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Abstract

This article focuses on some simple techniques of how to complete a preliminary
market feasibility study in a proposed residential real estate development. The twelve
steps in real estate development are reviewed with special emphasis on step three: the
preliminary market feasibility, which is an important step in determining the financial
feasibility of the proposed real estate development. The feasibility analysis requires
specific analyses of existing and proposed developments that will likely compete with
the proposed development; this is termed a competitive survey. A specific analysis of
population demand is also required. This article explains in simple terms how to
measure and estimate housing demand, compared to the existing and planned housing

supply.

Introduction

Fifteen years ago, an article was published in B-QUEST about real estate
development that received far more attention than was expected. The article was titled
“‘Residential Real Estate Development”, and was published by B>Quest
(https://www.westga.edu/~bquest/2000/resident.html), the online business journal of the
University of West Georgia. The initial article described in simple terms how to develop
a residential subdivision from the idea to the final phase of marketing and selling. The
author has personally used this development process in the past, and he distilled the
process into the twelve steps listed below.

Create the development idea

Secure the vacant site or undeveloped land

Complete a preliminary market feasibility study

Have the preliminary plans and specifications drawn
Obtain a mortgage financing commitment

Cause the final market feasibility study to be completed
Complete the engineering final plans and specifications
Estimate the final total costs, direct and indirect
Complete a discounted cash flow analysis

10.  Analyze various risks associated with the proposed development
11. Begin actual construction of the streets, utilities, and lots
12. Create a marketing and selling plan and sell the lots
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In land development, it is important to understand which things are changeable
(our plans) and which are not (the market). The first part of that process is
understanding what market conditions exits.

After receiving numerous comments and requests for development consulting
since the article’s publication in 2000, there seemed to be a need for more information
on this topic. Therefore, the article’s central purpose is to focus on a single part of the
residential real estate development process: Step 3 - how to complete a preliminary
market feasibility study.

After the developer has an idea and has executed an option agreement or a
contract to purchase the site, he/she must complete a preliminary market feasibility
study. In most cases, an independent real estate expert is hired to complete it. The
study involves the research and analysis of supply based on an investigation of
competing single-family residential developments in the market area, and demand
based on population demographics.



In a market feasibility analysis, first we define a market area or trade area for the
proposed subdivision. Several simple ways to define the residential market area are by
county, city, or zip code; however, with new demographic analysis computer programs,
for example, the Site To Do Business (STDB.com), trade areas using driving time or
physical boundaries such as roads or rivers can also be used to define markets.

Competitive Survey of Supply

The market analyst must consider the existing and planned supply of
competition for the proposed development in the defined market area. For existing
supply, the analyst should tour the area to inspect the competing subdivisions in the
defined market or trade area. For planned supply, a visit to the planning office is
warranted, and an evaluation of the possibility those planned developments will be
approved should be made.

Once the existing competing subdivisions have been identified, the analyst must
review the sales data to determine the prices and absorption levels of lots in those
competing subdivisions. In Georgia, most sales data is available easily online from each
County Tax Assessor's office. The sales data from the county can be saved onto a
spreadsheet program, which can be sorted according to vacant lot and improved house
sales. Below is a sample spreadsheet of improved house sales from the Turtle Point
Subdivision in Carroll County Georgia.

Turtie Pointe Sales 2014-2015 Year
Parcel No. Landiot District Sale Date  SalePrce Bdg SF &5F Aces Built Location Address
cod0eae 214 S May-15 S121000 1,564 377 015 20001 J9TURTLEFONTEDR

Cod0Eaz 214 5 Deci4 $150000 1913 §78 01 1998 A6 TURTLEPONTEDR
a0z 214 5 Oct14 5143000 1534 584 012 1997 106TURTLE FONTEDR
Cod023E 214 5 Sepid 15000 1,02 SE8 014 1990 12 TURTLEWALK
Co402302 214 5  Augi4 5137900 1683 SE2 01 1998 2R TURTLEPONTEDR
Cod0zE 214 5 Junid 5 99500 1604 53 012 1997 16 TURTLEFONTEDR
Co40230E 214 5 May14 5121378 1355 390 012 1908 MLAKECRDSSNG
cod0eae 214 5 Febi4 S110000 1622 588 011 1998 101 TURTLEWALK

S997 778 13227 515
Mean: S$124722 1653 578

The improved house sales were extracted from the Carroll County Tax
Assessor’s office data online. They are then modified to show the simplified pertinent
data.

The following are vacant lot sales extracted from the County Tax Assessor’s web
site online. These lot sales were from 2002 to 2010 in a large subdivision called Fairfield
Plantation, which is located in the northern part of Carroll County, Georgia. The data
was saved in spreadsheet format for easy analysis. Note the average lot price was
$12,600 (rounded), and the average price per square foot of land area was $0.82.



Fairfield Lot Sales

ParcelMo. LL Dist. SaleDete SalePrice Aces S6F Location Address
2 SN2M0 3 eDI0 035 3030 A GOLRVEWCT
6 612007 3 25000 035 5164 4007 GOLAVIEWDR
5 8M/2006 § 36000 034 5243 A4AGOLAVIEWDR
& &6M2006 148900 045 5074 A0mBGOLRAVEWDR
5 BM2006 14500 033 5104 JIB1ESSEEXDR

5 SM2006 13500 04 5077 MBESE=XDR

& 4M2008 15800 028 5130 4161 GOLAVIENDR
5 412006 18800 034 5128 ABGOLRAVBENDR
5 aN2006 7500 039 S044 A04GOLAVIEWDR
& aAN2008 12500 039 5074 ANGES=E=XDH

5 21/2006 5 13000 028 $107 4195 ARGONMNEDR
S 1112006 Mo00 039 5065 4222EREEMCT
51212005 5 28000 048 5134 M GREENCT

6 111/2005 § 16500 035 $1.08 4007 GOLFVEWDR
=]

5

5

=]

5

5

]

5

a

5

5

a

LEEE T L T T

1041/2005 5 12000 029 5085 4143ARGONNEDR
10M1/2005 5 12000 029 5085 4148ARGONNEDR
10/1/2005 § 20000 025 $1.84 AWSESSEXDA

9172005
81 /2005
8M1/2005
M /2005
TH/2005
4172004
AN 2004
1112002
TNR2002

Mean

2500 0238 5020 4161 GOLRENDR
5,000 05 5023 4115ESS=HDA
000 05 2023 AMNSESE=XDR
8200 032 50681 4191 ARGOMNNEDR
032 $050 4205GREENCT
2,000 04 5029 HIBESSEXDR
000 023 3040 4081 GOLAVEWDR
TEOD 035 5049 A4GOLAEWCT
000 032 303 A82G0RVEWDR
12519 036 S082
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Also take note of the distribution of lot sales each year:

Year Sales
2010 1
2009 0
2008 0
2007 1
2006 10
2005 10
2004 5
2003 0
2002 5




The individual parcel details can be reviewed online at the County Tax
Assessor’s web site. Each parcel record includes ownership information, floor plan
sketches, site plan, construction features, and sales history. An individual parcel

example is shown below.
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Note that the top banner of the Tax Assessors’ individual parcel page has a link
where you could click on “Recent Sales in Neighborhood” or “Recent Sales in Area.”
Under the owner and parcel information includes, the owner’s address, utilities available
to the subject site, the tax parcel number, and the number of acres or lot size. This page
also has a link to “Show Parcel Map”; if you click on the “Show Parcel Map” link, a plat
of the subject parcel will appear, like the aerial plat below.
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The next block is the “Tax Year Value Information” for 2015, which shows the tax
assessors’ estimate of the land value, the improvement value, and the total value.
Although tax assessors typically use mass appraisal techniques, their estimate of
market value should be within 90% to 110% of the fair market value of the property. Of
course this range may vary by location.

There is also a section entitled “Improvement Information,” which describes the
type of construction, the square footage of the house or building, the date built, roof
type, flooring type, heating and air conditioning type, and number of rooms, bedrooms
and bathrooms. Additionally, this section has a link to “Sketch Building"; if you click on
the “Sketch Building” link, a floor plan of the subject building will appear, like the plan
below.

The last section of the individual parcel, “Sales Information” shows the parcel's
sales history. This may be important when analyzing specific sales data and making
relative time comparisons.
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For proposed supply, the local planning authorities should be contacted to
discover any undeveloped subdivisions that have been approved for development,
evaluate the likelihood of approval, and consider the time frame for those lots/houses to
be available to the market and compete with the subject development. Another indicator
of supply is the number of single-family and multifamily residential building permits
issued monthly and annually for the past several years. Typically these are also
available through the County or municipality (city) planning department. Then, the
analyst should compare the total existing competing developments plus the proposed
subdivision developments with the forecasted demand for single-family lots and homes
within the defined market area.!

Estimating Preliminary Demand

An accurate preliminary demand analysis is critical to the market feasibility of
any development. For a proposed single-family subdivision, the number of existing
households in the market area should be estimated, and the expected or forecasted
growth of the number of households during each of the next five years should be
estimated. This data is readily available from local planning agencies and many online
data sources such as STDB.com, ESRI Demographics, Neighborhoodlink.com, U.S.
Census data, State and National Departments of Labor, etc. In addition to the number of
existing and forecasted households in the market area, the annual income distribution
within the market area per household is important. Such information reveals the income
available for housing expenses, and hence, the likely price ranges of lots and homes in
the proposed subdivision. Below is a sample page from ESRI on Forsyth County in
Georgia.

L For further information, there is a book Market Analysis for Real Estate, by Stephen F. Fanning, MAI
available through The Appraisal Institute which may be helpful for further technical aspects of this type
analysis.
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Demegraphic and Income Profile
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Note that the number of households in this county is expected to grow from
68,786 in 2015 to 80,830 in 2020, an increase of 12,044 households during the fiveyear
period, or an average increase of 2,408 households each year. The estimated increase
in households can be refined further by the distribution of household incomes. For
example, assume that the proposed subdivision has expected sales prices of homes
ranging from $250,000-$300,000, typical mortgage terms are 80% loan-to-value ratio,
and 5% interest for a 30 year fully amortized term, and typical housing cost ratio is 25%
of monthly income. These assumptions suggest annual income levels need to be
between $52,000 and $62,000 to afford new homes in our proposed subdivision.

$250,000-$300,000 x 80% = $200,000 - $240,000
$200,000 - $240,000 X 0.064419 (mortgage constant)
$12,884 to $15,461 annual mortgage payments

$12,844 - $15,461 / 25% = $51,376 to $61,844 annual income required

Looking at the above ESRI demographic chart, it is noted only 13.1% of
households in this county range from $50,000-$75,000 income per year. Assuming that



the higher income levels would purchase more expensive houses, this would suggest
that the total market capture rate for the households in our county would be 315
households per year (2,408 households * 13.1%). Let's also assume typical distribution
between renters and homeowners in our local market is 70% homeowners and 30%
renters; hence, our 315 households potentially demanding our produce would be further
reduced by allocating 220 households per year to ownership versus renters. This
estimate would be divided among all of the competing developments in our price
range in this county or market area.

Demand and Supply Conclusions

If the forecasted quantity of demand exceeds the existing and projected quantity
supplied, the preliminary market feasibility study would indicate potential success for the
proposed development. Of course, if the existing and proposed competing
developments available exceed the forecasted demand, then the developer should not
pursue the development of this new single-family subdivision as proposed.

For example, assume that there are three competing residential developments in
our price range of $250,000 to $300,000. Also, assume that these three competing
developments have sold a total of 50 lots and houses during the past three years;
however, they have another 250 additional lots available for sale; hence, there are 200
lots unsold which will need to be absorbed in the future. Also assume that there are two
additional subdivision developments planned and approved for development by the local
planning board; one subdivision has a proposed and approved 150 lots and the other
subdivision has a proposed and approved 135 lots.

Now let's compare the existing supply of competing lots in the area with the
estimated demand for new lots and homes in the area. The three existing competing
developments have sold 50 lots over the last three years, or approximately 16 lots per
year. The existing developments have 200 lots remaining to be sold, and there are an
additional 285 lots approved to be developed. Therefore, the total competition is 485
lots. Let's also assume that my development has 65 lots proposed. Combining the
available lots, approved lots, and my development, which is a total of 550 lots.

If we consider 220 households are in our development’s income bracket and
price range in the county each year, one way to allocate those purchases is a direct
percentage of each development to the total count.

Number of Lots Percentage Potential
Capture Households/lot
sales

Existing subdivision

200 Lots unsold 36.6% 81
Approved
Subdivision 150 lots 27.2% 60
Approved 135 lots 24.5% 54
Subdivision
Our subdivision 65 lots 11.8% 26
Total Market 550 lots 100.1%* 221*

* (not exact due to rounding)



The proposed subdivision must capture 11.8% of the market to compete. This
would mean a sellout of the project estimated in 2.6 years (25 sold per year of 65 total
lots) assuming no new competing development occurs. There would be costs of
interest, taxes, maintenance, marketing, selling commissions, and other items during
that period while the lots were selling.

The primary point here is the developer, lender, and appraiser should complete a
relatively thorough preliminary market analysis. This analysis would compare the
number of competing developments and lots with the number of new households living
in the area who have the money available to buy homes in the subject’s proposed
development and the competing developments in the defined area.

Some Problems with This Preliminary Market Analysis

1. Households with lower income levels may in fact qualify to purchase homes at the
higher levels. Increasing overall demand for housing. Some higher level income
households may also qualify for higher priced housing, but choose this lower price
range.

2. Although the numbers may suggest a go, the target market of potential homeowners
should be shown the development plan and their feedback obtained. They may see a
problem which could be fixed prior to development.

3. Interest rate fluctuations for home buyers affects the ability to purchase.

4. Other problems could be a limited supply of retail and office space in the area
inhibiting potential growth.

5. Possible watershed restrictions may prevent development.

6. Lack of suitable soil for septic systems or water treatment options in the market.

Conclusions

Real estate development can be very exciting and profitable. It can also be
difficult and risky. This paper focuses on a specific step of real estate development:
how to complete a preliminary market feasibility study. This step takes into
consideration an evaluation of supply and demand.

Ultimately, the two main goals for a developer and his or her lender are to
mitigate risk and maximize profit. In order to accomplish those goals, a forthright and
accurate comparison needs to be made between potential home buyers and the
competition and future competition for those home buyers. Without this information, it is
difficult for any developer to determine the proposed market they need to capture and
the feasibility of a project.
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