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DEFINITION OF
_ AL ESTATE DEVELOPMENT

S e velopme
-"-'“:-?' -xﬁperatlons in,

estate development and co#mues to be W|delyi'; I8

v/ Real estate development isaprocess thatinvolves changing
or intensifying the use of land to produce buildings for
occupation.
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THE PURPOSE OF
REAL ESTATE DVELOPMENT

flows that are inher
by sdltable measur

The added value cre
from the fact that @
or that a condemned pro

y is redeveloped, but may also be
based on other measures of easing the usage of the property
and the productivity of space. This includes, in particular, the
structural usage of currently unused space on a plot of land or
within a property, as well as conversion / rebuilding measures, e.g.
turning auxiliary space into rentable space.
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THE PURPOSE OF
REAL ESTATE DEVELOPMENT

ices perty market through b the
|dent|f|cat|on and actlvatlo ket opportunities.

The real estate development industry assembles and applies the
financial and physical resources to construct new built space in its

role as a converter of financial capital into physical capital.
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THE PURPOSE OF
REAL ESTATE DVELOPMEN

aspe@ts of quality
management

The investor's goalsysté M e s from the classic investment
objectives, namely return, vation of value and liquidity.

Developers may be viewed as the risk-taking entrepreneurs who
combine land, labour and capital to plan, manage and market
facilities which they believe will provide services demanded by
space users.
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THE PURPOSE OF

REAL ESTATE DEVELOPMENT

Wfaer somal econ

Real; estate devel
procgss In which

built-environment that is et ically sound, aesthetically
pleasing and environmentz onsive. At its best, the
development process is synergistic — that is, the ultimate
combination of resources has a greater value than the sum of the
iIndividual parts.
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THE PURPOSE OF
REAL ESTATE DVELOAPMENT

s ne d to be (mlcj;,,-} i
dalonefﬁ]&s should or‘_.-_,ate

..
B
e o~
~
S

, ¥
and / or secure employm be socially, macro
economically and el nmentally acceptable and they need to
generate a positive retur their life-cycle in the long term

Distinguishes between real: e development in the strict sense,
which comprises the period from project initiation until the decision
regarding the further procedure within the conceptual framework,
and real estate development in the broader sense, which includes
both the planning and construction phase and the usage phase of
real estate.
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THE PURPOSE OF

REAL ESTATE DEVELOPMENT

'prpductlon factors of I%catlon proj ' :
t,,_ jlstartmg pomt of tate veI f

nt. This b
ne micro- econo

_ . From a macro- economlc

> real estate, as the outcome of

Ic demand, while it must be

fainable from a micro-economic

addresses both t
effect level of real
perspectwe it is reg ,.
development process, me‘e‘
competitive, profitable and s
perspective.
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RISKY NATURE OF

REAL ESTATE DEVELOPMENT

‘Real estate development is COnSId\
cqrporate activities the;e IS. ‘

As the creation Of(
speculative and the
demand risk and ur
development |

The development busmes |
volatile asserts that real es
risk.

Real estate development is subject to a number of risk factors.
Successful development, inter alia, depends on bringing the
adequate real estate product to the market at the right time at the
right price. The development profit depends on achieving all that
while balanCing costs agafigre]rs;tnval?u@anagement in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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RISKY NATURE OF
REAL ESTATE DEVELOPMENT

development IS a
typically demands
skill sets and experti
interrelated activities.”

Local authorities, legal re nts, residents and neighbours
are to be satisfied, design t and contractors to be managed,
time scales, costs and contingencies to be monitored and lenders
and other stakeholders — especially prospective tenants and
iInvestors — to be satisfied. In addition, real estate developers are
often faced with considerable changes in their environment and
new challenges driven by the macro-economic, social,
urban-planning, political-legal, regulatory, environmental and
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mcludlhg people W|th‘d|fferent"
dination of a wide range of



REGULATORY PRESSURE

ord%g to protect the
|mp1rcat|ons of the

and d|SC|pI|ne towards effectlve
of financial reporting as well as

dlrectors calling for more
.
and efficient operation, reli
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CAPITAL MARKETS PRESSURE

m,e‘nagement. Organisgtions, whic re
of efficient risk manag

ers who cannot demonstrate
opportunities, which is a key
trol mechanism focused on the
creation of value, are not d with a high level of confidence
and are penalised by the ce arkets. It can be assumed that
the capital markets are increasingly determining risk management
requirements, with shareholders and stakeholders appearing also
as key recipients of risk reporting. Effective risk management
assists in the targeted control, transparency and communication of
the corporate risk situation and should therefore contribute to an
Improved rating.

systematlc manage |
component of any'
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STAKEHOLDERS' PRESSURE

In communicating risk-specific aspects to key stakeholders, a
significant objective for management is to assure them that
adequate risk management strategies have been implemented.
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REAL ESTATE AS
A UNIQUE ASSET CLASS

These factors ha
mp‘if%tlons The
the r -‘_st likely us
pOSSIbI|ItIeS and the
external factors such as th
adjacent properties as well
by the public sector.

estate is Iarge'ly determined by
ion and the possible uses of
e infrastructural facilities provided
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REAL ESTATE AS
A UNIQUE ASET CLASS

The heterogene|ty results arket risks as well as property
and valuation risks. Hetero leads to both scarcity and
limited substitutability. The possible uses of real estate are largely
determined by the combination of geographical location, structural
conditions and legal parameters. Thus, real estate is
characterised by both scarcity and limited substitutability.
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REAL ESTATE AS
A UNIQUE ASET C TS

Iopers I‘éck the relatlve“ e
ly to any fluctuations in
. ThIS results in increased

economic risk. | /
i‘real estate and the acquisition of

Furthermore, the construct
a completed property require a considerable investment. Against
this background and also in view of the objective of maximising
the return on equity, external funds are often necessary to cover
capital needs as not all property developers are also property
iInvestors. As a result, the development industry and capital market
are closely interrelated.
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SPECIFIC CHARACTERISTICS

OF THE REAL ESTATE MARKET

The real estate market is fundamentally
ac;cessmle market. At the same tim

forée}s, both by th
protection of the
its influence through social's X policy in the form of rent
regulations or depreC|at|oh F inces, and more directly by
setting planning policy frameworks.

Moreover, because of the particular characteristics of real estate
as an economic asset, the real estate market deviates clearly from
the ideal of a perfect market.
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SPECIFIC CHARACTERISTICS

OF THE REAL ESTATE MARKET

rf'.The most prominent characteristic in:
real estate is tied to |t§.locat|on and t ._
Irif‘:addltlon to being cle asso iated wit 1

esté e is also limite ri orx, |

ofaproperty is i le. It

real estate can, in be duplicated and IS dn‘ferenflated
essentlally by loca and architectural design. In this

respectively do not POSSESS blete information about all
transactions (leases and sales respectively).
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SPECIFIC CHARACTERISTICS
OF THE REAL ESTATEN MARKET

e "“V
parencﬁnd complexnfry’ and in
not fully and immediately

, tC ivers of value. It is not possible, on
the one hand, to immedia lidate current pricing, while it is
made significantly more diffi on the other hand, to ascertain
the comparability of the observed (lease and sales) prices.
Regular information bottlenecks and the limited individual
possibilities of obtaining, processing and disseminating
iInformation interfere with the decisions of the market participants
as well as communication between the individual market
segments.
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SPECIFIC CHARACTERISTICS
OF THE REAL ESTATE MARKET

"pl,annlng and sound mgrket analys"

oﬁ"a developmen- ation's radar dur

ered to}the (tenancy and
in a changing phase within the cycle.
Analysmg and plannlng for t ferent phases within the cycle is
therefore a key activity and risk management tool for developers.
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TYPES OF

REAL ESTATE DEVELOPERS'_

r{@The‘re are many types of develope

'dﬁmltlon is thus hard to present
evelopers may

7 'f_' afflllated to

ucture, and prod ict type. 1 .

TheSé structural char e expected to have an |mpact
on the complexity of risks which would affect the organisation and
therefore impinge on the risk management approach.
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TYPES OF

REAL ESTATE DEVELOPERS

Ownership structure
Listed Unlisted

e

Rasidential Commercial Other! Special

Service Developer Trader Developer Investor Developer

bment Industry: Ph. D. Thesis, 2012 //
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TYPES OF
REAL ESTATE DEVELOPERS 5

}erty and lanc g0 Deg OI

tion work kn“Thew
form of developme ) e end of the developmenlu the

trader developer typlcally de

to sell the property to an
iInvestor. »
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TYPES OF

- REAL ESTATE DEVELOPERS

use as owner-occuplers and are -'v
frgm its inception |
estége Into their o
with portfollo Inve S
use the steady ca nt properties to flnance
developments even in tin capital markets are generally

not focused on real estate 0 s or the specific project does not

match the financing partner criteria.

Thus investor-developers do — in addition to development profits —
capitalise on capital appreciation.
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TYPES OF
REAL ESTATE EVELOPERS
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TYPES OF

REAL ESTATE EVELOPERS

sq;wces as a service provider for
t,;_}.'“}account of the clientiwithout assumin

em ed by large, mostly
mterrﬁatlonal age , § \agement consultancy
fwms»,,Serwce de pica s on the pk)cess bgtween

| 'tage or, respectively, completion
of the building permit proces IS is often followed by

coordination, project management and coaching tasks.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



TYPES OF
REAL ESTATE DEVELOPERS

| nly very%f" mited capltal a’i rlsli:’?f?"*‘
into project scheme 1 ain erate fee income. &
Therefore they bear'a rating risk role instead of a capital risk
role. The clients of service'c opers are usually
owner-operators or investmis ganisations without any
particular expertise in the development field. In the event of
capacity constraints or highly complex or specialised projects,
other developer types also engage service developers for
iIndividual, clearly defined tasks. However, this type of developer is
more the exception than the rule.

Hybrid forms also exist, with their differences not being clearly
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TYPES OF
| EAL ESTATE DEVELOPERS

/ oduct Cate
ser\ e as another

deV' opment organis:
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TYPES OF

REAL ESTATE DEVELOPERS’

In order to distinguish between di ?j'"' “‘
wguld be advisable or
d_,;,_ rentlatlon on t

Typ?@ally, high-vol
Iongéfr developme
have an Impact o
the mvestor upon Se re ents and mvestment criteria a
project should be structurec roject size must also take into
consideration the working capital, expertise, capacities and

resources of the real estate developer.
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TYPES OF

REAL ESTATE DEVELOPERS

@fganisational size could potentlallf"' ct ¢
aspect for development companle
typically not disclo:
size, therefore infc tructure ‘61* human capl’eal o
widely only availab im degree. A reason could be
that the human ca indeed one of the most valuable
assets and that informati is topic is therefore kept
‘confidential'. As a result, it i ult to draw conclusions on
differences in organisational size of development organisations.
Developers typically appoint consultants, the number of which will
depend on the developer's ability to undertake certain activities
iInhouse and on the complexity and scale of the proposed
development. Thus, the number of senior management and staff
may vary significantly from developer to developer.
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STATE OF AFFAIRS IN

REAL ESTATE INDUSTRY

‘The results and observations of the re
ofunderstandlng in respect of risk m
developers and have alsc dIStID uis
addfessmg risk me

| the developers® €
tends to be ch of formalisation and
coordination and Ia‘rgv y on individual judgment and
experience; e

risk management is not regarded as a continuous and
dynamic process and is often fragmented with only few
development organisations having formal processes to align
risk management with corporate strategy;
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STATE OF AFFAIRS IN

REAL ESTATE INDUSTRY

2 2 management allgrﬁd to the or_
appetlte ’ 5 g
*rpany organis
~activities but
rganagement f
demand for training an
management practise.
Hence, various potential benefits could be obtained by

development organizations through careful review of their existing

risk management practices, which subsequently may also have a
positive impact upon the wider economy:
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OVERVIEW TO THE GENERIC REAL

ESTATE DEVELOPMENT PROCESS

.[erstandlng the trargformatlon (

ights, and material an mboli
.; al andisymbe

|

Y1114
11016
A 1\

2as éh Iz ue . ‘
yment, the process startsfanth the

three factors of Iocatlon prc ea and capital and ends with the
real estate object being ready for occupation.
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GENERIC REAL ESTATE
DEVELOPMENT PROCESS

1. Project initiation

- Location reguires capital and usage
concept

- Usage concept requires|ocation and capital
- Capital seeks location and usage concept |

Initial description of developmentconcept ’

Basic developer calculation {frontdoorf
backdoor approach)

Securtying the site

2. Project conception

Feasibility analysis

Market- Location
analysis analysis

Project concept
analysis

Competition
analysis

Profitability analysis

3. Project realisation/ management

Costs Dates Quality

{Partial)
Sale

Risk
analysis

pment Industry: Ph. D. Thesis,

htent.cgi?article=1116&context=theses




GENERIC REAL ESTATE

DEVELOPMENT PROJECT

Z g&* | . CONCEPT PLANNING
g/f CREATION & DESIGN

STRATEGY

ARCHITECT

SELECTION



PROJECT INITIATION

ate supply :
Crééiwty and dri

princ'iiole, be divided into a lev f factual anaIyS|s and secondly a
level of inspiration and vision.
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PROJECT INITIATION

@g project ide
respectively ¢

Vifthe availability of
project and thus a pro
project concept.

king investment in a reaﬁpéstate
micro location and project idea /
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CONCEIVABLE STARTING-POINTS

ent Industry: Ph. D.

t.cgi?artiple=11,16&cp N T ®




PROJECT INITIATION

Accurate and pre-planned “timing” is
this context. This depends on the one hanc
market conditions and transaction | ma =
relevant market c the other hand on the avallablllty of
attractive land plots. ect, the developer supplies
entrepreneurial sei_ roperty market by identifying and
activating market opportu

Main activities within the pr‘nitiation phase are commencing
specific market research to ascertain demand from potential

users / tenants and potential investor profiles for the proposed
development as well as preparing rudimentary development
appraisals that will comprise the design, cost and program
elements of the development. In case of a unsatisfying outcome of
the concept and its initial economics, the project will likely not be

A r Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT INITIATION

‘Based on a positive evaluation, the ne
obtaln approval from the developer's
and other sugmﬂcf
concept |

If the preliminary
requnred land in c

e next step IS to secure the
not already in the developer's
possession or under excl In that case, a strategy for
identifying and securing a uitable size, budget and location
is to be elaborated. Often it is preferred by developers not to
purchase the land at this stage but ensure exclusivity with the
owner(s), given that a full feasibility analysis has not yet been
completed.
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PROJECT INITIATION
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PROJECT CONCEPTION

The conception phase starts with the:
and ends in the impleme '
p@gct This phase cz

ones in the develc
decision-making ¢
Once the rough ca

‘, sroject have become visible in the
preliminary acquisition revie 1at matters next is to outline the
content of intellectual consti at was created in the initiation
phase and to document it as a detailed project concepit.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



PROJECT CONCEPTION

unction(s), locati
OSi '-ning deS|g
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PROJECT CONCEPTION

epr|C|t objectives when a s 0 course of action |&tested for fit
of ‘@ context of specific constfaint&and limited resources:

Prior to committing funds to a development project, a developer as
well as his stakeholders and financing partners need a
confirmation that market fundamentals will support the values
assumed in the project appraisal.
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STRUCTURE OF
FEASIBILITY ANALYSIS

* Quantitative analy-
sis & prognosis
of space offer- and
demand situation

* Qualitative analysis
& prognosis of
user requirements
* Rent / Yield Expec-

| tations

R

* Macro location + Initial planning » Development risk
analysis documents: *» Time risk

+ Micro location - function +» Cost risk
analysis - quality * Financing risk

+ Analysis of hard - resources * Building site risk
location factors + Cost analysis » Approval risk

» Analysis of soft » Timetable * Letting risk
location factors v 8

Determination of relative
market position of the
existing project concept
(analysis of strengths/

weaknesses) '
Ph. D. Thesis, 2012 //

— 116&context=theses




MARKET ANALYSIS

market segment (in
technlcal submar €

reqmrements of
rOJect will be absorbed by the

5 of this absorption, the rent and
property values applicable t ' project.

The market analysis should be an objective view of the market,
and allow the developer to understand the market dynamics and
review, which to its own strengths can be utilised to take
advantage of those dynamics.
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LOCATION ANALYSIS

?‘

These analyses are concerl ith the long term-effective
characteristics of micro- a o locations.

The location factors are both esily quantifiable "hard" criteria, as
well as more “soft” criteria, which will always retain some level of
subjectivity.

RY
i
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PROJECT CONCEPT ANALYSIS
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COMPETITION ANALYSIS

e'\'/‘%utéated project

competmon ”
The first stage is t of appropriate benchmark
properties.

The objectives are to meet eeds while differentiating the
development as much as possible from competitors.

However, the weighting of criteria will always retain an element of
subjectivity, which leads to residual risk.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



RISK ANALY®SIS

While risks are present at all stages ©
fea3|b|I|ty analysis offers the opport
preliminary stage €
capital, as well as ¢
identified risks duri
To some extent, th

tatlon

. | a development project through
the phases of developme 3 general impact on its risk levels.

In its early stages of the development process, the initiation phase
Is characterised by a high degree of uncertainty and, in particular,
creative and complex search and analysis procedures. At the end
of this phase, success potentials and competitive advantages of
real estate projects are identified and the project fundamentals
defined.
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RISK ANALY®SIS

The

5

S a project prog
W risks may e

ocess takes place the =
developer's knowledge of outcome |ncrease§ but at the
same time, the room for m uwre decreases. Thus, while at the
start of the process developefs li@ve maximum unceftainty and
manoeuvrability, at the end they knew all but can'@do nothing to
change their product which has been manufactured on an
essentially once and for all basis". Risk management should
therefore be a continuing activity throughout duration of the

. Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
p rUH Ot http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses

tlme‘and flexibility



RISK ANALY®SIS

eclines. 5
he efarly stages of a prOJect
cisions of major impact for the

is therefore imperative that
essed and allowed for at the

t

success of a project are r
potential risks are identified,
outset of any project.

The developer should consider the risks to the project, attempt to
quantify them within the feasibility analysis and potentially adjust
the project so as to minimise them, where possible.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



THE DEVELOPER'S DECREASING ABILITY
TO INFLUENCE TOTAL COST
OVER THE LIFE OF THE PROJECT

Start of construction Completion

Usage ¢ost®
’/Cost trend
&/

Manouverability

J ,‘5 /|

Project- Project- Project realisation/ Project-
initiation conception management Marketing/ disposal

Usage




RISK CATEGORIES AND RISK TYPES IN

THE REAL ESTATE SECTOR

Systematic risks Unsystematic risks

* Administrative risk « Risk of inherited environmental

* Employment market risk liabilities

* Employment risk * Structural construction risk
* Income risk + Taxation risk

« Inflation risk » Operator risk

« Infrastructure risk « Land risk

* Communication risk * Revenue risk

Exi . » Economic risk » Completion risk
XIs_tentlaI * Culture risk « Investment risk
risks « Country risk « Cost overrun risk

+ Nature risk + Management risk
* Regulatory risk * Market transparency risk
* Political risk * Property risk
* Price risk « Risk of accidental loss/destruction
* Legal risk * Location risk
» Socio-demographic risk « Environmental risk
* Tax risk * Depreciation risk

« Base risk

« Lending value risk

« Capital market risk « Consultancy risk
* Conversion risk + Valuation risk
* Transfer risk * Credit risk
* Currency risk * Business partner risk
A * Exchange rate risk « Capital structure risk
Gl : - « Interest rate risk * Know-how risk
Financial L
) *» Term structure exposure * Pricing risk
risks * Interest volatility risk * Default risk

* Leverage risk

« Liquidity risk

« Planning risk

* Realisation risk
* Fixed-rate risk

* Interest rate risk

pment Industry: Ph. D. Thesis, 2012 //
htent.cgi?article=1116&context=theses




METHODS OF

RISK IDENTIFICATION

Collection methods Search methods 1
Analytical methods Creative methods
- Generic risk checklists - (Generic) Questionnaire - Brainstorming
- SWOT-analysis - Morphological process - Brainwriting
| - Risk identification matrix - Fault Tree Analysis - Delphi method
| - (Expert) interview - Failure Mode and Effects - Synectics
: Analysis F
L PYMaEy SURROM Ty Primarily suitable for the identification of future and
identification of existing and
previously unknown risk potentials
.__...._-.-..mgi'_.{'_s__ks B Wiegelmann T. W. RISk Management in the Real Estate Development Industry Ph D Thesis, 2012




DEVELOPMENT RISK

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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DEVELOPMENT RISK

evaluatlon of a proj
outcomes. Planni
be borne when a proj

This should be mir

due to sunk costs that ﬁeed té =
ted during the planning phases.

| _ propriate project reviews prior to
engagement of external s u‘roviders. However, even internal
costs as well as the opport ost of using internal resources
lead to an ever present planning risk. Some ways to mitigate
development risk inter alia include a sound and realistic evaluation
of the developer's own abilities, the selection of qualified and
experienced external suppliers and partners, a systematic and
comprehensive feasibility analysis, a timely start to the marketing
of the project and potentially the sharing of risks through the

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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TIME RISK

~ Hm’

t

The time risk can be addres )y professional best practice
project management including clear documentation, coordination
and communication between project parties, selection of
experienced and qualified external suppliers, and timely
commencement of marketing. An overall understanding of market
forces and dynamics is critical.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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COST RISK
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FINANCIAL RISK

of the development. This flnan g partne%and flnancm 9;— T
conditions are cruc ten i opers seek to obtaina

“forward funding” 0 tshell, the developer agrees
to sell the develop_ pletion to an investor who provides
financing during the deve ent process.

Interest rates and financing conditions affect developers both
directly and indirectly: as few projects are entirely equity financed,
the availability and cost of debt financing affects the overall return
and feasibility. Increasing interest rates also increase the expected
yield of investment, thus reducing the sale value of the project at
the same level of rental income. Both factors combine to make the
feasibility of a project highly sensitive to increasing interest rates.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses




FINANCIAL RISK

commltment to a prOJect | completion of the final feasibility
analysis and making a decis implement. The form of
financing should also be considered: interest rates may be
hedged, and developers may use strategic alliances introducing
joint venture and mezzanine finance, thus reducing the need for
outright loan financing.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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FINANCIAL RISK

It should also be considered that ther
between a development financing ar

d&veloped and lea
aseegssment (and
on forecast and p
deveIOpers capit o)

In order to secure financir A‘ rdable rates, it is therefore
imperative to perform, docu nd present the preliminary and
feasibility analyses in a format useful to potential lenders.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



BUILDING SITE RISK

ue , , ati or its nat_;,,_;,.l
characterlstlcs (st /, wate s, subSté‘Ence ete.). " &
To minimise these risks appropria xternal technical and
engineering due of,. '. e sought and acquisition

contracts drafted so as to 1 right of redress if the site does
not meet expected and agre iteria.

Further, risks on the construction site, which comprise safety of
employees, contractors and visitors as well as to assets, should
be minimised with appropriate workplace health and safety
practises, regulated areas, and use of corporate best practise for
safety on construction sites.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



APPROVAL RISK

rules and develop
stakeholder intere
cost and feasibility 0
approval process |

ns, th mulfltudewof affected
i ecific conditions that affect the =
delays in the planning
bove mentioned time risk.
The approval process sh project managed professionally
to minimise this risk. Potenti soft” factors such as early
communication with other stakeholders and the projection of a
positive organisation image can be helpful. Depending on the size
and complexity of the development, developers will consider
whether it is appropriate to approach the planning authorities for
their initial view on the proposed development. Involved architects
and planning consultants typically take a lead function when
taleing with the planning St OB seatons bond.edu g viewcontent civaricie=i68conexi=teses



PROFITABILITY ANALYSIS

developer needs ¢
showing approprié
The profitability of @

'c,‘é‘*‘ bility analy ;
r the nsl@ identified.
lopment project with an
already fixed Iand ,, e is mostly affected by short- term
interest rates, bundlng cos al values and investment yield.
Rental values are largely ds ned by the demand for and
supply of space, whereas the investment yield is driven by capital
market perceptions of real estate as an investment asset in
general and the evaluation of the specific project concerned.

The maturity and liquidity of real estate markets is a key factor for
iInvestors to correctly prize markets and projects.

de

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROFITABILITY ANALYSIS

operatlons perlods

—"
—
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POTENTIAL VALUATION THROUGHOUT

THE DEVELOPMENT PROCESS

Value

Start of construction Completion

Market value (best case)

Depreciated replacement value (best case)

-

Market value (business case)

Depreciated replacement value (business case)

,* Market value (worst case)

Depreciated replacement value (worst case)

Project- Project- Project realisation/ Project-
icitiatinn =onception manageni4rgeima ”MRW




CONCLUDING
THE FEASIBILITY ANALYSIS 3

' -roprlate assumptlogs the rest ult

.‘7'

ne developer will

requwed before a deCiion C made should be obtalned at
reasonable cost, both internal and external. |

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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CONCLUDING

THE FEASIBIITY ANALYSIS

'amswer the questlon in which manne
Ioc,atlon project idea.; apita -can o CC

ckground of the ‘ €
that fS competitive
"Land labour, cap
needed to transforme

In case the project concep? » did not indicate that the
developer's business requirements and objectives could be met,
the project will likely be aborted.

In the case of a satisfying outcome and outlook, the phase of
project realization / management will be entered.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses



PROJECT
REALISATION > MANAGEMENT

At fhgs point, at th
enter into the dev
owners, architect s, build g authontles and other
representatives of the | est, construction contractors,
financial institutions, user ¢ ‘special service providers to the
real estate industry (project managers, consultants, brokers, etc.)

and — unless this is a development for own use — investors.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT
EALISATION / MANAGEMENT
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PROJECT

RALISATION r MANAGEMENT

of,,a binding right of purchase or th
p?,erty to be de relop Finalis

.Sa
Sy B
a

d and ‘a"gr ed sh Id be W|th|g fhe
cur ents should be subject to

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT
REALISATION / ANAGEMENT

agreement on purc Il =
faveurable quality ¢ ement, purchase / saIe terms: 5
ket comparables, as well as
Issues that should have been

discovered during entitle d due diligence process.

Another goal of preparing a more detailed usage concept is the
definition of an optimal user mix on the basis of the feasibility
study, which typically already includes a preliminary usage
concept. In the sequence of the development process, this phase
of the work is either performed after the acquisition of the property
and in the course of the project planning process or — in a case of
adequate or guaranteed certainty relative to planning — already

iegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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after purchase / s‘_ dd’



PROJECT

REALISATION / ANAGEMENT

ther core task ir  connection '-;
ing, Implérgnentatlon and’

usage concept. T
phas_e is the preps

[+ .
n competitive terms is a complex
act|V|ty that requires for S| knowledge. The availability and
cost of third party financing 3 considerable effect on the
success of a development and the profit margin of the developer.
Depending on the intended holding period of the development
project, the developer may pay off a short term financing from the
sale of the completed property in order to realise his profit from
the development process.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT

REALISATION / MANAGEMENT

’Alternatlvely, the developer may wish to b
as investment propertyL(or owner occupied f
result seek to pla rm financing.
The (notarized) e otlateq,fnal pu rchaSé* ontract
or all contracts re isition of the property is the '
baS|s for the closi transaction. Inadequate due
diligence procedures cree ntial post-sales risks such as a
failure to properly identify e nmental issues, or failure to obtain
and confirm clean title of the property.

Once a transaction is closed, only limited activities along the
specific reps & warranty catalogues may be taken to deal with
negative aspects, which have not been identified and adequately
addressed in the context of a due diligence.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT DESIGN
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PROJECT DESIGN

Detailed plans for land, structural and capi
to be prepared and necessary permits

Wrth the intended
structure to be bu'_
an eX|st|ng structur
has to be complet

- O méide to A
ount tenant specrfrcatrons)
1iented in detailed working
drawings and speC|f|cat|o : feasibility analysis should be
kept updated with the appro levelopment / capital
improvement plans, intelligence on competitor activities,
engineering analyses, regulatory requirements, detailed land
development, architectural and capital improvement plans and
drawings for project, project budget, and approved building
permits.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT DESIGN
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PROCUREMENT

'to,;;)btaln a building pegmt W|th|n

the ¢ reV|oust develog sage t p

.......

th: be |dentg‘|ed
Vend:r/ contractor nay result in substantial revisions

to project design.
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CONSTRUCTION

planned frameworl .
necessary permit obtained, the developer glvee the
orders to start work. |

The real estate dev | s a coordination and internal
reporting function. The bu ‘wner’s functions that cannot be
delegated are performed wi he context of corporate
management. All construction, planning and consulting contracts
are entered into, and project controlling / project accounting tasks
are performed in this context. There are further obligations to act
as representative vis-a-vis all project participants and especially
vis-a-vis the public during the entire development period, as well
as the task of reporting to the principal / investor or the providers

s 7 Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
Of Ou I‘S > d EECAL .J I a | http://epublications.bond.edu.au/cgi/viewcontent.cgi?article=1116&context=theses




CONSTRUCTION

'developers very susce&hble to var 
b _';’;f,ause of the levera ect. |

er affecting building
time, the viability a 'd _ vendors and contractors,

change in prices for materi labour, as well as physical
characteristics of property and improvements and changes to

building code, labour laws and regulations driving time and cost
changes.

Rlsks durmg this

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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CONSTRUCTION

:i'.The”avaiIabiIity of financing depends ¢
economic conditions and industry tre
cgnstructlon pr|c 5, a\ |I|ty d le

proflt and affect investorstan nders
construction deadlines wil
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CONSTRUCTION

ompletion. This is
related decision. 1 of the trader developer
to market as earl | easing or sale will
reduce financing ¢ d minimise the risk that specific tenants
requirements necessitate
construction. Thus, the projs
developer's initiation / concep

f the trader devel

om the very beginning.
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PROJECT

MARKETING / DISPO_SAL

sale of shares in open- e,: g
%ore clﬁely con&dereé at thT§'*

ruction project approaches
A | our of project marketing, while
some individual marketing ; have already proceeded in

i | | 2nt process. The tasks
associated with marketing can be assigned to third parties, i.e.
brokerage organisations. Since the long-term success of the
property is very strongly dependant on an effective leasing
strategy in general and on finding an appropriate mix of tenants in
particular, many developers retain marketing in house.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT

, or mve OrS=iC e
COmPared to comg )€ ropertllﬁ and in this way
introduces import } competltlon in addition 100
prlce ¢

Agenerally applicable i incorporation of the leasing performance
phase into the development ’ess Is not possible and not
required. Leasing activities commence with the initial contacts with
users. The earlier leasing takes place, the greater will be the
(financial) security of the entire development project.

Marketing and prospecting aim to provide promotional materials
and information to prospects and enable to identify tenants to
lease the property.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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PROJECT

MARKETING / DISPOSAL

marketlng advertlsrngband promot n progr
agreements with brokers need to be deve | g
dures hﬁve to be in compllanee""
W|th government r jon er initially providing promotional

‘ , it is necessary to collect their

data and conduct fc")llow- '

cts.
Significant risks relate to thﬁtivenese of marketing:
advertisements may not be placed effectively and may be unable
to reach its target market, the advertising may be excessive and
not cost effective, advertisements and promotional materials may
be visually unappealing, and promotional materials may not
contain sufficient information to satisfy prospective tenant's
guestions.
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PROJECT

MARKETING / DISPO‘SAL .

Lease negotiation and execution inve
prospective tenants, an negotiating,

lowing the prope 5_
% low credit risk. IdeaIIy, the’ =
value of the location.

Key performance l'“ valuate the effectiveness of the
leasing process are brok I"lﬁ@ense as a percentage of annual
rental iIncome, advertising r  spent per prospect or
advertising money spent per square meter leased. A comparison
of budgeted rent to actual rent should be made throughout the
leasing process, and the occupancy rate should be monitored.
Other data to be collected and analysed includes leasing and

marketing expense as per cent of revenue, and average free rent
(or concessions) on new leases.

Wiegelmann T. W. Risk Management in the Real Estate Development Industry: Ph. D. Thesis, 2012 //
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quallty of the tenant



PROJECT
MARKETING DISPOSAL N

returns Insufficient Jpancy may be because contracts dannot
be executed due to If |ssues , or tenants decide not to
lease space due to marke ns or asset type.

Further, suboptimal contrac se if lease agreements are not
prepared in accordance with legal requirements, clauses in lease
agreements are vague and cause misunderstandings, and
uncompetitive lease terms are granted because of a lack of
market knowledge or negotiation skills.
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PROJECT

MARKETING / DISPO

'fa,thy agreement prematurely, espe |
declined, forcing the owmer to seek a ne

Iaws«‘;tf leasing age '

compiy with laws | - quantlflable risk is fo P
ctive t IX, which affects the perceived

popularlty of the prOJect a tively affects long term rent

levels achievable by the prope
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PROJECT

MARKETING / DISPO_SAL

The development process ends W|tf.7‘ 3 C
use and / or disposal of the prOJect

not intended for sale, it |
holdings. From the
initiates the propert)
extends until the redeve

e propﬁy life cycle th‘i’s S
gement phase, WhICh

| of the property. The timing of the
property sale is dependent on the exit strategy of the project
sponsors. Accordingly, it is i )ssible to assign a generally
applicable place within the overall development process to this
stage in the value-added chain. Risks related to exit can be
caused by a failure to exit at the right time. Capital tied up Iin
excess / underutilized real estate undermines returns and

prevents it being recycled into higher yielding projects.
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PROJECT

MARKETING / DISPOSAL

Also, if the selected exit strategy doe
condltlons it will not maX|m|ze retu

and prevent eX|ts F
flow of information fc
contact managems

eveloplgg is unable to 'ﬁianaée
&rchasers or has insufficient
ion of potential purchasers will be
to lower than possible sales
prices being achieved. There ‘also execution risks in the form
of inadequate due diligence procedures (post-sales risk) and
mismanagement of the closing process. Both can cause
uncertainty, delays and financial loss. An insufficient executive
approval process shows the failure of internal risk management.
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