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8. Risk analysis 

We need to asses two important kinds of risks: possible risks related to the country 

and financial risks associated to the project itself.  

8.1 Country risk 

While the overseas Haitians represent an important niche market for our product, we 

have identified at least six risks related to the country (legal and environmental), the 

users and the market. 

1) Low entry barriers. Even though the company’s project is quiet new, the real 

estate market itself is not easy to venture into. Many firms, corporations or 

individuals can present similar plan whether or not in the same location. 

However, the current supply of modern luxurious houses and apartments 

cannot fully satisfy the market’s needs therefore there is still place for many 

new players. But, ConFort believes that innovative product and a well 

marketing plan will give it the first mover advantages. 

2) Location of the project– The overseas Haitians are known to be very close to 

their birth city. Some of them prefer to build their personal houses in that city 

and might not be interested in living in Gressier, where the project will be 

located. However, there are thousands of families and younger generations of 

Haitians in the United States who are willing to live in big cities rather than 

countryside.  

3) Raising capital – Haiti’s current political and economical problems can make 

it difficult to attract investments whether from foreign, expatriates or local 
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investors while the ability to raising capital in different rounds of funding is 

crucial for ConFort’s future expansion. The company has identified several 

funding strategies such as pre-pay sale, convertible loans, capital from family 

and friends, etc. 

4) Taboo and culture - In Haiti whether overseas Haitians or residents, most of 

them prefer to live in single houses rather than apartment buildings; although, 

this is a growing trend in the capital. ConFort plans to show in its marketing 

plan the privacy, convenience and safety of the buildings.    

5) Safety and security issues in the metropolitan area – During the past few 

years, a bad image of the country and especially of Port-au-Prince has been 

spread over the media showing that Haiti is not safe. ConFort will address 

these issues by promoting the city and services that will be offered inside the 

site or the location. 

6) Land ownership- Historical legal issues surrounding land in the country can 

make it difficult to obtain loans from banks. Confort will be using the 

expertise of its lawyers to decrease the risk of losing money when it comes to 

acquiring its lands.   

 

8.2 Financial risk 

8.2.1 Cost Overrun 

One of the biggest problems that affect development of real estate is the 

constant change of the construction materials costs. In the case of ConFort, 

we need to consider possible cost overruns and relevant financial ratios to 
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assess the risk involved as well. A front door approach is often used to 

measure the impact of cost overruns on property performance.  

Table 7: Anticipated cost overrun 

% cost overrun Development cost Justified PGI 
Initial development cost $ 2,765,848 $ 361891.73 
10% anticipated cost 
overrun 3042432.8 398080.90 
20% anticipated cost 
overrun 3319017.6 434270.07 
30% anticipated cost 
overrun 3595602.4 470459.25 
35% anticipated cost 
overrun 3,733,894.8 488,553.83 
36% anticipated cost 
overrun 3,761,553.3 492,172.75 

 

With an equity dividend, vacancy operating expenses rates of 8%, 5% and 

35.64% respectively (see project cost summary), we can anticipate four 

possible cost overrun scenarios to determine the justified potential gross 

income which can be calculated as follow:  

Justified potential gross income = R X Development cost
1 v  X Operating expense ratio

. 

Table 6 shows that up to 35% cost overrun, the project is not feasible. An 

increase of 36% in material construction implies a total capital budgeting of 

$3,761,533.28 and a potential gross income of $492,172.75 while the required 

PGI is $491,538. 
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8.2.2 Higher vacancy rate and collection losses 

The second financial risk could be an unexpected vacancy during a long 

period of time that will seriously affect the project. No income is earned if a 

subunit of space is not rented for a month or if it is rented but the tenant is 

failed to pay. Vacancy and collection losses reduce the amount of income 

realized from the property.  

Table 8: Anticipated Vacancy rate and collection losses 

Vacancy rate  
Present Value After-Tax Cash 

Flow 
Total Capital 

Budgeting NPV 
5.00% 2,852,534 2,765,848 86,686 
6.00% 2,802,999 2,765,848 37,151 
7.00% 2,753,463 2,765,848 -12,385 
8.00% 2,703,928 2,765,848 -61,920 
9.00% 2,654,392 2,765,848 -111,456 

10.00% 2,604,857 2,765,848 -160,991 

 

As we can see in table 8, up to 6% vacancy and collection losses over 20 years, 

the project is not feasible. The net present value will be negative and 

according to the investment decision rule, we don’t have to invest. 

  




