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Preliminary Profitability Evaluation Indexes for
Small-/Medium-size Building Investment

Projects

Abstract
Building investment projects quote not only huge capital investments but also
characteristics of timeliness and dynamics. The developers are usually required to
make investment decisions without sufficient and complete information. An incorrect
decision at this stage usually implies a huge financial loss of the firm. Traditional
methods for project financial feasibility analysis include self-liquidation ratio, payback
year, internal rate of return and net present value. The abovementioned methods are
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either too complicated or dependent on many uncertain or unattainable parameters for
the project developers. As a result, they are seldom utilized in practice by the
developers. Establishment of a preliminary profitability evaluation model at early stage
of the building investment project has been long a desire of the developers. To meet
this end, the present research aims at developing a set of preliminary profitability
analysis indexes based on empirical analyses of 35 historical small-/medium-size
building investment projects. The research proposed four indexes: Land Efficiency
Index (LEI), Land Value-Aided Index (LVAI), Building Value-Aided Index (BVAI),
and Unit Profitability Index (UPI). It is concluded that the BVAI provides a very useful
index for decision-making in early stage of building investment projects. The proposed
method provides the developers a useful tool for determining the profitability of an
investment project at the early stage.

Keywords: building investment project, Land Efficient Index (LEI), Land
Value-Aided Index (LVAI), Building Value-Aided Index (BVAI), project profitability.
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