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Development of Evaluation Criteria for Real Estate Development Projects
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Abstract : Real estate market has rapidly grown by active use of project financing in the early 2000s, However, many
projects have been in trouble due to global economic recession after that period. It is mainly because those projects
were pushed forward a business without comprehensive business feasibility analysis, This paper investigated current
evaluation system for real estate development projects and then introduced new evaluation system including evaluation
factor and criteria for real estate development projects to prevent implementation of the project without business value
and to be able to evaluate potential projects in objective manner, This new evaluation system for real estate development
projects can be applied to any type of real estate development projects by modifying evaluation items and weighting
factor in accordance with the type and characteristics of project. Through the new evaluation system, the evaluation
process for real estate development projects will be able to be standardized, be consistent, and the results of evaluation

can be accumulated in consistent way,
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Table 1. Development project evaluation system (Proposed)

Eve;lii‘la\(}mn Evaluation item Evaluation factor
Physical Characteristic
v . . Physical development condition
compatibility of site
Related Law &| Conformity with development
- Regulation | related law and regulation
Legal suitability - -
Conformity with development
. Upper plan
Site related upper plan
L Possibility of alteration of the
Permission of .
. ) purpose of use, Permission to
Administrative | development o ;
N use, Permission to build
suitability - -
Security of site Level of the security of site,
Y Relationship of rights and duties
Macro ) )
) Economic and real estate price
economic ;
o trend, real estate policy trend
indicators
Conditions of traffic, location,
Location land use, educational
Market " ) ) )
condition | environment, amenity and public
facilities
Balance between supply and
Market -
. demand, Suitability of product
environment .
composition
Suitability of site securing cost,
) Project cost | construction cost, and other
Profit and loss .
project cost
elements - —
Business Suitability of the amount and
Feasibility revenue price of selling or rent
Earnings and Overall
N ) Cash flow, IRR, ROI
expenses index balance
Level of e
: | Sensitivity
investment risk
Capital safety | Ratio of owner's equity
Risk of Construction company's
construction— | capability, Agreement for the
Investment risk halted responsibility of completion
Risk of Level of securing lessee, plan
fluctuation of | of minimizing vacancy rate and
revenue reinforcing credit
Ability to repay| LTV, DSCR, Estimated Salvage
the debt value
Professional manpower,
Management ability Experience and credit rating,
Project management system
Developer's Developer's credit rating,
Capability developer’s similar project
Business ability experience, ratio of owner's
equity and suitability of
organizing consortium
L . Ratio of dividends, Capital use
Investor | Dividends and operation plan plan P
protection Suitability of ff plan, Exit
) uitability of pay off plan, Exi
plan Exit Plan
Plan, Cashiability
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Table 2. Weighting Factor of Evaluation ltems

Evaluation | Evaluation .
field p— Evaluation factor Importance
Physical development condition 3.50
Conformity with development related law 497
and regulation
Conformity with development related 408
upper plan
Site Common | Alteration of the purpose of use 3.92
Permission to use 4.19
Permission to build 4.27
Level of the security of site 4.31
Relationship of rights and duties 4.00
Ability to secure site 4.23
Economic and real estate price trend 3.88
Common -
Real estate policy trend 3.62
Traffic condition, location 4.38
_ ) Land use 3.58
Residentiall - -
Educational environment 4.23
Condition of amenity and public facilities 3.88
Traffic condition, location 4.77
| Land use 412
Commercial - -
Educational environment 2.77
Condition of amenity and public facilities 3.77
Traffic condition, location 4.54
Land use 3.88
Complex - -
Educational environment 3.65
Condition of amenity and public facilities 3.92
Balance between supply and demand 4.48
Suitability of product composition 4.07
Suitability of land cost 4.38
Feasibility Construction cost 4.19
Other project cos 3.46
Suitability of the amount of selling or rent 4.04
Suitability of the price of selling or rent 4.81
Cash flow 4.65
IRR 3.69
ROI 3.58
Common | Sensitivity analysis 4.15
Ratio of owner’s equity 3.88
Construction company’s capability 4.27
Agreement for the responsibility of completion 4.31
Level of securing lessee 4.31
Plan of minimizing vacancy rate 415
Plan of reinforcing credit 4.00
Distribution guarantee 3.92
LTV 4.04
DSCR 419
Estimated Salvage value 3.96
Professional manpower 3.69
Experience and creditrating 3.92
X Project management system 4.00
Dg;lszﬁﬁtz/s Common Developer:s credit rating 4.27
Developer's similar project experience 3.73
Developer's ratio of owner's equity 3.77
Suitability of organizing consortium 3.08
Ratio of dividends 3.04
Capital use plan 4.08
plrr;\tljztgn Common Lessee protection plan 3.77
plan Suitability of pay off plan 3.42
Exit Plan 3.96
Cashiability 3.92




Table 3. Evaluation item and weighting value depending on project

type
PF Relts Investment
Evaluation Item Resi | Com | Com | Resi | Com | Com | Resi | Com | Com
dential | mercial| plex |dential|mercial| plex |dential |mercial | plex
Physical
o 55| 5.5/ 55| 50| 5.0 50| 44| 44| 44
compatibility
Site Legal suitability | 7.9 79| 79| 7.2 7.2 7.2] 6.0 6.0 6.0
Administrative
N 76| 7.6/ 76| 71| 7.1 71| 62| 6.2 6.2
suitability
Market 12.3| 12.0) 11.4) 11.1| 10.8] 10.3| 11.6| 11.3| 10.8
Profit and loss
89| 9.0/ 91| 81| 81| 82| 85 85 86
elements
Feasibility
Eamnings and

. 92| 80 86| 83 734 7.7 87| 7.6 8.1
expenses index

Investmentrisk | 9.0{ 10.4| 10.3| 8.1 9.4/ 93| 85| 98| 9.8

. | Management
Developer's bili 8.9 8.9| 89| 10.4| 10.4| 10.4| 9.9 99| 99
ability
Capability
Business ability | 11.1] 11.1| 11.1] 11.3| 11.3| 11.3] 12.8| 12.8] 12.8

Dividends and
tnvestor | DM ) 7.8/ 7.8/ 7.8/ 1.5/ 11.5) 11.5| 11.0| 11.0] 11.0
protection | operation plan

plan Exit Plan 11.8] 11.8| 11.8| 11.9| 11.9] 11.9] 12.3| 12.3] 12.3

Total 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100

Table 4. Scoring and Grading

Grade Description Score Difference
The best 95~100
A 10
Very good 90~95
Good 80~90
B 20
Above average 70~80
Average 60~70
C Below average 50~60 30
Poor 40~50
D Very poor 1~40 40
Serious 0 -
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