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O w n e rs of s i n gle-tenant retail boxes could end up paying 
excess pro p e rty taxe s, i f t h ey ’re not sav v y. By Jim Po p p, E s q .

D o n’t Let A s s e s s o r s
B ox You In 

S
t a n d - a l one retail boxe s , wh i ch can
ra n ge from 10,000 sq. f t . to more
than 100,000 sq. f t . , a re among the

least com p l ex types of real estate .
However, these boxes are of ten misu n der-
s tood and, as a re su l t , overva lu ed by
property tax aut h ori ti e s . Th ey do not
ex h i bit many of the real estate ch a racter-
i s tics of of f i ces or apartm ents with wh i ch
tax aut h ori ti e s , a re most familiar and
u pon wh i ch they tend to base their fun-
d a m ental va lu a ti on assu m pti on s .

The frequ en t , exce s s ively high va lu a-
ti on of boxes re sults largely from asses-
s ors’ m i su n derstanding of the devel op-
m ent and financing of m a ny of t h e s e
properti e s . Boxes are frequ en t ly the su b-
j ect of s a l e - l e a s eb ack tra n s acti ons or ten-
ant leases  on properties to be con s tru ct-
ed . These leases differ su b s t a n ti a lly from
the typical lease of an apartm ent or
of f i ce . It is inappropri a te for the assessor
to use data from these tra n s acti on s
because the data may overs t a te the prop-
erty tax va lue of the property.

The fo ll owing example invo lving a
f ree s t a n d i n g, h i gh - end 14,500 sq. f t .
s i n gl e - tenant store is useful for under-
standing boxes of a ll size s . Typ i c a lly, a
devel oper wi ll en ter into an agreem en t
with a drug store chain to con s tru ct a spe-
c i a lly de s i gn ed store on a predeterm i n ed
s i te . The total con s tru cti on co s t s , i n clu d-
ing hard and soft co s t s , m ay be $230 per
s q . f t . for a total of $3.3 mill i on , p lus $1
m i ll i on for land.

The devel oper and the drug store
chain then nego ti a te a rent based on a
retu rn on con s tru cti on costs or retu rn on
i nve s tm en t , taking into con s i dera ti on the
term of the lease and the cred i t wort h i n e s s
of the ten a n t . A retu rn on con s tru cti on at
9% re sults in an annual rent of $ 3 9 0 , 1 5 0 ,

or $26.90 per sq. f t . The devel oper may
t h en sell the property to a third - p a rty
i nve s tor who is motiva ted by a stabl e ,
l on g - term retu rn on his inve s tm en t , or
u l ti m a tely for purposes of a 1031 tax-
deferred exch a n ge

Wh at fo l l ows are some of the issues

rega rding boxes that a taxpayer should bring

to the attention of the tax authorities.

1The parties to sale-leaseb ack tra n s-
acti ons of ten have econ omic moti-

va ti ons that are different from parties in
typical real estate leasing situ a ti on s . Sa l e -
l e a s eb ack tra n s acti ons are popular bec a u s e
companies using boxes of ten focus on cor-
pora te liqu i d i ty, and they would ra t h er
h ave cash on their balance sheet than re a l
e s t a te holdings . Tenants can usu a lly gen er-
a te a high er retu rn from cash in their bu s i-
ness than in their own ed real estate . In
ad d i ti on , these types of properties have
become frequ ent inve s tm ent target s
because they are easy to use for 1031
exch a n ge s . These factors are not under
con s i dera ti on in a typical lease nego ti a ti on .

2 Box own ers should ex p l ore
wh et h er the actual rent calculated

f rom financing con s tru cti on costs is high-
er than the market rent on other boxes in
the are a . If the rent is high er, the tax
a ut h ori ties are placing excess va lue on the
s a l e - l e a s eb ack property. The tax aut h ori-
ties then com pound the probl em by also
using a rent figure based on con s tru cti on
financing  as the ben ch m a rk to va lu e
o t h er properties that are gen era ting lower
m a rket ren t .

3The cap ra tes for these types of
properties are bel ow what is typ i-

cal for the market place due to factors
su ch as a lease nego ti a ti on based heavi ly
on tenant cred i t wort h i n e s s , a lon ger than
u sual real estate lease peri od and the

i m p act of 1031 exch a n ge s . The ten den c y
for tax aut h ori ties to use these bel ow -
m a rket cap ra tes drives up the tax va lue of
box properti e s .

4 The single-tenant nature and
l en g t hy lease terms cre a te situ a-

ti ons different from the more com m on ly
k n own apartm ent and of f i ce building pat-
tern s . Leasing and marketing ex pen s e s
m ay not appear on current ex pense state-
m ents because they are sporadic ra t h er
than annu a l . The determ i n a ti on of m a rket
occupancy becomes difficult because these
properties are ei t h er 100% or 0% occ u-
p i ed , and they may requ i re a lon ger leasing
period than multi-tenant properties.
Wh en these factors aren’t taken into con-
s i dera ti on , tax assessments are too high .

5 Tax aut h ori ties of ten use the co s t
a pproach in va luing a property.

Two issues should be ex p l a i n ed to the
a s s e s s or. The con s tru cti on costs may
i n clu de some costs attri but a ble on ly to
the specific needs of the bu i l d - to - suit ten-
a n t . Th ey also may inclu de en trepren eu r-
ial profit that is above normal for the con-
tractor as a guara n tee against cost over-
runs and time del ays .

Own ers of retail boxes should caref u l-
ly examine their assessments in light of
the five points det a i l ed above . It is po s s i bl e
that all five points need to be ad d re s s ed
with the tax aut h ori ti e s , or on ly a few 
a re germane to a specific property.
Non et h el e s s , own ers can avoid payi n g
excess property tax on boxes by edu c a ti n g
the tax aut h ori ties abo ut these issu e s . ❚
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