and value. More broadly, a neighbourhood is an area whose 

occupants and users share common ties or characteristics. Since every 

neighbourhood offers different advantages to its inhabitants, neighbourhood 

are said to differ in quality. The quality of a neighbourhood can be related to its 
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physical, economic, social or political nature. The physical factors that affect a 

neighbourhood’s quality include both natural and those features created by 

people. Natural features include trees, lake rainfall, topography and winds. 

 

While the created features include the amenities ranging from transportation 

system, school system, recreational facilities, to shopping facilities, utility 

system, and religious centres. The economic factors that can affect a 

neighbourhood's quality is the income level of its occupants. Generally, the 

higher the income, the greater is the quality of that neighbourhood. A 

neighbourhood's desirability is also dependent upon the social characteristics 

of its occupants, the level of local authority services, public education and job 

safety. 

 

Legislative Factors 
 

Legislative or government measure or controls upon landed property can 

directly or indirectly influence landed property values. Their significant impact 

is seen in the control of land use, ownership, planning, finance and economy. 

 

1.1.6 Land-use restriction 

Land administration is currently regulated by land laws which includes the main 

legislation regulating land administration and the various state Land Rules. 

Generally, the use of land is subject to restriction bought about by land 

legislation and planning controls within the area. 

 

Experience has shown that, the effect of restriction on land use is such that, 

when land with restriction, is offered for sale in the market, it will fetch a price 

considerably lower than if it was offered for sale free from any restriction. 

Example, an industrial land which has a restriction in use for specific purposed 

only will fetch a lower price than an industrial land free from restriction in use 

when it is offered for sale in the same market. 
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Social Factors 
 
Amongst the social factors affecting property value includes the characteristics 

and customs of the people that make up the market for the property. Changes 

in population, population characteristics and age distribution bring about 

increases and decreases in demand for landed property. 

 

1.1.7 Taste 

The taste of people will change from time to time because the surrounding world 

have developed and become more sophisticated. Changes in attitude, fashion 

and taste bring about changes in demand for different types of property. For 

instance, during the 1970's, when the concept of shopping centre is still new to 

some places. The public usually do their day to day shopping at the shop house 

and the value for shop houses increased. Until mid-1980's, when the concept 

of shopping centres had been broadly implemented, the taste of people doing 

shopping centres located in town. This affects the business at shop house to 

decrease. Consequently, the value of shop house is affected. 

 

1.1.8 Population Growth 

Population growth can be due to the process of natural born or the migration of 

population from other places in search of employment and business 

opportunities. An overall increase in population, particularly if accompanied by 

an increase in prosperity will increase the demand for most types of landed 

property. The increased population must be housed, its increase demands for 

necessities and luxuries will have to meet through the medium of such 

properties as shops, offices, hospital, banks and schools. 

 

Economic Factors 
 

Economic factor plays an important role in influencing the demand for and 

supply of landed property, thus affecting the property value. If a rising 

population is accompanied by favourable income prospects, the demand for 

landed property tends to be high. The age distribution of the population is an 

important factor to consider as well as the trend of total population growth. The 
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significant of these factors have been discussed in social factors. The demand 

for development property is largely a reflection of consumer incomes or income 

expectations. When consumer income or income expectations rise, they tend 

to spend more money in buying things. This will attract more people to go into 

the business line to cater for the needs and thus creating a higher demand for 

development property. 

 

1.1.9 Borrowing costs 

Unlike other goods, landed property typically represent a relatively large 

economic unit. Few buyers are able to pay outright for the purchase of their 

properties. Credit usually plays a major part in such transaction. The amount 

that a prospective buyer is prepared to bid for a landed property depends largely 

on the amount that a potential buyer can borrow. The amount that can be 

borrowed on a specific property depends on the interest rate because this will 

affect the ability to repay back the loan borrowed. When the interest rates 

increase, the borrowing costs will be higher, this mean a potential buyer has to 

pay a higher monthly repayment.  
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1.2 Nature of Development Land 

 

Before dealing further into the residual method, it is important to understand the 

actual meaning of development land. Development land may be regarded as 

any land whether alienated or state land that is suitable for development or 

redevelopment into a higher user or highest and best use. 

 

According to the legal definition 'development' means the carrying out of any 

building, engineering, mining, industrial or similar operation in, on, over or under 

land, making of any material change in use of any land or building or any part 

thereof, or the subdivision or amalgamation of lands. 
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Property development is a process that involves changing or intensifying the 

use of land to produce an economic product such as buildings for occupation. 

Land is only one of the resources used. Other resources include building 

materials, infrastructure, labour, finance and professional services. Property 

development is a complex activity involving the use of scarce resources, high 

risk due to the use of large sums of money as capital and it is directly influence 

by the performance of the economy at both national and local level. 

 

Investment is an economic activity which is related with the creation, 

enlargement and protection of wealth. Investment involves the commitment of 

a capital sum for benefits to be received in the future in the form of an income 

flow or capital gain or a combination of both. Investment is the utilisation of 

capital resources for maximum possible rewards. 

 

Development land as such can be broadly categorized as follows: 

 

i. Land with Development Potential 

 

Potential land is land that has not been approved for any kind of 

development but permission to develop would likely be granted upon 

application. Potential land is capable of being put into a higher use 

through the process of conversion and subdivision. 

 

ii. Land Approved for Development 

 

Land approved for development is land that has been granted with 

development approvals by the relevant authority e.g. the Planning 

Authority and the State Authority. After undergoing the process of 

securing development approvals, the land is now been given permission 

to be developed into a higher usage. An agricultural land that has been 

granted by the planning authority is a typical example of an approved 

development plan. An approved development land would already have 



Students: 108 – Property Development 

108 

a layout plan showing the details of proposed development scheme. It is 

therefore important in valuing this land to obtain the said layout plan as 

the value of the land is now subjected to the proposed development 

scheme. 

 

iii. Redevelopment Land 

 

The redevelopment land can either be its potential state or approved with 

some form of development. This land refers to land that has been 

developed but can still be put into a higher use. Pre-war buildings are 

example of such land and they are restrictions before the redevelopment 

process can be carried out like the Antiquities Act and Preservation 

Orders. 

 

 

 

1.3 Concept of Existing Use and Highest and Best Use 
 

Existing Use Value (EUV) is the price at which a property can be sold on the 

open market assuming that it can only be used for the existing use for the 

foreseeable future. 

 

Highest and best use, or highest or best use (HBU), is a concept in real estate 

appraisal that shows how the highest value for a property is arrived at. In any 

case where the market value of real property is sought, that value must be 

based on its highest and best use. Highest and best use is always that use that 

would produce the highest value for a property, regardless of its actual current 

use. 

 

Highest and best use is defined as the reasonably probable and legal use of 

vacant land or improved property, which is physically possible, appropriately 

supported, financially feasible and that results in the highest value. 
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Any proposed or theoretical use of a property must pass a series of tests before 

it can be accepted as the highest and best use of the property. In some cases, 

a proposed use might be the highest and best use but for some cost that 

changes the net economics. An example might be an industrially-used site that 

can now be used legally for high-rise residential buildings, but would cost so 

much to clean up (remediate) that the value as currently used is higher. In that 

case, if it can be continued, the existing industrial use could be the highest and 

best use. 

 

In some cases appraisers are given specific instructions as to an assumed 

highest and best use. This use might not pass the tests discussed below as a 

legitimate highest and best use, and may very well produce a different value. 

One example of this might be a parkland valuation, where the appraiser has 

been instructed to ignore all other possible uses. 

 

 

 

 

 

 

 

 

 

 

 

 

DEVELOPMENT 
LAND 

- the carrying out of 
building, engineering, 
mining or other 
operations in, on, 
over or under land, or  

- the making of any 
material change in 
the use of any 
buildings or other 
land' 
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1.4 The Property Development Process 
 

The development process may be divided into the following main activity or 

steps: - 

• Initiation and site identification  

• Evaluation 

• Acquisition 

• Design and costing 

• Permission and approval 

• Commitment 

• Implementation and construction  

• Let, manage and dispose 

 

The activity or steps above may not always follow the sequence. It largely 

depends on the type of development and the stage of development involved as 

well as who the developer or landowner is. The development process can be 

subdivided into three stages namely: - 

 

The development process can be subdivided into 3 stages: 
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i. Predevelopment Stage 

This stage involves the first activity in the development process i.e. 

initiation, evaluation, acquisition, design and costing and 

permission/approval. 

 

ii. Development Stage 

At this stage, the commitment of the main players is critical followed by 

the actual physical implementation and construction of the development 

project. 

 

iii. Post Development Stage 

This stage deals with the property management of the development 

which largely depends on the policy and investment strategy of the 

developer/landowner. 

 

 

 

 

 

PRE-DEVELOPMENT

initiation, 
evaluation, 

acquisition, design 
and costing and 

permission/
approval.

DEVELOPMENT
actual physical 

implementation 
and construction 

of the 
development 

project

POST 
DEVELOPMENT
deals with the 

property 
management 

DEVELOPMENT PROCESS 
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1.5 Main Player in Property Development Process 
 

1.5.1  Landowners 

Willingness to sell their interest or participate in the development, no 

development can take place. Type of landowners can be categories as 

traditional landowners, corporate landowners or financial landowners.  

 

1.5.2 Developers 

• Private sector developer 

The developer in this category come in a variety of forms and sizes from 

one man show to multinationals. Their purpose is usually to make a direct 

financial profit from the process of development. 

 

• Public sector developer 

The developer in this category are normally federal or state government 

agencies whose main activities are carrying out property development so as 

to implement development policies set out by the political masters. Such 

developers are the various state, the recently privatised and other 

government agency which operates on a profit oriented approach. 

 

1.5.3 State Governments and Local Authorities 

They the approving and controlling authorities on property development. 

 

• State Governments 

The State governments are primarily involving in approving the application 

for conversion and subdivision of land identified for development.  

 

• Local Authorities 

The local authorities are not only involving in advising the State government 

on matters relating to the application for conversion and subdivision of land 

identified for development but they are the main authority in approving 
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building plans submitted by the developers as well as issuing the certificate 

of fitness for building occupation. 

 

1.5.4 Planners 

Planners can be divided into two broad categories namely; - 

  

The politicians, usually on the advice of their professional employees, are 

responsible for approving the development plans drawn up by professionals in 

accordance with the policy laid down by themselves. They are responsible for 

determining whether applications for permission for development proposals 

should be approved or refused. 

 

The professional town planners that are responsible, for advising the politicians 

and administering the town planning system in the area particularly on the 

aspects of town planning controls such as plot ratio, density control, etc. They 

are also responsible for drawing up the structure plans and local plans of the 

area. 

 

1.5.5 Financial Institutions 

The financial institutions have a very important role in the development process. 

They are the provider of funds needed to complete the development. There are 

two types of funding that are provided to developers i.e. short term financing or 

bridging finance to cover the costs during the development process. Long term 

financing to cover the cost of holding the completed development as an 

investment. 

 

There are two category of financial institutions namely: - 

 

• Commercial banks 

These are financial institutions that provide short term and long term 

financing to developers based on the BLR + (%) basis and the amount of 

funding are normally based on total development cost and the risk factor 

attached to such development. These banks are directly regulated by 

Central Bank. 
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• Pension Funds 

These are financial institutions that are primarily involve in collecting funds 

for purpose of providing security to pensioners who retires. The participation 

of pension funds in providing financing for property development are mainly 

in housing development so as to meet the long term objectives. 

 

1.5.6  Building contractors 

Building contractors are employed by developers to construct the development 

project and their prime objective is direct financial gain. There are many building 

contractors and a variety of contractual systems for obtaining a completed 

building. Contractors or builders are normally registered or members of the 

Builders Association. 

 

1.5.7 The Professional Team 

They are a team of professionals employed by the developer to advise them at 

various stages of the development process; these include the following: - 

 

1.5.8 Planning consultants 

Employed to prepare relevant drawing plan and shall show details of proposed 

development as to support the development proposal report.  

 

1.5.9 Valuers and property consultants 

Employed at the evaluation stage to provide detailed analysis of the 

characteristics of the market in terms of the underlying demand and competitive 

supply. The valuer also provide analysis on the economic and financial viability 

of the proposed development for consideration by the developer and financiers. 

 

1.5.10 Architects 

Employed by developers to design the appearance and construction of the 

development. He is also responsible for submissions of building plans for 

approval by local authorities and construction supervision. 

 

1.5.11 Quantity surveyors 
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Employed to advise the developer on the likely costs of the total building 

contract and associated costs. Their role includes costing the designs produced 

by the architect, administering the building contract tender, advising on the most 

appropriate form of building contract, monitoring the construction and approving 

progress payments to contractors. 

 

1.5.12 Engineers 

Employed to work with the architect and quantity surveyor to advise on the 

design of the structural elements of the building and all the services within the 

building.  

 

1.5.13 Project managers 

Employed to manage the professional team and the building contract on behalf 

of the developer so as to ensure an efficient implementation of the development 

project  

 

 

1.5.14 Solicitors 

Engaged at various stages of the development process starting with the 

acquisition of the development site through to the completion of the sale and 

purchase of the site. Preparation of legal agreements covering the funding 

arrangements entered into by the developer. 

 

1.5.15 Accountants 

Employed to manage and control the financial aspects of the development 

project such as payments to professional team, building contractor and receipts 

from purchasers. Providing advice on the complexity tax regulations and 

preparation of accounts for auditing and reports. 

 

1.5.16 Real Estate Agents 

Agents may be instrumental in initiating the development process in bringing 

together the players in the process. They form the link between the developer 

and the purchaser or occupier. They can be sole marketing agent or leasing 
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agent providing services involving sales and marketing of the property 

development both locally and international. 

 

1.5.17 Purchasers or Tenant Occupiers 

Developing property that conforms to the requirement and demand of 

prospective tenant occupier is critical particularly in the case of commercial 

development. Creating a market niche for the property development is a way of 

ensuring the success of a property development. 

 

Other professional engaged or employed to advise or undertake task during the 

development process are: - 

• land surveyor,  

• landscape architect,  

• EIA specialist,  

• soil specialist and  

• interior designer. 

 

1.6 Steps in Property Development Process 
 

1.6.1 Initiation or Site Identification 

This stage is the starting point of all property development. It started from an 

idea or proposal when either a piece of land or site is considered suitable for 

certain land use or more intensive use or demand for a particular use leads to 

a search for a suitable site. The initiatives may origin from the players namely:  

• Developer's initiatives 

The developer engaging the professional team to actively find suitable 

development sites based on the criteria set out by the developer. 

 

• Landowner initiatives  

The landowner may take an active role by deciding to sell his land or enter 

into a joint-venture with a developer. Developer engaging the professional 

team to actively find suitable development sites based on the criteria set out 

by the developer. 
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• Government initiatives 

The government through the planning system and development policy have 

an important role to play in initiating the development process. The 

government may also facilitate development by promoting or participating in 

development opportunities themselves. 

 

1.6.2 Evaluation 

This stage is the most important stage of the development process as it guides 

the decision making of the developer. Evaluation includes; site investigation, 

market research, and the financial appraisal of the proposed development.  

 

The purpose of the financial evaluation is to ensure that the cost of the 

development is reasonable and the economic viability of the project can be 

attained. 

 

 

• Site investigation 

The steps that need to be undertaken are as follows: - 

• site survey i.e. physical and boundary inspection and land surveying 

• ground investigation i.e. soil test and EIA 

• contamination i.e. pollution and toxic waste. 

• services i.e. the availability of public services and connections 

• legal investigation to verify legal conditions of site. 

• financial investigation to ensure the site is suitable for financing. 

 

• Feasibility Study 

A feasibility study normally covers five perspectives namely: - 

• Site or locational feasibility - A detailed study of the site, basic 

services, planning provisions and surrounding developments. 

• Economic feasibility - A study of population trends, employment 

trends, income trends and spending patterns. 
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• Market feasibility - A study involving supply analysis, demand 

analysis and price analysis. 

• Design feasibility - A study to find out the end use allocation, design 

features, phasing of the project and overall theme or strategy of the 

project. 

• Financial feasibility - A detailed study of the project cash flow, interest 

rates, profitability and rate of return of the project to establish the 

viability of the project. 

 
1.6.3 Acquisition  

If the evaluation of the project proved to be feasible, the following step is site 

acquisition i.e. for the developer to gain possession of the site in order to 

proceed with the implementation. Site acquisition may be undertaken using the 

following approaches: - 

 

• Private treaty 

The site is bought over by the developer from the owner by the making offers 

and counter offer until a deal is achieved. 

• Formal tender 

The site is bought over by the developer through bidding in a tender after 

receiving an invitation to tender from the landowner. 

• Public auction 

The sites that are suitable for redevelopment are sometimes bought by the 

developer through public auctions i.e. making the highest bidding in order 

to secure the site. 

• Joint venture 

The site is not bought over by the developer but rather gained possession 

through agreements with the landowner with considerations of equity 

sharing or product sharing. 

 

1.6.4 Design & Costing  
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The following step after site acquisition is to finalise the project design and 

costing before submission for development approval and financing approval. 

This stage requires the input of the professional team as follows: - 

 

• Architect to provide the architectural and working drawings based on the 

conceptual framework and feasibility studies that has been undertaken. 

• Engineers to provide the structural and mechanical and electrical drawings 

based on the architectural drawings. 

• Quantity surveyors to provide costings and bill of quantities based on the 

drawings. 

• Town planners to provide the layout plan of the overall development.  

 

1.6.5 Development Permission & Approval  

The step that can be done concurrent and subsequently after design and 

costing is getting development approvals form the various government 

agencies responsible which are as follows: - 

 

• Application and approval by Securities Commission 

If the development is associated with mergers and acquisitions by public 

listed companies, then approval by the Securities Commission is required. 

 

• Application and approval by for conversion and subdivision 

The approval for conversion by the State Government is one of the most 

important aspects of property development because without it no 

development can be implemented.  

 

• Application and approval for development order and building plans 

These applications are normally submitted to the relevant local authorities 

which will be scrutinised by the planning and building department of the 

local authorities. These procedures may take 6 months to one year 

depending on the size and complexity of the development. 

 

• Application and approval for developer's licence and advertising permit 
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The application for developer licence is made after the approval for 

conversion and subdivision is granted and the application is made to the 

Ministry of Housing and Local Government. The application for advertising 

permit may be made after all the approvals has been granted to develop 

the site and is made to the same ministry. 

 

• Application and approval for bridging and end financing 

After having granted all the necessary approvals from the various 

government agencies, the next step is to apply for financial assistance from 

the banks in the form of short term and long term loans as well as end 

financing facilities for prospective purchasers. Financial assistance is 

critical because without such facilities the developer will not have sufficient 

funds to complete their projects. 

 

1.6.6  Implementation and Construction 

This steps involve the second stage of development that deal with: -  

(a) The professional team 

• The professionals that are involve at this stage are as follows: - 

• The architect to monitor and supervise the contractor to ensure the 

contractor keep to the design and specifications. 

• The engineers to monitor the structural, mechanical and electrical 

aspects of the construction 

• The quantity surveyor to monitor, supervise materials, quantities and 

costings in accordance to the building contract and to approve progress 

payments to contractors. 

• The project managers to ensure the construction is done according to 

the scheduled plan. 

• The real estate agent to market the development in order to capture the 

market share. 

 

(b) Stages of construction 

The stages of construction are as follows 

• Site preparation  
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• Land surveying  

• Infrastructural works  

• Piling works 

• Foundation and sub structural works  

• Superstructure works  

• Finishes and fittings Services 

• External works 

 

(c)  Choosing the contractor 

Choosing the right contractor for the job is critical to ensure the project can 

be delivered to purchasers on time to avoid penalty payments due to late 

delivery. Therefore, when choosing contractors, their reliability and financial 

stability are important considerations. 

 

1.6.7  Sales & Promotion 

Promotion of a development project in order to achieve its disposal is an 

essential and integral part of the development process. The disposal whether 

through sale or letting should be planned and thought out during the evaluation 

process and implemented. The promotion plan is normally based on the market 

research undertaken during the evaluation process and the developer’s policy 

and strategy which can either to sell or to rent or both.  

• Methods of promotion are site boards and site hoardings; brochures; 

advertisements; mail shorts; lunching ceremonies; show house/ office/ 

suite; exhibitions and multimedia. 

• Sole Agency - The developer may decide to privatise the whole sales 

and promotion process to a real estate agent by appointing the agent as 

the sole sales and letting agent. The agent will normally be involving 

even at the pre-development stage setting out their promotional 

activities. The agency fees charge by the agent are normally based on 

the percentage of selling price of the units sold/let out. 

 

 

2.0 VALUATION FOR DEVELOPMENT PROPERTY 
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Financial facility is given to a person or body corporate, some means of loan 

security or collateral must be extended to the financial institution. The loan 

given out is usually based on the value of the collateral. The collateral in this 

case are development property which in most cases are extended by 

developers to financial institutions as security for site acquisition or for bridging 

finance for the development project. 

 

2.1 Definition of valuation  

Valuation means a written opinion as to the capital or rental value on any given 

basis in respect of an interest in a property with or without any assumptions or 

qualifications. For the purpose this lecture, valuation will be to determine capital 

value of an interest in a development land on the assumption that 'it is up for 

sale in the open market in one instance and for sale under forced sale 

conditions. 

 

 

 

2.2 Method of Valuation 

 

 2.2.1 Comparison Method 

The method is based on the principle of substitution, which assumes that the 

price of a landed property is equal to the transacted price of similar properties 

in the same locality of the subject property and subject to adjustments that may 

be made to offset the differences between the subject property and the 

comparable property. The approach has seven basic steps: - 

• establishing a time period 

• determining the market area 

• collection of sales data  

• processing of sales data 

• analysis of sales data 

• adjustment/modification of sales data 
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• opinion of value 

2.2.2 Cost/contractor Method 

The method assumes that the capital or market value of a property is 

derived by adding the site value of the property to the value of the 

buildings found or constructed. Building value is assumed to be the cost 

of construction, new or the net replacement cost of the building i.e. the 

cost of constructing the same building today and allowing or deducting 

for disabilities, obsolescence and surplus. 

 

2.2.3 Investment Method 

The method is a process which net income or net rental from a property 

is converted to a capital value by multiplying the net income with a 

capitalisation factor known as the years purchase. The mathematical 

formula in investment method is: - 

 

Capital Value   =  Net Rental per annum x Years Purchase 

where Years Purchase  =  1/ i  

where i    =  yield or rate of return 

 

Net rental per annum  = Gross rent per annum - Outgoings  

 

2.2.4 Profit Method 

The method assumes that the value of the properties is related to the 

profits which can be made from their use. This method is normally used 

to value special properties that enjoys a certain degree of monopoly 

which may be factual monopoly due to locational advantage or legal 

monopoly due to special licence given for the special user. 

 

 
 

3.0 DEFINITION OF RESIDUAL VALUATION 
 

Two methods of valuation are commonly used by valuers for the appraisal of 

development sites, namely the Method of Comparison, and the Residual 
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Method (which is also known as the Hypothetical Development Valuation 

Method). For those not familiar with the concepts underlying these methods and 

the basic principles relating to their application, reference can be made to an 

Introduction to Property Valuation (The Estates Gazette Limited, London, 

1994). 

 

The objective of valuation for development purposes is to determine whether 

development value exists in a site or a property, or alternatively whether 

development or redevelopment would be unprofitable in financial terms. 

 

In assessing whether development value exists, a valuation should always be 

done to determine the value of the property concerned for its existing use as 

development (or redevelopment) is only justified in financial terms if the value 

of the completed development exceeds the value of the property for its existing 

use plus the total costs of creating the new development. In carrying out a 

development there are two main cost items: the current use value of the 

property which is sacrificed for development purposes, plus all the costs 

incurred in creating the new development. If the value of the newly developed 

property is less than the total of those items, the developer will be worse off 

financially after the development has been undertaken, so only if the estimated 

value of a new development is at least equal to those two costs should a 

development project be contemplated. 

 

A Residual Method is a method of valuing property that has potential for 

development that will yield an increased income. It is a method that estimates 

the present capital value of the anticipated income and deducting the probable 

cost of putting the property into a state likely to yield such income and the 

residue is the value of the property as it stands today. 

 

The Residual Method is used in the valuation of development property or 

property with redevelopment potential. This method is to estimate the value of 

the land and may be used to estimate the likely profit to be made by the 

developer. The property may be of bare land, which is to be developed or of 

land with existing buildings that are to be demolished and redeveloped with 
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entirely new buildings. The use of this method involves considerable skill and it 

is first necessary to decide what is the best of development suitable for a site 

or property, and then to predict the value of such development after it has been 

completed. 
 

 
 

 

 

EXERCISE 1 
 

1. Briefly explain the definition of: 
i. Residual Method 
ii. Highest and Best Use 
 

2. What type of property Residual Method is frequently used? 
 

3. List down three (3) categories of development land. 
 

 

 

  

DEFINITION OF RESIDUAL VALUATION 

  

A Residual Method is a method of 
valuing property that has potential for 
development that will yield an 
increased income. It is a method that 
estimates the present capital value of 
the anticipated income and deducting 
the probable cost of putting the 
property into a state likely to yield such 
income and the residue is the value of 
the property as it stands today. 
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4.0 UNDERLYING PRINCIPLES 
 

The Residual Method is based on the rationale that the value of a property is 

dependent on its development potential. The development potential is indicated 

by the residual, that is, the difference between Gross Development Value 

(GDV) and Development Cost (DC). The residual value is only receivable at the 

end of the development period. Subsequently, the present value of the property 

is derived by discounting the residual. The concept is shown in a diagram 

below. 

 

 

 
 

Figure 4.1: Concept of Residual Method of Valuation 

 

The Residual Method works on the assumption that the price which a purchaser 

can pay for such property is the surplus after the proceeds from the sale, or 

value of the finished development, less cost of construction, the cost of finance, 

and an allowance for profits required to carry out the project. This can be 

expressed as follows: 
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Value of the completed development 

Less  Total cost of development and development profit 

Equals Value of the existing property for development purposes 

 

In principle, the method of approach is to ascertain the capital value of an 

estimated future income (sale price of the completed development), and then 

to deduct the cost of all works needed to complete the development to a 

standard able to command such a future income. 

 

A developer's profit should be included otherwise there will be an implicit 

assumption that a developer will undertake a development for no financial 

benefit. In the vast majority of cases there will be no incentive at all to undertake 

development unless a profit can be made, especially when the large amount of 

work and the high level of expertise required for most successful developments 

is taken into account and also when the great risks entailed in such, 

entrepreneurial activities are considered. In a limited number of circumstances 

developments may be undertaken without the expectation of a profit on the 

development activity, such situations possibly including development for 

charitable purposes, development undertaken in pursuit of the corporate 

activities and objectives of an organization, or because anticipated trading 

profits or economies resulting from the subsequent use of the developed 

property may justify doing a development without making a development profit. 

The above formula can be varied in format for different purposes as below: - 

 

Residual to Land Value: 

GDV 
Gross Development 
Value 
 
• Value of the 

completed 
development 

Less (-) 
Total Development 
Cost 
 
• All construction 

costs 
• Interests on 

construction, 
professional fees 

• Developer's profit 

= Gross Residual 
Value 
 
 
• Maximum bid for 

site includes 
acquisition costs, 
professional fees 
and  financing for 
land purchase 
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Residual to Profit: 

GDV 
Gross Development 
Value 
 
• Value of the 

completed 
development 

Less (-) 
Total Development 
Cost 
 
• All construction 

costs as above but 
including Land 
Value as a cost 

= Developer’s Profit 

 

 

The logic of the basic development valuation is very simple and it forms the 

basis from which all development decisions should flow. 

 

 

5.0 THE BASIC APPROACH TO RESIDUAL METHOD 
 

The approach most often used is the residual method whereby all the costs of 

achieving the completed development are deducted from the estimate of the 

value of that completed development to arrive at the value of the site. 

Difficulties arise in the use of this method because the premises have not been 

built, rents are as yet not negotiated and plans and costing are tentative. 

 

A market valuation is being placed on a completed development on the basis 

of information available on current rents and yields being achieved at the 

present time whereas the development may not be completed for 2 or 3 years 

or even longer, by which time the market may have undergone considerable 

changes, with a consequent effect on value. 

 

Similarly, building costs or costs of short-term finance may be affected by 

external events, whilst any delay in the development schedule (often occurred 

due to complications in obtaining planning permission, interruptions due to 

inclement weather or an unsuccessful marketing campaign) is likely to have 

serious financial implications, especially where the cost of short-term finance is 

high. 
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So whilst no value profile should give a false impression of its degree of 

accuracy or certainty, it behoves the valuer to take great care to ensure that all 

data used are based on the highest quality of information available. 

 

The great advantage of the approach is that it mimics the way in which the 

market considers the problem; in other words it is a market approach and it 

may be the land is already owned by the developer or that the price has been 

agreed or is fixed. In such a case, a variation of the method may be used to 

determine the maximum amount available for buildings costs, the minimum net 

rent required form the completed works or the gross profit likely to result from 

the development. In each case the objective is the same; is a development of 

the site viable according to the criteria available (some, such as rents and 

yields, market derived; some stipulated by the particular developer). 

 

Gross Development 
Value (GDV) 

= YP, giving Capital Value on completion 

Less (-)   
Development Cost = Building costs, planning application, fees, 

interest charges, etc. 
Difference = Being the residual amount (needs adjustment 

to reflect purchase costs and holding costs, e.g. 
interest charges, for period of development) 

 

Figure 5.1: Residual method in skeletal form 
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In summary, the rationale of this method is very simple: 

 

1. To ascertain value of land 

The value of the completed development: 

Less (-)  The total cost of development plus the development profit 

Equals (=) The value of the existing property for development  

purposes 

 

2. To ascertain development profit 

The value of the completed development: 

Less (-) The cost of site 

Equals (=) The sum available to cover all development costs 

Plus (+) The development profit 

 

3. To ascertain minimum market value of the completed development 

property 

The cost of site: 

Plus (+) The other costs of development 

Plus (+) The required development profit 

Equals (=) The minimum required market value of the completed 

development property 

 

This method should be adjusted to suit the valuer's specific requirements. If the 

site to be valued is a piece of unconverted potential land, then premium to be 

paid upon conversion of land use must be deducted from the residual figure. 

However, if the valuer wishes to estimate the present market value of a site with 

building title, he does not have to deduct the conversion premium payable. 

 

The value of the land in the market at the time of the development is established 

by the nature of development to be carried out, whereas over time the value of 

the land could be less or more. Hence the Residual Method is able to calculate: 
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• The maximum value of a development site which is for sale in the open 

market 

• The expected profit from undertaking development where the site is 

already owned by the developer 

• A cost ceiling for construction where land has been acquired and is 

therefore a known cost and a minimum acceptable profit margin can be 

decided on 

 

6.0 THE RESIDUAL METHOD PROCESS 
 

Having collected as much information as possible, the valuer will make use of 

it in determining the residual value of the site. (It is worth repeating that the 

available information may be used to produce other results; for example, the 

land may already be in the ownership of the developer or the price already fixed; 

the developer may wish to determine how much is available to spend on 

construction works or the minimum value of the completed development 

necessary to justify the payment of a certain land price.) Figure 6.1 sets out the 

main variables to be included. Each item is considered in more detail below. 

 

 
Figure 6.1: Typical constituents of gross value of the completed development 
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6.1 Value on Completion  

The first step is to estimate the gross development value, being the capital value 

of the completed development. The lettable floor area is calculated and 

multiplied by the unit letting value to find the total rental value. A yield is then 

identified by the analysis of sale prices of other similar developments and 

experience of yields demanded by the market in general. This part of the 

assessment involves the investment method. The end-valuation is normally 

straightforward, envisaging a rack-rent capitalized in perpetuity for a freehold 

or, if leasehold, for the length of the ground lease available (a long period, 

probably 99 years or more unless the ground lease was granted some time 

ago, in which case the residue of the term will be available). Where the interest 

is leasehold, the frequency and nature of rent reviews, if any, of the head 

leasehold interest will be relevant to the yield, as will the effect of any unusual 

provisions in the lease that fetter the developer's ability to manage and operate 

the development in the best way.  

 

6.2 Development Cost 

 

In the initial stages of investigation, the developer is considering whether to 

make a bid for the site. It would not be cost-effective to prepare detailed plans 

at this stage, so it is likely that the information available to the valuer is 

provisional and sketchy. The outcome of the calculations will determine whether 

the site is likely to be of interest. If so, the developer will prepare more details 

of what is thought appropriate, which will enable the costings to be refined. The 

main elements of cost are now considered. 

 

6.2.1 Building Cost 

The valuer should be concerned to earmark a sufficient sum for building costs 

and contingencies, especially since these have a 'knock-on' effect on other 

costs (for example, fees and finance). Too generous an allowance, on the other 
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hand, may make the residual amount uncompetitive and result in failure to 

purchase the site. At this stage a good deal of information, expertise and 

experience is called for. 

Details of building costs will eventually be determined when a contract is signed 

with the appointed contractor. Meanwhile, information will be gathered from a 

range of available sources. The developer might provide figures based on its 

own cost experience. Price books will give a wide range of price information; 

the Building Cost Information Service (BCIS) provides a price subscription 

service under the auspices of the Royal Institution of Chartered Surveyors 

(RICS).  

 

The proposed development will be measured, typically off plan, to reflect the 

total letting space. It is important for the measurements to conform to the 

standards laid down in the RICS Code of Measuring Practice (CMP). 

 

The calculations should also include associated items such as demolition, site 

clearance and preparation where relevant. With an ever-growing emphasis on 

environment, costs may include the remediation of ground contamination as a 

prerequisite of planning permission. The valuer may be able to obtain the 

advice of a quantity surveyor; alternatively, the development team may have 

sufficient expertise to advise at this stage. 

 

6.2.2 Professional Fees and Charges   

Professional fees charged by architects, quantity surveyors and engineers 

might account for 12-15 per cent of the construction cost depending on the 

complexity of the building. Charges are levied by the local authority for planning 

applications and building regulation approval. 

 

Site acquisition, the development itself and any sale of the completed scheme 

will involve fees, charges and expenses. The developer may agree to make a 

contribution to the professional fees of other parties (for example, as an 

incentive for prospective tenants) and will be responsible for any arrangement 

fee in respect of short-term finance.  
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 6.2.3 Building Contract 

The building contract may be negotiated subject to a 'rise and fall' clause - the 

usual method whereby the client is exposed to any future changes in wage 

rates and material costs occurring after acceptance of the contractor's offer. 

Alternatively, the costs may be based on a 'fixed-price' contract, which is likely 

to be at a higher figure to compensate for the risks of future cost increases. In 

estimating the cost under this approach, the contractor will have regard to the 

length of the contract, the type of labour required, the ability to reserve materials 

for later delivery at a fixed price, the state of the company's order book, the 

general level of activity in the industry and a considered view of the wider 

economic indicators. Any time overrun is likely to provide grounds for the 

contractor to lodge' an additional claim. 

 

6.2.4 Contingencies 

An allowance in the region of 5 per cent of the combined building costs and 

fees is made to cover the cost of unexpected items. The allowance may be 

higher where significant areas of cost have not been resolved in the early 

stages. 

 

6.2.5 Short-term Finance 

Short-term finance is required to provide working capital to acquire the site, pay 

for professional services and meet interim and final certificates issued by the 

architect. The money is borrowed and interest paid for the period of the loan. 

Three distinct elements require finance: the land acquisition, the construction 

(the building costs, professional fees and incidental expenses), and the void 

period (the period following completion of construction until the development is 

sold or refinanced). 
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Figure 6.2: Interest incurred during the stage of development (shaded) 

 

6.2.6 Land Acquisition  

Borrowing for the land purchase will be a constant part of the total finance 

package to cover the site purchase, fees and associated preliminary costs. This 

is shown diagrammatically in Figure 6.2. Where there is a void period, the land 

element together with the construction costs will need to be financed for an 

uncertain period beyond physical completion of the works. 

 

6.2.7 Construction 

Borrowing for the construction phase will require progressive access to the total 

loan negotiated to enable payments to be made as costs are incurred. Where 

it is possible to predict the rate of expenditure, a more sophisticated cashflow 

approach can be adopted. Otherwise, an accepted 'rule of thumb' is to calculate 

the total interest on the build costs and to assume that an average of half that 

amount will be borrowed over the period. 

 

6.2.8 Void Period 

Once the development is completed the premises are available for occupation. 

But there is no certainty that a tenant or tenants will have been found at that 

stage and it is prudent to allow a void period by the end of which the building 

will be occupied. Many developments are speculative, in the belief that tenants 

can be found for the space created. Where possible, the developer will have 

already agreed sale terms with an institution or other investor to take effect once 

the development is complete and fully let. 
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Marketing the development will take place before construction is completed, but 

it is unlikely that all the space will be let by the time that it is ready for occupation. 

Until this point is reached short-term finance will continue to be required. At this 

stage, all the costs of land purchase, construction fees and other charges will 

need to be financed. Where required, short-term finance is arranged through a 

bank or similar lender to meet the developer's need to borrow funds. The 

perception of property development is that of a higher risk activity.  

 

However, the interest rate negotiated may also reflect the size of the loan, the 

proportion it bears to the total development cost, the existence of a pre-let or 

pre-sale and indeed the track record and financial muscle of the developer in 

question. In assessing a developer's best bid for the land, finance costs should 

be included in the residual even if a developer is acquiring the land and 

financing construction out of its own funds, so as to ensure that the opportunity 

cost of that money is reflected. In the event that there is strong competition for 

a site that the developer is particularly anxious to develop, the firm may choose 

to forgo some or all of the expected return on internal funding by adjusting the 

amount included for this item. Where an investment fund is sufficiently 

interested in acquiring the completed development, it may well offer to provide 

the short-term finance as well. 

 

6.2.9 Advertising & Marketing  

Advertising and marketing are crucial to the development. Publicity costs can 

be high and not entirely predictable; where lettings are not taking place as 

anticipated, it may be necessary to relaunch the marketing campaign and 

increase the budget by a significant amount. Expenditure may include 

newspaper, magazine, radio and television advertising, site boards, printing of 

brochures and other publicity material, press releases and general launch 

costs. The internet provides a new advertising medium offering extensive cover. 

The allowance is best estimated by costing the proposed campaign and adding 

a margin; it would be inappropriate to calculate the cost as a percentage of the 

capital or rental value unless the developer had considerable experience with 

the particular type of development. 
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6.2.10 Agency Fees 

Agency fees will be incurred in the letting of units in the completed development 

and the investment sale of the tenanted entity. Where joint agents are 

appointed, the total costs are likely to be higher. Fees will usually be expressed 

as a percentage of the estimated rental value used in the gross development 

value. Investment sale fees represent the purchaser's prospective costs of 

acquisition, to include an agent, solicitor and stamp duty, with investment sale 

fees amounting to some (5-10 per cent) of the sale price.  

 

6.2.11 Other’s Cost  

Other costs may be incurred in compensating outgoing tenants or in winning 

the consent of occupiers of adjoining property (for example, infringements of 

rights of light or allowing a crane to traverse the air space). All letting and sales 

transactions will be liable to stamp duty land tax. 

 

6.2.12 Developer’s Profit 

The developer's profit and risk will be shown as a cost of the development 

process. The amount charged may be a percentage of the capital value of the 

completed development or a percentage of the total costs involved, the 

allowance typically ranging from (10-25 per cent). The level of profit and risk 

will be judged on the complexity of the proposal, the volatility of the outcome, 

the prestige of being associated with the particular development and the extent 

to which the profitability may be assured (possibly in part by a pre-arranged 

sale to a fund). 

 

6.3 Land Value 

 

The gross amount available for land purchase is found by deducting the gross 

development costs from the net development value. The remaining figure, the 

surplus, includes not only the cost of the site, but also fees, stamp duty land tax 

and finance charges in acquiring the site and holding it until the development is 

fully let and income-producing and thus capable of disposal in the investment 

market. 
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The net amount after deduction of costs is not a value in the strict sense, merely 

an indication of the maximum bid the particular developer can afford to offer for 

the site if the required returns are to be achieved on the basis of the information 

available. 

 

 

7.0 STEPS IN APPLYING THE RESIDUAL METHOD 
 

The determination of value using the residual method is summarized as follows:  

 

Gross Development Value  GDV 
Less Development Cost (-) DC 
Residual Value (receivable at end 
of development period [n])  GDV – DC 

PV of SAR 1@ i % p.a. (rate of 
return) x 

1
(1 + i)n

 

Capital Value of Land  (GDV – DC)� 1
(1+i)n

� 

 

 

7.1 Determining Gross Development Value (GDV) 
 

GDV is an estimation of the sum of market values arising from the disposal of 

properties in the proposed development. For this purpose, the properties are 

assumed to be completed, issued with a Certificate of Fitness for Occupation, 

and available for immediate sale.  

The composition of the development is extracted from a layout plan already 

approved by the relevant authority is accounted and value of each type of 

development is estimated. 

 

The best guide to market value is evidence of past sales of similar properties; 

however due care must be given to ensure that the developments are indeed 

similar and that there are no special circumstances surrounding the 

transactions to render them unreliable. 
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For the purpose of determining the market values, of the completed units, it is 

common practice to assume that the developer will: 

• Build based on designs, sizes and features prevalent in the area where 

the property is situated and 

• Use current levels in values without anticipating any change over the 

development period 

 

Thus, GDV is the sum of the following:  

• Value of residential component 

• Value of commercial component 

• Value of industrial component 

• Value of other components e.g. vacant land for institutional purposes, 

club house 

 

The layout must be: - 

• Detail and must spell out the actual development include the actual plots 

of the development proposed, together with system sewerage, open 

space and plot set aside for other ancillary uses as electrical power 

substation, ect. 

• Layout also must be supported by market preference, existing and 

proposed development in the locality and conformed to the existing and 

proposed development plan in the local authority area.  

• The estimation of market value of the development after the 

development is completed (also known as Completed Development 

Value)  

• This should be the highest and best use of the land. 

• Then, determine the probable selling price of the proposed development 

(unit of houses base on the type i.e. single storey terrace house, double 

storey terrace house, semi-detached houses, flats or others.) 
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• Based on current and anticipated market trends taking into account the 

economic situation of the locality.  

 

 
  Figure 7.1: Development proposal report 

 

7.2 Determining Total Development Cost (TDC) 
 

The major items of the development cost are the actual cost of building 

the development and funding costs. TDC can be estimated by using 

tender prices achieved by contractors for similar developments. Cost 

may be analysed on a rate of per unit or per meter basis. Use of such 

data is limited to developments having similar compositions and valuers 

must make suitable adjustments to cater to differences. 

 

It is usual to use the prevailing cost of construction and fees payable for 

services as it is presumed that any variation in costs will lead to a similar 

movement in sales price. The valuer must also make references to the 

current regulations and policies imposed by the relevant authorities such 

as native quota, low cost component, height, design and usage 

restrictions, rates of contribution and many others. All these items may 
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have an influence in the costs and will have an impact on the amount 

finally available for the land purchase. 

 

The following are the common costs involved in a development project 

in Malaysia. The items that should be included depend on the size and 

location of the site as different states may impose local regulations and 

policies as determined by the State Executive Council and the State 

Land Rules. In estimating the total costs of a development project, there 

are many items to be considered which include: 

 

i. Site Preparation Cost 

Land cost - a market asking price may be quoted for the relevant land 

or this may in fact be the "residual" figure found after all other costs 

and values have been estimated. Legal fees, valuation fees and 

costs related to the land purchase. Site preparation cost are 

including: - 

• Preliminary surveys 

• Contour surveys 

• Clearing of squatters, if any 

• Earthworks e.g. clearing, cutting, levelling 

• Environmental Impact Assessment Report (EIA) 

The EIA report must be prepared for a development project 

involving a site exceeding 50 acres. This is in light of 

adverse conditions in recent times arising from oversight 

of certain parties to provide sufficient soil treatment 

resulting in massive erosion and landslides. The report 

should also incorporate measures and recommendations 

preventing activities carried out on the site from adversely 

affecting the surrounding areas that could result in the loss 

of properties and lives. 

• Development Proposal Report (DPR) 
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ii. Infrastructure Cost 

• Roads, drains, culverts including turning 

• Monsoon drains 

• Water and electricity supply 

• Reservoir/water tank 

• Sewerage reticulation 

• Sewerage treatment plant 

• Landscaping 

• Public amenities e.g. surah, common hall, children's 

playground etc. 

• Contribution to relevant authorities 

 

iii. Building Cost 

Building cost forms, the major item in the development cost of any 

project. When estimating, the prevailing levels in the locality for a 

similar development would provide the best indication. However, 

when determining the cost, one must have regard to a situation that 

would involve a developer of reasonable stature. In many occasions 

the developer's financial stability and personal reputation as a 

paymaster has an effect on the cost of construction due to special 

arrangement with the bank and the suppliers of the construction 

materials. 

 

In normal circumstances building cost are based on the prevailing 

costs of building per square meter of the gross floor area. However, 

as the scheme details become more advanced, it may be appropriate 

to prepare a priced specification or even a priced bill of quantities. 

Building cost will normally be the sum of: 

• Site works, being the costs incurred in such work as 

demolition of existing buildings, site levelling or filling, 

subsoil tests, shoring and fencing etc. 
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• Costs of road works and the installation of services and 

drainage works. 

• Cost of constructing buildings etc. 

• Cost of landscaping work. 

• Interest charges on all sums of money devoted to all items 

of building work from the date they will be incurred to the 

anticipated date when proceeds from the completed 

development will be received, either as rents or through a 

sale. 

 

Construction costs will depend upon the type of building and the style 

and design of the specific building or buildings, and will usually be 

estimated from past experience with similar buildings, from building cost 

figures obtained from a reliable building cost index, or by obtaining 

guideline figures from a builder, an architect or a quantity surveyor. Even 

with such assistance it is still difficult to make estimates which in 

retrospect prove to have been correct, and variations may result from 

site or sub-soil conditions proving difficult (and it is frequently almost 

impossible to accurately determine the precise nature of sub-soil 

conditions), or from such things as increased labour or building material 

costs which may occur with the passage of time. Actual building costs 

are also likely to vary depending upon the type of contract offered to 

builders, and the more a developer tries to pass some of the construction 

risks to the builder, the higher will be the price quoted by the builder. 

 

iv. Professional Fees 

In any development project the engagement of professional services 

is inevitable. Sometimes fees paid to this professional are 

substantial. The membership of the team depends on the nature and 

scope of the development but commonly includes an architect, 

planner, quantity surveyor, civil and mechanical engineers. In more 

complex developments, the range of professionals and specialists 



Students: 108 – Property Development 

144 

hired might include electrical and systems engineers, interior 

designers and landscaping consultants. 

 

The fees payable vary depending on complexity of the development 

and is usually charged based on each profession's scale of fees as 

stipulated by their respective boards. In reality though, the scale 

provides the basis upon which further negotiations are made 

adjusting for the regularity the consultant works for the developer. 

If a developer has his own in-house consultants and specialists, it 

would be appropriate to make an estimate of the fees payable as 

though the services were provided by independent consultants. 

Professional fees and expenses cost will normally be the sum of: 

• The cost of hiring necessary consultants to design and 

complete the development, which might include architects, 

quantity surveyors, site engineers, a range of other 

specialists including planners, electrical engineers, 

communications specialists, heating and ventilation 

engineers, interior designers, lift engineers, landscaping 

consultants, etc. With any other than very small projects a 

project manager is also likely to be needed. 

• Interest charges on all funds used to pay consultants, such 

charges being calculated from the date the costs are likely 

to be incurred to the anticipated date when proceeds from 

the development are first likely to be received. 

 

A typical fee structure may be as follows for the individual consultants 

and could constitute a total of about 12% to 15% of building cost. 

 

• Architect fees - 7% of total project cost 

• Quantity Surveyors fees - 1 % of total project cost  

• Civil Engineers fees - 4% of total construction cost  
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• Mechanical & Electrical Engineer 

• Project Manager 

 

v. Subdivision, Plans and Title Fees 

Land surveyor’s fees based on Board of Surveyors schedule. 

Registration and issuance of title fees to Land Office Registrar of Title 

based on each state land rules. 

 

 

 

vi. Finance Cost 

In order for a developer to develop the site, the developer needs to 

borrow money from a bank or other financial institution. Any money 

borrowed plus interest will be repaid as the project progresses or 

upon completion of the project and subsequently the sale of the 

development. 

 

The interest rate will depend on the minimum bank lending rate. The 

bank lending rate also depends on the size of the facility, the track 

record of the borrower and the type of development. The borrowing 

for the land purchase will be at a constant level for the whole of the 

period. However, the finance cost for building construction will 

increase as the building progresses. To illustrate the short-term 

finance is shown as below: 
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Figure 7.2: Short term finance requirements 

 

Conventionally according to Lawrence, Rees and Briton (1971) the 

borrowing cost is estimated based on 50% of the total cost over half 

of the development period. However, in practice, this financial cost is 

calculated based on the financial arrangement, mode of saleability of 

the project this financial cost can either estimated based on 50% of 

the total cost over the whole period of the development or based on 

the total costs over half of the development period. 
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• Borrowing Period 

The cost of construction is spread over the period of the 

building contract and the contractors are paid monthly and is 

based on the cumulative value of the work done as certified 

by the architect. At the end of the construction, usually 10% is 

held back from the contractors until the end of the defect 

liability period. A normal practice the finance cost is estimated 

based on the 50% of the project cost and half of the 

development period. 

 

• Bridging Financing 

Bridging finance usually for financing development project or 

financing developer cash flow during the construction period. 

Typically, up to 30% of GDV and disbursed by progressive 

basis. The amount or percentage of financing depends on: 

- Reputation and track record 

- Sound financing standing 

- Project feasible  

- Experiences of management  

- Project GDV   

 

• End Financing 

For financing purchases of under construction project by 

property buyers. Will disburse financing to developer based 

on progress claim by the developer. Usually will be offered by 

Bank or Financial Institution that offers bridging finance to the 

development. The amount or percentage eligibility depends 

on the buyer’s typical financial eligibility.    
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vii. Contingencies 

This is an allocation reserved to cover the cost of unexpected items 

or additional costs in building materials or other items such as fees 

or cost of borrowing that may only become apparent once 

construction has commenced. It is common to allocate an allowance 

of 5% or so of total cost of development to cover this variation. 

 

While the likelihood of contingency costs arising is very real and 

should be taken into account, there should not be an over-provision 

as some allowances would have been made in individual cost items 

such as building cost and infrastructure cost. The valuer must not be 

overly cautious in his appraisal as this could result in the site being 

undervalued or the development becoming uncompetitive. There is a 

need in doing development valuations to balance caution with realism 

if suitable development sites are to be purchased and acceptable 

development profits are to be made. 

 

viii. Advertisement, Agency and Legal Fees 

Estimates of advertising and promotional costs should be related to 

the type of property to be marketed and the degree of ease or 

difficulty likely to be experienced in achieving satisfactory disposals. 

Sources of reliable estimates would be developers, real estate 

agents and marketing consultants who have past experiences in 

dealing with similar types of properties or developments. It is 

important that during difficult economic conditions, the cost of this 

item is not under-estimated as properties are more difficult to dispose 

of and thus require higher promotion cost. In practice, the general 

level of fees could be in the range of 1% to 3%. 

 

ix. Developer's Profit and Risks 
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The developer's profit and risks will need to be built into the financial 

calculations, this being an item which may vary over a range of 

developers although considering the same potential development. 

There are a number of ways a developer may impute his required 

profit and risks, usually depending on the nature of the development 

and allied risks, competition for development schemes in the market, 

the period of development and the general optimism in relation to that 

particular type of development. The most common basis is a 

percentage of Gross Development Value which typically ranges from 

15% to 25%. Others may take a percentage of the total cost of the 

project whilst some may use an arbitrary method to suit their own 

circumstances and requirements.  

 

Economic 
Variable 

 Development 
Variable 

  

     
Economic activity 

(occupational 
demand) 

 Development 
period 

  

     
  Rental income   
     
  Market yield  Development 

profit Interest rates    
  Finance cost   
     

Inflation  Construction 
cost 

  

 

Figure 7.3: Economic influences on development profits 

Source: Principles of Property Investment and Pricing (W. D. Fraser) 

 

Development profits are influenced by economic and development 

variables. Economic variables include demand and supply, interest 

rates and inflation. There are five principle development variables 

which may bring about the change in the profitability of a project viz. 
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development period, rental income, market yield, finance cost and 

construction cost. 

 

x. Other Costs 

Other costs include contribution for improvement of access road, 

main sewer, parking facilities in the area, acquisition of interests, 

evicting squatters, etc. 

 

7.3 Residual Value Available for Land 
The Residual Value of the land is obtained by deducting the GDV with 

TDC 

 

7.4 The Present Value Factor (PV) 
The GDV and TDC are calculated at the end of the development period. 

It is therefore, the residual value is actually future value, thus requires 

the value to be converted into the present value. It is also important to 

choose the appropriate discounting rate for the PV. The discounting rate 

will be the borrowing rate to reflect the holding cost of the project. The 

borrowing rate differs between banks. The norm of banks borrowing rate 

is 2% to 4% on top of the prevailing Base Lending Rate (BLR). 

 

 

 

 

 

 

 

 

 

 

 

 

Residual Method Formula: 
  

GROSS DEVELOPMENT VALUE (GDV)  
(Sale price of the proposed development); 

  
Minus (-) 

TOTAL DEVELOPMENT COST   
(Site Preparation, Building Cost, Infrastructure Cost, 

Professional Fees, Subdivisions Fees, Plans & Title Fees, 
Finance Cost, Contingencies, Advertisement, Agency & Legal 

Fees, Other Costs and Land Cost/Profit Margin) 
  

= RESIDUAL VALUE  
(Realizable at the end of project period) 

  
multiply by  

PRESENT VALUE OF RM1  
(for duration of project period) 

  



Students: 108 – Property Development 

151 

 

 

 

 

 

 

 

 

 

 

 

EXERCISE 2 
 

1. What is Gross Development Value? Explain with examples. 
 

2. List down ten (10) items to be considered in Gross Development Cost. 
 

3. Briefly explain why ‘Residual Value’ should be multiplied by Present 
Value (PV). 
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8.0 APPLICATION OF RESIDUAL METHOD 
 

Practical application shown in Examples 1 – Step 1 to Step 8 below describes 

how to calculate every item in the development costs before going through the 

complete workings of the residual valuation: 

 

Step 1: Calculating Gross Development Value (GDV) 
 

A developer of an 8-hectare land proposed a development project consisting 

residential houses as follows: 

 

Type Of Building Building 
Reference 

Number Of Units 

Single storey terrace houses SST 50 
Single storey low cost houses SSLCH 50 
Double storey terrace houses DST 20 
Single storey semi-detached SSSD 10 
Single storey bungalow houses SSB 5 

 

The probable selling prices of the proposed development are: 

Building Type Proposed Selling Price 
(SAR Per Unit) 

SST  100,000 
SSLCH  42,000 
DST  150,000 
SSSD 160,000 
SSB 300,000 

 

Question : Calculate the Gross Development Value (GDV) 

Answer : Please refer Table 8.1 
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Building Type No. Of Units Price 
(SAR Per Unit) 

Development Value 
(SAR) 

SST 50 100,000 5,000,000 
SSLCH 50 42,000 2,100,000 
DST 20 150,000 3,000,000 
SSSD 10 160,000 1,600,000 
SSB 5 300,000 1,500,000 
Total GDV 135  13,200,000 

Table 8.1: Calculation of GDV 

 

Step 2: Calculating Infrastructure Costs 
 

The cost to provide infrastructure for the development in Exercise 8.1 is as 

follows: 

 

Component of Infrastructure Infrastructure Cost 
(SAR per unit) 

Roads and drains 7,000 
Sewerage 6,000 
Electricity 4,000 
Water supply 3,000 
Telephone 1,000 

 

Question : Calculate the Infrastructure Cost 

Answer : Please refer Table 8.2 

 

Types Of 
Infrastructure 

No. Of 
Units 

Infrastructure 
Cost 

(SAR Per Unit) 

Infrastructure Cost 
(SAR) 

Roads and drains 135 7,000 945,000 
Sewerage 135 6,000 810,000 
Electricity supply 135 4,000 540,000 
Water supply 135 3,000 405,000 
Telephone 135 1,000 135,000 
Total Infrastructure 
Cost 

  2,835,000 

Table 8.2: Calculation of Infrastructure Cost 
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Step 3: Calculating Building Cost 
 

Based on the project proposed in Exercise 8.1, the Quantity Surveyor has 

estimated the building cost as follows: 

 

Building type No. of units Building area 
(sq.m.) 

Building cost 
(SAR per sq.m.) 

SST 50 120 400 
SSLCH 50 60 300 
DST 20 180 400 
SSSD 10 200 450 
SSB 5 280 700 

 

Question : Estimate the Building Cost 

Answer : Please refer Table 8.3 

 

Building 
Type 

No. Of 
Units 

Building 
Area 

(sq.M.) 

Building 
Cost 
(SAR 

per sqm) 

Building 
Cost 
(SAR 

Per Unit) 

Total 
Building 

Cost 
(According 
To House 

Types) 
SST 50 120 400 48,000 2,400,000 
SSLCH 50 60 300 18,000 900,000 
DST 20 180 400 72,000 1,440,000 
SSSD 10 200 450 90,000 900,000 
SSB 5 280 700 196,000 980,000 

Total Building Cost 
 

6,620,000 

Table 8.3: Calculation of Building Cost 
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Step 4: Estimating Professional Fees 
Question  :  Based on the project cost (i.e. infrastructure cost) and the building 

cost, estimate the professional fees if the fees for engineers are 

5% of infrastructure cost and Architect & Quantity Surveyors fees 

is 10% of building cost. 

Answer     : Please refer Table 8.4 

 

Component of Professional Fees Fee Breakdown 
(SAR) 

Engineer fees: 
• 5% of SAR 2,835,000 

141,750 

Architect and Quantity Surveyors fees: 
• 10% of SAR 6,620,000 

662,000 

Total Professional Fee 803,750 
 

Table 8.4: Estimation of Professional Fees 

 

Step 5: Estimating Financial Cost 
 

The costs of development in Exercise 8.1 so far are as follows: 

 

Component of Development Cost 
(SAR) 

i. Site preparation 70,000 
ii. Registration of title 10,000 
iii. Infrastructure cost 2,835,000 
iv. Building cost 6,620,000 
v. Professional fees 803,750 

 

Question : If the base lending rate is 7% per annum and the development  

  period is 2 years, estimate the finance cost 

Answer : In normal practice, finance cost is calculated based on 50% of  

  the development cost and half of the development period 
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Component of Development Cost 
(SAR) 

i. Site preparation 70,000 
ii. Registration of title 10,000 
iii. Infrastructure cost 2,835,000 
iv. Building cost 6,620,000 
v. Professional fees 803,750 
vi. Finance cost 

(50% of item ( i-v) for 1 year @10% 
50% of SAR 10,338,750 @10% for 1 year 

516,938 

         Table 8.5: Estimation of Finance Cost 

 

Step 6: Estimating Contingencies 
The costs of development in Exercise 8.1 so far are as follows: 

Component of Development Cost 
(SAR) 

i. Site preparation 70,000 
ii. Registration of title 10,000 
iii. Infrastructure cost 2,835,000 
iv. Building cost 6,620,000 
v. Professional fees 803,750 
vi. Finance cost 

(50% of item ( i-v) for 1 year @10% 
50% of SAR 10,338,750 @10% for 1 year 

516,938 

Total Project Cost 
 

10,855,688 

 

Question : Estimate the amount that should be allocated for contingencies 

Answer : Please refer Table 8.6 

 

Component of Development Cost 
(SAR) 

i. Site preparation 70,000 
ii. Registration of title 10,000 
iii. Infrastructure cost 2,835,000 
iv. Building cost 6,620,000 
v. Professional fees 803,750 
vi Finance cost 

(50% of item ( i-v) for 1 year @10% 
50% of SAR10,338,750 @10% for 1 year 

516,938 

vii. Contingencies 
(5% of the project cost SAR 10,855.688) 

542,784 

        Table 8.6: Estimation of Contingencies Cost 

mailto:@10%25
mailto:@10%25
mailto:@10%25
mailto:@10%25
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Step 7: Estimating Developer's Profit & Risk 
 

Question : Based on the Gross Development Value (GDV) estimated in   

  Table 8.1, what is the estimated developer's profit and risk? 

Answer : In normal practice developers profit is calculated based on a  

  margin between15%-25% of GDV 

 Component of Development Cost 
(SAR) 

i. Site preparation 70,000 
ii. Registration of title 10,000 
iii. Infrastructure cost 2,835,000 
iv. Building cost 6,620,000 
v. Professional fees 803,750 
vi. Finance cost 

(50% of item (i-v) for 1 year @10% 
50% of SAR 10,338,750 @10% for 1 year 

516,938 

vii. Contingencies 
(5% of the project cost SAR 10,855.688) 

542,784 

viii. Developer's Profit & Risk 
of GDV (SAR 13,200,000) 

1,980,000 

        Table 8.7: Estimation of Developer's Profit & Risk 

 

Step 8: Estimating Net Development Value and Residual Value of Land 
 

Gross Development Value 
Less 

 13,200,000 

i. Site preparation 70,000  
ii. Registration of title 10,000  
iii. Infrastructure cost 2,835,000  
iv. Building cost 6,620,000  
v. Professional fees 803,750  
vi. Finance cost 

(50% of item (i-v) for 1 year @10% 
50% of SAR 10,338,750 @10% for 1 year 

516,938  

vii. Contingencies 
(5% of the project cost SAR 10,855.688) 

542,784  

    
Net  Development Value  499,528 
PV 2 years @ 10%  0.8264 
Residual Value of Land  412,810 

 

 

mailto:@10%25
mailto:@10%25
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9.0 CASE STUDIES 
 

In practice, the Residual Method has been adjusted to cater to a variety of 

situations, normally by allowing for components that are peculiar to the local 

scene. These differences may be in the items of costs, the percentages used 

and the fees charged. Residual Method can also be used where developments 

vary in complexity, from a simple one phase development involving only one 

category of land usage to a major one comprising of many phases and 

categories of land usage. This can be illustrated as shown below: 

 

Types of 
Development 

Categories of 
Land Usage 

Components of 
Development 

No. of 
Phases 

Small Residential Single and Double Storey 
Terrace 

 

 
1 

Medium Residential Single and Double Storey 
Terrace, Semi-Detached 

 

 
2 

Large Mixed 
(Commercial & 

Residential) 
 
 
 
 

Commercial 
 
 
 

Industrial 
 
 

Recreational 
 

Double Storey Shop 
Single and Double Storey 
Terrace, Semi-Detached, 
Bungalows, Vacant Lots, 

Apartments, 
Condominiums 

 
Shops, Commercial 

Complex, Private 
Hospital, Private Colleges 

 
Terrace, Warehouses, 

Vacant Lots 
 

Theme Park 

 
 
 
 
 
 
 

More than 
2 

Table 9.1:  Example of phase of development 

 

The case studies selected are examples taken from the Valuation and Property 

Services Department Malaysia. These cases illustrate how different items that 

are local to the areas are considered and accounted for. The case studies 
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selected comprise of small, medium and large developments to provide the 

reader with options that would be most suited to his needs. 

For the valuation to be accurate, all inputs must be as close as possible to 

actual costs incurred and market practice. This can be achieved by doing a 

market survey on the various disciplines and organisations that are involved in 

the development process. The more current the data, the better the valuation 

will reflect the market levels. Below are the case studies extracted and 

compiled from three Valuation and Property Services Department state 

branches. 

 

• Appendix A 
Case Study 1: Single-Phase Mixed Development in Kuantan, Pahang, 

Malaysia 

• Appendix B 
Case Study 2: Single-Phase Mixed Development in Tapah, Perak, 

Malaysia 

• Appendix C 
Case Study 3: Four-Phase Mixed Development in Seremban, Negeri 

Sembilan, Malaysia 
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EXERCISE 3 
 

1. Al Jabbar, housing development company is interested in buying a plot of land 

on which there is planning permission to build four (4) units Villa.  Below is 

expected income, cost and profit for the development. The development period 

is 2 years with interest rate at 10% per annum. 

 

Please advise Al Jabbar about maximum price of the existing land.  

 

Gross Development Value 

i. Sales of the Villa @ SAR1,350,000/unit       

  

Gross Development Cost 

i.   Construction  - SAR675,000/unit  

ii.  Professional fees  - SAR135,000  

iii. Sale fees   - SAR54,000 

iv. Contingency  - SAR150,000 

 

Profit 

20% from GDV 

 

 

2. Refer to Question 1, please estimate Developer Profit if the land price is      SAR 

1,100,000. 
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10.0 REVIEW OF COURT JUDGMENT 
 

A few decided court cases showed that judges are for and against the Residual 

Method. They are: 

 

ii. Clinker& Ash Ltd. Vs Southern Gas Board (1976) 18 P & CR 372 

“It is a striking an unusual feature of a residual valuation that the validity 

of a site value arrived at by this method is dependent not so much on the 

accurate estimation of completed value and development costs, as on 

the achievement of a right balancing difference between these two. The 

achievement of this balance calls for delicate judgment, but in open 

market conditions, the fact the residual method is (on the evidence) the 

cone commonly, or even usually, used for the valuation of development 

sites, shows that is potentially a precision valuation instrument.” 

 

iii. Maori Trustee Vs Ministry of Works (1959) ACI 

It was held as follows: 

a. The court must contemplate the sale of the land as a whole unless 

it appeared that the necessary legal consents to a sub divisional 

plan had been given, and a survey on the ground at the specified 

date would have disclosed that the land or some part of it was in 

fact so far sub divided parts could at that date have been 

immediately sold and title given to individual purchasers, in which 

case the parts so divided might be separately valued for the 

purpose of arriving at the total amount of compensation. 

b. If the land had to be valued as a whole, the court, in assessing 

the potentialities, might take into account the suitability of the land 

for sub division, the prospective yield from a sub division, the cost 

of effecting such a sub division, and the likelihood that a 

purchaser acquiring the land with that object would allow some 

margin for unforeseen costs, contingencies and profit for himself. 
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iv. First Garden City Limited V Letchworth Garden City Corporation (1966) 

200 EG 163 

In this case the tribunal has reluctantly compelled to reject the residual 

method. It is a feature of residual valuation that comparatively minor 

adjustments to the constituent figures can have a major effect on the 

result. 

 

v. Chuah Say Hai & Ors V Collector of Land Revenue Kuala Lumpur, 

Malaysia (1967) 2 MLJ 99 

Gill J said “Subdividing the land hypothetically into lots and then valuing 

the land on the basis of the prices which each lot will fetch is not the 

basis upon which a large piece of land ought to be valued.” 

 

 

vi. Hong Bee Realty Ltd. V Collector of Land Revenue, Kuala Lumpur, 

Malaysia (1972) 1 MLJ 25 

In this case the residual valuation was rejected as not practical in the 

circumstances. Hamid J. said “I do not feel that it is practical to use the 

development method. In the first case, the owners not only assumed the 

price that they could fetch for residential and commercial lots but they 

also assumed that they would readily secure sales of completed lots.” 

 

vii. Estate and Trust Agencies (1972) Ltd V the Collector of Land Revenue, 

Johor Bahru, Malaysia 

Paul Storrs J accepted the valuation by Residual Method but made 

some changes. 

 

In the United Kingdom Lands Tribunal Case First Garden City Limited vs 

Letchworth Garden City Corporation (1966) 200 EG 163 - the Tribunal member 

said: ... it is a feature of residual valuation that comparatively minor 
adjustments to the constituent figures can have a major effect on the 
result…. 
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The Lands Tribunal has tended not to accept the method in evidence unless no 

alternative or simpler method could be used, and the attitude of the Tribunal 

was clarified in Clinker & Ash Limited v Southern Gas Board [1967] 203 EG 

735, in which case it was said: ... it is a striking and unusual feature of a 
residual valuation that the validity of a site value arrived at by this method 
is dependant not so much on the accurate estimation of completed value 
and development costs, as on the achievement of a right balancing 
difference between these two. The achievement of this balance calls for 
delicate judgement, but in open market conditions the fact that the 
residual method is (on the evidence) the one commonly, or even usually, 
used for the valuation of development sites, shows that it is potentially a 
precision valuation instrument…. 

 

It is not only in Britain that criticism of the residual method has been made in 

the courts, and in Australia the Full Court of the Supreme Court considered the 

method in Blocksidge vs State of Queensland (1991) 2 QdRl, when the three 

members of the court referred to the limited value of"... a notional development 

method of valuation" which was untested in the market place. 

 

The observations of the Tribunal members and the Court are apposite as the 

method has to be used with great care if reliable results are to be achieved; 

results which will enable a potential developer to bid for a development site 

confident that his or her financial estimates have been made with sufficient 

precision to ensure that the development of the particular site is likely to give 

the required return. In reality it is the only truly appropriate method for valuing 

development sites, and although there are some who maintain that the 

comparative method is a suitable alternative method, it is suggested that it 

should in fact only be used to provide an approximate check for results obtained 

from using the residual method. 
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11.0 WEAKNESSES AND STRENGTHS OF RESIDUAL METHOD 
 

The Residual Valuation Method is frequently criticised, and among the 

criticisms are: 

 

a. Developments usually take months, perhaps years to complete, and 

during the development period, figures originally forecast may be subject 

to change. 

b. Relatively small changes in some of the variables may cause quite large 

changes in the valuation and if several variables are subject to alteration, 

it is clear that the overall effect may be considerable. 

c. A large number of estimates have to be made by the valuer which 

increases the chances of error. 

d. The valuation is done at a point in time and all estimates by the valuer 

tend to be made as at that time. 

e. The failure of valuers to make allowance for changes over the period of 

development causes unrealistic results to be obtained from use of the 

method. 

f. The method produces misleading results by not using the projected 

values for rental and capital values as at the expected completion date 

of the project rather than those pertaining at the start of a scheme. 

g. The capital value of a proposed development should be deferred to allow 

for the non-receipt of any benefits from the development until it is 

completed. 

h. In using this method valuers do not estimate the costs of construction in 

a sufficiently analytical way. 

i. The costs of finance are estimated by a "rule of thumb" method and are 

consequently calculated in an inaccurate way. 

j. The method does not allow for the possibility that income may be 

received before the completion of a project, for example, if a project is 

undertaken in separate stages. 
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There are also arguments which can be put forward in defending of the use of 

the method. These arguments include: 

 

a. The Residual Method of Valuation can be done with considerable speed 

at a time when a development project is little more than a concept, at 

which time it is in any event often impossible to value using a large 

number of variables and great detail. 

b. Its use enables the likely financial success, or otherwise, of a possible 

scheme to be considered at a very early stage, so helping a developer 

to decide whether to proceed with further investigations or to abandon 

the scheme without further expense. 

c. The failure to make what many regard as an adequate allowance for time 

in the valuation process by predicting future values is balanced by the 

greater certainty of the present, the use of known figures helping to 

reduce the inherent risk of development valuations. 

d. Experienced, competent valuers manage to produce remarkably reliable 

results using the method. 

e. Valuers using the discounted cash flow format for development 

valuations do in fact use the residual method as the concept underlying 

the calculations remains the same, the major differences being the 

format in which the valuation is displayed and the inclusion of more 

variables and more allowances for time in particular. 

f. In Residual Method the valuer makes individual, explicit adjustments for 

each component part of the calculation and to justify them whereas the 

direct comparison approach makes adjustments for aspects such as 

view, location, time, etc. 

g. The Residual Method address the fundamental underlying viability, 

which is of critical importance to a lending institution, and if properly 

implemented, will assess loan security, underlying asset risk and cash 

flow projections. In strong markets which are starting to overheat, the 

residual approach can identify how much hope value there is in land 

purchase price. 

h. The residual technique can be applied to assess the risk of what would 

happen if things change. For example, if values or absorption rates drop. 
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This ability to assess risk cannot be achieved by other methods, 

although the capitalism rate is often stated to include all of these 

elements. In other words, the residual approach lends itself to sensitivity 

analysis where there are many inputs and many inputs and many 

variables, e.g. in a phased development. 

 

 

12.0 VALUATION OF DEVELOPMENT PROPERTIES 
 

12.1 The Valuation Process 

The valuation process starts when a valuer receive an instruction from his/her 

client and the process are as follows: - 

• Open file and register case 

• Determine type of properly and purpose of valuation 

• Determine type of legal interest, allowable land use and restrictions 

• Inspect subject property 

• Check title at land office 

• Check planning condition at Planning Office 

• Structure plan & Local plan 

• Zoning and land use 

• Plot ratio 

• Plinth area 

• Application for development approval 

• Layout plan (if there are any) 

• Check for sale comparable 

• Collect data on market price, development cost 

• Data analysis 

• Choose appropriate method of valuation 

• Undertake valuation 

• Form opinion of value 

• Prepare valuation report 

• Sign valuation report 

• Send valuation report to client 
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12.2 Content of a Valuation Report 

Valuation report should contain the following: - 

• Instruction to value - the report clearly state the instructions. 

• Interest to be valued - the interest should be carefully ascertained and 

clearly stated. 

• Purpose of valuation - the report must state clearly the purpose of the 

valuation. 

• Date of valuation - the material date of valuation of the property should 

be the date of the inspection. However, where it is not, the date of 

valuation must be clearly stated. 

• Inspection - the report must contain the date on which the property was 

inspected. 

• Title particulars - all relevant details must be recorded and reported 

including details of recent transactions 

• Description of the property - the description of the property should cover 

such areas as the neighbourhood, location, physical description of the 

property and its condition, available services etc. 

• Tenancy/ lease details - where relevant, tenancy/ lease details must be 

included. 

• Planning details - the report must contain particulars of planning as 

ascertained from the local planning authority or the department of Town 

& Country Planning. Where such information is obtained verbally this 

must be clearly stated. 

• Assumptions - the report must clearly state all additional assumptions 

and special assumptions. 

• Method of valuation - the method(s) of valuation used must be clearly 

stated and data used in the valuation must conform to the standards. 

• Evidence of value - the report shall contain evidences of value.  

• Opinion of value - the report shall contain a clear and unambiguous 

statement of value. 

• Plans - the report shall include building plans, location plans and other 

plans where appropriate. 
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• Signature of valuer - the report should be signed by the valuer and his 

registration number must be stated. 

 

12.3 Opinion of Value   

Valuers when preparing valuation reports for the purpose of loan security or 

commonly referred to as mortgage valuations are often requested by the 

financial institutions to provide two figures namely: - 

 

12.3.1 Market Value 

It is critical to the financial institution to know what is the market value of the 

property to be used as collateral or loan security because it forms the upper 

limit as to the amount of loan that can be given out to a borrower. It should be 

noted that the market value as stated in the report refers to a specific date i.e. 

the date of valuation which renders the value static. Therefore, market value in 

the future is still an uncertain variable. 

 

Due to this fact that financial institution does not give out loans based on 100% 

of market value but rather a certain percentage of market value which can be 

between 50% to 90%.  

 

12.3.2 Forced Sale Value 

Due to the risk that financial institutions has to take when giving out loans has 

led to the financial institutions requesting for sale value to be stated in the 

valuation report. Forced sale value as defined usually refers to sale by auction 

where the property in the event of default by the borrower has to be sold in an 

auction via a court order. 

 

The valuer in this case has to estimate the value that is likely to be achieved 

under such conditions of sale. It is generally not easily predictable by a valuer 

because of the nature and extent of subjective and conjectural assumptions 

that must be made in formulating such an opinion. The forced sale value opined 

by the valuer is therefore a rather a subjective opinion rather than an objective 

one. It can vary between types of property, location and market and economic 
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conditions. However, the figures from the base figure for the financial institution 

to give out loans. 

 

 

13 CONCLUSION 
 

Residual Method is suitable for development land. However, it is not widely 

acceptable in the court of law and not easily understood by a layman. It is due to 

too many variables involve in the estimation of land value. Its accuracy is 

questionable because it very sensitive - small changes in one variable can lead 

to a big accumulative difference in another variable and hence affects the land 

value estimate. 

 

The residual land value is probably a good estimate of market value for the site if: 

a. The development plan is detailed enough to facilitate an accurate cost 

estimate, and deduct the development costs. 

b. The development plan fully represents the highest and best use of the 

property and all the development costs are accounted for. 

 

Conversely, if the developer's plan does not fully represent the highest and best 

use of the site, then the residual value represents the estimate of the investment 

value of the land. Residual Method is widely used in valuation for conversion 

cases because valuers are sure of the type of development being undertaken. 

This is due to the existence of a layout plan submitted by the developer who can 

be contacted for further details on the development. In most cases the 

developers are very co-operative thus making data availability easier. But caution 

must be taken in using the developers' data because there is a tendency for them 

to fabricate and exaggerate data to reduce the market value of land which will 

directly lessen the amount of premium to be charged for the conversion of their 

land. 

 



Students: 108 – Property Development 

170 

 

 

 

 

REFERENCES 
 

1. Modern methods of valuation of land, houses and building / William Brilton 

 

HD1387. 886293  1980 Britton, William 1980. 

2. Modern methods of valuation / Tony Johnson 

 

HD1387 J64 2000 Johnson, Tony 2000. 

3. Modern methods of valuation / Eric Shapiro, Keith Davies and David Mackmin 

 

HD1387 J64 2013 Shapiro, Eric 2013. 

4. Modern methods of valuation of land, houses and buildings / David M. 

Lawrence,W. H. Rees, and w. Britton 333.332 LAW, Lawrence, David M 1962. 

 

5. Appraisal Institute. The Appraisal of Real Estate (13th ed. Chicago: 2008), Ch. 12 

 

'Highest and Best Use Analysis'. (Residual Method of Valuation) 

 

J.H. Boykin. Land Valuation: Adjustment Procedures and Assignments  (Chicago: 
 

2001). 

 

6.  J. Armatys et al. Principles of Valuation (London: 2009), Ch. 9 'The Residual 
 

Method'. 

 



Students: 108 – Property Development 

171 

7.  C. Darlow. Valuation and Development Appraisal (London: 1982), pp. 1-28. 

(Residual Method of Valuation). 

8.  E. Shapiro et al. Modern Methods of Valuation (11th ed. London: 2012), Ch. 11 
 

'Residual Method of Valuation'. 

 

 

 

 


	108
	108_English.pdf

