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RE 618 / Fin 618 — Real Estate Investment Analysis
Corporate Real Estate Decisions Lecture Notes — Part I1

4) Valuing Leasehold Interests and Subleases

a) Consider the following situation: Three years ago you entered mto a 10-year
lease for 25.000 st at $8.50 psf gross. Now market rent for this space 1s

$10.00 pst.
I « What 1s the value of your leasehold mterest if your cost of capital 1s
10%7?
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+ Suppose your landlord wants to buy you out of your lease so that he can
tear down the building and redevelop the land. How much must you be
paid to be willing to give up this lease?
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b) Suppose mstead that current market rents are $8.00 psf.

« What 1s the value of your leasehold mterest in this case?
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+ Suppose you would like to move to new space and terminate your lease.
How much would the landlord msist on being paid to let you out of the

lease?
AX leest (O, BSST
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« What 1s the most you would be willing to pay?
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c) Suppose you can find suitable space that will cost you the same $8.50 pst as
your current space. You also have another user that will sublease your
current space from you for $9.50 pstin years 1-3 and $10.00 psf in years 4-
7. Your moving costs will total $50,000.

+ Should you make this move and sublease the space?
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« How cloes, }0111 ans,we1 cl nge 1?\?0’11 ca{}igl\}’ ;asl new space at $9.25
pst?
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+ What are non-financial factors that will affect your decision?

- Employee maorole .
~ Brccwvolely Meoswriey moving (0StS
- Gu.o\;\') A Sub tenandt-
-TI7
D Ferirg \ease. Ferms.
T Ttk 4o Manep @ Swolesst
\ Uikssrphortbiings i s

Nov 18-10:56 AM



RE618_11F_Corp2.notebook December 06, 2011

o s @

_ ¥aooo  Condenck
'am W |\S = ,z ?
B ® 3 =;l0‘l;0'w Mo keet-

b,ovo &4

N=4, PA=\, PNT= - (bpoD, T = |
FV=0 =7PV= 49,34
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