
Pro Forma Analysis 



The Three Misunderstood Words 

Cost 

Price 

Value 



Pro Forma Analysis is used to 
estimate Cost and Value 



In real estate what makes up VALUE? 
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In real estate what makes up COST? 
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Stages of Pro Forma 

• Acquisition 

• Rehabilitation 

• Operation 

• Disposition 



Pro Forma Vocabulary 

• Hard Costs 

• Soft Costs 

• Rent-up Costs 

 

• Gross Scheduled Income 

• Effective Gross Income 

• Fixed Expenses 

• Operating Expenses 

• Reserves for Replacement 

• Operating Expense Ratio 

• Net Operating Income 

• Debt Service 

• Cash Flow 

 

• Loan to Value Ratio 

• Debt Service Constant 

• Debt Coverage Ratio 

• Interest Rate 

• Loan Term 

• Debt 

• Equity 



Pro Forma – Acquisition 

• Purchase Price 

• Other Acquisition Costs 

• Other Acquisition 

Credits 

Acquisition Cost Estimate 





Pro Forma – Rehabilitation 

• Hard Costs 

• Soft Costs 

• Rent-up Costs 

• Contingency 

Rehabilitation  

Budget Checklist 



60%-80% 

20%-35% 

0%-5% 100% 



Pro Forma – Operation 

Gross Scheduled Income (GSI) 

 Less: Vacancy 

 Plus: Miscellaneous Income 

Equals:  Effective Gross Income (EGI) 

 Less: Fixed Expenses 

 Less: Variable Expenses 

 Less: Reserve for Replacements 

Equals: Net Operating Income (NOI) 

 Less: Debt Service (ds) 

Equals: Cash Flow (cf) 





4 @ $1000 x 12 = $48,000 
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Operating 

Expense 

Ratio 

 

 30% to   

50% 

$16,000 ÷ 

$44,000 = 

~ 36% 



Two Useful Tools 

 

 

• Debt Service Constant 

• Debt Coverage Ratio 



Debt Service Constant Table

Loan Term --->

Interest Rate 1 2 3 4 5 7 10 15 20 25 30

2.0% 1.0109 0.5105 0.3437 0.2603 0.2103 0.1532 0.1104 0.0772 0.0607 0.0509 0.0444

2.5% 1.0136 0.5131 0.3463 0.2630 0.2130 0.1559 0.1131 0.0800 0.0636 0.0538 0.0474

3.0% 1.0163 0.5158 0.3490 0.2656 0.2156 0.1586 0.1159 0.0829 0.0666 0.0569 0.0506

3.5% 1.0191 0.5184 0.3516 0.2683 0.2183 0.1613 0.1187 0.0858 0.0696 0.0601 0.0539

4.0% 1.0218 0.5211 0.3543 0.2709 0.2210 0.1640 0.1215 0.0888 0.0727 0.0633 0.0573

4.5% 1.0245 0.5238 0.3570 0.2736 0.2237 0.1668 0.1244 0.0918 0.0759 0.0667 0.0608

5.0% 1.0273 0.5265 0.3597 0.2764 0.2265 0.1696 0.1273 0.0949 0.0792 0.0702 0.0644

5.5% 1.0300 0.5291 0.3624 0.2791 0.2292 0.1724 0.1302 0.0981 0.0825 0.0737 0.0681

6.0% 1.0328 0.5318 0.3651 0.2818 0.2320 0.1753 0.1332 0.1013 0.0860 0.0773 0.0719

6.5% 1.0356 0.5346 0.3678 0.2846 0.2348 0.1782 0.1363 0.1045 0.0895 0.0810 0.0758

7.0% 1.0383 0.5373 0.3705 0.2874 0.2376 0.1811 0.1393 0.1079 0.0930 0.0848 0.0798

7.5% 1.0411 0.5400 0.3733 0.2901 0.2405 0.1841 0.1424 0.1112 0.0967 0.0887 0.0839

8.0% 1.0439 0.5427 0.3760 0.2930 0.2433 0.1870 0.1456 0.1147 0.1004 0.0926 0.0881

8.5% 1.0466 0.5455 0.3788 0.2958 0.2462 0.1900 0.1488 0.1182 0.1041 0.0966 0.0923

9.0% 1.0494 0.5482 0.3816 0.2986 0.2491 0.1931 0.1520 0.1217 0.1080 0.1007 0.0966

9.5% 1.0522 0.5510 0.3844 0.3015 0.2520 0.1961 0.1553 0.1253 0.1119 0.1048 0.1009

10.0% 1.0550 0.5537 0.3872 0.3044 0.2550 0.1992 0.1586 0.1290 0.1158 0.1090 0.1053

10.5% 1.0578 0.5565 0.3900 0.3072 0.2579 0.2023 0.1619 0.1326 0.1198 0.1133 0.1098

11.0% 1.0606 0.5593 0.3929 0.3101 0.2609 0.2055 0.1653 0.1364 0.1239 0.1176 0.1143

11.5% 1.0634 0.5621 0.3957 0.3131 0.2639 0.2086 0.1687 0.1402 0.1280 0.1220 0.1188

12.0% 1.0662 0.5649 0.3986 0.3160 0.2669 0.2118 0.1722 0.1440 0.1321 0.1264 0.1234

13.0% 1.0718 0.5705 0.4043 0.3219 0.2730 0.2183 0.1792 0.1518 0.1406 0.1353 0.1327

14.0% 1.0774 0.5762 0.4101 0.3279 0.2792 0.2249 0.1863 0.1598 0.1492 0.1445 0.1422

15.0% 1.0831 0.5818 0.4160 0.3340 0.2855 0.2316 0.1936 0.1680 0.1580 0.1537 0.1517

Debt Service Constant  X Amount Borrowed = Annual Debt Service

Example: $100,000 Borrowed for 20 years at 8% = $100,000 X .1004 = $10,040

For Monthly Payment, divide by 12 = $10,040 / 12 = $836.67





4 @ $1000 x 12 = $48,000 
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Debt Coverage 

Ratio (dcr) = 

NOI ÷ Debt Service 

$28,000 ÷ $22,000 = 

1.27 

Dsc typically between 

1.15 and 1.5  



Source and Use of Funds 

Source of Funds 

• Debt 

– Primary 

– Subordinate 

• Equity 

– Primary 

– Subordinate 

• Donated Land or Bldg 

• Donated Services 

• Intervention Funds 

• Other Sources of Funds 

 

Use of Funds 

• Pre-Acquisition Costs 

• Acquisition 

• Rehabilitation 

– Hard Costs 

– Soft Costs 

– Rent-up Costs 

• Holding Costs during 

Construction 

• Reserves 

• Other Uses of Funds 



SOURCE OF FUNDS USE OF FUNDS

Equity - 1st Position 1 $ Pre-Acquisition Costs $

Equity - 2nd Position 2 $ Purchase Price $

Tax Credit Equity 3 $ Other Acquisition Costs $

Building/Land Contribution $ Hard Costs $

Donated Services 4 $ Soft Costs $

Debt - 1st Position $ Development Fees $

Debt - 2nd Position $ Holding Costs 5 $

Debt - 3rd Position $ Contingency $

Intervention Funds 6 7 $ Required Escrows $

Deferred Development Fee $ Working Capital $

Other Source of Funds 8 $ Other Use of Funds 9 $

TOTAL SOURCES OF FUNDS $ TOTAL USE OF FUNDS $

Mortgage Holder Amount of Debt Interest Rate Loan Term

1st Mortgage $ % Yrs

2nd Mortgage $ % Yrs

3rd Mortgage $ % Yrs

Total Debt $ %

Total Equity $ %

Total Intervention $ %

1 1st Equity Position held by

2 2nd Equity Position held by

3 Tax Credit Equity held by based on total estimated tax credit of $_____________

purchased as ________________ per $1

4 Donated Services include

5 During construction period

6 Funds that neither represent a loan to be repaid (debt) nor ownership in the property (equity) are termed Intervention Funds

7 Sources and Amounts of Intervention Funds are______________________________________________________________

8 Other sources of Funds and their amounts are_______________________________________________________________

9 Other Uses of Funds and their amounts are_________________________________________________________________

DEBT RECAPITULATION

DEBT/EQUITY RECONCILIATION





Balancing Cost and Value 

Cost 

Value 



COST VALUE 

When Value 

Exceeds Cost 

Capital will 

flow quickly 

to the 

opportunity 

The Cost/Value Relationship 



Development 

Incentives 

COST 

VALUE 

GAP 



REWARD 

RISK 

The Risk/Reward Relationship 



REWARD 

RISK 

The Risk/Reward Relationship 



Calculating the Gap 
How Much Can I Spend? 

 I know what the rents will be – How much can I spend? How big will the GAP be? 

 +, -, x ,  
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Effective Gross Income 
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  

 

 Debt Coverage Ratio 
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 Debt Service Constant 
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Maximum Mortgage Amount 
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Maximum Rehabilitation Budget 
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Estimated Total Rehabilitation Costs 

 
$ 

 - 

 

Maximum Rehabilitation Budget 

 
$ 

 = 

 

Amount of GAP 

 
$ 
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~ 219,000 
0 
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   260,000 
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~   51,000 

4 units @ $65,000 



Measures of Return 

• Capitalization Rate 

• Gross Rent Multiplier 

• Cash-on-Cash Return 

• After Credit Cash-on-Cash Return 



  Gross Rent Multiplier 

   5x  to  7x 

    x 5 = $___________ 

$____________            

 (GSI)   x 7 = $___________ 

   Capitalization Rate 

        8%  to  12% 

     ÷  .08 = $___________ 

$___________            

 (NOI)  ÷  .12 = $___________ 

48,000 
336,000 

240,000 

28,000 

233,000 

350,000 









       Situation – City is  
      considering an  
      application to demolish a 
      4 story historic building 
      so that a 10 story new 
      building can be built 

  

Assumptions: 

 20,000 square feet per floor, 90% rentable 

 Rents = $25/square foot/year 

 Construction or Rehabilitation Cost = $120/square foot 

 Land Value = Property Value – Building Cost 

 Capitalization Rate = 9% 

 Effective Property Tax Rate = 2% of property value 

 



10 Story Building 

Cost: 10 stories x 20,000 s.f./floor x $120 = $24,000,000 

Value: 

   



Value Calculations 

Gross Scheduled Income (GSI) 

 Less: Vacancy 

 Equals: Effective Gross Income (EGI) 

 Less: Expenses 

 Equals: Net Operating Income (NOI) 

 Divided by: Capitalization Rate 

 Equals: Value 



10 Story Building 

Cost:  

 10 stories x 20,000 s.f./floor x $120 = $ 24,000,000 

************************************************************** 

Value: 

 10 stories x 18,000 s.f./floor x $25 = $ 4,500,000 GSI 

   Less: Vacancy (10%)                        450,000 

 Effective Gross Income   $ 4,050,000 

  Less: Expenses (35%)       1,417,500  

 Net Operating Income   $  2,632,500  

    NOI /Cap Rate = Value 

   $ 2,632,500 / .09 = $ 29,250,500 



4 Story Building 

Cost:  

 4 stories x 20,000 s.f./floor x $120 = $ 9,600,000  

************************************************************** 

Value: 

 4 stories x 18,000 s.f./floor x $25 = $   1,800,000 GSI 

   Less: Vacancy (10%)                        180,000 

 Effective Gross Income   $ 1,620,000 

  Less: Expenses (35%)          567,000  

 Net Operating Income   $  1,053,000  

    NOI /Cap Rate = Value 

   $ 1,053,000 / .09 = $ 11,770,000 



Why does the city care? 

10 Story Building 

 

Value:   $29,250,000 

Tax Rate:              2% 

Taxes:       $ 585,000 

 

 

Const Jobs:          799 

Permanent Jobs:  800 

 

 

Land Value: $5,250,000 

  

4 Story Building 

 

Value:   $11,770,000 

Tax Rate:              2% 

Taxes:       $ 235,400 

 

 

Const Jobs:          342 

Permanent Jobs:  320 

 

 

Land Value: $2,170,000 

 

Difference 

 

Value:   ($17,480,000) 

Tax Rate:              2% 

Taxes:       ($ 349,600) 

 

 

Const Jobs:          (457) 

Permanent Jobs:  (480) 

 

 

Land Value: ($3,080,000) 

 



Land Value Calculations 
(or why property owners don’t like downzoning) 

10 Story Building 

 

Property Value 

 Less: Building Cost 

Equals: Land Value 

 

 

$ 29,250,000 

- 24,000,000 

$  5,250,000 

4 Story Building 

 

$ 11,770,000 

-    9,600,000 

$  2,170,000 

 

Difference 

 $   5,250,000 

    - 2,170,000 

($   3,080,000) 

 


