You have been approached by a developer to determine the feasibility of a proposed redevelopment of no. 34 Seymour Avenue located in the prestigious ‘Golden Triangle’ district of Kingston. The site, which is exactly 1 hectare in size, has a derelict old building erected thereon and it is proposed that this building could be demolished at a cost of $500,000.00. Planning permission is likely to be granted for the erection of an apartment complex containing 15 two-bedroom apartments to be sold at $9,000,000 each and 10 three-bedroom apartments to be sold at $13,500,000 each.

Further information is as follows:

(a) Building costs for residential development of this kind are in the region of $40,000 per sq. metre (P.S.M.). and the size of the apartment complex is expected to 1,500 sq. metres.

(b) Professional Fees have been agreed at 12½%.

(c) Ancillary fees inclusive of parking and landscaping is expected to cost $1,500,000

(d) Development is not expected to commence until after six months and the construction period should last for a further eighteen (18) months.

(e) Scotiabank has agreed to lend money to the developer at a rate of 17% p.a. compound interest.

(f) An exclusive listing arrangement with Pusey Levy & Company will see that company selling the each apartment at a sales fee of 4%, separately marketing fees of approximately $500,000 has been agreed with an advertisement company. It is estimated that it will take approximately 6 months to dispose of all the units during which time all financial obligations to the bankers will have to be met.

(g) Developer’s profit can be expected to be in the region of 15% of the Gross Development Value (GDV).

(h) Acquisition costs are currently in the order of 2.5% stamp duty, 0.5% registration fees, 1% legal fees, and an additional 0.5% to cover valuation and surveyors fees.

(i) Conversely the cost of selling the property include 2.5% stamp duty, 7% transfer tax, 1% legal fees and 0.5% for valuation and surveyors fees.

(j) Finally, owing to the increased frequency of hurricanes, contingencies are in the region of 6%.

If the property is on the market for $80,000,000, advise the investor as to the feasibility of the proposed development.

	Residual Approach - Site Value Determination for Townhouse Complex
	 
	 
	 

	Selling Price
	J$9,000,000.00
	 
	 
	 
	 
	 
	 
	 

	No of Units
	15
	 
	 
	J$135,000,000.00
	 
	 
	 
	 
	 

	Selling Price
	J$13,500,000.00
	 
	 
	 
	 
	 
	 
	 

	No of Units
	10
	 
	 
	J$135,000,000.00
	 
	 
	 
	 
	 

	Gross Development Value
	 
	$270,000,000.00
	 
	 
	 
	 
	 

	Less Cost of Sale@
	11.00%
	 
	J$29,700,000.00
	 
	 
	 
	 
	 

	Net Realisable value
	 
	 
	 
	 
	 
	J$240,300,000.00
	 
	 

	Less
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Basic Cost
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Building Area
	 
	 
	 
	1500
	 
	 
	 
	 
	 

	Building Cost per sq. metres
	 
	$40,000.00
	 
	$60,000,000.00
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Professional Fees on Basic Cost above@
	12.50%
	 
	$7,500,000.00
	 
	 
	 

	GCT on Professional Fees Above
	 
	16.50%
	 
	1237500.00
	 
	 
	 

	 
	 
	 
	 
	 
	 
	$68,737,500.00
	 
	 
	 

	Demolition Costs
	 
	 
	 
	 
	$500,000.00
	 
	 
	 

	Ancillary Costs assume
	 
	 
	 
	 
	$1,500,000.00
	 
	 
	 

	 
	 
	 
	 
	 
	 
	$70,737,500.00
	 
	 
	 

	Contingencies 
	@
	6%
	 
	 
	 
	$4,244,250.00
	 
	 
	 

	 
	 
	 
	 
	 
	 
	$74,981,750.00
	 
	 
	 

	Finance Charges @ 
	17%
	for 1/2 building period plus 6 months selling delay (15 mths)
	 
	J$16,258,801.02
	 
	 
	 

	 
	 
	 
	 
	 
	 
	$91,240,551.02
	 
	 
	 

	Agency Fees
	4%
	Selling Price (GDV)
	 
	$10,800,000.00
	 
	 
	 

	Marketing fees
	 
	 
	 
	 
	 
	$500,000.00
	 
	 
	 

	 
	 
	 
	 
	 
	 
	$102,540,551.02
	 
	 
	 

	Profit @ say 
	15%
	@
	GDV
	 
	 
	$40,500,000.00
	 
	 
	 

	Total Costs
	 
	 
	 
	 
	 
	 
	$143,040,551.02
	 
	 

	Site Value on Completion
	 
	 
	 
	 
	$97,259,448.98
	 
	 

	PV $1 
	30
	mths
	@
	7%
	 
	 
	0.84438509
	 
	 

	 
	 
	 
	 
	 
	 
	 
	J$82,124,428.54
	 
	 

	Less Acquisition Costs @
	5%
	 
	 
	 
	J$4,106,221.43
	 
	 

	Site Value Today
	 
	 
	 
	 
	 
	J$78,018,207.11
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