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S hortly after the September 11th tragedy, a Manhattan headquartered financial services giant decided to diversify its 
geographic footprint by deploying some of its front office activities to a new suburban site.  They quickly honed in on a 
former Fortune 50 headquarters property that was being offered for sale via a bid process.  The market intelligence gath-
ered through the brokerage, banking, and legal communities indicated the expected “winning” price to be in the $60 to 
$70 million range.  Our client was determined to secure the facility, and asked KLG to independently validate an appro-
priate bid range. 
 
KLG approached this pricing assignment by relying very little on the market buzz and heavily on hard research and ana-
lytical modeling.  We soon discovered two relevant facts: 

[1] The property had unofficially been on the market for a number of years, and the owner had considered a num-
ber of disposition schemes, including renovating the facility to support multi-tenant occupancy. 

[2] The likely cast of competing bidders were all speculative developers, and there had been no significant inter-
est expressed by corporate users that could consider utilizing the entire facility. 

KLG contacted the owner and secured its internal files on the engineering, construction, and renovation scope as well as 
the costs associated with converting the property into a multi-tenant facility.  With this data we now had “boxed” all of the 
factors that would determine the range in which the developers would bid.  KLG knew the developers would have to pro-
forma net income from leasing, estimate the cost of renovation for multi-tenancy, and project a desired ROE threshold.  
Further, knowing that a developer would be highly leveraged on this type of project, we were also cognizant of the fact 
that these assumptions would need to pass a lender’s review. 
 
KLG modeled all of these factors and deter-
mined that the most likely scenario was that  
a $55 to $60 per square foot retrofit invest-
ment would yield net income producing a 
10% to 15% return on equity (ROE) – using 
realistic assumptions for the lease-up sched-
ule and net income flow.  This indicated that 
the developers were boxed to bids between 
$41 million at a 10% ROE and, more likely, 
$33 million at a 15% ROE (see graph). 
 
We recommended a bid of $35 million, confi-
dent that our client’s credit worthiness and the 
certainty that they could close the transaction 
would seal the “win”.  Our client upped our 
recommendation slightly and won on the first 
offer – confident that KLG’s advice saved 
them over $20 million.  

Projected Bid Levels for Speculative Developers
At Specific ROE Hurdle Rates,  at Specific Retrofit Investment Levels
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Speculation is that 
retro cost will fall 

between $55-60/sf. At  
10-15% ROE the Bid 

price would fall 
between $33 and $41 

million.

Illustration

* Baseline scenario: 10 years, 4 tenants, moderate rental escalation
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