
1 
 

From Raw Land to Shovel Ready:  
Why I Love Investing in Land Entitlement 

By Vanessa Peters 
December 2021

 

What is Land Entitlement anyway? 

A Permitted or Paper Lot can be defined as raw land 

that has been granted sub divisional approval by the 

local municipality with all land disturbance permits 

in hand. This allows it to be developed by a builder. 

In other words, dirt can be moved - it is "Shovel 

Ready”. This has become a multibillion-dollar 

business which has grown out of the ashes of the 

2008 housing crash and recession.  

A bit of background - Single Family 

Homes are in massive demand and very 

expensive 

As you are probably aware, there is a housing 

shortage in the US currently. Nationwide there is a 

deficit of about 5.24 million single family homes. 

Several factors are contributing to this shortage and 

can be categorized into three main areas.  

Demand factors 

The higher demand has been fueled by Millennials 

ready to buy their first home. There is a bulge in the 

demographics with 4.8 million people turning 30 in 

2021 through 2024. Millennials have led all 

generations in home buying in 2020.  

The COVID effect has noted a shift from urban to 

suburban areas as folks continue to work from 

home. They don’t need to be close to the office so 

people want a bigger place with more space, more 

privacy and less shared spaces.  

 

 

 

Inventory Factors 

The supply of homes on the market is 53% lower in 

April 2021 compared to the prior year. Some of this 

can be attributed to uncertainty due to COVID and 

homeowners choosing to stay put rather than 

move. Since prices are high, some are waiting it out 

to see if they stabilize.  

The foreclosure moratoriums have reduced supply 

by 78% from 2020 to 2021.  

Another big factor is that the National Home 

Builders have been building less homes for years 

since the housing market crash in 2008. For 

example, the number of homes built from 2000-

2009 was 27.05 million and from 2010 to 2019 it 

was 5.8 million. That’s 5x fewer homes built in the 

past decade than in any decade as far back as the 

1960s.  

 

Homes Built in the US by Decade (millions) 
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Price Factors 

Things are more expensive right now. Supply chain 

issues have caused spikes in essential building 

supplies like lumber. The cost of building a house is 

up 36K this year. Inflation is making itself at home 

as well, causing the cost of other supplies and labor 

to increase as well. Consistently low interest rates 

have made it possible for buyers to afford more 

expensive houses. The Federal Reserve has been 

purchasing large numbers of mortgage backed 

securities to keep rates low during COVID, nearly 

700 billion. Near the end of 2021, they have started 

to wind down this program.  

New Housing Construction Trends 

With a shortage of 4 million homes, and the perfect 

storm of factors outlined above, it’s not surprising 

that we can expect a lot of new housing starts. The 

Mortgage Bankers Association forecasts new 

housing starts will be at 1.134 million in 2021, 1.165 

million in 2022 and 1.21 million in 2023.  

Housing Market Forecast 

While we don’t have a crystal ball, the experts feel 

that there will be strong but decelerated growth 

into 2022. The Fed has advised they will start raising 

rates in 2022, but this may depend on the status of 

COVID.  

Are we in a housing bubble? 

In 2006, the price gains were largely driven by 

speculation, and an oversupply of homes and loose 

lending practices made home ownership (too) easy. 

Right now demand is fueled by low rates, 

demographics, and lifestyle changes. Also, 70% of 

homeowners have greater than 20% equity. This 

will limit distressed sales. Nationwide we have an 

all-time high equity of 6.5 trillion dollars. In 

addition, Americans are saving more and our credit 

scores have gone up 6 points. And lastly, strict 

lending standards are still in place.  

 

 

 

Land Entitlement is a great way to 

profit from the high demand for 

single family homes.  

Getting land ready for building is a very technical, 

detailed process. It requires specially trained Land 

Acquisition Managers (LAMs), engineers, and a LOT 

of paperwork. Maybe that’s also why Entitled lots 

are also considered “Paper Lots”.  

The 30,000 foot view of the process includes 

reviewing zoning ordinances, reviewing the building 

code, local laws, and initiatives. An Engineering 

Phase I Environmental Site Assessment is needed. 

Use permits and building permits must be obtained 

from the local government. Utility approval is 

needed from the local public utility company. The 

local Department of Transportation will approve 

building of roads for egress and ingress to the area. 

Any landscaping such as a pond also needs 

approval. If this sounds like a lot, that’s because it 

is. The formal application process can take 

anywhere from 3-18 months, about 12 months on 

average.  
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Wait – Don’t the National Home 

Builders (NHB) take care of this 

process? 

Yes! Historically the whole process, soup to nuts, 

was done by the NHB. However, the housing market 

crash of 2008 was very hard on the NHB because 

they had significant amounts of raw land on their 

books that was essentially worthless. Practically 

overnight the market was flooded with foreclosures 

and demand for brand new builds was almost zero. 

In the years following, the NHB have put new 

corporate structures in place that severely limits the 

amount of raw land that can be purchased by the 

corporation. This drastically reduces their risk, 

decreases their timeline from purchase of land to 

sale of new homes and they are more than happy to 

pay a premium for entitled land. They do still 

purchase some land but the rules and red tape 

make it hard for the land committees to purchase 

lots in a timely fashion. 

 

Enter Trusted Third Party 

Operators 

As discussed above, the niche of Land Entitlement is 

highly specialized and Land Acquisition Managers 

(LAMs) are the specialists that are trained in finding, 

acquiring and entitling land. These folks were 

previously employed almost exclusively by the NHB. 

Now independent, they can be much more efficient, 

moving quickly on opportunities. This benefits the 

NHB as they have relationships with the LAMs in 

their area and often direct them to acquire land in a 

needed market.  

Importance of Land Purchase 

Agreements  

Return on investment is optimized and risk is 

lowered by controlling rather than owning real 

property. 95% of the National Home Builders and 

Hedge Fund buyers will not close on land until all 

land disturbance permits are in-hand.  A robust 

Land Purchase Agreement (LPA) is pivotal to success 

in this business.  

 

How to Maximize ROI and Reduce 

Risk  

Return on investment is optimized when land is 

purchased and sold simultaneously and financial 

Exposure is limited to soft costs which works out to 

on average $1500/lot. It is possible to do a 

simultaneous close about 80% of the time. For 

larger projects greater than 1000 lots it’s less likely 

and this requires bridging capital.  
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7 Reasons I Love Investing in 

Land Entitlement 

Find the “shovel” in the Single Family 

Home market – In the gold rush, the ones who 

profited consistently were supplying the gold 

diggers with supplies like shovels. Buying Single 

Family Homes for investment purposes is not 

practical in most markets right now, but there is 

profit to be made by investing with the folks that 

are supplying entitled land to the NHB so they can 

build more homes! 

Cash Flow – Cash is king, and Land Entitlement 

provides cash flow very quickly. No need to wait 5 

years for the sale of a large asset to receive 

significant profits. Expect double-digit returns in the 

first year.  

Short term deals – These deals are short lived, 

9-18 months. It’s unlikely that the market will shift 

significantly away from needing Single Family 

homes in that timeframe. But if things start to 

change over time, you can pivot/exit as you’re not 

locked into a 5 year deal.  

Asymmetric Risk/Reward – This niche has a 

high profit margin and high demand. It is also 

conservative, as a good operator will only buy the 

land once they are sure it will be fully entitled, and 

have a buyer in mind.  

 

Diversify your Portfolio - This is less 

mainstream than many other real estate 

investments. Diversifying into various niches and 

asset classes reduces risk to your portfolio.  

Extreme Niche – Land Entitlement is a 

specialized market requiring highly trained local 

people. This is definitely not a DIY project. It 

requires a lot of local knowledge of the laws and 

inner workings of the city/municipality.  

High Demand for Affordable Housing –

Providing shovel ready land to the National Home 

Builders so that they can build homes helps improve 

the critical housing shortage that exists. 
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