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What's in the box?

A welcome from Brian Falk of Lean Urbanism and Jim Kumon of the 
Incremental Development Alliance.
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1.1 - Startup & Preparation

1.2 - Real Estate & Finance

1.3 - Buildings & Zoning

2 - Toolkit

Developer-in-a-Box contains two 
sections. The first section is about 
knowledge. It's meant to be read 
and absorbed. 1.1 lays out some 
simple pathways to becoming a 
developer. 1.2 contains the more 
wonky details on real estate 
investment and finance. 1.3 is 
about what to build and where to 
build it.

Section 2 is the toolkit. It's meant 
to downloaded (.zip file on 
developerinabox.org), printed, 
referenced, and manipulated as 
you carry out your development 
project.

This section helps you 
ask yourself the important 
questions that will direct your 
development. 

Draft
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1.1.1 Do your intentions line up?

1. WHAT IS YOUR PRIMARY 
MOTIVATION?

2. WHEN DO YOU NEED TO BE 
DEBT-FREE?

3. ARE YOU WILLING TO MANAGE 
PROPERTY (OR HIRE SOMEONE TO)?

4. WHAT KIND OF 
DEVELOPMENT?

5. WHAT TYPE OF BUILDING?

I’m interested in income properties 
for personal financial security.

Now & forever 
(cash)

A little (owner-
occupied rental)

New build Backyard cottage

I want to earn a full-time living as a 
developer.

I want to improve my community, 
even if it’s a break-even 
proposition.

Within 10 years 
(equity/loans)

Yes (build to lease)

Reposition (new 
business model)

1-4 units, live/work 
or residential

By retirement (30yr 
mortgage) No (build to sell)

Overhaul/
restoration

5+ unit multiplex/
mixed-use

This is an at-a-glance guide to see if 
your development motivations are at 
odds with your debt-aversion, lifestyle, 
and building preferences. First, identify 
your primary motivation for becoming 
a small developer. If, when answering 
the following questions, you find that 
your shape does not match up with 
your choices, you may have unrealistic 
expectations. There are, of course, many 
exceptions - this is simply a prompt for 
further questioning.

1.1.2 Developer Business Models

THE THREE AXES OF REAL ESTATE DECISIONS
When starting out in development, it’s important to understand how different approaches can affect 
your bottom line and lifestyle. In particular, the decisions to build new vs. renovate, lease vs. sell, and 
self-finance vs. seek investors will greatly impact how you spend your time and energy. A great first 
step is to self-finance an owner-occupied rental, either renovated or built new.

SHOULD YOU BUY/BUILD IT?

People pursue real estate development for different reasons 
and that is going to influence what looks like a “good deal” as 
an investment. There are some helpful rules of thumb outlined 
in 1.2 that can help you sort out the good projects from the 
bad, but first decide how much money you need to earn off real 
estate and when.

BUILD CASH FLOW
If you have additional investors involved in your project, you are 
in this category by default. Real estate can offer higher returns 
than conventional market investments but at a higher risk. If you 
or your investors are supporting your project with hopes to make 
higher returns than a conventional investment in say, mutual 
funds, you will be analyzing your projects from that metric.

MORTGAGE FREE - BUILD NET WORTH/SECURITY
Another approach is to acquire inexpensive property that 
you can pay off in full quickly, so that any rental income 
(after expenses) goes straight into your pocket. These 
investments may not perform well on other heuristics due to 
the comparatively large up front cost and low initial rents (i.e. 
you are fronting a lot of cash) but being mortgage-free can buy 
your freedom later and build your net worth in the process. 
This is a popular motive for individuals looking to support their 
retirement income and improve their neighborhoods. Consider 
this a potential path to financial security rather than growth, 
and focus on your cash flow rather than immediate return on 
investment. - - Building New Worth

DIVERSIFYING YOUR PORTFOLIO - STRIKING THE 
BALANCE
Similarly, some people use real estate as a way to protect their 
wealth without a clearly anticipated payout. If you are most 
interested in parking your money in real estate rather than 
growing it, you may care less about annual returns than reliability 
of the asset. If this sounds like you, find a place that is stable 
(a process that requires considerable wisdom) and build/buy 
something that cash flows.

Scope out 
your deal.

Find back-of- 
the-envelope 
calculations 

and real 
estate rules 
of thumb in 

chapter 1.2.1.
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1.1.3 Developer Skill Sets

Real estate development pulls together a wide range of skill sets that no single person possesses 
from the outset. The key is to know what you should learn and what you should outsource.

The most critical things you should not try to outsource as a small developer are practical business 
sense and general project management skills. You need good judgment and intuition on how to 
make money and create value in your neighborhood. This includes identifying and comparing 
sites with the right ingredients to be successful - a skill honed through experience, good taste, and 
local insight. You will also need the management skills to keep many moving parts in sync. Beyond 
business sense and project management, there are many other skills that come into play in the 
process of real estate development. As you go through the following, make a mental checklist: skills 
you have, will learn, or will outsource.

PHASE 1: PROPERTY EVALUATION
• Market analysis - finding niches or needs 

to fill in your neighborhood and comparing 
opportunities

• Gathering intelligence - talking to people 
who know an area most intimately, like 
neighbors, local business owners, and on-
the-ground workers 

• Navigating zoning - knowing what can and 
cannot be built on a site

• Basic math and spreadsheet skills - mostly 
arithmetic used to estimate cash flow and 
returns

• Engineering - assessing soil, storm-water, 
and utility conditions and limitations

PHASE 2: ACQUIRING PROPERTY AND 
DEVELOPMENT APPROVALS
• Due diligence & site acquisition - doing 

the legal and bureaucratic homework to 
mitigate risk

• Familiarity with development approval 
processes and the people who administer 
them

• Architecture & technical drawings - 
designing a loveable, comfortable building 
that ages well

• Engineering & technical drawings - 
designing a building that is structurally 
sound

• A deep understanding of building codes 
and regulations

PHASE 3: BUILDING YOUR PROJECT
• Design sense - making good decisions 

about materials, layouts, features, and trade-
offs that influence your building’s sale or 
rental value

• Construction skills and construction 
management skills - to keep on time and 
budget

• Knowing enough about construction to hire 
and manage a team of skilled tradespeople

PHASE 4: PROPERTY MANAGEMENT
• Marketing and people skills - attracting 

good tenants, both commercial and 
residential

• Conflict resolution - handling any tenancy 
issues professionally

• Building maintenance - activities to look 
after major heating and cooling, plumbing, 
landscaping and building exterior elements.

1.1.4 The Real Estate Shallow End

One of the things we hear most often from people seeking coaching or advice on small 
development is “I just don’t know what I don’t know.” While this document attempts to demystify 
the process, the truth is, those anxieties are well-founded. Real estate development is something 
you can only really learn by doing and every project has its own risks and surprises. This is why it is 
important to start small. Through the perspective of a rooted small developer, ‘the neighborhood’ 
is the project, advanced in building-by-building increments. Consider the following a collection of 
options in your real estate portfolio, each supporting the others.

In the pool of real estate development these are reliable pathways to learn to swim in the shallow 
end. They correspond with some standard financing steps so you can keep the money part simple 
and reserve your brain space for things like zoning and construction.

1) BUY A 1-4 UNIT BUILDING FOR RENT
Buy an existing building with one to four legal 
units that already rent. You should be able to 
find information on the existing cash flow of 
the building like the rental rates, taxes, and 
utility costs. Use some of the spreadsheets in 
the Toolkit (the pro-forma) to determine if the 
property makes sense as an investment.

You can buy a 1-4 unit building with an FHA 
backed mortgage, and if you plan on moving 
in as an owner-occupier the minimum down 
payment is 3.5%. If you do not live in the 
building, you will need a down payment over 
20%.

Look for a place in a walkable neighborhood 
that doesn’t need a lot of work. Any small 
improvements henceforth and your attentiveness 
as a landlord will help reduce tenant turnover 
and attract higher rents.

How does this make money?
If the rent you collect is greater than your 
mortgage and operating expenses, your building 
now has a positive cash flow.

2) BUILD AN ACCESSORY DWELLING 
UNIT (ADU, AKA BACKYARD COTTAGE) TO 
YOUR SINGLE FAMILY HOME.
This one comes with a major caveat, so before 
you start pinteresting tiny homes: check your 
zoning (see chapter 1.3). Few cities permit ADUs 

to be built in any practical way. If you happen to 
be in a jurisdiction that does, like Portland, you 
can help push the needle by showing the rest of 
the country how advantageous ADUs can be in a 
neighborhood landscape.

You can finance your ADU with cash, a 
construction loan, or a home equity line of credit. 
Get your permits and build the thing yourself or 
with the help of a contractor or handy friends.

Make sure your rental unit is built to legal 
requirements and find a tenant. Better yet, 
already have one in mind.

How does this make money?
You are adding an income stream to your 
house. If the rent you collect is greater than your 
mortgage and property expenses, your house 
now has a positive cash flow.

Draft Draft
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3) SEASONAL MARKET OR KIOSK
If you are interested in commercial space, this is 
a great way to learn the essentials at low cost, all 
while building trust in your community. Borrow 
or rent underutilized space from a landowner 
in a good location. Let’s say you’ve got a few 
parking spaces in highly visible and accessible 
area that is hungry for retail. Your job is now to 
create value in that space. You can book vendors 
that pay a fee to be there and set up seating, 
food, or entertainment. Once you’ve mastered a 
temporary set-up, consider building a kiosk.

This kind of endeavor is best done with minimal 
cash and a DIY spirit. It will give you experience 
in creating value in underutilized space, 
understanding cash flow, and managing tenancy 
agreements.

How does this make money?
If you can rent out space for more than it costs 
you to be there, you have a positive cash flow. 
Additionally, if you own adjacent property, you 
could be increasing the value of the surrounding 
area.

4) BUILD NEW FOURPLEX
First, get pre-approved for a mortgage to 
determine your budget. You can include future 
rentals in your projected income. Then find land 
in a walkable area and pay less than 20% of your 
total budget for it. Put together some plans and 
cost estimates (likely involving a contractor) and 

take that to a local bank to get a construction 
loan. Again, this needs to be within the budget 
of your pre-approved mortgage.

Build a simple, flexible building (see 1.3 & 
Toolkit).

Replace your construction loan to a permanent 
loan (i.e. a mortgage). The bank will have an 
appraiser assess the value of your new fourplex 
and determine the value of your mortgage.

How does this make money?
If the rent you collect is greater than your 
mortgage and operating expenses, your fourplex 
now has a positive cash flow.

5) ONE STORY COMMERCIAL BUILDING 
REHAB
Identify an undervalued commercial space and 
a tenant. If you are an investor-owner of the 
commercial space, it’s best to have a tenant 
in mind before buying. You’ll need to buy it 
with cash or get a construction loan to do 
improvements (value determined by the viability 
of your tenant, typically 3-5 year personally 
guaranteed construction loan).

If you are a business owner who will occupy some 
or all of this building and you have a couple 
years of operating history, you can get a Small 
Business Administration 7A (SBA 7A) loan to buy 
or build the building with a minimum 10% down 
payment. You must have a credible business 
plan that demonstrates that within 5 years, you 
will use at least 51% of the floorspace for your 
business to qualify.

How does this make money?
Once you own the space, create more value than 
you paid for by filling it with a great business (or 
multiple businesses). If your building and tenants 
act as good neighbors, it can encourage others 
to follow suit. The services provided by the 
tenants are an amenity for the neighborhood, 
which creates more value in your property. 
Additionally, if you own adjacent property, you 
could be increasing the value of the surrounding 
area (i.e. your buildings).

6) 1-3 UNIT FIXER UPPER
First, be a handy-person or have a network of 
handy-people that will offer high quality work for 
low rates or barter.

Find a vastly undervalued building that requires 
some major gutting and overhaul.

Go get a FHA 203(k) Purchase/Rehab mortgage 
(which allows you to take out more than the price 
of the house to cover anticipated reno costs). If 
you intend to be an owner-occupier, you need a 
minimum 3.5% down payment. Or, you can get a 
construction loan*** (as in the Build New 

Fourplex section) and replace it with a mortgage 
later.

Then spend the rest of your waking hours 
bringing this property up to rentable quality as 
soon as possible.

How does this make money?
If you can manage to pay less in buying and 
fixing this building than you can collect in rent, 
you will have a building with positive cash flow. 
There is also the option to “fix & flip” where you 
resell the property once it’s in good condition. 
We highly recommend a “buy & hold” approach 
instead where you keep the building and rent it 
out, earning money slowly over the long run.

- - 

Whenever possible, we recommend living in 
the neighborhood or building which you are 
developing. The insights and relationships 
gained by living on site are invaluable. All 
of these options are time-tested ways that 
people like you have created value in their 
neighborhoods and opportunities for more 
people to live, do business, and give back 
locally.

***
When pursuing a loan, you will be assessed on a 
combination of the 5Cs:

CASH - How much cash is in the deal?

CREDIT - What is your credit score?

COLLATERAL - Do you have other collateral that could be factored into the deal?

CAPACITY & CASH FLOW - Do you have the capacity make the project happen and 
does the project generate enough cash flow to ensure the bank will get paid?

CHARACTER - Have you demonstrated your willingness to meet your obligations even 
through difficulty? What’s your track record? This is the one subjective criterion you have 
to tip the scale.

Draft Draft
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1.1.5 Demand for Rental Housing

Rental housing—especially that located in walkable urbanism—will continue to be 
in demand for the foreseeable future, and building this type of housing is not only 
profitable, but aligns with the values of incremental development. 

NATIONAL TRENDS INDICATE STRONG 
RENTAL MARKET
National trends point to the solubility of the 
rental market. Renowned real estate professor 
Chris Nelson’s book Reshaping Metropolitan 
America lays out the case why he believes that 
75% of new housing delivered between now and 
2030 needs to be rental. Today the United States 
has 31 million single person households and 82 
million households without children. In 2030, 
these numbers are projected to be 45 million 
and 105 million, respectively. Well over half of 
those households are looking to live in walkable 
urbanism. 

Nelson predicts that rental apartments will be 48 
percent of the growth of all new housing to be 
built between now and 2030. Some of this will be 
delivered by the conversion of existing detached 
housing, which has been overbuilt. But the 
demand for rental is still not being met. National 
demand for all new housing units is about 1.3 
million units per year until 2030. In 2014, about 
400,000 multi-family units were built; but if 48 
percent of 1.3 million new units in 
annual productions is 624,000 rental 
units, then the number of rental units 
currently being built falls short of a 
quarter million rental units. 

Prior to the recession, national 
homeownership rates were at a high 
of 70 percent. This was due to many 
different factors, including inflated 
mortgage financing that has been 
found to be unsustainable. After weathering 
the recession, and witnessing how unreliable 
an investment a single-family house can be, 
both Millennials and Baby Boomers are seeking 
out rental properties. A reticence toward child-
bearing among younger families also contributes 
to the disinterest in single-family housing.

RENTING ALIGNS WITH INCREMENTAL 
IDEALS
Small scale development can be a tedious 
process that requires significant equity from 
individual developers. Selling these properties 
as condos to individual buyers, or full out 
to other investors can deliver immediate 
returns, but holding on to them and collecting 
rent is a strategy that aligns more with the 
ideals of improving urbanism in a particular 
neighborhood.

To truly create value in a community, it should 
be continuously invested in with the goal of 
creating a walkable, dense node where business 
and residential can flourish. By starting with 
small, incremental improvements, such as public 
markets and small residential projects, small 
scale developers begin to build these kinds of 
neighborhoods. If these first small investments 
are improved upon, through adding more 
amenities and opportunity through mixed used 
development, then property values should 
continue to rise. Thus, rents will increase, and 

profits for the developer will grow 
beyond the initial payout of condo 
sales. 

Selling condos or residential 
properties is a surefire way to recoup 
costs and make a profit. This model 
works for large-scale developers 
who want to exit a residential market 
when it is still on the top. Ideally, 
small scale developers are building 

at the bottom of the market and attempting 
to create more value in the neighborhood, 
therefore their profits will be realized by 
maintaining buildings and collecting rents, which 
will hopefully increase as the neighborhood 
reaches its potential.

Nelson 
believes 75% 

of new housing 
delivered 

between now 
and 2030 needs 

to be rental.

PRACTICAL CONCERNS WEIGH TOWARD 
RENTAL
Building for-sale housing does not always 
return large profits, and the considerations 
that accompany transfer of ownership can eat 
into any margins. In order to deliver a 10-12% 
margin, 30-40 houses a year need to be built 
to justify the overhead to control costs, ensure 
high quality product, deliver on time and cover 
warranty issues. On less than 30 closes per 
year, it is hard to keep outsider realtors in line 
and have a full time superintendent. When 
selling properties, you are at the mercy of local 

appraisers, who may not recognize the value 
of a well-located, well-built house in an urban 
neighborhood. If house is appraised at less than 
you want to sell it for, then the buyer will need to 
come up with a larger down payment, and you 
could lose the sale.

Alternatively, if you are well-organized enough to 
sell houses to buyers with inflated expectations, 
you could instead be building apartments and 
mixed use buildings with more flexible delivery 
deadlines, and be getting a much better return 
on your time and money investment.

ABOVE:  COTTAGE COURT (LEFT)  AND 4-PLEX (R IGHT) .  RENTAL OPPORTUNITIES 
COME IN MANY S IZES AND CONFIGURATIONS.  NOTE THAT BOTH OF THE ABOVE 

EXAMPLES ARE 1-4  UNIT PROJECTS THAT MEET THE REQUIREMENTS FOR AN FHA-
BACKED MORTGAGE.  EACH IS  “A HOUSE” IN MORTGAGE TERMS.

FIGURE COURTESY OF ANDERSON | KIM ARCHITECTS
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1.1 - Startup & Preparation

1.2 - Real Estate & Finance

1.3 - Buildings & Zoning

2 - Toolkit

1.2.1 Real Estate Rules of Thumb

Before you buy or build a property, you’ll want to map out all the expected income and expenditure 
on paper. The annotated pro-forma spreadsheet included in the Toolkit section (Excel file available 
for download at developerinabox.org) is the most thorough way to do this.

However when you are in the early stages of 
mapping out a project, you may consider some 
faster, lighter rules of thumb. None of these 
are bulletproof and we’d recommend you play 
around with all of them. Depending on your own 
goals for development and housing situation (i.e. 
will you be living in this building), you may be ok 
with a smaller or slower return than an investor 
would seek.

ESTIMATING YOUR INCOME
The fastest way to estimate your rental income is 
to check out comparable buildings/units - you’ll 
hear these called “comps” - on a rental listings 
website like Zillow or Craigslist. If you are buying 
an existing rental building, you should be able to 
ask what units already rent for.

ESTIMATING YOUR EXPENSES
Estimating operating expenses (recurring 
costs that are not your mortgage) is far more 
difficult. Some people peg these at 50% of 
their rental income to make things simple. This 
figure is so variable and context dependent 
that it’s impossible to deliver a reliable number. 
Be prepared for major expenses like deferred 
maintenance, real estate taxes, sewer and water, 
lightbulbs, waste removal, landscaping, snow 
removal, and cash reserves for repairs. If you are 
living on site and acting as the property manager, 
you could reasonably expect to encounter lower 
costs but you should still set up a maintenance 
budget so that the building can cash flow if you 
leave town. It’s more dangerous to underestimate 
expenses than overestimate, so it would be wise 
to expect at least 30% of your rental income to 
be eaten up by expenses.

BACK-OF-THE-ENVELOPE CALCULATIONS

THE RULE OF 100 (AKA THE 1% RULE)
This old real estate rule of thumb dictates that 
you need to get at least $1 in rent for every $100 
in cost. In other words, your rental income for the 
property needs to amount to at least 1% of what 
you pay for it. A $400,000 building needs to 
bring in $4000/month in rent.

CASH ON CASH RETURN
This method is a more complicated calculation, 
but a simple figure to understand and compare. 
Cash-on-cash return is based on the idea that 
your cash investment in real estate should give 
you returns greater than what you would earn in 
an alternative investment like stocks and bonds. 
Critically, (unlike the Cap Rate rule below) it does 
not assume that you will be buying property 

with cash and therefore incorporates mortgage 
payments into the calculation. Consider the 
following, adapted from Leonard Baron’s 
explanat ion  on the  Z i l low.com b log.
Let’s say you find a triplex that costs $270,000 in 
a great neighborhood. You check the area rents 
on Craigslist and believe this building could 
easily rent for a total of $2000/month. You put 
in $60,000 up front for a down payment, closing 
costs, and minor renovations.

Since you plan on living in the building, you 
peg operating expenses on the low end of the 
spectrum at 33%, or $660/month. This leaves 
you with a monthly Net Operating Income (NOI) 
of $1349. After mortgage payments, that’s $208/
month in your pocket, or $2496 annually.

This section introduces some 
tools and tactics to assess 
your real estate deal, secure 
financing, and organize your 
game plan.

Draft

http://www.zillow.com/blog/investing-in-real-estate-what-is-a-good-deal-52372/


16 Developer-in-a-Box

Your annual income ($2496) divided by your up 
front cash ($60,000) yields you a 4.16% cash-
on-cash return. Since that’s lower than what you 
could expect to earn in something like stocks 
and bonds, a typical investor may not see this as 
a good deal. Of course, the rate of return you 
may personally seek depends on your goals and 
situation. As a personal residence, this building 
would put you far further ahead than a home 
that does not generate revenue because it cash 
flows over $200/month. Also, you may be able 
to write off home expenses and decprectiation 
from your taxes which would increase the return.

CAPITALIZATION RATE
The Capitalization Rate, or Cap Rate, is a 
measure of how much you’d earn on a property 
if you were to buy it in cash. It’s a simple 
calculation of your Net Operating Income (NOI) 
divided by the total cost of the property. For 
example, imagine buying a building in cash for 
$110,000 and renting it out for $1000/month, or 
$12,000/year. Subtract from that your expenses 
like taxes, insurance, maintenance, and vacancy, 
let’s say $450/month, or $5400, annually. You are 
left with a Net Operating Income of $6600/year. 
When you divide your NOI by the building cost 
($6600/$110,000) you end up with 0.06. That is a 
“cap rate” of 6%.

There is no hard and fast rule for what makes 
a “good cap rate.” You or your real estate 
investment partners will weight it against 
comparable projects in your regional market as 
well as returns available from non-real-estate 
investments.

NOTE: You may find a more useful term to 
be “Return on Estimated Project Cost.” 
This is the same calculation as a Cap Rate 
but it incorporates the risk involved in using 
hypothetical figures. That is, if you have no 
proven rent or construction figures, you would 
want to use the term “Return on Estimated 
Project Cost” instead of Cap Rate.

DEBT COVERAGE RATIO (DCR)
The Debt Coverage Ratio looks at how much 
money your property nets vs. how much debt 
is owed, such as through mortgage payments. 
Ideally, you’d like to be cash flowing quite a lot 
more money than you need to pay out in debt 
service so that you’ve got wiggle room in case 
of unexpected expenses. If your rental income 
minus expenses, again your Net Operating 
Income, is the same as your mortgage payment, 
the ratio of income to debt is one to one (or a 
DCR of 1.00). That’s not good. Anyone lending 
you money will want to see that you have at 
least 25% more net income coming in than you 
pay in debt, a DCR of 1.25. Although lenders do 
have some flexibility on this number based on 
the 5Cs (see pg. 11). In the case of a mortgage 
on a personal residence, lenders will factor all of 
your income/debts into the calculation, not just 
the building’s cash flow. This is called a Personal 
Income-to-Debt Ratio and it’s a helpful tool in 
the interest of personal financial security, as you 
do not want to overcommit.

--

You’ll notice that all of these revolve around the 
idea of positive cash flow; that is, the money 
you earn each year on the property is greater 
than the money you spend. These rules of 
thumb do not rely on a property appreciating 
in value and do not depend on you selling the 
building in order to earn money. We believe 
this is the wisest and most humane approach 
to real estate investing - buildings that actually 
create value, not just profit off of the value of a 
rising neighborhood or real estate market. If your 
project does not cash flow, it is a liability, not an 
asset.

Rents Monthly - Market $2000

Operating Expenses (33%) -$660

Net Operating Income $1340
Mortgage Payment -$1132

Net Monthly Income $208
Annual Income $2496

Equity Cash $60,000

Cash on Cash Return 4.16%

The following chapters 
on Alternative Sources of 

Capital and Low-Fat Vanilla 
Finance provide some 

guidance for developers 
looking to take the next 
step or peek behind the 

curtain to more complicated 
projects.Draft
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BY JIM HEID
EQUITY VS. DEBT
Any development deal, Lean or otherwise, 
can be boiled down to two primary sources 
of capital: equity and debt. Equity usually 
comprises the first dollars in and last dollars out, 
meaning it holds the highest risk of any project’s 
financing. Because it holds more risk, return 
expectations are higher. But with sufficient equity 
in a deal, debt can be easier to secure. While the 
mix of equity and debt (the “capital stack”) varies 
from project to project, a traditional project’s 
capital stack might be 20 to 40 percent equity 
and 80 to 60 percent debt. Because equity 
begets debt, securing equity is the starting point 
for any successful development project. 

THE CHALLENGE OF CONVENTIONAL 
CAPITAL SOURCES
Speaking at the 2014 Urban Land Institute 
Small Scale Developers Forum, Brett Wilkerson, 
Managing Director at Hawkeye Partners, 
pointed out that 50 percent of all institutional 
equity (trillions of dollars) is controlled by just 
25 advisors. With so much capital to place, it is 
understandable that doing a single deal for $100 
million could be preferable to doing 100 deals of 
$1 million each, even though the latter may have 
lower volatility and greater diversified returns. 
In addition, traditional capital sources have very 
low risk profiles and very high expectations 
for experience and skill sets. The projects that 
motivate Lean developers, and the attributes that 
help them succeed, are not always the qualities 
that conventional capital sources seek.

ALTERNATIVE SOURCES
Some Lean Development projects can access 
conventional capital relatively easily because 
the project profile, modeled returns, market 
momentum and experience of the team is easily 
underwritten. But for more innovative projects, 
in unproven markets, or teams with limited 
experience, non-conventional capital sources 
may be the only route to realizing a project. 

Some of these include:

• Friends and family: Many small projects 
start with a simple capitalization from family 
members because that is often the lowest-
hanging fruit. Be aware, however, that 
multiple capital units of less than $50,000 
can make it difficult to get to scale without 
spending an inordinate amount of time 
managing investor relations. Even friends 
and family expect to be kept up to date on 
progress, receiving high-quality accurate 
reports on how the money is being used and 
where the project budgets and schedule 
stand.

• High-net-worth (HNW) individuals: 
An example is an “accredited investor,” 
commonly described as having an investable 
net worth of at least $1 million and annual 
income in excess of $250,000. For HNW 
investors, this is generally an opportunistic 
business proposition, and returns need to be 
commensurate.

• Family offices: This is the term for 
operations that manage the legacy assets 
of wealthy families. Family offices seeking 
to define or enhance their missions while 
creating long-term returns may be better 
candidates for Lean, pioneering projects if 
both mission and goals are aligned. But they 
will not invest on emotion only; there has 
to be a credible business proposition and 
assessment of risk.

• Foundations: In addition to grants, 
many foundations make program-related 
investments to further their missions, 
looking for return of capital and return 
on investment, albeit at a lower rate than 
conventional investors. Lean developers who 
can demonstrate that their projects satisfy 
both requirements may find foundations to 
be good sources of patient capital.

• Grants, tax credits, etc.: The equity 
sources in this catch-all category require 

1.2.2 Alternative Sources of Capital

no return and less investor management 
once the placement is consummated, but 
the up-front work is extensive in time and 
effort. However, mastering the intricacies 
of effective grant writing and reporting, 
historic tax credits, new market tax credits, 
conservation easements, etc., creates 
intellectual property that adds value to your 
enterprise and can be used in subsequent 
projects.

HOW TO FIND THEM
Non-conventional investors aren’t found with a 
quick Google search. It takes time, patience and 
extensive networking. It is not like securing a 
home mortgage, which is highly commoditized. 
Obtaining project equity is often an obtuse, 
opaque, non-linear and non-standardized 
process. But common traits among non-
conventional investors do exist. For example, 
as long as the business fundamentals are 
covered, non-conventional investors might be 
more interested in the emotional and social 
dimensions of a Lean investment that creates 
good neighborhoods. Developing your own 
“private pool” of investors takes time, high 
levels of relationship management, and a keen 
sense of understanding investor needs. Building 
a deliberate and rigorous search methodology 
will help you build long-term enterprise value 
because you will come to understand the 
subtleties of how the industry works.

WHAT DO THEY WANT?
Non-conventional investors want to be part 
of something. Foundations and other impact 
investors want to see lives changed by their 
investments. For individuals, investing in 
small deals can be exciting. Many of them 
were entrepreneurs themselves, and they like 
seeing new ideas. Many young entrepreneurial 
developers have found “patrons” in older, 
accomplished business persons who want to see 
the next generation succeed.

They want something tangible. Stocks and bonds 

can be obtuse and incomprehensible. But real 
estate is tangible. They get to see drawings 
become reality. They can visit the site and see it 
being constructed. And then it produces cash. 
What’s not to like?

They want the bad news and the good news. 
You are not selling a product; you are creating 
a relationship. The basis of that relationship is 
trust, and to maintain that trust you have to be 
an active communicator. As one investor told me, 
“It’s not how you act when things are going well 
— it’s how you act when things go bad.” That’s 
when you establish your credibility and investors 
decide if they will reinvest with you.

And of course they want to be confident that 
they won’t lose money. How can you provide that 
confidence?

• Have an exit strategy. If the rental market 
goes soft, can your apartment project be 
converted to condos? Can your retail project 
accommodate other uses if that market takes 
a dip? What is the value of the underlying 
land as is, should you have a fire sale, and 
how much money can you give back to 
investors at that point? Dreaming big but 
anticipating the worst is how you protect 
your investors and yourself.

• Bring in an experienced partner. Investors 
want to know how you plan to manage risk, 
and for many, execution risk — whether you 
can build what you say you will, on time and 
in budget — is at the top of the list. Few will 
agree to let you learn on the job with their 
money. Having an experienced partner at 
your side will add credibility and provide you 
with the learning opportunity you need.

• Show that you know the market. 
Andrew Frey provides instructions for 
conducting a market study in his paper on 
creating a financial model (next chapter). 
If it is a pioneering project, don’t rely on 
conventional market analysis. Also show that 
you know the competition.
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APPROACHING INVESTORS – SOME DOS 
AND DON’TS
Non-conventional investors have motivations and 
investment styles that are different from those of 
conventional capital sources. Keep the following 
in mind when approaching them.

• Know the difference between investors 
and lenders. They have different risk/
reward profiles and require different levels of 
security. With the right investors behind you, 
it’s much easier to find your lenders. The 
reverse is not true.

• Understand investor motivations. Are they 
looking for steady return? Are they looking 
for a home run? Are they interested in being 
a part of something important? Know what 
motivates them before developing your 
pitch.

• Understand that reducing risk reduces the 
cost of capital. Demonstrate reduced risk 
based on your own skill, the partnerships 
you have created, or the ability to provide 
various exit strategies depending on market 
scenarios.

• Don’t emphasize the innovative aspects 
of your project. Lean developers are 
motivated by new paradigms, but to lenders 
and investors, innovation implies higher 
risk. Save that for the sales staff, not the 
investment community.

• Don’t confuse passion with knowledge. 
Passion can get people to listen, but also 
must have command of the facts. Show 
that you understand the deal — the risks, 
the potential rewards, how one’s money is 
protected, and the implications of various 
scenarios.

• Know when to stop pitching and start 
listening. Assume your potential investors 
make good decisions, are street smart, and 
have good intuition. If they ask questions, 
given them serious consideration. If they 
offer advice, take it — it’s free.

This article was originally published by 
the Project for Lean Urbanism at: http://
leanurbanism.org/publications/lean-financing-
alternatives-to-conventional-capital/

1.2.3 Low-Fat Vanilla Finance

BY ANDREW FREY

New developers should create their own financial models. Only by doing so will they truly 
understand the variables and how each affects financial performance. This paper attempts to walk 
new developers through a financial model that includes development budget, annual return, and 
capital return. It is simple enough to create but sophisticated enough to present to investors and 
lenders. It represents one small residential rental building — not condo, and not office or retail.

BEFORE THE MODEL
Before starting your model, do a market study to 
determine whether the neighborhood supports 
new construction. Very few neighborhoods do. 
Most neighborhoods support only the operation 
of buildings — collecting rent and maintaining, 
but not renovating them — while some 
support investment in renovation but not new 
construction. If your market study shows that 
new construction is not supported, don’t force 
it. Forcing it will require a subsidy, and subsidies 
are not Lean.

Whether a neighborhood supports new 
construction depends largely on two market 
variables: market rent and capitalization rate 
of existing buildings. Market rent is the current 
average rent per square foot of comparable 
units. Many people are confused, as I was, by 
“market cap rate.” A capitalization or “cap” 
rate is simply the annual income generated by 
a thing divided by the one-time payment or 
capital required to make or buy it. Thus market 
cap rate is the ratio of the average annual net 
operating income to the price of recently sold 
comparable buildings.

Your project’s particular cap rate is its annual 
return — market rent minus expenses divided by 
the capital required to develop it — which must 
be a certain amount higher than market cap rate 
to attract investors and lenders. These concepts 
are explained in a bit more detail below, but I 
mention them now to show that your project’s 
viability is inseparable from the market.

The comparable buildings or “comps” that you 
include in your study need not be many (five to 
10), but should be in the same neighborhood as 

your project and with similar units and features. 
For example, if your project has no parking, 
study buildings with no parking. Your investors 
and lender will likely do their own market 
studies, and want to see maximum overlap 
between your comps and theirs. Small-scale 
developers can find financing from conventional 
sources such as banks, particularly with a solid 
financial model. But some developers may want 
or need to seek non-traditional sources, and 
will benefit from Jim Heid’s above paper on 
alternatives to conventional capital.

STARTING THE MODEL
To create the model, enter these headings 
across the top of a spreadsheet: Item, Total, 
Month 1, Month 2, Month 3, etc. A financial 
model without columns for months can be 
very helpful for the phase just after “back of 
the envelope,” but I suggest going directly to 
a model with months. It will encourage you to 
think about how money is spent and made over 
time. If you really have no idea how a particular 
item will break down month-by-month, just type 
in the total for now.

In the line below, type these milestones under 
the month you think they will occur: Project 
Start (first month you spend any money on the 
project), Construction Start, Occupancy Start 
(first tenants move in), Occupancy Stability 
(month that occupancy exceeds 90%), and Sale.

Do not use separate tabs for sections such 
as Development Budget, Annual Return, 
and Capital Return. Switching between tabs 
introduces more opportunities for error. Instead, 
just scroll down as you type your model and add 
sections.

Jim Heid is a real estate developer, adviser, and author whose focus is the creation of new 
communities that contribute to their environment, region, and residents. In 2000, he founded 
UrbanGreen to act as a development partner and adviser to legacy landowners, institutions, 
and land development companies that embrace principles of sustainability. He is motivated 
by the need to deliver high-quality developments to a broader market — in an increasingly 
complex world of entitlements and financing — without compromising environmental, 
economic, or place-making objectives.
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DEVELOPMENT BUDGET
A developer makes money not by constructing 
buildings, but by operating and selling them. The 
development budget, therefore, is “zero sum”: 
money in equals money out.

Money in is equity investment plus debt. Equity 
can be cash from friends and family or high-net-
worth individuals, or in-kind contributions such as 
land or services. Debt can be a construction loan 
from a local bank or a high-net-worth individual.

Money out is land costs plus soft costs plus hard 
costs. Land costs include the cost of the land 
itself, plus acquisition costs such as attorney 
fees and title insurance. Hard costs include 
land development costs such as grading, 
drainage, water, sewer, and paving, and vertical 
construction costs, which are too numerous to 
list.

Soft costs include “pre-development” costs 
such as the market study, architecture, and 
engineering services such as surveying 
and geotechnical, environmental, and civil 
engineering, local government fees for 
impact and permitting, finance costs such as 
the debt-origination fee and interest on the 
construction loan, and administrative costs 
such as accounting, insurance, a reserve for an 
operating deficit, a contingency reserve, and a 
development fee. Don’t view the development 
fee as an opportunity for you to make a profit, 

but rather as a contingent cost to hire an 
“owner’s representative” to babysit the general 
contractor and write investor reports if you 
become indisposed.

All these costs are capital costs (one-time), 
not operating expenses (recurring). However, 
investors and lenders will allow you to use their 
one-time money to pay for some portions of 
recurring costs — in other words to “capitalize” 
costs such as debt interest during construction 
or operating expenses before your first tenant 
moves in.

ANNUAL RETURN
Your financial model’s second section shows the 
annual return. This section is often referred to 
as the “stabilized pro forma.” Top to bottom, 
it shows that annual operating income minus 
operating expenses equals a (hopefully) positive 
number that is net operating income.

Annual return begins the month your project 

DEVELOPMENT BUDGET

EQUITY + LOAN PROCEEDS = CAPITAL
CAPITAL - COSTS = 0

A sample model in spreadsheet form is provided on the Lean Urbanism website for readers to 
familiarize themselves with content and format. The sample generally follows the format discussed 
below, but with more detail. Text in blue is placeholder and not accurate, and must be changed for 
each specific project. Readers are strongly encouraged to create their own financial model rather 
than use the sample, to truly internalize the relationships among variables.

It is important to remember what your financial model does not show. It does not show non-financial 
aspects, and it does not even show all financial aspects. For example, it does not show financial 
risks. Some people try to show financial risks with “sensitivity analysis,” making high, medium, and 
low assumptions about an important variable (for example the property tax rate at the time of sale), 
and showing how each affects returns. However, you never know which variable will swing — that’s 
why it’s called risk — so just make slightly but consistently conservative assumptions throughout your 
model, and know that it can absorb a hit or two.

reaches a certain level of occupancy (typically 
more than 90 percent), when it is deemed to be 
“stabilized.” While the “Total” column of the 
development budget was the sum of all monthly 
capital or costs, the “Total” column for annual 
return is the sum of only the first stabilized 
month and the eleven subsequent months.

Operating income includes market rent, rent 
increases, other income such as pet fees, 
minus vacancy loss (typically five percent), any 
discounts such as “first month free,” or collection 
losses (typically one percent combined). 
Operating expenses or “OPEX” include utilities 
(water for irrigation, electricity for common areas 
and vacant units), marketing, maintenance, 
repair, administration, insurance, replacement 
reserve, management fee, and property taxes.

At the bottom of this section, add operating 
income (positive) and OPEX (negative) to find 
net operating income or “NOI.” Lastly, divide 

NOI by total capital (equity plus debt) from 
the development budget section to find your 
project’s particular cap rate, its annual return on 
capital (or “ROC”). This is the first opportunity 
in your project’s financial model to show a return 
for your investors, your lender, and you. Annual 
ROC should be approximately 2% higher than 
the market cap rate, and you should not pursue 
a project with a lower annual ROC. For example, 
if the market cap rate is five percent (comps are 
selling for 20 times their NOI), your project’s 
annual ROC should be seven percent or higher.

Why? Because real estate development is risky 
— local government risk, construction risk, 
occupancy risk, rent risk, cap rate risk, interest 
rate risk, etc. — and risk requires reward. 
Investors will simply buy existing buildings that 
are generating 5% annual return unless they see 
that new construction returns significantly more 
to compensate for the additional risk.

ANNUAL RETURN

OPERATING INCOME - OPERATING EXPENSES = NOI
NOI/CAPITAL = ANNUAL RETURN % = CAP RATE

CAPITAL RETURN
The next section, Capital Return, is your exit strategy. It shows capital return when you sell your 
project: sale price (positive) plus cumulative NOI (positive) plus sale cost (negative) equals proceeds 
to distribute. This section requires just the first two columns, not all the months. Your financial model 
should assume a sale of the completed building three months after stabilization. If you want to keep 
the building, you will have to deal with the fast-approaching repayment date for the construction 
loan, but if you can sell your building for a profit by that date, you can also refinance it.

To determine total sale price, multiply the NOI in the month of sale by 12 and divide by the 
projected market cap rate at that time. For example, if monthly NOI is $7k, then annual NOI is $84k, 
and if the projected market cap rate is 6%, then sale price is $1.4M. To the sale price, add the sum 
of all monthly NOI before the month that you sell (including before the project stabilized). Then 
subtract costs associated with the sale (such as lawyers and taxes, which should total approximately 
0.5 percent of the sale price).

The remainder is to be distributed to your capital partners — first your lender, then your investors. 
Subtract your construction debt principal and post-occupancy interest (pre-occupancy interest was 
capitalized). Then subtract total equity investments. In other words investors don’t lose money; 
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CAPITAL RETURN

NOI / MARKET CAPITAL RATE = SALE PRICE
SALE PRICE - SALE COSTS = SALE PROCEEDS

SALE PROCEEDS + CUM. NOI - CAP. - LOAN INT. = PROFIT
PROFIT / CAPITAL = CAPITAL RETURN %
PROFIT / EQUITY = EQUITY RETURN %

they at least get their money back. This is the most important thing your model shows, even more 
important than annual return.

The remainder is capital gains for your investors and you. This is the third-most important thing your 
model shows. Divide this gain by total capital from the development budget to determine total (not 
annual) ROC, and divide it by total equity investment to show the total return on equity.

With a simple financial model showing development budget, annual return, and capital return, the 
hard — but rewarding — work can begin!

This article was originally published by the Project for Lean Urbanism at: http://leanurbanism.org/
publications/low-fat-vanilla-finance-a-simple-financial-model/

ANDREW FREY, FOUNDER & PRINCIPAL OF TECELA REAL ESTATE INNOVATION

Andrew is a real estate development professional with more than a decade of experience.  
He is a developer, zoning lawyer, educator, advocate, and winner of the ULI Southeast 
Florida Young Leader of the Year.

Prior to Tecela, he developed more than 1,000 market-rate rental apartments at CC 
Residential, and obtained local government approvals for more than 2.5 million square 
feet of development at Akerman and Gunster.  He is an occasional adjunct professor at the 
University of Miami School of Architecture, where he has won the Faculty Award.

His volunteer activities include serving as a board member of the South Florida Regional 
Transportation Authority and founder and executive director of Townhouse Center.  He 
formerly served as founder and executive director of DawnTown, for which he won the 
Knight Arts Challenge, and chair of the Chapman Partnership nextgen committee. 

He has a JD from the University of Michigan and a BA from Boston College.

1.2.4 Parallel Process Diagram

In development.
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1.1 - Startup & Preparation

1.2 - Real Estate & Finance

1.3 - Buildings & Zoning

2 - Toolkit

1.3.1 How does zoning work?

ZONING IS BASED ON A PLAN
At the local level, governments have the 
responsibility of creating a long-term 
comprehensive plan for their community, and 
ensuring that development within the jurisdiction 
is in alignment with that plan. Local governments 
are granted these powers by the state, due to 
two federal acts that were enacted in the 1920’s. 
The Standard State Zoning Enabling Act of 1926 
and the Standard City Planning Enabling Act 
of 1928—together known as the 
Standard Acts—essentially set up 
a model to allow cities to enact 
zoning in alignment with a long-
term comprehensive plan. Prior to 
these acts, municipalities had little 
control over development. 

The mechanism through which 
local governments enact their 
power over development is 
through the comprehensive plan, 
often referred to as a “comp 
plan.” This is the official statement 
of a municipal legislative body 
which sets forth major policies 
concerning future development. It 
includes development regulations, 
which translate the land use 
designations of the general plan 
into more specific ordinances, 
such as zoning, which regulate private market 
development projects. 

These ordinances are then turned into processes, 
which result in permits given or citations issued 
by a municipality. Zoning ordinances are the legal 
structures that guide the enactment of the comp 
plan; private development that corresponds with 
zoning can be developed “by-right” or with no 
further processing than a permit. Development 
that does not fall within the structures of the 
comp plan must go through the process of 
seeking a variance.

COMP PLANS AND SMALL DEVELOPERS
Comprehensive plans are created through a 
democratic process that aims—although not 
always effectively—to engage the public. Big 
picture issues are decided in the planning 
process, including issues that are very important 
to small scale developers, such as future parking 
plans. Small scale developers being involved 
in the creation of future plans can help create 
zoning scheme that are more amenable to 

incremental development. 

Comp plans are seen as the 
genesis of all zoning decisions. All 
decisions are based on the extent 
to which a request conforms to the 
ideas set forth in the comp plan. 
Although comp plans and zoning 
ordinances can be stifling for small 
developers, they must be treated 
with respect throughout the 
process. Small developers seeking 
to change zoning ordinances 
should present their cases as a 
way to implement the true nature 
of the comp plan. Therefore, 
any arguments for changing 
zoning must align with ideals 
set forth in the comp plan, such 
as access to affordable housing 
or other idealistic goals that the 

established plan will not succeed in delivering, 
unless the zoning is changed.  

BUILDING CLASSIFICATIONS
Building occupancy classifications categorize 
structures based on their usage, such as 
residential, industrial, etc. Although zoning 
ordinances are designed to reflect the 
community’s comp plan they are often similar 
across the United States and Canada due to 
the wide scale adoption of model building 
codes. Model building codes are developed by 
standards organizations such as the International 
Building Code. Because developing proprietary 
building codes  can be very expensive and 

Any arguments for 
changing zoning 
must align with 
ideals set forth 

in the comp plan, 
such as access to 

affordable housing 
or other idealistic 

goals that the 
established plan 

will not succeed in 
delivering, unless 

the zoning is 
changed.

This section helps you figure 
out what you should build and 
where you can put it.
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taxing, most small municipalities will chose 
to adapt model building codes, sometimes 
with slight modifications for a particular 
jurisdiction. Once these codes are adapted, 
they are integrated into the zoning ordinance 
and become the law by which development is 
regulated.

The International Building Code is the most 
commonly used building code in the United 
States, and groups buildings as follows: 

• Assembly (Group A) - places used for people 
gathering for entertainment, worship, and 
eating or drinking. Examples: churches, 
restaurants (with 50 or more possible 
occupants), theaters, and stadiums.Group A 
is divided into five sub groups:

 »  A-1 Buildings intended for the production 
and viewing of performing arts or motion 
pictures (theaters, concert halls).

 »  A-2 Buildings intended for food and/or 
drink consumption (restaurants).

 »  A-3 Buildings intended for worship, recre-
ation or amusement and other assembly 
uses not otherwise classified.

 »  A-4 Buildings intended for viewing of 
indoor sporting events and activities with 
spectator seating (arenas).

 »  A-5 Buildings intended for participation in 
or viewing outdoor activities (stadiums).

• Business (Group B) - places where services 
are provided (not to be confused with 
mercantile, below). Examples: banks, 
insurance agencies, government buildings 

(including police and fire stations), and 
doctor’s offices.

• Educational (Group E) - schools and day care 
centers up to the 12th grade.

• Factory (Group F) - places where goods are 
manufactured or repaired (unless considered 
“High-Hazard” (below)). Examples: factories 
and dry cleaners.

• High-Hazard (Group H) - places involving 
production or storage of very flammable 
or toxic materials. Includes places handling 
explosives and/or highly toxic materials 
(such as fireworks, hydrogen peroxide, and 
cyanide).

• Institutional (Group I) - places where people 
are physically unable to leave without 
assistance. Examples: hospitals, nursing 
homes, and prisons. In some jurisdictions, 
Group I may be used to designate Industrial.

• Mercantile (Group M) - places where goods 
are displayed and sold. Examples: grocery 
stores, department stores, and gas stations.

• Residential (Group R) - places providing 
accommodations for overnight stay 
(excluding Institutional). Examples: houses, 
apartment buildings, hotels, and motels.

• Storage (Group S) - places where items are 
stored (unless considered High-Hazard). 
Examples: warehouses and parking garages.

• Utility and Miscellaneous (Group U) - others. 
Examples: water towers, barns, towers.

PLAYERS IN THE ZONING PROCESS
There are three entities that weigh in when 
changes in zoning are proposed. The executive/
administrative function is made up of the zoning 
administrator and the planning commission 
or zoning board. The zoning administrator 
is typically a paid position in the municipal 
government, while the planning commission 
or zoning board is a group of citizens who are 
elected or appointed to recommend to the local 
government the appropriate interpretation of 

zoning rules. The legislative faction is the city 
council or other law-making local body, which 
primarily serves to adopt the zoning code, 
approve the hiring of the zoning executive, and 
adopt amendments to the zoning code. The 
quasi-judicial aspect of the zoning process is 
mainly held by the appeals board, which hear 
requests for variances and amendments. The 
responsibilities of each player in the zoning 
process are detailed in the chart below. 

Delegation of Responsibility
ZONING 

ADMINISTRATOR
PLANNING 

COMMISSION LEGISLATIVE BODY APPEALS BOARD

Permits
Adopts plan 

(recommends adopting 
plan)

Might adopt plan (active in 
plan adoption)

Hear appeal of zoning 
administrator decision

Receive applications for 
special use, PUD, site 
plans and checks for 

completeness

Acts on special use, PUD 
permits (usually)

Appoints members of 
planning commission, 

appeals board, may hire 
zoning administrator

Hear appeal on special 
use, PUD, only if zoning 

says

Enforcement
Conduct hearing and 

make recommendation 
on zoning amendments

Adopt zoning amendments 
(might hold additional 

hearing)

Hear appeal on 
interpretation of zoning 

ordinance

Collect fees Sets fees Hear requests for 
variances

PERMITS
If a project aligns with the zoning code, then all 
that is needed is to apply for a permit through 
the zoning administrator. A building permit is 
one example of this type of zoning interaction. 
Note that if a project is outside of city limits, 
or in a special use zone, it may need to be 
approved by a county or regional entity in order 
to be permitted. 

SPECIAL USE PERMITS
When a project is different than the by-right 
uses, but still allowed within that zoning, then a 
special use permit must be sought. These special 
uses are listed in the zoning code as acceptable, 
although not the main use of the zoning area. 
For example, an existing church in a residentially 
zoned neighborhood would need to seek a 

special use permit in order to build another 
building on their property. Religious uses are 
allowed in residential zones, but a special use 
permit is required because that is not the primary 
use purpose of the zone. Zoning commissions 
review special use permits to ensure that the use 
will not disrupt the zoning scheme.  

While special uses are listed in each zoning area, 
it is also stated (or implied) that a special use 
must also follow standards found in the other 
three locations. The three other places where 
these standards must be found are:

• In the Article on the respective zoning 
district, including setbacks (front, rear, side, 
and waterfront), parcel size, parcel width, 
building size. 

• In the Article on General Provisions, which  
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are regulations that  apply everywhere, 
including parking, screening, groundwater 
protection and lots more

• Sometimes there will also be specific 
standards for a specific type of Special Use 
such as mining, mobile home parks, heavy 
industry and more

The Special Use Permit Application must cite the 
standards that are found in these four different 
places. It is submitted to zoning administrator, 
then goes to zoning board. If all standards are 
met, then zoning board must approve. 

AMENDMENTS
If the applicant seeks to change the standards, 
then they are not seeking a special use permit, 
but instead, an amendment. While permits 
and special use permits are administrative, 
amendments are a legislative action, which 
means that the city council or other local 
legislative body are involved. 

Since zoning is based on a plan, an amendment 
to zoning must also follow the plan. Generally, 
there are two types: 1. Changing the zoning 
distribution boundary on the zoning map, or 
2. Changing the text of the zoning ordinance. 
Either type has a much larger impact than just 
the project that it will allow; amendments to 
zoning change the comprehensive plan and the 
type of development that can happen in a zone 
for the foreseeable future. Thus, it has a much 
larger impact, which is why the legislative faction 
is involved.

To make an amendment, the petitioner will 
review the proposed amendment against the 
plan and prepare a submission for the hearing. 
It should highlight how this change will allow 
for the fulfillment of the comprehensive plan. 
That petitioner will then go before the planning 
commission first, which will then make a 
recommendation to the city council or other local 
legislative body. The legislative body can: adopt 
proposed amendment as recommended, hold 
additional hearings, where submitter is expected 
to attend and follow up, or return to the planning 
commission for further study.

VARIANCES 
Variances are for specific cases, and are the 
realm of the zoning appeals board. The appeals 
board has four responsibilities:

• Interpretation of the zoning ordinances
• Interpretation of the zoning map
• Issuance of dimensional/regulation variances
• Issuance of use variances

The first two types of variances occur when a 
party is asking the appeals board to double-
check a decision of the zoning administrator. For 
example, this occurs when the permit applicant, 
the zoning administrator or the planning 
commission interprests the ordinance or zoning 
map in different ways. 

Regulation variances are exceoptions to 
regulations for a given use in a zoning ordinance, 
such as lot size, yard setbacks, building height, 
building size, and parking requirements. They 
are most likely to be waived when a “practical 
difficulty” exists, such as, for example, if a 
parcel is large enough for use, but a minimum 
sized house would not fit between the property 
setback and the setback from an existing water 
feature. 

Questions that may be asked regarding a 
regulation variance will not be easy to answer. 
It is in the interest of the zoning appeals board 
not to grant very many variances, as they do not 
want to set a precedent for changing the zoning 
code. They include:

 » Will strict compliance with the dimension-
al requirements of the zoning ordinance 
prevent the applicant from using the prop-
erty for the permitted purpose?

 » Will granting the variance be fair to the 
applicant or would a lesser variance work 
just as well?

 » Is the need for the variance due to a sit-
uation that is unique to the property and 
would not generally be found elsewhere 
in the same zoning district?

 » If granted, will the variance uphold the 
spirit and intent of the ordinance and be 
fair to neighboring properties?

 » Has the need for the variance been 
created by some action of the applicant?

USE VARIANCE
A use variance is sought when a property owner wishes to use his or her property for a function that 
is not a permitted use or a special use for the district. Generally, these are very difficult to obtain; the 
person seeking the use must show that an “unnecessary hardship” exists. They must show that their 
situation aligns with one of the following principles:

• The property owner must show credible proof his property will not yield a reasonable return if 
used only for a purpose allowed by the ordinace. 

• The property owner must show the zoning ordinance gives rise to hardship amounting to 
confiscation or the disadvantage must be so great as to deprive the owner of all reasonable use 
of the property.

• The need for the variance is not created by some action of the applicant.
• The need for the variance is due to a situation that is unique to the property and would not 

generally be found elsewhere in the same zoning districut.

 » http://lu.msue.msu.edu/pamphlet/Bcit/How%20to%20Influance%20Zoning.pdf
 » https://en.wikipedia.org/wiki/Building_occupancy_classifications
 » http://lu.msue.msu.edu/pamphlet/Bcit/How%20to%20Influance%20Zoning.pdf
 » http://lu.msue.msu.edu/pamphlet/Bcit/Public%20Influance%20over%20Zoning.pdf

It’s not just you. Your city’s zoning code 
is probably completely contradictory and 
nonsensical. For example, you may discover that 
you need to buy two lots to be able to build 
anything in a particular neighborhood because 
the minimum lot frontage for new developments 
is 60’ but the existing lots are only 40’ wide. 
The code is akin to a string of post it notes, 
layered over the years, saying, “You can’t do 
this specific thing, or this specific thing.” We 
have to understand the evolution of a zoning 
code. It’s not a divine document full of great 
city-building wisdom so much as an annotated 
history of bad experiences. Very rarely does a 
code prescribe what it wants to see in the city. 
It’s more focused on trying to prevent bad things 
from happening, often inspired by unpopular 
prior developments. When the code fails to 
prevent a bad development, the only recourse 
is to add another arcane rule. This has the 
unfortunate effect of making good development 

more difficult and expensive as well. We must 
understand the code for what it is.

Side-note: If you’re serious about getting to 
know your code, you’re going to want a paper 
version in a binder. With dividers. There’s a LOT 
of flipping back and forth required.

SO HOW DO YOU MAKE SENSE OF THE 
ZONING CODE?
Sometimes, that’s sadly an unanswerable 
question, but there’s a great trick to wrap your 
head around zoning. You draw out all the bits 
and pieces it’s throwing at you until you have 
a sketch of what you’re allowed to build. First, 
figure out which “zone” your site falls into. Then, 
find all the design parameters that apply to it. 
They will exist in different sections and contain 
things like setbacks, lot coverage, parking 
requirements, specifics on corner lots, height 
limits, etc. You may have to fish around a while 
for the clues, but you’ll get there eventually.

1.3.2 Interpreting Zoning for Site Plans
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ZONING CHECKLIST

There are some common zoning parameters that apply to developments in most cities. Read 
through your local zoning code to find details on the following stipulations that might affect your lot.

DIAGRAM BY JOHN ANDERSON, OF ANDERSON | KIM ARCHITECTS
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1.3.3 Straightforward Building Design

FLEXIBILITY

FIND A VIDEO ON THIS  ON YOUTUBE:
“HOW TO VISUALIZE ZONING CODES WITH JOHN ANDERSON”

DIAGRAMS BY GRACEN JOHNSONDraft Draft

https://www.youtube.com/watch?v=ukd40G0dtUE
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REPEATABILITY COST EFFECTIVENESS
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COMPILED FROM THE WORK OF DAN PAROLEK AT OPTICOS DESIGN INC.

The following building types represent some of the core building blocks of a human scaled 
neighborhood. Collectively, they are known as the Missing Middle.

1.3.4 The Missing Middle

Photo

Photo

Photo

Drawing

Drawing

Drawing

DUPLEX: SIDE-BY-
SIDE
A small- to medium-sized 
structure that consists of 
two dwelling units, one 
next to the other, both 
of which face and are 
entered from the street.

BUNGALOW COURT
This building type consists of 
a series of small, detached 
structures, providing 
multiple units arranged to 
define a shared court that 
is typically perpendicular to 
the street. The shared court 
takes the place of a private 
rear yard and is an important 
community-enhancing 
element.

DUPLEX: STACKED
A small- to medium-sized 
structure that consists 
of two stacked dwelling 
units, one on top of the 
other, both of which face 
and are entered from the 
street.

CARRIAGE HOUSE
An accessory structure 
typically located at the 
rear of a lot providing 
space for a small 
residential unit, home 
office, or other small 
commercial or service 
use. This unit could be 
above a garage or at 
ground level.

FOURPLEX
A medium structure that 
consists of four units: 
typically two on the 
ground floor and two 
above with a shared 
entry.

Photo

Photo

Drawing

Drawing
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In development.

1.3.5 Build new or renovate?

Photo

Photo

Photo

Photo

Drawing

Drawing

Drawing

Drawing

MULTIPLEX: SMALL
A medium structure that 

consists of five to 10 side-
by-side and/or stacked 
dwelling units, typically 

with one shared entry or 
individual entries along 

the front.

TOWNHOUSE
A small- to medium-sized 

structure, consisting of 
two to eight (usually) 

attached single-family 
homes placed side by 

side.

COURTYARD 
APARTMENTS

A medium- to large-sized 
structure consisting of 

multiple side-by-side and/
or stacked dwelling units 

accessed from a courtyard 
or series of courtyards. 
Each unit may have its 

own individual entry, or up 
to three units may share a 

common entry.

LIVE/WORK
A small- to medium-sized 

attached or detached 
structure consisting of one 

dwelling unit above or 
behind a flexible ground 

floor space for residential, 
service, or retail uses. 

Both the primary ground-
floor flex space and the 

second unit are owned by 
one entity.
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1.1 - Startup & Preparation

1.2 - Real Estate & Finance

1.3 - Buildings & Zoning

2 - Toolkit

This toolkit (native files 
available for download) 
includes forms, templates, and 
resources that will help you take 
your project from concept to 
reality.

TOOLKIT CONTENTS
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LETTER OF AGREEMENT TO GUARANTEE CONSTRUCTION LOAN 59
LETTER OF AGREEMENT: COMMERCIAL TENANT 60
LETTER OF AGREEMENT: EARNEST MONEY 61
LETTER OF AGREEMENT: PROPERTY PURCHASE 62
EXAMPLE SCENARIO: 1-3 UNIT FIXER UPPER 65
THE SMALL DEVELOPERS' DRAWING TOOLKIT 66
CHECKLIST: BUILDING AND UNIT DESIGN ESSENTIALS 68
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Limited Liability Company Agreement 
of 

XXXXXX, LLC

This Limited Liability Company Agreement (this “LLC Agreement”) of XXXXX, LLC(the “Com-
pany”) is entered into by XXXXXX and XXXXXX as the current and initial members (the “Members”) 
of the Company.  In consideration of the covenants, conditions and agreements contained herein, the 
Members hereby adopt the following provisions:

1. Formation.  XXXXXXXX, LLC is a limited liability company organized under the provisions of 
the Texas Business Organizations Code (the “TBOC”) and the Texas Limited Liability Company Law, 
part of the TBOC, as amended from time to time (the “TLLCL”).  The Certificate of Formation (the 
“Certificate of Formation”) was filed on June 8, 2015, with the Secretary of State of the State of 
Texas.

2. Name.  The name of the Company is, and the business of the Company shall be conducted 
under the name of, XXXXXX, LLC.”  The Company may transact business under an assumed name by 
filing an assumed name certificate in the manner prescribed by applicable law.

3. Continuation and Term.  The Company was formed upon the issuance by the Secretary of 
State of the State of Texas of the Certificate of Filing for the Company.  The Company’s existence shall 
be perpetual unless it is earlier terminated by the Members (hereinafter, “Members” refers to the ini-
tial Members and any additional members admitted to the Company in accordance with the provisions 
of this LLC Agreement).

4. Office.  The address of the registered office of the Company required by the TBOC to be main-
tained in the State of Texas and the registered agent for service of process at such address shall be as 
set forth in the Certificate of Formation, unless such address and/or registered agent is changed from 
time to time by the Members.

5. Purpose.  The Company is formed for the object and purpose of, and the nature of the business 
to be conducted and promoted by the Company is, engaging in any lawful act or activity for which a 
limited liability company may be formed under the TBOC and engaging in any and all activities nec-
essary or incidental to the foregoing.

6. Rights of Members. 

6.1 Membership Classes. There shall be two classes of Members, who shall be designated 
as “Class A Members” and “Class B Members” and who shall respectively hold “Class A Member-
ship Units” and “Class B Membership Units”.  The name and business and mailing address of each 
Member and the designation as to the type of membership interest and the number of units they hold 
are set forth on Exhibit A.  

6.2 Rights and Preferences of the Class A Membership Units and the Class B Member-
ship Units.  The Class B Members shall have the following rights.

(a) Stated Value. Each Class B Membership Unit shall have a stated value of $25,000.00 
(“Stated Value”).

(b) Internal Rate of Return; Distributions. The Class B Members shall be entitled to 
receive, a 12% internal rate of return on the amount represented by the Stated Value of the ag-
gregate number of Class B Membership Units such Class B Member holds, with such returnsto 
accrue and remain unpaid until either (i) the Managers determine to make a voluntary payment 
of such returnsor (ii) upon a Redemption Event, as detailed below. The Company shall not de-
clare, pay or set aside any dividends on any other of the Company’s Membership Units unless 
the holders of Class B Membership Units then outstanding shall first receive, or simultaneously 
receive, an amount equal to accrued and unpaid returnson the Class B Membership Units at 
the time the Company declares a dividend on the other Membership Units. Distributions to 
the Class A Members or Class B Members, when permitted, shall be made to such Members in 
accordance with the provisions ofExhibit B at the times and in the aggregate amounts deter-
mined by the Managers.

(c) Redemption of the Class B Membership Units. At any time following the earlier 
of (I) determination of the Managers to effect a redemption of the Class B Membership Units 
at any time after the second anniversary of the date on which the first Class B Unit was issued 
(the “Class B Issuance Date”) or (II) the occurrence of a Redemption Event (as hereinafter de-
fined) the Company will provide notice to all Class B Members that the Company is redeeming 
all outstanding Class B Membership Units at a price equal to the Stated Value plusaccrued re-
turns(the “Redemption Payment”). A “Redemption Event” means any of the following (i) any 
liquidation, dissolution or winding up of the Company, whether voluntary or involuntary (a “Liq-
uidation”), (ii) any sale, merger, consolidation, reorganization or other transaction which results 
in a Change of Control, or (3) the Company’s consummation of a Qualified Financing Event. A 
“Change of Control” means a reorganization, consolidation or merger of the Company with or 
into any other corporation or corporations (other than a wholly-owned subsidiary), or the sale, 
transfer, liquidation or other disposition of all or substantially all of the assets of the Compa-
ny, or transfer by one or more Class A Members of more than 50% of the outstanding Class A 
Membership Units; provided a Change of Control shall not apply to a merger effected solely 
for the purposes of changing the domicile of the Company. A “Qualified Financing” means a 
transaction whereby the company incurs indebtedness for borrowed money in an amount equal 
to or greater than one million dollars ($1,000,000) or if the Company refinances its outstanding 
indebtedness for borrowed money in place as of the Class B Issuance Date.  The Redemption 
Payment shall be paid in a lump sum cash payment on the date set forth in the applicable Re-
demption notice at such time. Exhibit A will be updated to reflect the Redemption of the Class 
B Membership Units.

(d) Voting Rights. The holders of the Class B Membership Units shall have no voting 
rights

(e) Amendments. None of the rights, preferences, and privileges of holders of the 
Class B Membership Units set forth herein may be amended, modified or waived without the 
written consent or affirmative vote of the holders of at least a majority of the then outstanding 
Class B Membership Units, voting together as a single class.

(f) Exclusion of Other Rights and Privileges. Except as may otherwise be required by 
law, the Class B Members shall not have any preferences or relative, participating, optional or 
other special rights, other than those specifically set forth in this Agreement, and all other rights 
or privileges shall be retained by the Class A Members.

Sample LLC Contract
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7. Management.  The powers of the Company shall be exercised by or under the authority of, 
and the business and affairs of the Company shall be managed under the direction of, one or more 
managers (the “Managers”).  In addition to the powers and authorities expressly conferred upon 
them by this LLC Agreement, the Managers may exercise all such powers of the Company and do all 
such lawful acts and things as are not by law or by the Certificate of Formation or by this LLC Agree-
ment directed or required to be exercised or done by the Members.  The initial number of Managers 
shall be two (2), and shall be XXXXX and XXXXXX until their earlier death, resignation or removal.
XXXXXX shall be designated as the initial “Tax Matters Member” (as defined in Exhibit B).

8. Meetings.  In connection with any meeting of the Members or Managers, the following provi-
sions shall apply:

8.1 Place of Meeting.  Any regular or special meeting of the Members or Managers shall be 
held at the principal place of business of the Company, unless the notice of such meeting specifies a 
different place, which need not be in the State of Texas.  Actions by the Company requiring a vote or 
approval of the Members will be permitted by vote or approval of holders of a majority of the Class A 
Membership Units and actions by the Company requiring a vote or approval of the Managers will be 
permitted by vote or approval of a majority of the Managers.

8.2 Action by Written Consent of the Members.  Any action required or authorized to be 
taken at an annual or special meeting of the Members may be taken without holding a meeting, pro-
viding notice or taking a vote if a written consent or consents stating the action to be taken is signed 
by the number of the Members necessary to have at least the minimum number of votes that would 
be necessary to take the action at a meeting at which each of the Members entitled to vote on the 
action is present and votes.

8.3 Action by Written Consent of the Managers.  Any action required or authorized to be 
taken at an annual or special meeting of the Managers may be taken without holding a meeting, pro-
viding notice or taking a vote if a written consent or consents stating the action to be taken is signed 
by the number of the Managers necessary to have at least the minimum number of votes that would 
be necessary to take the action at a meeting at which each of the Managers entitled to vote on the 
action is present and votes.

9. Officers. 

9.1 Elected Officers.  The Managers may elect a President, one (1) or more Vice Presidents, 
a Secretary, a Treasurer, one (1) or more Assistant Secretaries and one (1) or more Assistant Treasurers.  
One (1) person may hold any two (2) or more of these offices.  Each officer so elected shall hold office 
until his successor shall have been duly elected and qualified or until his death, resignation or removal 
in the manner hereinafter provided.

9.2 Officer as Agent.  Every officer is an agent of the Company for the purpose of its busi-
ness.  The act of an officer, including the execution in the name of the Company of any instrument 
for apparently carrying on in the usual way the business of the Company, binds the Company unless 
the officer so acting otherwise lacks authority to act for the Company and the person with whom the 
officer is dealing has knowledge of the fact that the officer has no such authority.

9.3 Other Officers.  The Managers may appoint such other officers and agents as they shall 

deem necessary who shall hold their offices for such terms, have such authority and perform such 
duties as the Managers may from time to time determine.  The Managers may delegate to any com-
mittee or officer the power to appoint any such subordinate officer or agent.  No subordinate officer 
appointed by any committee or superior officer as aforesaid shall be considered as an officer of the 
Company, the officers of the Company being limited to the officers elected or appointed as such by 
the Managers.

9.4 Officer Resignation.  Any officer may resign at any time by giving written notice thereof 
to the Managers, the President or the Secretary of the Company.  Any such resignation shall take effect 
at the time specified therein and, unless otherwise specified therein, the acceptance of such resigna-
tion shall not be necessary to make it effective.  Any officer elected or appointed by the Managers or 
any other officer may be removed at any time with or without cause by the Managers.  The removal of 
any officer shall be without prejudice to the contract rights, if any, of the person so removed.  Election 
or appointment of an officer or agent shall not of itself create any contract rights.  A vacancy in any 
office shall be filled for the unexpired portion of the term by the Managers, but in case of a vacancy 
occurring in an office filled by a committee or superior officer in accordance with this LLC Agreement, 
such vacancy may be filled by such committee or superior officer.

9.5 Duties of President.  The President shall be the chief executive officer of the Company 
and shall have general and active management of the business of the Company.  The President shall 
have the general supervision and direction of all other officers of the Company with full power to see 
that their duties are properly performed and shall see that all orders and resolutions of the Members 
and the Managers of the Company are carried into effect.  The President shall preside at all meetings 
of the Members and Managers of the Company.  He may sign any deeds, bonds, mortgages, contracts 
and other documents which the Managers of the Company have authorized to be executed, except 
where required by law to be otherwise signed and executed, and except where the signing and exe-
cution thereof shall be expressly delegated by the Managers of the Company or this LLC Agreement 
to some other officer or agent of the Company.  In addition, the President shall perform whatever 
duties and shall exercise all the powers that are given to him by the Managers of the Company.

9.6 Duties of Vice President.  The Vice Presidents shall perform the duties as are given to 
them by this LLC Agreement and as may from time to time be assigned to them by the Managers of 
the Company or by the President.  At the request of the President, or in his absence or disability, the 
Vice President, designated by the President (or in the absence of such designation, the senior Vice 
President), shall perform the duties and exercise the powers of the President.

9.7 Duties of Secretary.  The Secretary shall keep or cause to be kept at the principal office 
of the Company, or such other place as the Managers may direct, a book of minutes of all meetings 
and actions of the Managers and Members and any committees or other delegates of the Managers 
and Members.  The Secretary shall also keep or cause to be kept at the principal office of the Compa-
ny those records required for the conduct of the business and affairs of the Company.  The Secretary 
shall give or cause to be given notice of all meetings of the Managers and Members, and shall have 
such other powers and perform such other duties as may be prescribed by the Managers, the Presi-
dent, or this LLC Agreement.

9.8 Duties of Treasurer.  The Treasurer shall be the chief financial officer of the Company 
and shall keep and maintain or cause to be kept and maintained adequate and correct books and re-
cords of accounts of the properties and business transactions of the Company.  The books of account 
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shall at all reasonable times be open to inspection by any Manager or Member.  The Treasurer shall 
deposit all monies and other valuables in the name and to the credit of the Company with such depos-
itories as may be designated by the Managers or the President.  The Treasurer shall disburse the funds 
of the Company as may be ordered by the Managers, shall render to the President, the Managers and 
the Members, whenever they request it, an account of all of the Treasurer’s transactions as chief finan-
cial officer and of the financial conditions of the Company and shall have other powers and perform 
such other duties as may be prescribed by the Managers or the President or this LLC Agreement.

9.9 Officer Compensation.  The salary or other compensation of officers shall be fixed from 
time to time by the Managers of the Company.  The Managers may delegate to any committee or 
officer the power to fix from time to time the salary or other compensation of subordinate officers and 
agents appointed in accordance with the provisions of this LLC Agreement.

10. Capital Contribution.  The Members have contributed to the Company the assets described 
on Exhibit A attached hereto.

11. Additional Contributions.  The Members are not required to make any additional capital con-
tributions to the Company.  To the extent the Managers determine that the Company has a need for 
additional capital to conduct its business and one or more Members agrees to provide all or a portion 
of that capital, then the Managers shall provide written notice to each Member and allow each Mem-
ber five (5) business days to provide written notice to the Managers if that Member wants to participate 
and in what amounts.  Failure to provide such written notice shall constitute a waiver of such right to 
participate in such round of additional capital contributions.

12. Allocation of Profits and Losses.  The Company’s profits and losses shall be allocated to the 
Members in accordance with the provisions of Exhibit B, attached hereto.

13. Indemnification.

13.1 No Member, Manager or officer of the Company shall be liable to the Company for any 
act or omission based upon errors of judgment or other fault in connection with the business or affairs 
of the Company if such Member’s, Manager’s or officer’s conduct shall not have constituted gross neg-
ligence or willful misconduct.

13.2 To the fullest extent permitted by law, the Members, Managers and officers of the Com-
pany shall be indemnified and held harmless by the Company from and against any and all losses, 
claims, damages, settlements and other amounts (collectively, “Losses”) arising from any and all claims 
(including attorneys’ fees and expenses, as such fees and expenses are incurred), demands, actions, 
suits or proceedings (civil, criminal, administrative or investigative), in which he may be involved, as a 
party or otherwise, by reason of the management of the affairs of the Company, whether or not he con-
tinued to be a Member, Manager or officer of the Company or involved in management of the affairs 
of the Company at the time any such liability or expense is paid or incurred; provided that a Member, 
Manager or officer of the Company shall not be entitled to the foregoing indemnification if a court of 
competent jurisdiction shall have determined that such Losses resulted primarily from the gross neg-
ligence or willful misconduct of such Member, Manager or officer.  The termination of a proceeding 
by judgment, order, settlement or conviction under a plea of nolo contendere, or its equivalent, shall 
not, of itself, create any presumption that such Losses resulted primarily from the gross negligence or 
willful misconduct of a Member, Manager or officer of the Company or that the conduct giving rise 

to such liability was not in the best interest of the Company.  The Company shall also indemnify each 
of the Members, Managers and officers of the Company if he is or was a party or is threatened to be 
made a party to any threatened, pending or completed action by or in the right of the Company to 
procure a judgment in its favor by reason of the fact that such Member, Manager or officer of the Com-
pany is or was an agent of the Company, against any Losses incurred by such Member, Manager or 
officer of the Company in connection with the defense or settlement of such action; provided that such 
Member, Manager or officer of the Company shall not be entitled to the foregoing indemnification if 
a court of competent jurisdiction shall have determined that any such Losses resulted from the gross 
negligence or willful misconduct of such Member, Manager or officer.  The Company may advance a 
Member, Manager or officer of the Company any expenses (including, without limitation, attorneys’ 
fees and expenses) incurred as a result of any demand, action, suit or proceeding referred to in this 
Section 13.2 provided that (i) the legal action relates to the performance of duties or services by such 
Member, Manager or officer of the Company on behalf of the Company; and (ii) such Member, Man-
ager or officer of the Company provides a written undertaking to repay to the Company the amounts 
of such advances in the event that such Member, Manager or officer of the Company is determined to 
be not entitled to indemnification hereunder.

13.3 The indemnification provided by this Section 13 shall not be deemed to be exclusive of 
any other rights to which a Member, Manager or officer of the Company may be entitled under any 
agreement, as a matter of law, in equity or otherwise, and shall inure to the benefit of the heirs, suc-
cessors and administrators of such Member, Manager or officer.

13.4 Any indemnification pursuant to this Section 13 will be payable only from the assets of 
the Company.

14. Transfer of Membership Units; Withdrawal; Admission of New Members.

14.1 Transfer of Membership Units.  No Class A or Class B Member may assign any or all of 
the Class A Membership Units or Class B Membership Units held by such Member to another person 
or entity without the written consent of all of the Class A Members; provided, however, that no such 
consent is required for a Member’s transfer to a “Permitted Transferee.” If the assignee is not already 
a Member, he will become a Member in the Company entitled to all the rights and benefits under this 
LLC Agreement only if all of the Class A Members consent to the assignment in writing or approve 
of the assignment by a vote taken at a meeting of the Class A Members, which consent or approval 
may be withheld in the absolute discretion of any of the Class A Members.  An assignee who is not a 
Member shall only be entitled to distributions to which the assignor would be entitled. For purposes 
of this Agreement, a “Permitted Transferee” means: (a) in the case of any Member or Permitted Trans-
feree who is a natural person, such Member, such Member’s spouse, lineal descendants (in each case, 
natural or adopted), siblings, parents, and any trust solely for the benefit of any of the foregoing (each 
a “Family Permitted Transferee”), (b) any corporation, limited liability company, partnership or other in-
vestment vehicle in which the direct and beneficial owners of all of the equity interest thereof consists 
solely of the Family Permitted Transferees; and (c) in the case of any Member or Permitted Transferee 
who is, in each case, a natural person, the heirs, executors, administrators or personal representatives 
upon the death of such Member or Permitted Transferee for purposes of the protection and manage-
ment of his or her assets or by operation of law.

14.2 Withdrawal.  A Member may not withdraw from the Company without the written con-
sent of the Class A Members.
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14.3 Admission of New Members.  A person may become a new Member of the Company 
upon (i) receiving the consent of all of the existing Class A Members to such admission and to the 
amount of the capital contribution to be made by such new Member, (ii) making the capital contribu-
tion to the Company and (iii) executing an addendum to this LLC Agreement that by its terms (I) binds 
such new Member to the terms and conditions set forth herein, (II) recites the capital contribution to 
be made by such new Member and (III) sets forth the membership units to be received by such new 
Member in exchange for the capital contribution.  At the time of admission of a new Member, the 
Members shall amend Exhibit A to reflect the percentage interests of all of the Members.  Such re-
vised Exhibit A shall be effective as of the date of admission of the new Member.

15. Dissolution.

15.1 Events Requiring Dissolution.  The Company shall be dissolved upon the occurrence of 
any of the following events:

(a) the written consent of a majority of the Class A Members; or

(b) an event specified under the TBOC as one causing dissolution.

15.2 Election to Carry on Business.  Upon the occurrence of an event described in Sec-
tion 15.1(b) hereof that would cause a dissolution of the Company by operation of law, the Class A 
Members may, within ninety (90) days of such event, elect to carry on the business of the Company by 
the affirmative vote of all of the Class A Members.

15.3 Distribution Upon Liquidation.  Upon dissolution of the Company, the affairs of the 
Company shall be wound up in accordance with this Section 15.3.  The fair market value of the assets 
of the Company (other than cash) shall be determined by the Class A Members.  Any profits or loss-
es from disposition (including unrealized profits and losses from property to be distributed in kind) 
shall be allocated (i) first, to the claims of all creditors of the Company, including Members who are 
creditors, (ii) next to the Class B Members in an amount necessary to fund the Redemption Payment 
in accordance with Section 6(c), and then among the Class A Members pro rata based on the Class A 
Membership Units each Class A Member holds.

16. Designation of Depository.

16.1 Authorized Persons.  Each Manager and the President hereby is authorized:

(a) To designate one or more banks or similar financial institutions as depositories of 
the funds of the Company;

(b) To open, maintain and close general and special accounts with any such deposi-
tories;

(c) To cause to be deposited, from time to time, in such accounts with any such 
depository, such funds of the Company as such officer deems necessary or advisable, and to 
designate or change the designation of the officer or officers or agent or agents of the Compa-
ny authorized to make such deposits and to endorse checks, drafts and other instruments for 
deposit;

(d) To designate, change or revoke the designation, from time to time, of the officer 
or officers or agent or agents of the Company authorized to sign or countersign checks, drafts 
or other orders for the payment of money issued in the name of the Company against any funds 
deposited in any of such accounts;

(e) To authorize the use of facsimile signatures for the signing or countersigning of 
checks, drafts or other orders for the payment of money, and to enter into such agreements as 
banks and similar financial institutions customarily require as a condition for permitting the use 
of facsimile signatures; and

(f) To make such general and special rules and regulations with respect to such ac-
counts as they may deem necessary or advisable and to complete, execute and certify any 
customary printed blank signature card forms in order to exercise conveniently the authority 
granted hereby.

17. Application of Texas Law.  This LLC Agreement, and the application or interpretation hereof, 
shall be governed exclusively by the laws of the State of Texas, and specifically the TLLCL.

18. No Action for Partition.  No Member shall have any right to maintain any action for partition 
with respect to the property of the Company.

19. Headings and Sections.  The headings in this LLC Agreement are inserted for convenience 
only and are in no way intended to describe, interpret, define, or limit the scope, extent or intent of 
this LLC Agreement or any provision hereof.  Unless the context requires otherwise, all references in 
this LLC Agreement to Sections shall be deemed to mean and refer to Sections of this LLC Agreement.

20.  Numbers and Gender.  Where the context so indicates, the masculine shall include feminine 
and neuter, and the neuter shall include the masculine and feminine, the singular shall include the 
plural and any reference to a “person” shall mean a natural person or a corporation, limited liability 
company, association, partnership, joint venture, estate, trust or any other entity.

21. Binding Effect.  Except as herein otherwise provided to the contrary, this LLC Agreement shall 
be binding upon and inure to the benefit of the Members, their spouses, distributees, heirs, legal rep-
resentatives, executors, administrators, successors and permitted assigns.

22. Amendment of Certificate of Formation and LLC Agreement.  Except as otherwise expressly 
set forth in this LLC Agreement, the Certificate of Formation and this LLC Agreement may be amend-
ed, supplemented or restated only by the vote of the holders of not less than a majority of the Class A 
Membership Units.  Upon obtaining the approval of any amendment to the Certificate of Formation, 
the Managers shall cause a Certificate of Amendment in accordance with the TBOC to be prepared, 
and such Certificate of Amendment shall be executed by not less than one (1) Manager and shall be 
filed in accordance with the TBOC.

IN WITNESS WHEREOF, the undersigned have executed this LLC Agreement effective as of the 
19th day of December 2015.

Draft Draft



52 53Developer-in-a-Box : Toolkit Developer-in-a-Box : Toolkit

CLASS A MEMBERS:

 

XXXXX

 

XXXXXX

Exhibit A

Class A Members
Name and Address

Capital Con-
tribution

Percent-
age

Interest

Class A 
Membership 

Units

$12,500.00 50% 1

$12,500.00 50% 1

Class B Members
Capital Con-

tribution

Percent-
age

Interest

Class B 
Membership 

Units

$50,000.00 16.67% 2

$50,000.00 16.67% 2

$50,000.00 16.67% 2

$75,000.00 25% 3

$25,000.00 8.33% 1

$25,000.00 8.33% 1

$25,000.00 8.33% 1

New Construction Pro Forma

Download the pro forma spreadsheet from developerinabox.org. Here are some snapshots of the 
sheet which you can manipulate with your own inputs and assumptions.
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Letter of Intent

June 9, 2014

RE: Letter of Intent

Property Address (the “Property”)

Dear Property Owner: 

My client (the “Purchaser”), an active owner and manager of a portfolio of properties in the sur-
rounding Property Address Town or Neighborhood, is pleased to submit the following offer to ac-
quire the Property.  The Purchaser proposes the following terms of purchase for the Property.

Property:Property Address
  
Property Purchase Price: The purchase price for the Property is Purchase Price written out($X,XXX-
,XXX) (the “Purchase Price) and shall be contingent on Due Diligence, Title, Financing and Approvals 
only:

Deposit: $XX,XXX cash will be deposited with escrow holder upon mutual execution of the Purchase 
and Sale Agreement.  The deposit will be increased to $XX,XXX and become non-refundable upon 
Purchaser’s waiver of all contingencies.  Interest on the escrow deposit shall accrue to the Purchaser.  
The difference between the escrow balance and the total purchase price including the deposit shall be 
paid in cash to the Seller at the close of escrow.Purchaser shall hold the right to terminate this agree-
ment for any or no reason during the Due Diligence or Approval Period and receive its refundable 
deposit back in full.
 
Documentation: Immediately upon receipt of acceptance of the terms and conditions of this letter 
of intent, Purchaser and Seller shall negotiate in good faith and execute a Purchase and Sale and Es-
crow Agreement as expeditiously as possible, incorporating the terms of this Letter of Intent and will 
contain other reasonable and customary conditions, covenants, representations, warranties, and other 
provisions.

Due Diligence Period: The Purchaser shall have a period of ninety (90) days from the later of full and 
mutual execution of the Purchase and Sale Agreement or delivery to Purchaser of all remaining due 
diligence materials in its possession including but not limited to engineering reports, environmental 
reports, real estate tax bills, insurance records, three years of operating expense history and other in-
formation requested by Purchaser to investigate the Property (“Due Diligence Period”).  To date, the 
Purchaser has conducted a detailed analysis of the investment opportunity.  Further, the Purchaser is 
intimately familiar with this market area and the political process involved in management and devel-
opment projects in Norwalk. Purchaser shall have the absolute right to terminate this Agreement for 
any or no reason in its sole and absolute discretion upon written notice to Seller on or prior to that date 
which is ninety (90) days after the mutual execution of the Purchase and Sale Agreement.

Approval Period: The Purchaser shall have a period of twelve (12) months from the mutual execution 
of the Purchase and Sale Agreement (the “Approval Period”) to obtain the Approvals.  However, if 
any Approvals are denied, not obtained during the Approval Period, or unreasonably conditioned or 
unsatisfactory to Purchaser, the Purchaser shall have the right, acting reasonably, if it believes that it 

can secure the Approvals (or simply requires extra time in order for the City, State or agency to act) to 
extend the Approval Period for an additional three (3) months or such other longer period as is rea-
sonably necessary to attempt to obtain the Approvals (subject to the running of all applicable appeal 
periods for which Purchaser shall have additional time) or to defend any appeals (the “Approval Exten-
sion Period”), at Purchaser’s election in which case the Approval Period shall be extended accordingly.  
Anything in this Agreement to the contrary notwithstanding, Purchaser shall be entitled to such addi-
tional extensions of time as are reasonably necessary to prosecute the appeal of the denial of, and/or 
defend the appeal of the grant of, any  Approvals.  

Should Purchaser not receive all necessary Approvals (including the running of all applicable appeal 
periods without an appeal being filed or any such appeal being finally resolved in Purchaser’s favor) or 
should the Approvals be unreasonably conditioned or unsatisfactory to Purchaser for any reason on or 
before the expiration of the Approval Period as the same may be extended through the Approval Ex-
tension Period or should Purchaser determine that the Approvals cannot be obtained, Purchaser may 
terminate this Agreement by notice to Seller, and in such event, all obligations of the parties hereto 
shall cease and be of no further effect, except for those obligations that survive a termination of this 
Agreement. 

Close of Escrow: Thirty (30) business days from the completion of the Approval Period.

Broker:  Purchaser and Seller each represent and warrant that each has not had any dealings with 
any realtors, brokers, or agents in connection with this possible transaction other than Agent/Broker 
Name.  Seller shall pay the broker per separate agreement.  Both parties will indemnify each other 
from any other claims for brokerage commission whit respect to this transaction.  

Confidentiality: Subject to applicable legal and regulatory requirements, each party hereto agrees 
to maintain the confidentiality of the existence and contents of this letter of intent, the identity of the 
parties hereto, the status of negotiations between the parties hereto and the matters disclosed to each 
other in connection herewith. No party hereto will reveal such matters to any other person except (i)  
with the written consent of the other party hereto or (ii) to its affiliates, partners, advisors, counsel and 
other representatives (its “Representatives”), provided each such Representative shall be informed 
by the relevant party of the confidential nature of the contents of this letter of intent, and such par-
ty shall be responsible for causing such Representative to comply with the foregoing confidentiality  
undertaking. The parties further agree that no advertisement or other publicity concerning the pro-
posed transaction will be made or disseminated by either party either before or after any closing with-
out the approval of the other party hereto.  

Exclusivity: Inconsideration for the effort and expense that will be required to negotiate and final-
ize a definitive agreement between the parties, you agree that, for a period of 60 days following 
your acceptance hereof, neither you nor any of your affiliates will, directly or indirectly, engage in 
any discussions or negotiations with any person with respect to any transaction that would impair or  
prevent, or be competitive with, the transactions contemplated by this letter of intent, so long as 
we proceed in good faith with efforts to negotiate and finalize a definitive agreement to replace 
this letter of intent. Such 60-day period shall be automatically extended unless and until you shall 
give written notice to us declaring that you are not interested in proceeding with the transaction  
contemplated hereby. 
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Offer and Acceptance Contract

FOR LAND AND BUILDINGS

Date: December 31, 2014

1. BUYER: <your name> offers to buy, 
subject to the terms set forth herein, the 
following property.

2. PROPERTY DESCRIPTION AND 
ADDRESS: The approximate address of the 
property is <address>. The list of parcel numbers 
is <parcel numbers>, totaling approximately 
<acreage>.

3. SELLER: <seller’s name>, the owner(s) of 
the above property, agrees to sell the property to 
Buyer subject to the terms set forth herein.

4. PURCHASE PRICE: The Buyer will 
pay <purchase price> for the property at 
Buyer’s closing. The earnest payment shall 
be $1,000 with the balance paid at closing in 
any combination of cash or financing. Unless 
otherwise specified, all loan costs and prepaid 
items shall be paid by Buyer. If said loan is not 
available or not closed, Buyer agrees to pay 
for loan costs incurred, including appraisal and 
credit report, unless failure to close is caused by 
Seller.

5. EARNEST MONEY: Buyer shall deposit 
$1,000 with <title company> within three 
business days of acceptance of this Contract as 
earnest money, which shall apply on purchase 
price. If title requirements are not satisfied, 
the full amount of the Earnest Money shall be 
promptly refunded to Buyer. If Buyer fails to fulfill 
Buyer’s obligations, the earnest money shall be 
retained by the Seller as liquidated damages; 
which fact shall not preclude Seller from asserting 
other legal or equitable rights which they may 
have because of such breach.

The earnest deposit shall be fully refundable up 
to 90 days after the date of this contract being 
signed, on or about <90 days after the date at 
the top> and non-refundable thereafter.

6. CONVEYANCE: Conveyance shall be 

made to Buyer, or as directed by Buyer, by 
general warranty deed, except it shall be subject 
to recorded restrictions and easements, if any, 
which do not materially affect the value of the 
property. Unless expressly reserved herein, such 
conveyance shall include mineral rights owned 
by seller.

7. TITLE INSURANCE: Seller shall furnish 
a policy of title insurance in the amount of the 
purchase price. A combo title policy is to be 
issued if Buyer is obtaining a new loan. Cost 
of title insurance is to be split equally between 
the Buyer and Seller unless otherwise specified 
herein.

8. PRORATIONS: Seller shall pay taxes and 
special assessments due on or before Buyer’s 
closing. Taxes and special assessments shall be 
prorated as of Buyer’s closing unless otherwise 
specified herein.

9. CLOSING: The closing date shall be 45 
days after Buyer’s escrow deposit becomes non-
refundable, estimated to be on or about <45 
days after the non-refundable date>. Extension 
of this Contract must be in writing, signed by 
both Buyer and Seller, except that the Contract 
may be extended up to 30 days upon a non-
refundable deposit of $1,000 to escrow to be 
applied toward the specified purchase price. The 
closing date may be further extended by 30 days 
upon a non-refundable deposit of $1,000 to be 
applied in addition to the purchase price.

Buyer and Seller agree that time is of the essence 
in this contract.

10. CLOSING COSTS: The parties agree that 
all of the costs of closing, document preparation, 
revenue stamps, and recording fees shall be split 
equally between the Buyer and the Seller. Each 
of the parties shall bear their own attorney and 
professional fees incurred in connection with this 
Contract.

Notwithstanding anything in this letter of intent to the contrary, the parties hereby agree that this letter 
constitutes a mere expression of interest, does not represent a binding offer and does not create any 
rights or obligations whatsoever, except with respect to the paragraphs hereof headed “Confiden-
tiality” and “Exclusivity,” which shall be binding upon your acceptance hereof unless the deal is not 
closed/committed within the prescribed time limits.  Subject only to the foregoing exception, unless 
and until this letter of intent shall be replaced with a definitive agreement executed by both parties, 
neither party will have any rights or obligations whatsoever with respect to the proposed transactions 
contemplated hereby, and either party may at any time elect at its discretion to terminate negotiations 
without any liability to the other party.

We appreciate the opportunity to work with you on this transaction and look forward to con-
summating a mutually beneficial relationship. 

Sincerely,

(Electronic Signature)

Purchaser Name

 ACCEPTED AND AGREED:

 

By:

Name:

Title:

Date:
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11. POSSESSION: Possession shall be 
delivered to Buyer upon Buyer’s closing date.

12. FIXTURES AND ATTACHED EQUIPMENT: 
Unless specifically excluded herein, all fixtures 
and attached equipment, if any, are included in 
the purchase price. Such fixtures and attached 
equipment shall include, but not be limited to, 
the following: window air conditioners, carpeting, 
indoor and outdoor light fixtures, window and 
door coverings, gas or electric grills, awnings, 
mail boxes, garage door openers and remote 
units, water softeners, propane and butane tanks, 
antennas, and any other items bolted, nailed, 
screwed, buried, or otherwise attached to the 
real property in a permanent manner.

13. TERMITE CONTROL REQUIREMENTS: 
None.

14. INSPECTIONS AND REPAIRS: Buyer 
certifies that Buyer has inspected the property 
and is not relying upon any warranties, 
representations, or statements of Seller as to age 
or condition of improvements.

15. RISK OF LOSS: The risk of loss or damage 
to the property by fire or other casualty occurring 
up to the time of Buyer’s closing is assumed by 
the Seller.

16. REAL ESTATE COMMISSIONS: Both of 
the parties warrant and represent that neither 
has entered into any contract with a real estate 
agent or broker and neither owes real estate 
commissions with regard to this transaction.

17. MATERIAL CHANGE: Prior to the Closing 
Date, Seller agrees to prevent any material 

adverse change in the title or condition of the 
Property.

18. BUYER’S WORK PRODUCT: As 
consideration for entering into the Purchase 
Agreement, if the agreement is cancelled prior 
to the Closing Date, all of Buyer’s work product 
pertaining to the subject property shall be turned 
over to Seller. Buyer’s work product includes 
but is not limited to surveys, due diligence 
reports, title reports, preliminary site plans, and a 
development pro forma.

19. BUYER’S CONDITIONS OF PURCHASE: 
In addition to the conditions already set forth, 
Buyer shall have the option of cancelling this 
contract prior to Closing if any of the following 
conditions are not met:

A. Clean Title: The property shall have a 
clean title.

B. Satisfactory Due Diligence: Due diligence, 
as described in the attached due diligence 
checklist, shall be satisfactory.

C. Entitlements: The property shall have 
all necessary entitlements, including but not 
limited to right-of-way vacations. Seller agrees 
to cooperate with Buyer to attain necessary 
entitlements.

D. Property and Construction Financing: 
Buyer is able to secure a combination of cash 
and new loans in order to purchase and construct 
Buyer’s project.

20. TRANSFERABILITY: This agreement may 
be transferred to any entity in which Buyer is a 
Principal.

THIS IS A LEGALLY BINDING CONTRACT WHEN SIGNED BY BOTH BUYER AND SELLER, IF NOT 
UNDERSTOOD, SEEK LEGAL ADVICE.

________________________________________ 

Buyer     Date   

________________________________________ 

Seller     Date

Letter of Agreement to Guarantee Construction Loan

<your name>
<date>
<name>

Dear <name>,

Re: construction loan guarantee for Southside Cottages.
This nonbinding letter of agreement outlines a framework for a loan guarantee provided by <name> 
(Guarantor) for <project name> (the Project). <your name> is the Manager of the Project.

SUMMARY
Guarantor will receive a tax-sheltered fee to guarantee the construction financing to construct the 
first phase of the Project.

DETAILS
1. Fee Basis

1.1. Guarantor’s fee will be set at 2% of 
the Project’s construction loan.

1.2. Construction loan is estimated at 
<estimated construction debt>.

1.3. Fee is estimated at <2% of 
construction debt>. This number will be 
adjusted up or down according to the final 
loan value when construction is completed.

2. Distributions
2.1. Guarantor’s fee will be distributed 
over the first two years after construction.

2.2. Guarantor’s fee is first in the annual 
distribution order.

3. Depreciation Allocation

3.1. The entire fee will be sheltered 
from tax liability by the depreciation of the 
Project.

4. Financial Disclosure
4.1. Guarantor’s financial information 
will be exchanged directly with prospective 
lending institutions, who shall sign non-
disclosure agreements.

4.2. No other parties, including 
Managing Principal, will have access to 
Guarantor’s financial information.

5. Transferability
5.1. This agreement shall be 
transferable to an LLC set up to capitalize and 
manage the project in which Matthew Petty is 
a Principal.

ATTACHMENTS
• Project Packet

This letter is being executed by Guarantor and the Project’s Manager. Parties understand this 
nonbinding letter will be used to secure a construction loan.

_________________________Date____________<your name>

_________________________Date____________
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Letter of Agreement: Commercial Tenant

<your name>
<date>
<name>
<address>
<phone>

Dear <name>,

Re: tenancy in commercial space.
This letter of agreement outlines a framework for producing a lease agreement between <tenant> 
(Lessee) and <your name> (Lessor).  This letter does not bind either party to execute a Lease 
Agreement.

SUMMARY
Lessor is making plans to 
construct commercial space in 
Fayetteville, Arkansas. Lessee is 
a potential tenant for this space 
and agrees to work with Lessor 
to coordinate the design of the 
space to be conducive to the 
operation of a <description> 
and to co-produce a Lease 
Agreement if Lessor commits to 
constructing a suitable space.

DETAILS
1. Non-disclosure

1.1. Lessor and Lessee 
agree the contents of their 
conversations shall be 
confidential.

2. Rental Rate
2.1. Lessee and Lessor 
agree that the target rental 
rate is between $8 and $15 
per square foot per year.

3. Tenant Improvements
3.1. Lessor and Lessee 
agree that the Rental Rate 
will reflect which party is 
responsible for Tenant 

Improvements.

3.2. Lessee agrees 
that if Lessor is responsible 
for Tenant Improvements, 
a long-term lease may be 
required to amortize the 
cost of the improvements 
over a fixed period and/
or if the Lease Agreement 
is cancelled Lessor may 
retain ownership of the 
Improvements.

4. Length of Lease
4.1. Lessor agrees to 
consider a long-term lease 
(3, 5, or even 10 years) 
with options to renew 
so that Lessee may have 
predictability.

5. Percentage Rent
5.1. Lessor and 
Lessee agree that nearby 
development has the 
potential to increase 
revenue beyond first year 
projections.

5.2. Lessor agrees to 
consider setting a Base Rate 

lower than the Rental Rate, 
subject to Lessee agreeing 
to pay Lessor a percentage 
of their gross revenue. The 
percentage of gross revenue 
paid shall be informed by 
Lessee’s business plan and 
the underwriting guidelines 
for the type of business 
being considered.

6. Automatic Rate 
Increases

6.1. Lessor agrees to 
limit Rental or Base Rate 
increases to automatic 
annual increases, negotiated 
with Lessee prior to 
execution of a Lease 
Agreement.

7. Transferability
7.1. This Agreement 
shall be transferable to any 
entity in which Lessee or 
Lessor is a Principal.

8. Escape Conditions
8.1. This Letter does not bind 
either party to execute a Lease 
Agreement.

_________________________Date____________<your name> 

_________________________Date____________<Lessor>

Letter of Agreement: Earnest Money

<your name>
<date>
<name>

Dear <name>,

Re: earnest money for the purchase of real estate.
This letter of agreement is a contract for a loan for earnest money provided by <name> (Lender) 
to <your name> (Borrower). This letter shall be transferable to any company in which Borrower is a 
Principal.

SUMMARY
Lender agrees to lend <earnest deposit amount> to Borrower at a rate of <home equity interest 
rate>. Lender will place the money directly in an escrow account associated with the attached Offer 
and Acceptance Letter.

DETAILS
1. Lender’s Fee

1.1. Lender receives a fee equal to 10% of the principal if the project is financed.

1.2. Lender receives an interest payment equal to <Lender’s home equity loan rate> over 
the duration of the loan.

2. Borrower’s Responsibilities
2.1. Borrower must inform Lender weekly beginning 30 days prior to the deposit becoming 
non-refundable of his intention to withdraw the deposit.

2.2. Borrower must replace or withdraw the deposit prior to the deposit becoming non-
refundable.

_________________________Date____________<your name> 

_________________________Date____________<name>

Draft Draft



62 63Developer-in-a-Box : Toolkit Developer-in-a-Box : Toolkit

Letter of Agreement: Property Purchase

< your name>
November 25, 2014
<name>

Dear Mr. <name>,

Re: offer to purchase real estate property.
This nonbinding letter of agreement outlines a framework for a real estate transfer from 
<name>(Seller) to <your name> (Buyer). The approximate address of the properties is <address>. 
The list of parcel numbers to be transferred is <parcel numbers>, totaling approximately <acreage>, 
for a total price of <offer price>.

SUMMARY
Seller agrees to sell property for a total price of <offer price>. Buyer will deposit $1,000 into an 
escrow account as earnest money toward the purchase price. If accepted, this letter will be used to 
develop an agreement using the Arkansas Board of Realtors standard contract.

DETAILS
1. Due Diligence Period

1.1. Buyer’s deposit shall become non-refundable 90 days after the date of deposit.

2. <consider deleting this section> Buyer’s Work Product
2.1. As consideration for entering into the purchase agreement, if the agreement is 
cancelled within 90 days, all of Buyer’s work product pertaining to the subject property shall be 
turned over to Seller.

2.2. Work product prepared by the Buyer includes surveys, phase one diligence reports, 
title insurance reports, preliminary site plans, and a preliminary pro forma.

3. Closing Date
3.1. The sale shall close within 45 days of the date Buyer’s deposit becoming non-
refundable unless the closing date is extended at Buyer’s option.

4. Extensions
4.1. The closing date may be extended for 45 days by a non-refundable deposit of $1,000 
to be applied to the purchase price.

4.2. The closing date may be further extended by 45 days by a non-refundable deposit of 
$1,000 in addition to the purchase price.

5. Conditions of Purchase
5.1. The property shall have a clean title.

5.2. Due diligence, as described in the attached due diligence checklist, shall be 
satisfactory.

5.3. The property shall have all necessary entitlements, including but not limited to right-of-
way vacations. Seller agrees to cooperate with Buyer to attain necessary entitlements.

5.4. Buyer is able to secure financing for the project.

6. Transferability
6.1. This agreement may be transferred to an entity in which Buyer is a Principal.

7. Division of Fees
7.1. Buyer and Seller agree to pay equal shares of Title, Recording, and other Closing Fees.

7.2. Any brokerage commissions shall be paid in full by Buyer.

ATTACHMENTS
• Due diligence checklist.

• Due diligence timeline.

This letter is being executed by Buyer and Seller. Parties understand this nonbinding letter will be 
used to develop a purchase agreement using the Arkansas Board of Realtors standard contract.

_________________________Date____________<your name>

_________________________Date____________<name>Draft Draft
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Example Scenario: 1-3 Unit Fixer Upper

SIDE-BY-SIDE DUPLEX

This is a short (<200 word) description of the 
project. It should include information on why 
the project works, why people love it, and 
what are the design elements that make it 
adaptable and repeatable. Any information on 
what a building like this would cost to build 
and maintain would be super. As you can see, 
there isn’t a ton of room so we can probably fit 
a max of 3 images total without things getting 
overwhelming. 

Alis nosaestrum ea volorep erature pratus 
andis ab ium conet ventios apedis quam, etum 
quid que pe voluptus, qui sim fugia derroribus 
aliquat iatur, as aut rempore ctiatibus aute core 

voluptaquiae vellis elit eum quae enimolum facestis dus re nonet aut latiberrore nis utempor aciis 
eos magni dic tempore hendae sum re, nihit autae ium quia nihil modicim poratiuribus aut vollabore 
adi as dolorae porenditam fugiae exped et a ilique impersped. Ta aceris aditatur ma consequam 
eostrum que volo et aut inveliquid minis ditam quod milisqui alite mos dent aborepudicid exceratur 
rat laut aut evellabor aspernam quam.

architect.logo
vector file please & thx

PLEASE DESCRIBE YOUR FIRM IN UNDER 200 CHARACTERS AND LET ME 
KNOW TO WHOM I SHOULD CREDIT YOUR IMAGES.

CAPTION WHERE WE CAN HIGHLIGHT SOME OF THOSE THOUGHTFUL DESIGN 
DETAILS ALLUDED TO IN THE DESCRIPTION.

In 1.1.4, we introduced several 
development pathways that are 
approachable for a first-time 
developer.

Here are some example 
buildings and plans that 
correspond with those scenarios.

(Looking for architect contributions for all six 
scenarios: buy 1-4 unit, build new 4 unit, backyard 
cottage, seasonal kiosk, one story commercial, 1-3 
unit fixer upper. Submissions would fit into the 
following template.)
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The Small Developers' Drawing Toolkit

If you’ve ever found yourself staring in wonder at the beautiful renderings of architects and urban 
designers and wished you could do the same, this kit will save you some headaches. People who 
draw and draft professionally use a particular tool set that you may have never seen before. Of 
course the tools only take you so far - the rest is talent, practice, and technique - but this kit will get 
you started on the right foot if you want to start creating your own site plans. You can do it!

TRACING PAPER & REMOVABLE TAPE

Save yourself a headache and do all of your drawing on tracing 
paper. “Trace” and “fake tape” are an essential part of the 
toolkit. Not only do they allow you to trace over printed images 
of a building, lot, or street, but you can easily layer your own 
drawings. On one sheet of trace, you may do all your process 
lines in red - the rough sketch. Fake tape another sheet on top 
to trace out a clean draft with black pen. Drawings on trace 
scan well and lend themselves to beautiful coloring. Tracing 
paper comes in rolls or sheets and can be purchased along with 
removable tape at most art or office retailers.

SCALES

These triangular tools look like a ruler upon first glance until you 
study the measurements. Their job is to scale down a real life 
building, lot, block, or city to the size of your paper. Each of the 
six measures on a scale represents a different scale per inch/
cm. Whenever you draw, pick a scale that fits your paper. For 
example, one inch on your scale may be the equivalent of thirty 
feet on the ground. You can imagine how this would save an 
enormous amount of calculation and misery.

You can find scales labeled for architects and engineers in metric 
or imperial units. An architects’ scale is a good pick for small 
developers. They are available at most office supply stores, or 
can be purchased from Staedtler online.

RULERS, PENCILS & PENS

Parallel Gliding Ruler - This is a ruler on an axle which helps one 
draw perfectly parallel lines - a huge time saver. You may have 
to look online to find one. They range in price from the high-end 
Alvin & Co. (>$50) to a more consumer grade Staedtler (<$25).

Erasable Color Pencil - Using a color like red or blue for your 
process lines makes them distinguishable from a black final 
outline. Prismacolor makes an ideal line of pencils called Col-
Erase, available at most art stores.

Black Felt Tip Pen -  For tracing out clean outlines. You’ll want a few different tip sizes and a pen 
that doesn’t smudge easily. We recommend the classic Papermate Flair and a couple of fine tipped 
Sharpies.

Small, maneuverable rulers - Any small, clear rulers from a standard geometry kit come in handy to 
get into funny corners and angles with your drawings. You won’t want to gum up your nice scalers or 
glider with ink, so use these little guys for the messy stuff whenever possible.

COLOR

Colored Pencils - A nice set of colored pencils (ie. found from the adult section of an art store) help 
add texture and color to your drawings. The difference between an inexpensive kit and a pricier one 
usually amounts to the level of pigmentation and how smooth they draw. Test a few out to see what 
you like. Prismacolor and Faber Castell are widely 
available and offer great pencils. 

Alcohol-based Markers - The alcohol-based ink is 
key here. It dries fast and allows you to blend colors 
and create appealing layered effects. Flip your tracing 
paper over and color with markers on the back of the 
sheet so they don’t get gummed up with your pencil 
wax or black pen. A double-tipped set of markers (fine 
end and blunt end) will come in handy. Prismacolor, 
Copic, Pro Art, and Shinhan all sell markers ideal for 
this work. Warning: they are expensive, so you may be 
further ahead buying individually the basic colors that 
you need.
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Checklist: Building and Unit Design Essentials

QUESTIONS TO BE CROWDSOURCED FROM ARCHITECTS:

MATERIALS:
• What are the things you should never skimp 

on?
• What are some things that you should buy 

cheap?
• Are wood windows a fantasy or can those 

pencil into a project without blowing the 
budget?

• What kind of flooring do you recommend for 
rental buildings?

• Vinyl siding: yes or no?
• Are there materials/furnishings that 

repurpose/recycle well that you could find 
inexpensively second-hand?

• Where do you buy all this stuff anyway 
- is Home Depot for schmucks who buy 
things full price? Is there a second market 
at wholesale prices only available to 
professional builders and designers?

GENERAL ATTRACTIVENESS:
• What are some simple ways to add curb 

appeal?
• What are the basic elements of a nice, 

simple facade that people still manage to 
screw up?

• Where is it most important to feel spacious: 
bedroom, kitchen, living room, yard/balcony, 
none? Etc.

• Are there any design techniques to make a 
new place feel a little more homey, less cold 
and flavorless?

• Is it true that all your walls should be neutral 
colors like white, beige, or grey? 

• What’s the best solution for on site parking 
that’s convenient for the renter but not 
unnecessarily ugly.

• Is it ever a good idea to build something 
trendy rather than timeless?

MAINTENANCE:
• What are some ways to make your building 

“green” without the gizmo green gadgetry? 
Especially interested in passive climate 
control techniques.

• What are rookie developers going to be 
tempted to do but they really shouldn’t do?

• In a building reno, what are the most 
common problems that could sink your 
project budget?

• How much should one set aside for annual 
maintenance and improvements on a new 
building, well designed?

BUILDING CODE:
• How do you avoid an elevator?
• How do you avoid sprinklers or “fire 

hazards”?
• How do you pass accessibility requirements 

on the main floor?
• Any other rules that are going to surprise 

attack you?

Glossary of Real Estate Terms

Those definitions labeled “I” come 
from Investopedia.com, while those 
with an “R” are from Glossary of 
Commercial Real Estate Terms from 
the Realtors Commercial Alliance. 

Absorption - The amount of 
inventory or units of a specific 
commercial property type that 
become occupied during a 
specified time period (usually a 
year) in a given market, typically 
reported as the absorption rate.R

Amortization - The repayment 
of loan principal through equal 
payments over a designated period 
of time consisting of both principal 
and interest.R

Annual debt service (ADS) 
- The total amount of principal 
and interest to be paid each year 
to satisfy the obligations of a 
loan contract. Annual percentage 
rate (APR) The true annual 
interest rate payable for a loan 
in one year taking account of all 
charges made to the borrower, 
including compound interest, 
discount points, commitment fees, 
mortgage insurance premiums. It 
also takes into account the time 
at which the principal is repaid 
(especially when payments of 
principal are made in installments 
throughout the year, but interest 
is charged at the beginning of the 
year), but not the actual expenses 
incurred by the lender in making 
the loan and recharged to the 
borrower. (Encyclopedia of Real 
Estate Terms 2nd Edition, Damien 
Abbott)R

Appraisal - A valuation of 
property (i.e.. real estate, a 
business, an antique) by the 
estimate of an authorized person. 
In order to be a valid appraisal, 
the authorized person will have 

a designation from a regulatory 
body governing the jurisdiction the 
appraiser operates within.I

Assessed value - The value of 
real property established by the tax 
assessor for the purpose of levying 
real estate taxes.R 

Buyer’s Market - A situation in 
which supply exceeds demand, 
giving purchasers an advantage 
over sellers in price negotiations. 
Buyer’s Market is commonly used 
to describe real estate markets, 
but it applies to any type of market 
where there is more product 
available than there are people 
who want to buy it. The opposite 
of a buyer’s market is a seller’s: 
market a situation in which demand 
exceeds supply and owners have 
an advantage over buyers in price 
negotiations.I

Capitalization rate - A 
percentage that relates the value 
of an income-producing property 
to its future income, expressed as 
net operating income divided by 
purchase price. Also referred to as 
cap rate.R 

Cash flow - The net cash received 
in any period, taking into account 
net operating income, debt service, 
capital expenses, loan proceeds, 
sale revenues, and any other 
sources and uses of cash.R

Cash flow after tax/es (CFAT) 
- For properties, it is the result of 
first calculating the net operating 
income, less mortgage and 
construction loan interest, less 
cost recovery for improvements 
and personal property, less 
amortization of loan points and 
leasing commissions to arrive 
at real estate taxable income. 
Next, real estate taxable income 
is multiplied by the applicable 

marginal tax rate to result in the 
tax liability (savings). Then, from 
the net operating income, annual 
debt service is subtracted to equal 
the cash flow before taxes (CFBT). 
Finally, the cash flow after taxes 
(CFAT) is calculated from the CFBT, 
less the tax liability (savings), plus 
investment tax credit. The Cash 
Flow Analysis Worksheet can be 
used to calculate a property’s gross 
operating income, net operating 
income, real estate taxable income 
and tax liability or (savings), CFBT, 
and CFAT.

Cash flow before tax/es 
(CFBT) - For properties, it is the 
result of calculating the effective 
rental income, plus other income 
not affected by vacancy, less total 
operating expenses, less annual 
debt service, funded reserves, 
leasing commissions, and capital 
additions. The Annual Property 
Operating Data form can be used 
to calculate a property’s effective 
rental income, gross operating 
income, total operating expenses, 
net operating income, and cash 
flow before taxes.R

Clear Title - Also known as “clean 
title,” “just title,” “good title” and 
“free and clear title.” A clear title 
is a title without any kind of lien or 
levy from creditors or other parties 
and poses no question as to legal 
ownership. For example, an owner 
of a car with a clear title is the sole 
undisputed owner, and no other 
party can make any kind of legal 
claim to its ownership.I

Closing Costs - The expenses, 
over and above the price of the 
property that buyers and sellers 
normally incur to complete a real 
estate transaction. Costs incurred 
include loan origination fees, 
discount points, appraisal fees, title 
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searches, title insurance, surveys, 
taxes, deed-recording fees and 
credit report charges. Also known 
as “settlement costs.”I 

Common area - For lease 
purposes, the areas of a building 
(and its site) that are available for 
the non-exclusive use of all its 
tenants, such as lobbies, corridors, 
and parking lots.  (Real Estate 
Information Standards)R

Condominium - A large 
property complex that is divided 
into individual units and sold. 
Ownership usually includes a 
non-exclusive interest in certain 
“common properties” controlled 
by the condominium management.I

Contingency - A contingency is 
a provision in a real estate contract 
that specifies the contract would 
cease to exist upon the occurrence 
of a certain event. Example: “This 
contract is contingent upon Buyer 
successfully obtaining a mortgage 
loan at an interest rate of 6% or 
lower.” Should rates rise quickly, 
and this rate not be available, the 
contract would end.I 

Debt Service - The cash that 
is required for a particular time 
period to cover the repayment of 
interest and principal on a debt. 
Debt service is often calculated 
on a yearly basis. Debt service for 
an individual often includes such 
financial obligations as a mortgage 
and student loans. Companies 
may have outstanding loans or 
outstanding interest on bonds or 
the principal of maturing bonds 
that count towards the company’s 
debt service. An individual or 
company that is not able to make 
payments to service the debt can 
be said to be “unable to service 
(his/her/its) debt.”I

Debt-coverage ratio (DCR) - 
Ratio of net operating income to 
annual debt service. Expressed as 
net operating income divided by 

annual debt service.R

Depreciation - The loss of utility 
and value of a property.R 

Differential cash flow - The 
difference that results when the 
cash flows from one alternative 
are subtracted from the cash flows 
from another alternative.R

Discounted effective rent - The 
cash flows over the term of the 
lease, discounted to the present 
value.R  

Due diligence - The process 
of examining a property, related 
documents, and procedures 
conducted by or for the potential 
lender or purchaser to reduce risk.  
Applying a consistent standard 
of inspection and investigation 
one can determine if the actual 
conditions do or do not reflect the 
information as represented.R   

Earnest Money - A deposit 
made to a seller showing the 
buyer’s good faith in a transaction. 
Often used in real estate 
transactions, earnest money allows 
the buyer additional time when 
seeking financing. Earnest money 
is typically held jointly by the seller 
and buyer in a trust or escrow 
account.

Easement - The right of one party 
to use the property of another 
party. A fee is paid to the owner 
of the property in return for the 
right of easement. Easements are 
often purchased by public utility 
companies for the right to erect 
telephone poles or run pipes either 
above or beneath private property.I

Fixed expenses - Costs that 
do not change with a building’s 
occupancy rate.  They include 
property taxes, insurance, 
and some forms of building 
maintenance.R

Fully amortized mortgage 
loan - A method of loan 

amortization in which equal 
periodic payments completely 
repay the loan.R

Gross operating income - The 
total income generated by the 
operations of a property before 
payment of operating expenses.  It 
is calculated from potential rental 
income, plus other income affected 
by vacancy, less vacancy and 
credit losses, plus other income 
not affected by vacancy.  The 
Annual Property Operating Data 
form or the Cash Flow Analysis 
Worksheet can be used to calculate 
a property’s gross operating 
income.R

Income capitalization 
approach - A method to estimate 
the value of an income-producing 
property by converting net 
operating income into a value.  
The cap rate is divided into the 
net operating income to obtain 
the estimated value.  Value = net 
operating income ÷ capitalization 
rate.R

Internal rate of return (IRR) 
- The percentage rate earned 
on each dollar that remains in an 
investment each year.  The IRR of 
an investment is the discount rate 
at which the sum of the present 
value of future cash flows equals 
the initial capital investment.R

Internal rate of return 
method - A comparison method 
that calculates the internal rate 
of return of the differential cash 
flow between any two investment 
alternatives, then compares that 
rate with the user’s opportunity 
cost.   Also see internal rate of 
return.R

Lease - A contract that creates the 
relationship of landlord and tenant.  
A contractually binding agreement 
that grants a right to exclusive 
possession or use of property, 
usually in return for a periodic 
payment called rent.  (Encyclopedia 

of Real Estate Terms 2nd Edition, 
Damien Abbott)R

Leased fee interest - The 
value (to the owner) of the rental 
payments plus the value of the 
property at the end of the lease 
term (reversionary interest).R

Lessee - The person renting or 
leasing the property.  Also known 
as tenant.R

Lessor - The person who rents or 
leases a property to another.   Also 
known as landlord.R

Loan point - A charge prepaid by 
the borrower upon the origination 
of a loan.  One point equals one 
percent of the loan amount.R

Loan-to-value ratio (L/V) - The 
amount of money borrowed in 
relation to the total market value of 
a property. Expressed as the loan 
amount divided by the property 
value.R

Market analysis - The process 
of examining market supply and 
demand conditions, demographic 
characteristics, and opportunities; 
identifying alternative locations/
sites that meet specific objectives 
or satisfy various criteria; and 
assessing the financial feasibility of 
those locations/sites to facilitate 
decision making regarding the 
commercial potential or suitability 
of various locations/sites to support 
a given activity or use.R

Mineral Rights - A landowner’s 
right to receive a portion of the 
profits of any minerals that are 
extracted from the land. Mineral 
rights apply to all types of 
resources, such as oil and gas, ores 
and metals or other raw materials. 
The term mineral rights describes 
the numerous beneficial ways the 
owner can profit from the resources 
in the ground.I

Mortgage - A debt instrument, 
secured by the collateral of 

specified real estate property, that 
the borrower is obliged to pay 
back with a predetermined set of 
payments. Mortgages are used 
by individuals and businesses to 
make large real estate purchases 
without paying the entire value 
of the purchase up front. Over a 
period of many years, the borrower 
repays the loan, plus interest, 
until he/she eventually owns the 
property free and clear. Mortgages 
are also known as “liens against 
property” or “claims on property.” 
If the borrower stops paying the 
mortgage, the bank can foreclose.I

Multiple Listing Service (MLS) 
- A service provided by a group 
of real estate brokers. They band 
together to create a Multiple 
Listing Service that allows each of 
them to list each other’s houses. 
Under this arrangement, the listing 
broker and the selling broker split 
the commission for each sale.I 

Net operating income (NOI) 
- The potential rental income plus 
other income, less vacancy, credit 
losses, and operating expenses. 
Net present value (NPV) The sum 
of all future cash flows discounted 
to present value and netted against 
the initial investment. Neutral 
leverage An investment situation in 
which the cost of borrowed funds is 
exactly equal to the yield provided 
by the investment.R

Operating expenses - Cash 
outlays necessary to operate and 
maintain a property.  Examples of 
operating expenses include real 
estate taxes, property insurance, 
property management and 
maintenance expenses, utilities, 
and legal or accounting expenses. 
Operating expenses do not include 
capital expenditures, debt service, 
or cost recovery.R

Potential rental income - The 
total amount of rental income 
for a property if it were 100 

percent occupied and rented at 
competitive market rates.R

Present value (PV) - The sum of 
all future benefits or costs accruing 
to the owner of an asset when such 
benefits or costs are discounted 
to the present by an appropriate 
discount rate.R

Present value method - A 
comparison technique that 
compares the present values of 
the cash flows for any two real 
estate alternatives.  The best user 
alternative is based on the lower 
present value amount. It is not the 
same as net present value.R

Property type - The classification 
of commercial real estate based 
on its primary use.  The four 
primary property types are:  retail, 
industrial, office, and multi-family 
residential.R

Rate Of Return - The gain or loss 
on an investment over a specified 
period, expressed as a percentage 
increase over the initial investment 
cost. Gains on investments are 
considered to be any income 
received from the security plus 
realized capital gains.I

Real estate cycles (phases) - 
The regularly repeating sequence 
of economic downturns and 
upturns and associated changes in 
real estate market transactions tied 
to market dynamics and changing 
macro-economic conditions, 
whose phases include (in order) 
recession, recovery, expansion, and 
oversupply.R

Real estate fluctuations - 
Short-term variations in real estate 
prices or rents (usually lasting 
anywhere from one day to a few 
months) caused by natural hazards 
(such as tornadoes, hurricanes, 
floods, earthquakes, and wildfires) 
or boosts or shocks to the local 
economy (such as the entry or exit 
of major employers).R
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Real estate investment trust 
(REIT) - An investment vehicle 
in which investors purchase 
certificates of ownership in the 
trust, which in turn invests the 
money in real property and 
then distributes any profits to 
the investors.  The trust is not 
subject to corporate income 
tax as long as it complies with 
the tax requirements for a REIT.  
Shareholders must include their 
share of the REIT’s income in their 
personal tax returns.  (Barron’s 
Dictionary of Real Estate Terms and 
Encyclopedia of Real Estate Terms 
2nd Edition, Damien Abbott)R 

Realtor - A real estate 
professional who is a member 
of the National Association of 
Realtors, a professional association. 
Realtors include agents that work 
as residential and commercial 
real estate brokers, salespeople, 
property managers, appraisers, 
counselors and other real estate 
professionals. More than 1 million 
real estate agents are realtors, and 
the term is a registered trademark. 
Realtors must belong to both a 
local association or board and a 
state association.I

Regulatory requirements - 
In reference to land use, they 
are restrictions or guidelines on 
development or use of land, 
properties, or facilities as defined in 
accordance with design standards, 
building construction requirements, 
land use plans, occupancy codes, 
and zoning classifications as 
determined by the controlling or 
governing parties at the municipal 
or county levels.R

Rent Ceiling - A maximum price 
a landlord is allowed to charge for 
rent. Rent ceilings are usually set by 
law and limit how high the rent can 
go in a specified area. However, 
as a result of this regulation, the 
quantity of available housing is 
often decreased because landlords 

are not willing to rent out their 
property for a low price.I

Sales proceeds after tax - The 
sale proceeds before tax minus the 
tax liability on the sale.R

Sale(s) proceeds before tax - 
The sale price minus the sale costs 
and the mortgage loan balance.R  

Scale economies - Cost 
reductions, savings, or advantages 
that come about from efficiency 
gains associated with increasing 
levels of production output or the 
increased size of an operation or 
system (as the average cost of 
production falls with increasing 
output or size).R

Standard Industrial 
Classification (SIC) - A 
classification scheme used for 
general recording purposes 
by government and industry 
to categorize and account for 
economic and employment 
activity by sector using a series 
of standardized and universally 
accepted codes.R

Sunk costs - Investment costs 
that are committed and cannot be 
recovered.R

Tax shelter - The ability of real 
estate investments to reduce an 
investor’s tax liability through the 
use of cost recovery.R

Title Insurance - Insurance that 
covers the loss of an interest in a 
property due to legal defects and 
that is required if the property 
is under mortgage. Most title 
insurance is lender’s title insurance, 
which is paid for by the borrower 
but protects only the lender. 
Owner’s title insurance is a separate 
policy; in some areas it is paid for 
by the seller to protect the buyer’s 
equity in the property.I

Vacancy - The number of units 
or space (of a specific commercial 
type) that are vacant and available 

for occupancy at a particular point 
in time within a given market 
(usually expressed as a vacancy 
rate).R

Vacancy allowance - A desirable 
level of vacancy that is known to 
facilitate transactions and turnover 
in a housing market (for example, a 
vacancy rate that allows the market 
to operate smoothly and efficiently 
by enhancing household mobility); 
an index used for estimating 
housing demand.R

Vacancy rate - The percentage of 
the total supply of units or space of 
a specific commercial type that is 
vacant and available for occupancy 
at a particular point in time within a 
given market.R

Weighted average cost of 
capital - (WACC) The average 
cost of capital (whether equity 
or debt), taking into account the 
relative proportions of each source 
of capital.  (Encyclopedia of Real 
Estate Terms 2nd Edition, Damien 
Abbott)R

Yield - A measure of investment 
performance that gauges the 
percentage return on each dollar 
invested.  Also known as rate of 
return.R

Zoning - The designation of 
specific areas by a local planning 
authority within a given jurisdiction 
for the purpose of legally defining 
land use or land use categories.R
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