Commercial Real Estate

Negotiations:

Course Administration

« 8:30 - 5:00

+ Breaks Mid-Morning and Mid-
Afternoon

» Lunch
+ Cell phones OFF.,, or sing!
« Have FUN!
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Introductions

Name?
What do you do?
How long?

Something (non-business) about
you??
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Negotiation
Overview

Simple Negotiation Exercise

What worked?

What didn't work?

|
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Interest Based Negotiation

4/20/2015

+ Negotiation Theory course developed by
CCIM with John Shulman, Alignor, LLC

» Based on Game Theory research led by
Nobel Prize winner and mathematician

John Nash

» Underlying concept is that parties act in
their own interest - "Prisoner's Dilemma’

* Interest Based Negotiation outcomes bettl'r:r »

than Zero-Sum Game
o [
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Challenges

« Clients have grown more
sophisticated and demanding

» Deals frequently involve multiple
players and increasing
complexity

» Non-monetary Issues, which are
often harder to measure and
track, can be as important as
obvious fAnancial concerns

« Difficult negotlators or situations
can jeopardize important deals
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Goals for this workshop

Learn apd apply a proven Understend how to get the
nrethudolvgy for hest deal wlhille
implementing negotiation maintalning the
hest practices relatiopship

Apply hest practices
consisicnily by using a
disciphned and strategic Hardle ditficult peeple
process that facuses on apd sifuations
interests and collaboratlve
problem-sulving

Interest-Based Negotiation
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Interest
Based
Negotiation
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Role of Assumptions

+ Reality is you are interacting with
other people over whom you hive no
control.

» Focus on controlling your own
actions and controlling the
negotiation process.

» Control the process by focusing on
key assumptions: vourinterests and

-\_\ the interests of others.

Role of Assumptions
ASSUMPTIONS
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How Do You Measure Success?

Comparing
YOUF nulcome Avghding
toihe raaflfct

ABIEEEING
uulrnnes
agalnst
internal gpoils

Lonog fetm v
short term

vulcomesol § {internal and Interests

yuus exiermai)
counterparis
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Relationship vs. Substance? Both!

High-Low Game
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Competition vs. Collaboration

«Competition is adversarial
« Emphasizes positional “bargaining”
«Uses “tricks” to defeat

= Debate requires parties to defend
position until the other gives up,
compromises, or deal fails

l
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Competition vs. Collaboration

+ Collaboration or Interest Based Negotiation
= Client focused
»Needs based

= Leads to most elfective substantive
outcomes

= Successful at developing long term
relationships

* Requires deep thinking tobe a successfnll

negotiator |
'\\ A\
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The Three-
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Step Process

[\
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Interest-based Negotiation

People make decisions based on thelr own
Interests

The key to ful negotfating Is finding
creative and effective ways of satlsfying those
Interests (yours and thelrs)

Befare accepting of rejecting 4 deal, understand
how the proposal {and alternatives to an
agreement) satisfy {or harm) al} of your critical
interesis

Positions vs. Interests

Is this a pesition or an interest?

"We must have a decision by 5:00 pm”

Underlying interest may be to get a deal done
as soon as possible.

Ask questions to ferret out real interests. |




Positions vs. Interests

Interests = needs or wantsof a
stakeholder
Interests are different from positions

« Interests may be related to
positions (but not always)

« Unlike positions, interests can
often be satisfied in multiple,
different ways

Uncover the interests of others
Ask questions

+ Positions often reveal underlying
interests
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The Three Step Process

1) Who is involved and what do they
need?

2) What can we do to get them what they
need (so we can get what we want)?

3) What happens if there is no resolution?

| ¥,
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Step 1

Who is involved and what do they need?

E
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Step 1: Stakeholder Interest Analysis

Captures s} of the
Informatien needed lor

4/20/2015

Key Definitions

Stakeholders: People or
arganizations with as interest
inthe outcome of 3 negotiation

Tsswes: Thingsor tepics
care about that may be
affected by The negotiation

making
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Interests = Answers to this Question:

On the issue of what does

[1ssue]

need?
[Stakeholder]

| Answer: [Interest] |
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Relationship Building — Talking About Interests

* Focus on needs

« Solicit interests directly from stakeholders
(listen)

« Confirm, review and update analysis
through discussions and other contacts

t .

Types of Interests

s Family

 Job

performance concerns
« Value to « Hobbies
company « Food

* Revenue

Personal
Interests

Professional
Interests

4/20/2015
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Negotiation Role-Play

Silk Stocking LLC is a respected law firm and the

largest tenant in The Generic Building, a Class A,

multi-tenant office building on the best cornerin
downtown Steel City.

Two years remain on their existing lease, They are
interested in making substantial changes to the way
they use office space and are considering a move to
another building or renewing in place and making
rengvations.

The owner of The Generic Building is Bob

Skyscraper, a local develeper with a reputation for
homF “tight fisted” and a tough customer, He and
L3

Man Y Lawyer, the Managiog Partner of Silk Stocking
are go ﬁnF buddies and mentbers of the same i
country cluh,

N

Negotiation Role-Play

Silk Stocking has hired an out of town tenant
representative, Stud Andrews, to assist in the
lease negotiations and show the small town folks
in Steel City how the pros do il in the Next 8ig
City. Bob Skyscraper and Stud have met before
and have a healthy distaste for each other. A
swmmary of the relationship between the parties
is included in your packet.

Our task is to negotiate a lease renewal for Silk
Stocking, LLCin The Generic Building using the
Interest Based Negotiation process to ensure lllr
most successful outcome for both parties.

L
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Negotiation Role Play

Read Case Study Set Up
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The Players*

Landlord:
Tenant:

Tenant Rep:

Landlord Rep:

may be athers!

Tob Skyscraper

Manicy Lawyer, Mmm;,m;, Partner,

Stk Stocking, LLC

Stud Andrews

Magnolia ("Magpic”) Blossom

il

|
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Negotiation Role Play

Meet and Greet session

N

Sample Interest Chart

Bab Skyicraper SEk Shockicg LIC

Bobr's refationship with Mankey Gooo G000
Timsing of new hease LEVERAGE ASAP
Heed for space MAMITE QFRMEE
Tenant Imprrvement Cast SILK STOCYING PAYS

Rerdal Rate MAXINTPE

Tenant Rep Fan M TE Ch
Hastle Factor MINMITE EXPLONT
Aent During Renovations MANTAN WM
Othen 11T?

-
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Discussion Topics:

» How is the approach in Step 1 different from or
similar to how you usually prepare for
negotiations?

» What do you see as the benefit, ifany, of
focusing on the stakeholders’ core needs?

» Do you find it easy or difficult to figure out
other people's interests? What makes it easy gr

‘x‘difﬁcull? |
, (.I

i
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Creating
Negotiation
Options—Step 2
of the Three-
Step Process

[\
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Step 2: Creating Negotiation
Options

What can we do to get them what they need?

Jl\ RN

Step 2: Possible Actions

Targeted
Bralnstormling -+ Flod

Ways to Satlsty
Interests of Al
Stakehalders

Evalisate Possible
Actions

Look at EFFECTS of
actlons on

. stakehalder Interests '! J 1
‘\& [
: BRNGLR

Key Definition

Actions:
Possible options
for satisfying

interests

through a
negotiated
agreement

[ 1
- L\

4/20/2015

14



4/20/2015

Negotiation Role Play

Silk Stocking's Existing Lease

Lease size: 30,000 s of rentable space

Lease term: Two yoars remaining

Current base rent: S18.00 per sf por year with no escalations

.

Currem Opurating Expenses. $8.25 per st per year

Tepant's Operating Expense Base: $6.00 per st per year

Opveating Expenses are expected to increase 3 percent
annually,

Tenant in place since 1982,

Major renovations nocessary 1o adapt to current usage
reguirements

R
A\

Where to start???

Estinale the preseat value of the lindlond’s current
position with remaining lease payments

re-leasing” scenarie, and coleulate the
hict present value of that cash Bow

Prepare o prellminany propesal fera renewed fease
agreement and calculate the net present value of
it cash fow.

Use the difference in the nambers to determine the
amaount of “wiggle room™ the landlord hus to ntake o
deal

15



Bob Skyscraper -- Today

- z = |
Existing Lease between Bob Skyscraper and Silk Stocking, LLO

JOMHSF S18.00/RSF;
g Expemies NOW 52.00/nf; OF Stop $6.00. Expect 3% snnual escalatan.

Cperating
Teary Expemie Bne  Het Operating
Remurng  Base Aenl Year Income
1 5 54300000 518000000 5 35000000
2 $ 5400000 $180000.00 5 360.00C.00

I &

Bob Skyscraper -- Today
lﬂ;x._...,mrm.,—_:__t.__m_ i
1 380,000 | + ]
2] $3680,000_ | +
3 | e -
4 "+
] T [ =]
[ *
T +
a -
a -
10 +
!ﬁ Dieaoum Rata | ___B8.00%
at Presant Vail L B 5841,8756 | A
(MR
N\

What if it takes 3 years to re-lease?

Boh Skyscraper - Worst Case — 3 year lease up
TLOSTA OPER,
LEASING FEES  BASERENT  EXPENSES  BASEYEAN NOt

[OY0

EOY1 5 unsm $ [242.500)
Y2 5 2548535 $ [sams)
EOY3 $ 97140 s wn sLmen)
EOV& $ 510000 5 A0 5 270450 § DINSSD
EOYS S S1%000 $ M6 5 ITIASD 5 PINSSO
Ve $ 512000 5 236920 5 170450 § DINSSO
EOY7 S SATO00 5 295318 5 170450 § 260530
Eove § SAT000 § 343N 5 170450 5 NASK0
o9 $ 50000 5 31526 $ 270450 § 26BN
lsov10 $ 540000 § 3121531 S5 270450 § 269350

= N

4/20/2015
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What if it takes 3 years to re-lease?

£289. —_ |
iﬂemmif-_‘_r _Qumﬂ P
Nat Presant Vialue (5374721

N

BEONOARADN O

Bob’s Initial Proposal to Silk Stocking, LLC

Lease skze: H1L000 sf

Base Hent: $20 per sl per year. with 2% annual escalation

.

Fils

Bob's initial Proposal to Silk Stocking, LLC

Bob Skyscraper 1st Proposal te Silk Stocking
Assumaptions:
OFLRATING L9 TIMANT
LEAMED (218, 21 EICALATION MEROVEMENT  LEASIMNG
L: 13 PER IS mEm ¥R Lot mik (14373
¥ m L
BALE YEAR NOF

3 330000 5 AT0.000

5 330,000 $ AN ODOD

L] S30.000 * O30

5 R0.O00 + BiR.pas

5 110,000 $ 533,988

3 130,000 + 533,268
% 3310.000 s sTO.9%0 B.|

* B it 00 3 HAR.B4T

Ed 3150000 $ 407 328

3 3looow s sas.074
. ]
N
Bkl
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Bob’s Initial Proposal to Silk Stocking, LLC

o (31,725, 587]
1 $470,000 | +
2 E $486,000 | +
] $502.320 | +
4 S518,986 | +
5 §535.048 | +
& $563,285 |
7 $570,830 | +
8 540 | +
g S607.328 | <
10 $EIE,074 | +
NPV Discount Rate 8.00%
Nat Prasent Value 5$1,865016
Ny
Bob's "Wiggle Room"
P of Imvtal Progersal 1 Sk Stacking 5 LEESOIE
Less: P of Bob's Wortt Cose H 3,121
e PV of Exsting Lease with 1 yrb remaning H |541,975)
v of Batrs Wigghe foom. s e

[

- I

Silk Stocking, LLC's Perspective —
Initial Proposal

Bob Skyssraper 13t Propotal to Silk

Adbaptlaert:
TIMANT sebiad
omuma o1 R Pimami o et
MAND  HUTIESE DMALTIOR A uawG v
LY L MR AMGAT DT o = e corsers
-y .1 -3 ed § L] "3 w s 1t i
TR, WA
LY,
] R o PAs
Lo d BASI BINT LOTREIE BAR TRAR THE)  AMSUAL CDST
w1 s
w1 3 RO 4 Jmae § pmew § [T
save S bwAW 1 o § MMM 3 S § oo
wny § ELe 3 uausr § o 8 amr § mimr
e Bosamms b Maae 5 Lalem 5 mew 5 e
b R L e L]
ws 3 miEm 5 e i B § sl § WLen
LAl $ ommTm b veart 4 sl J Wi 5 el
il § omaae 5 M 1 LARE F TR 5w
e 3 wirax 5 e 1 Wosm § omese 1 Laner
L] $ovarm b s 1 e SamlH 8 LR i
E.CIM
Sy

18



Silk Stocking, LLC's Perspective -

Initial Proposal

-

$520,000

+

$600,000
£825.800

$852 417

3876 688

$007,364
$835825

[l

7

3984 807

DONDOALUN2AO

31,025 3682

T A e

$1.056.849

3

1
L

NPV Discount Rate

6.00%|

$7,222 774 | |

¥El Present Value

N
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Silk Stocking, LLC's Existing Lease

Silk S5tocking's Perspective — remaining two years

Yudes
Rempnng Baye Axni

1 $ 540,00000
2 % 540.000 00

Dperating
Expensy Pass  Met Cost of
Thru OCecupancy

$% 67,50000 3 607,500.00
§ 7500000 $ 61500000

I

-

E

Silk Stocking, LLC's Existing Lease

(i = Y T I — .
]

1 [A0T 800 | +

2 e ok e

3 -

4 -

5 L]

5 ' e b |
T ’

. =] '
10 +

NPVDiscountRatn | 600
Nst Present Value - IR AR |

i
|
f
i

A\
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Silk Stocking's Net Cost of Occupancy
of Initial Proposal

IPY ot Bob's 15t Propasa:Scenatio §2,00774
il:ss PY Cost of Occupancy Remaining Two Years 5 [Lamas
|

et PY Cost of Occupancy of New Deal Today 86,100,313

El

- A\

Here’s the Problem!

Can Stud and Maggie
reach a mutually
beneficial lease

renewal agreement?

$6,102,313

-

Negotiation Role-Play

Prehiminary list of possible Action ltems

1 I

4/20/2015

20



Brainstorm List of Action Items

et of Poscible Artions

"
F et LE ]
o Pul anl &f cntrSebed e
Merrer and Samt
Lecm o rgeliy S HOW OAF MasmY
B vy §5 11 00 ey ot 00w
St ot & SobreR

Wthd i Pkt P TECa M et J puare
ra

-
Ty 1 T S Liiirs ot
Anchitnchedl Ml

38 LI C purs maevesad [T o sidenanst rou
5 £L o e com ey remtimr i
ot S
o P Py T —
Ty &y daice Soring Soatd [t

o
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Negotiation Role Play

In your groups, develop an
Action Plan

Prepare for meeting with
the other party to go over
possible terms of a proposal l

.

Discussion Topics:

How is this approach in Step 2 different from or shittllar to
how you usually prepare for negotiations?

Do you uspally start with Step t or jump straight to Step 27
Did you find Step 2 casier or more difficult than Step t?

Do you need to revise your Action Plan to be able to rcaTh an
agreement?

R

21



Risk Analysis
— Step 3 of
the Three-
Step Process

7Y

Step 3: Risk Analysis

What happens if there is no resolution? ‘

L -

Step 3: Risk Analysis

4/20/2015

Fighting Alternatives

« Stakeholders will try to satisfy their own
interests unilaterally and may try to harm
the interests of others

« Evaluate the impact from what people may
do (for you and other stakeholders)

» Respectfully communicate these
consequences (on critical interests) when
necessary

22



Fighting Alternatives

Consequences

that may

occur if there

is no
agreement

|

Consequences of No Deal:
Understand and Explain

Define your bottom line

Help stakeholders fully appreciate
costs of fighting alternatives

A\

;o

Treating Proposals:
How to Satisfy Interests

Nrvelop propasals o address
thie particulas needs ufall
stakcholders

Lonsider packages of actiuns,
incuding actluns thet may in
Isnlatlea he unatiractive

Welgh possible Actlons
against Nightlzg Alternatives
amd deflined Bottur Line

Crrate talking points that flak
proposa] ideas o Interests
satisfled

Negutlate package of Actions
or cheose not to do the deal

L
ik\*

4/20/2015
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Negotiation Role Play

Develop Fighting Alternatives

L

ﬁ
5
g

A

Identify Fighting Alternatives

Figwiag Lievastt
S5 LI moves ta aew 0C0on now and finds suttenant
for spac i Gatenc BRsang

Cils v firm

Wore fo auburta « no parking cists
Refusetoomsl with $tud

Bot) S refuset rorove SUbiaGE
FumAzya over Lo keroey

Frada ra Soit ¥ Couatry Oup
Frean bk Markey of Countny Gl
Vv legel nork to B g Hotibel Firm

-

Prepare to Negotiate

bxpand vayr
%3t of possible

Attion Jlems

and evalwste U'pdate your
iTnecesaasy :"-l:‘li:mg Tatking Foints

Determine the
Fighting
Alternatlves
Deury and the
ather parly s}
ans consider
the sk

Update vour
interess Charts

rour
Selehotder
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Meeting #3 |

In your group, discuss possible
Action Items and understand
Fighting Alternatives - yours AND
theirs!

Meet with the other side and talk
about items you may include ina
|  proposal and gauge feedback.

ol

4/20/2015
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Copyrght 2004 by Rendy Clsnlerrges

“We believe in paying our employees as much as they need.
Since you'll be at your desk 90 hours a week,
you won't need much.”

I fa NN

Formulating
Proposals and
Communicating
Offers

25



When Talks Get Tense....

"Tunt ket b Theas rjal-:x:vl-':;ka{-a
ﬂeﬂahzhg Hacte,

1 R

Proposal Process as Collaborative
Discussion: Building the Relationship

rerache
process baved
ondialepae and

yoint problens-
whing{nal
Zame of
“Chkchral}

Work lagether on Usdenzand trade

kmpreving the oty (Lr, mhazis
propesal arehling realhy critleal 1o
refection )
Use bredbick ta |

proposal eaplere

4/20/2015

rohance the :
| atiernativeoptions :.\\\k

Securing Commitment

Your couaterpart will assess
impact of proposal on lits
eritleal Inerests

-,

Proposal must satisfy their
criticil fmterests better than
fighting aiternatives
———l

Appeal to data to demonstrate
wrue Impact of fghting
alternatives on their critial
interests

F, | 1

WK
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Handling Price Negotiations

Put price In broader context

Look to other stakeholders

Present the whole pachage

Warn of consequences, if necessary :'

Reduce your package to meet the lower |
price, as a last resort

N

Dealing with Tactics

ngcs are: 4 Challenge:

ons,

: ' Handling

phrases, eic. tactics to

intended to| AT

cause you to, sood
e fesss outcome

4/20/2015
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Handling Difficult People

Stay strategic and avoid letting
a difficult negotiator throw you
off guard

Address unprofessional
behaviorand statements with
clarifying questions about

legitimate needs |

—d

- N
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Applying Interest-based Negotiating to
Internal Discussions

« Build the internal relationship

« Understand and solicit interests

+ Brainstorm ideas te address particular
needs

« Refine talking points and proposals

4/20/2015
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Negotiation Role Play

Negotiate the deal!

N

Summary: Three Step Process

1) Who Is invoived and what do they need?

g

2} What can we do to get them what they need (so
we can get what we want)?

g |

3) What happens if there is no resolution? t
‘\\ NUR
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Interest Based Negotiation
Works!

«  When you understand the interests of
others, you can anticipate what they
will do in almost any situation to try to
satisfy their interests that you have
identified.

+ The key to success is taking the time o
complete a disciplined assessment of
all the stakeholders and all of their
critical interests BEFORE developing a

proposal and entering into discussion.
; o [
‘\\ RNLR

Getting What You Want:
Commercial Real Estate
Negotiations

3

oy e

, ‘:r__, (VR
. Nl
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