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This session is being 
recorded. You will 
also receive a copy 
and it will be posted 
on the Enterprise 
website 

All registered 
attendees will receive 
the slides via email
 

We will answer 
questions throughout 
the presentation. 
Please submit them 
using the Q&A, chat 
or raise hand function

The link to register for 
upcoming sessions 
will be shared at the 
end of the 
presentation
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UNDERSTANDING YOUR 
FUNDING NEEDS 
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Determining Cost and Assembling Financing

Determining Costs and assembling 
financing can be the most difficult 
step of development

Adapting structure to serve your 
development goals and meet budget

• Value Engineering
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HARD 
COSTS

LAND

Architecture, 
engineering, 

surveying, building 
permits, financing 

costs, legal fees, taxes, 
profit

Construction costs: 
materials, labor; from 
grading to buildings to 

interiors 

Cost of property to be 
developed

Total 
Development 
Costs

ASSEMBLING FINANCING



What is a Proforma?
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▪ A pro-forma is more than a budget. It is a 
tool for overall financial feasibility of a 
project

▪ Assessing a variety of factors, a proforma 
can project the operating expenses and 
revenues of a proposed development

▪ Developers use proformas to decide on 
items like how many units, how much 
community space, how much debt.

▪ Make decisions from a place of 
knowledge



Components of a Pro-Forma
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• Development Pro-forma

▪ Determining Costs

▪ The components: hard costs, are only half 
of the equation

• Operating Pro-forma

▪ How Much Money Will the Development 
Generate in rents?

• Sources and Uses

▪ Deferred Developer Fee



Things to Keep in Mind
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• Lots of jargon/Financing terms
• Debt service coverage ratio 

(DSCR), loan terms, amortization 
schedule, NOI

• Iterative process
• Things change with more info, 

keep coming back to the pro 
forma

• Don’t wait until you need money
• This tool can help you determine 

what money you need and can 
inform design 



Development Proforma
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Land Acquisition/Site Acquisition
▪ Long Term Ground Lease, Trust land?

Planning, Design, & Approvals
▪ Architects, surveyors, planners, civil engineers, as well as specialists 

such as market analysts, environmental and traffic engineers
Site Work and Building Construction

▪ Rough grading and clearing, constructing roads and utilities, as well as 
drainage and environmental protection features.

▪ engineers, and construction managers
Amenities and Off-site costs

▪ Features that do not directly generate rents but are needed for the 
project to meet its goals

Construction Management and Developer Fees



Development Financial Model
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Operating Proforma
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The Operating Pro-forma sheet can help you determine annualized expenses, the amount 

of revenue the project will generate, and the amount of debt the project can take on.

Rent income bases on Rents  
▪ Things that matter, how many bedrooms bathrooms, how many square feet
▪ Space that does not generate revenue
▪ FMR, CRCU, % of AMI

Management and Overhead
▪ Trash, Snow removal, Property Management

Financing Interest
▪ Cash flow by debt service: DSCR = Net Operating Income / Total Debt
▪ DSCR of less than 1 would mean a negative cash flow. ... Typically, most commercial 

banks require the ratio of 1.15–1.35 times



Operating Proforma
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Important Questions:

o Are you aiming to serve multiple income brackets 
(AMI targets)?

o Are you aiming to serve varied-sized households?

o Are there Project-Based Vouchers?

o What are the taxes/will you need to pay taxes? 

o What are the Fair Market Rents in your area? 

o Are the rents of a 4-bedroom unit higher than the 
rents of a 3-bedroom unit?



Capital Stacks
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• A capital stack is the funding or 
investment structure of a project

• The bottom of the capital stack 
have first priority for repayment if 
the organization defaults on its 
obligations. 

• Unencumbered funds sit at the 
top of the capital stack. These 
funds are the last to get repaid in 
the event of a default.

• Equity in a project helps attract 
funders who bring in senior debt.



Permanent Financing: Identifying the Gap
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A list of Permanent Financing Sources is 
reflective of your capital stack:

o Conventional Debt

o Federal Debt

o Tax Credit Equity

o Government Grants 

o Other Grants 

o Owner Equity

This is your gap



15-Year Operating Pro-Forma
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USDA RD PAT
Preliminary 
Assessment 
Tool
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Preliminary Assessment Tool

Template can be found on the USDA RD website:

https://www.rd.usda.gov/programs-services/multifamily-housing-
programs/multifamily-housing-direct-loans#to-apply

https://www.rd.usda.gov/programs-services/multifamily-housing-programs/multifamily-housing-direct-loans#to-apply
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https://www.rd.usda.gov/programs-services/multifamily-housing-programs/multifamily-housing-direct-loans#to-apply
https://www.rd.usda.gov/programs-services/multifamily-housing-programs/multifamily-housing-direct-loans#to-apply
https://www.rd.usda.gov/programs-services/multifamily-housing-programs/multifamily-housing-direct-loans#to-apply
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https://www.rd.usda.gov/programs-services/multifamily-housing-programs/multifamily-housing-direct-loans#to-apply


4 Stages of USDA Transfer Application Process
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Where the PAT Fits

Stage 1 – Processing

Initial Application 
Submission

All items to 7-B-1 submitted via 
CloudVault simultaneously. 

Review will not begin until all 
items have been received.

Additionally, approved items are 
needed before Stage 2 – UW
• Appraisal
• C.N.A (As-Is and Post)

Must submit SOW, Plans, Specs, 
AIA Contracts (drafts), & mgmt. 
documents for review.

Stage 0 – Prepare
Unofficial, critical stage

▪ Concept call with USDA

▪ Request MFIS Reports

▪ Order appraisal; have 
reviewed by USDA

▪ Order C.N.A.’s; have As-Is 
C.N.A. reviewed

▪ Review 504 Plan; review and 
ensure current

▪ Plan SOW; start plans and 
specs

▪ Cost Estimate; involve GC

Stage 2 - Underwriting

Underwriting review of 
Preliminary Assessment 

Tool (PAT)

Final review of the following: 
• Operating expenses
• Rent levels
• Reserve requirements
• Tenant Protection Account
• Insurance
• Cost estimate
• Third party financing terms
• Third party loan documents
• Total Development Costs
• Narratives
• Letter of Conditions

Stage 3 – Closing/OGC

Closer will be assigned and 
work with OGC to close.

Closer will prepare closing 
package for OGC review.

OGC will review:
• Organizational documents
• Third party loan documents
• Intercreditor Agreements
• Subordination Agreements
• Attorney Opinions

Upon approval OGC will issue the 
Closing Instruction and provide 
Agency Loan documents to close.



Production & Preservation Division - Underwriting Division

The role of the underwriting division is to collect and analyze data to determine the 
financial feasibility of transactions in accordance with 7 CFR 3560.

Underwriters research and analyze data provided by the applicants to determine 
accuracy and validate the funding stack for each transaction. This will ensure 
consistent, reliable, and feasible outcomes in which to preserve affordable housing 
assets in rural development’s MFH portfolio.



What the PAT Evaluates

• CASH FLOW & NOI

• RENTS & VACANCY

• OPERATING EXPENSES

• RESERVES & CAPITAL NEEDS

• SOURCES & USES

• DEBT & COVERAGE



Preliminary Assessment Tool - Spreadsheet Tabs

KEY PAT SECTIONS
1. About this Template

2. Instructions

3. General Info

4. Appraisal Info

5. Cash Analysis

6. Sources & Uses

7. Reserve Sizing

8. Rents & Operations

9. Dashboard Report

10. Documentation

11. Executive Summary

12. Trending 15 years

13. Agency Features



3. General Info
• Project details

• Vacancy assumptions

• Purchase terms

• Ownership structure



4. Appraisal Info
- Info pulled from 

appraisal 

- Note Litigation 
Settlement Cases link



5. Cash Analysis

• Auto-filled from 
MFIS reports entered 
on Instructions tab

• Validates actual 
performance

• Reviews reserves & 
balances



6. Sources & Uses

- All funding sources

- All development costs

- Note sources & uses must balance



7. Reserve Sizing

• Uses information 
from post-rehab 
CAN

• Covers long-term 
needs

• May require 
upfront deposits



8. Rents & Operations

• Rent limits & adjustments

• Expense review (>10% variance)

• Return to Owner constraints



Final Outputs
• Executive Summary

• 15-Year Trends

• DSCR ≥ 1.15

• Agency Features

• Drives Letter of Conditions



Real Deal Example: How the PAT Impacts a Project
• 48-UNIT USDA 515 PROPERTY

• RESERVES UNDERFUNDED

• EXPENSES UNDERSTATED

• DSCR BELOW 1.15

• ADJUSTED RESERVES, EXPENSES, 
AND SOURCES/USES

• DEAL APPROVED WITH STRONGER 
FINANCIAL POSITION



Key Takeaways

• PAT= Modeling and Validation Tool

• Underwriting is where deals are tested and refined

• Alignment early = smoother approvals

• Small assumptions drive big outcome 



QUESTIONS
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THANK YOU!
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REGISTER FOR OUR NEXT 
SESSION

33
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