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Construction Cycle

Start Event at which time constr- Option Contract guaranteeing a buyer's Acquis-  Raw undeveloped land is
uction begins on a fully Contract right to purchase property. ition purchased by a developer.
developed lot Homebuilders commonly Develo-  Process of clearing and grading

Sale Event in which home or lot supplement their lot inventory pment the land so that construction can
goes "under contract" with a by optioning lots from third-party begin. Other tasks included in
buyer, meaning the buyer has developers this stage include zoning
made a commitment to changes, development of site
purchase the asset Average Costs of a Home plans, environmental impact

; ; ; A studies, and construction of

Closing Event preceding sale where title Sales Price Break Down

of the asset changes from the common area features (roads,
. On average, builders are profiting 9% on reen spaces, border walls,
seller to buyer and consid- single-family homes built in 2015, Click 9 P .
eration (cash) is received by below to see how all the other costs have etc.). Time to complete this
changed over time. t ies d di th
the seller. This is the point that stage varies depending on the
revenue is recognized. e O @ size of the property, but
HUD Short for Dept of Housing and generally takes longer than one
ear. Large parcels of land are
Urban Development Settlement z | i .p N
eveloped in phases.
Statement 1, this form is P P
generated for every closing Record-  Site plan for community or
(lots and homes) ati- specific phase is filed with the
on/Plat cit

IRR Short for internal rate of return, L/
this metric is commonly seen in Sale of  Sale of Finished Lots
land deals to guarantee the Finished
Se”er a SpeCiﬁC return based on [ ) Sates’(n\i\:;t::nmn.(o:a:ngFE‘n‘Z(hsEd:t ;U:::m:g [(::Zhe;d(;:;er Profit Lots
cash flows Home Homebuilder builds home on lot

Escalator Gradual increases in lot prices Constr-  according to agreed upon
by a set percentage over time. Housing Trends uction elevations and model. Lead time
Commonly seen in land deals can take anywere from 6 - 12

v HOMES, THEN AND NOW ths d di the t
and used by the seller to incent- ontisicepPencinglomiIEiype
ivize the buyer to purchase lots O Lotsize O Finished Space @) Selling Price of home.
more quickly Sale/ Buyer commits to buying

Draw Request for funding/ cash /ﬁ‘ /ﬁl /ﬁ‘ /ﬁ‘ Closing  finished home. Generally after a
based on work performed. §377624  $310619  §39953) 4468318 30-day window, home is closed

@ 2009 @ 2011 @ 2013 @ 2015
Seen in construction lendin to the buyer.
9 O Lotsize @) Finished Space () Selling Price
and mechanics lien jobs
EM Earnest money or up-front /ﬁ‘ /ﬂ‘ /ﬁ‘ /ﬁ‘y

deposits made by a buyer prior
to a purchase which are
typically credited at closing

2700sqft  2300sqft 2,607 sq ft

@ 2009 @ 2011 @ 2013 @ 2015

2,802 sq

=0

@ Lot Size O Finished Space O Selling Price

1879sqft  20,614sqft  14359sqft
@ 2009 @ 2011 @ 2013 @ 2015

»

~

20,129 5q ft
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Margin Definitions Inventory Classifications (cont)

Gross  Sales revenue less all cost of Backlog Cumulative value of all

Cheatography

Margin  sales items except for commis- completed homes and homes

sion, warranty, and interest under construction where a valid

expenses sales contract exists

Direct  Sales revenue less all cost of Ql Date  Short for quality inspection, this

Margin  sales items except for warranty final inspection of the home

and interest expenses signifies that it is substantially

Contri-  Sales revenue less all applicable complete (ie. no longer under

bution  cost of sales amounts construction)

Margin
Construction Lead Times

Market Cycle

Build Times in Months for

« Fed lowers rates
* Housing starts
begin to rise

Stabilization

Contraction
Phase

« Supply/Demand
Balanced
« Home
appreciation beats
inflation

Recovery
Phase

Expansion
Phase

Single-family Homes

Built for Sale

Owner Land - Built by
Contractor

Owner Land - Built by Owner

Built for Rent

« Higher interest
rates met with * Fed raises rates as
reduced housing market expands
starts and jobs past trend

Inventory Classificat

Build-Job Home where buyer selects
floor plan and various interior
and exterior details of the
home

Mechanic's Home where the buyer

Lien Job purchases the lot prior to
starting construction. The
homebuilder then provides
construction services at a "co-
st-plus" arrangement
supported by regular draws or
payments from the owner of
the lot.

Spec Homes that are either
finished or under construction
where no valid sales contract

exists
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