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METHODOLOGY

• DISCOUNTED CASHFLOW AND 
HYPOTHETICAL SUBDIVISION 
(Hyposub) BUDGET FORMULA 
METHODOLOGY
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Abstract  Pt.1

• The total return required to compensate an investor for 
undertaking land development involves risk/return trade-
off analysis.  The problem is that in the absence of a 
volume of comparable sales, existing methods--
particularly the hypothetical subdivisional budget formula 
method or hyposub-- concentrate on the determination of 
residual land value, utilising subjectively derived single 
figure profit and risk and/or discount rates.  
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Abstract Pt. 2

• The investor/developer determines price based on 
expected return, both total and equity; the financier is 
interested in risk exposure during the subdivision 
process; the valuer assesses residual value
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Abstract Pt. 3

• The authors identified the need for a model that 
compares the results of the hyposub method with 
Discounted Cash Flow (DCF) analysis  and addresses 
the risk/return tradeoff. The authors postulate that a 
comparative hyposub/DCF model that allows for 
sensitivity analysis should provide more useful results for 
investors, valuers and financiers.  
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Abstract Pt. 4

• The hyposub is the traditional shortcut method used by 
valuers. DCF should better reflect the perceived risk 
exposure at various stages of the development process.  
Sensitivity analysis assists risk assessment and focuses 
attention back on the risk adjusted return being the 
driving determinant of land value.

• The model has been built on a standard excel framework 
for ease of use. No comparable models have been 
identified in New Zealand, Australia or the Asian region..
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MODEL REQUIREMENT
• Identification of a need for a model for Valuers  Financiers and Investors.
• Multiple requirements of Valuers, Financiers, Investors and Students
• Unsatisfactory individual time consuming non standardised existing models 
• Static ‘Hyposub’ model
• Poor presentation of existing model outputs
• Requirement for alternate levels of sophistication
• Sensitivity analysis
• Risk Return capabilities
• Relative ease of operation 
• Graph presentation
• Capability of  further development
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TARGET END USERS
• Valuers (Appraisers) of Real Estate

• Financiers both prime lenders and mezzanine financiers

• Students of property at undergraduate and post graduate levels

• Land developers/Investors

• Surveying Engineers



Department of Finance Banking
and Property

OPERATION FRAMEWORK 
• Designed for excel users
• Visual
• Video capabilities
• Audio support
• Tutorial Workbook
• Development of CD rom training program
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PRESENTATION TO PRRES
• The PRRES presentation will be in excel, and include

• Video clips

• Excel demonstration of model to date

• Invite suggestions of modifications and improvements to existing
model
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TESTING THE PRODUCT

• Test  by Masters Students on land development 
projects in Auckland S1, 2005

• Tested by leading property Financiers S1 2005
• Model refinements and modificiation S2 2005
• Completion of programming and presentation S2 

2005
• Available to market in 2005/2006
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PRRES ‘THE PROMISE’ 2004

• Multi-period explicit discount rate models developed by Gamby and 
others are time consuming, non standardised and tedious.

• The Gamby principle of multi – period discounting has been adopted 
as a realistic determinant of probable market price

• Current valuation models do not include risk/return tradeoff features 
for financiers and developers.

• The need will be met in 2005 following modification to the model
presented at PRRES January  2005


