The Organized Home 
*If needed, the entire article can be found by doing a search on Google Scholar under the following article title: “Challenges, Risks and Returns in Single-Tenant Retail Development.
Article Citation:
William Hardin and Alan Aycock (1998) Challenges, Risks and Returns in Single-Tenant Retail Development. Journal of Real Estate Practice and Education: 1998, Vol. 1, No. 1, pp. 81-91.
Directions:
This comes from the Organized Home Case. There will be modified construction/cost budgets that differ from the base assignment which will be used in the assessment. You will be assigned a cost/budget. All other issues remain the same. Outcomes are working spreadsheet with return calculations and answering all related questions from the case. The due date is December 6, 2018.
[bookmark: _GoBack]Instructions:
Foundation Level
Students must incorporate valuation theories with discounted cash-flow models to generate an expected return on investment
Next, Students must make adjustments to the basic assumptions and models due to the potential change in deal structure.
At the Next Level
Students must asses the risks and potential returns in single-tenant retail development including funding requirements and return expectations. Note: Deal structure, non-recourse lending, property cash flow, and risk mitigation can also be discussed.
At the Final Level
The need for negotiation skills, an investment strategy, and an understanding of the development cycle are manisfested.
Setting
Atlanta Retail Properties (ARP), a developer of small retail centers and retail built-to-suit projects is in the final stages of the development of a 16,000 square foot built-to-suit for The Organized Home (TOH), a local chain specializing in containers and home/office storage systems.
The Issue/Problem
TOH management has requested design changes in the proposed building that will substantially increase the cost of the project. Because the entire project was based upon initial cost estimates, the amount of equity capital, equity return estimates, the loan commitment and other projections are affected by the potential increase in construction costs. Don Adams, President of ARP is determining and assessing his options in light of the new construction cost estimates.
*PLEASE ASSIST ONLY WITH ANSWERING QUESTIONS 1 AND 10, AS WELL AS WITH COMPLETING THE ATTACHED SPREADSHEET.

Questions
(1) With an initial loan commitment of $1,225,000 and using the initial terms outlined in the case, what is ARP’s expected return if the property is held for six years? Eleven years? Assume that ARP and its investors are in the 31% marginal tax bracket at the state level. Assume a 28% capital gains tax rate and standard depreciation schedules. Similar projects in the Atlanta market have sold at cap rates of between 8.5% and 11%.

(2) What are the pros and cons of the transaction excluding the new cost uncertainty?

(3) Does the enhanced design required by The Organized Home add value to the real estate? Does it add value to the company’s brand? If The Organized Home moved out of the building, would the design increase/decrease leasing opportunities?

(4) Do you think the development process, primarily the building design process, is different for major national retailers, such as Walgreen’s, CVS, or Revco?

(5) Review TOH’s financial statements. What is the company’s financial condition? What will be the financial impact of the company’s growth plans?

(6) What is your impression of the value placed upon limited out-parcel availability at North Point Mall? Is the location really as good as Adams thinks?

(7) Has Adams missed any options during his thought process?

(8) Assess the risks of each of the options defined by Adams as well as any options you believe to be superior.

(9) Assess the probability of the options defined by Adams as well as any new options. Which outcome do you believe is most likely. Which mitigates the greatest amount of risk?

(10) With the new debt and equity structures that might result from the potential options, quantify ARP’s return using a discounted cash-flow model similar to that required in question 1. Use the same basic cap rate and tax assumptions. List and defend any additional assumptions.


(11) Develop and summarize an action plan for Adams. What should he do and what should his negotiating strategy be? This should be in the form of an executive summary.

