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Based in Rosemont, IL, Horizon Group Properties, Inc. is an owner and developer of outlet shopping centers in
seven states and developer of a master planned community in Suburban Chicago.

COVER - Cleveland, OH

Dear Stockholder,
Horizon Group Properties commenced operations 20 years ago on June 15, 1998. We started our
journey with 13 outlets centers, a power center and several dozen acres of undeveloped land.
Each of the properties in our original portfolio had significant operating challenges. Over time,
we improved some of the properties, sold some and repositioned others. In 2006, we sold the
balance of our portfolio and turned our focus to the development and acquisition of factory outlet
shopping centers. Our team takes great pride in the strong centers we have developed.
Over the past two decades, we have witnessed ups and downs in the national economy and the
outlet shopping center industry. During these years, we experienced periods of rapid expansion
in the outlet sector; times when very few centers were being built, and endured the worst postwar economic recession in history. For the past five years or so, we have been in the midst of a
sea change in the retail world caused by clothing price deflation, increased online shopping, a
rapidly deteriorating department store environment and excess retail space. Consumer
preferences have also changed, particularly among millennials, and have shifted from spending
on purchases to spending on experiences.
As a developer and owner of outlet centers, we find ourselves in a very unusual position. The
national economy has taken off in the last year after many years of slow growth. Unemployment
is at near historic lows. Same-store sales at our centers we have developed continue to improve,
in some instances markedly. At the same time, the retail industry is, at best, in a holding pattern.
Fewer tenants are operating today due to bankruptcies or reductions in their brick-and-mortar
presence. Without tenant demand for space, we are unable to take advantage of the growing
economy and our successful outlet operating results to develop new centers for our portfolio in
the fashion we would like.
This does not mean that our business is at a complete standstill. It simply means that improving
our existing centers will take more effort, ingenuity and more time. It also means that new
development will require far greater diligence, incorporating non-outlet uses in the tenant mix
and an acceptance of good but reduced investment returns compared to the returns we had been
accustomed to achieving.
New Development
On March 16, 2017, we opened The Outlet Shoppes at Laredo. It was the culmination of a 12year effort that overcame many obstacles. These obstacles included the violent drug war that
wreaked havoc across the Rio Grande, the recession and the rejection by retailers of our original
plan for the redevelopment of the existing mall on the site. All of this was compounded by the
fact that two other competing centers were proposed in the market, which slowed our leasing
momentum.
After overcoming these obstacles, we thought smooth sailing was ahead. Instead, the grand
opening occurred in a time of fierce headwinds. While the center serves the residents of and
visitors to Laredo, its primary customer lives in Mexico. The value of the Mexican peso has
been declining against the dollar for a couple of years. It improved a little this year but has
settled back lower. Statements made by President Trump are thought to have dampened the level
of spending by Mexicans in the US. Misinformation in Mexico regarding immigration policy has
also resulted in reduced border crossings. In spite of these challenges, the grand opening was
very strong.

The weak peso had a direct impact on pre-opening leasing as retailers that were experiencing
declining sales at their stores in other border locations were hesitant to open at our center. It was
the first center that we have developed that was less than 90% leased at opening. The center has
also been affected by retailer bankruptcies. Since opening, Nine West, Toys R Us and A’GACI
have all closed their stores in the center because of bankruptcies. Offsetting these closings is the
addition of True Religion, Corral West, and Stone & Stein (a fast-serve pizza concept described
in more detail below). We are close to signing leases with of a couple of strong outlet retailers.
As a Company, we are very focused on the success of this center. We are devoting substantial
time and energy to both our marketing and leasing efforts. We remain confident that over time
this center will truly be a great-performing center.
Perhaps the biggest disappointment for Horizon over the past two decades was the decision we
made earlier this year to abandon the development of The Outlet Shoppes at Rentschler Field in
East Hartford, CT. We spent several years working on this project. It was extremely well
received in the tenant community because of the large, affluent population, the lack of outlet
competition and a truly great site. At the same time, the project was burdened by an above
market land cost and a Town requirement for substantial union participation on the project.
These costs caused the project return to be well below acceptable levels.
We were willing to proceed with the project in spite of the substandard initial return, because we
firmly believed that strong sales would allow rents to be increased in the future, pushing up the
project return. We knew there would be a strong likelihood of future expansion which would
have also improved the project’s returns. The initial roster of tenants committed to the center was
arguably the strongest of any project we have developed. The fatal blow to our plans to move
forward was the handful of tenants who either wanted to renegotiate the terms of their leases or
would not move expeditiously to sign amended leases to reflect a delayed delivery.
I am fully cognizant of the difficulties many retailers are currently experiencing. But if retailers
are not willing to work with developers to bring projects like The Outlet Shoppes at Rentschler
Field to fruition and feel the need to take advantage of every opportunity to improve their lease
terms without realizing the impact on the viability of a project, then I fear fewer and fewer new
centers will be developed. It is unfortunate that the longstanding partnership between outlet
retailers and developers which allowed both parties to thrive and be profitable seems less and
less viable today.
We are very excited about our newest site in downtown Cleveland, near the Rock & Roll Hall of
Fame, the Huntington Convention Center of Cleveland, and Burke Lakefront Airport. It is a
short distance from many of the new and redeveloped downtown hotels, professional sports
venues and other tourist attractions. It is also not far from the famed Cleveland Clinic and Case
Western University. Over 2.2 million people live within 30 miles of the site, including an everincreasing number of downtown residents.
We are proposing a two-level center containing approximately 350,000 square feet of rentable
area. We are in the early stages of design and cost estimating. There is no question that the site
will be more costly to develop than our typical site and will thus require some type of publicprivate partnership. Our discussions to date with city and county officials have been very
positive but we have a number of tasks to complete before we can begin development.

The decline in the number of retailers doing outlet stores and the proximity of the center to the
downtown and its tourist population allows for a larger food and entertainment component than
we would typically include in a new development. We anticipate that at least a third of the space
will be dedicated to these uses. We hope to add our center to the already vibrant food and
entertainment venues in downtown Cleveland. The location of the center allows us to create
dining spaces with vistas of the lakefront. There are surprisingly few existing dining options
with views to the lakefront.
We were quite pleased by the positive comments about the proposed center from the participants
in focus groups we recently conducted in the market, and we gained some valuable information
from this exercise. We are further encouraged by the positive reception of the project from
retailers who recognize the absence of strong outlet options in this market.
Property Operations
We have always prided ourselves on the effective and efficient management of the properties we
own. We believe the cleanliness, safety and aesthetics of our centers rival those of the best in the
industry. At the same time the operational expenses at our properties are well below those of
most of our competitors.
Management of the properties encompasses far more than just cleaning common areas and
parking lots and keeping the lights on; management in this context also involves leasing. While
we strive to maximize occupancy at all of our centers, merely filling space is not the only goal.
We also want to attract tenants that are desirable to our shoppers, and create a mix of tenants that
provides for a variety of shopping choices and price points.
The outlet business continues to evolve. Gone are the days when centers were located in rural,
low-density areas 60 miles from a large city. The increased density of the population near our
centers gives us the opportunity to incorporate more food and entertainment tenants. Consumer
preferences continue to change and shoppers are now seeking experiences as much as
merchandise during a shopping outing. Food and entertainment help to meet this need. The
diminished number of retail tenants in the market permits us to include these uses into our
centers.
Marketing is the final piece of our management function. We constantly strive to inform our
customers of sales, special events and activities at our centers. We use radio, television, print
ads, direct mail, digital and social media. Our team has decades of experience with traditional
media but we are constantly challenged by the ever-changing world of digital media. We strive
to stay current, fresh and on the cutting edge of today’s social/digital media environment. While
it is a challenge for a smaller company to maintain an edge in social media, we believe we are
succeeding in these efforts.
In recent years, our centers on the Mexican and Canadian borders have been hurt by the
weakness of the currencies of those nations. The Outlet Shoppes at El Paso encountered a
decline in sales that was in part attributed to the weakness of the peso. I am happy to report that
sales and traffic at that center have improved dramatically. As of this writing, sales for the last
twelve months were up 6.0% compared to the prior twelve months. A strengthening peso is
partly responsible but much of the increase can be attributed to the development occurring near
our center and the related improvements to the roads leading to the center. In 2017, we added
Under Armour, Journeys and Lids as tenants to the center, further improving its tenant mix.

The Outlet Shoppes at Atlanta continues to produce impressive sales growth. Almost without
exception, sales at the center have improved each month since its opening. Same-store sales for
the center were up 4.5% over the prior twelve-month period. This is on the heels of a 7%
increase over the twelve months prior to that.
We have added New York & Company, Book Warehouse, Spencer Gifts and Palmetto Moon to
the center. The latter opened in June with such strong traffic that customers were forced to
queue up outside the store. Later this year, De Allende Mexican Kitchen and Tequila Bar will
open at the center offering a quality sit-down dining experience with outdoor patio seating.
The business at the center is so good that traffic and parking are on our watch list. In 2017, we
significantly improved traffic flow at the entrance to the center by adding a deceleration lane into
the center, and an additional left turn lane to exit the center at the cost of $335,000 and also spent
$75,000 to convert a side access drive from one way to two-way traffic. We will shortly begin a
$1 million project to pave and light a currently unpaved temporary parking field at the center.
The Outlet Shoppes of the Bluegrass continues to have strong sales which are up over the prior
twelve-month period. During 2017 we added some great names to a tenant mix that was already
terrific. New tenants that have opened include Bath & Body Works, Tory Burch, Calvin Klein,
Le Creuset and Puma. We have some strong retail - although not outlet - competitors in
Louisville and Lexington so are working to get the message to consumers that there are tenants at
our center that have no other presence in the market.
The reduced number of retailers opening outlet stores has had an impact on all of our centers. At
The Outlet Shoppes at Burlington (WA), we have been in the midst of a perfect storm; the
Canadian dollar remains weak, two large successful outlets opened up in the Vancouver market
and a competing center to the south of our center added a large and successful new phase. We
have countered these factors by opening some non-outlet tenants including a furniture store and a
soon-to-open children’s museum. We believe they complement the existing tenants and, in the
case of the museum, draw people to the center who will combine shopping with their museum
visit.
At The Outlet Shoppes at Gettysburg and The Outlet Shoppes at Oshkosh we recently opened
Michael Kors stores which we think are excellent additions to the tenant mix at each center.
Land Development and Property Dispositions
The Company still owns 375 acres of land in Huntley, IL. Interest in the land is far higher than it
was during the several years following the recession, but we have not converted this interest into
sales contracts. The last sale we had was in 2015. We continually review and analyze the best
and highest use for the land and are currently seeking the rezoning of 130 acres to allow
industrial uses. Industrial activity in this segment of the market remains strong.
In connection with the land acquisition for the development of The Outlet Shoppes at Atlanta,
the Company’s joint venture with CBL made a loan to the owners of 120 acres of land adjacent
to the outlet site. Ultimately, the loan was restructured so that it now has a priority and is
entitled to receive a substantial portion of the proceeds from land sales. We subsequently
acquired CBL’s position in the joint venture that holds the loan. A payment of one million
dollars is due to CBL from the sale proceeds of a parcel of land currently under contract.
A 16.4-acre parcel of the land was sold to Costco for one of its wholesale stores on July 25,
2017 for a sales price of $4,250,000, plus $2,000,000 site work cost participation. After the

closing, Horizon commenced the site work required to allow Costco to build its store. The site
was turned over to Costco on March 16, 2018, with a planned opening of the new 150,600 square
foot store on August 9, 2018. We believe that this Costco store will solidify this area as a retail
destination and improve the performance of our outlet center which is located across the street
from the Costco. A typical Costco shopper has demographics that we desire for shoppers at our
center and we believe Costco’s proximity will bring additional customers to our outlet center.
The site work completed for Costco also makes available several other parcels for sale.
Currently, a 2.0-acre parcel is under contract for a multi-tenant strip shopping center with an
expected closing in August. A contract for the sale of 16.5 acres for a townhome development
was recently signed with an expected closing in December. Finally, an 8.0-acre parcel is under
contract with a car dealership across the Costco development on Ridgewalk Parkway. We
anticipate that this sale will occur in September.
In December, we sold a one-acre parcel of land that had been leased to a gas station at The Outlet
Shoppes at Fremont for $950,000. Two months, ago we sold a three-acre parcel of land in
Muskegon, MI for $450,000.
Financing
In my last letter, I indicated that Horizon and CBL were seeking replacement financing for The
Outlet Shoppes at El Paso. This effort occurred at the same time as the ten-year lease expirations
at the center. These expirations also coincided with a falloff in sales at the center largely caused
by a drop in the value of the peso. In order to maximize loan proceeds, we decided to complete
the renewals of the expiring leases at the center before securing a permanent loan. In November
of 2017, CBL agreed to provide a $61.85 million loan on the same terms at the then-existing
loan.
Our strategy has proven to be correct. The center is in a far better position for us to obtain
favorable replacement financing than when we were in the process of renewing existing leases.
We are currently reviewing term sheets for replacement financing, which we hope to have in
place in the next 60 days.
Restaurant Operations
Venturing into the restaurant business was as much to provide an amenity for our centers as it
was to start a profitable business. We had found that many national restaurant chains utilize
population, income and other metrics to determine the location of their stores. These metrics are
not met by most of our outlet centers. At the same time, we saw a desperate need to provide
something other than food courts to our customers. The first four restaurants we opened were
Johnny Rockets, with the most recent being in The Outlet Shoppes at Laredo. That opening
coincided with the opening of the center in March 2017.
In terms of an amenity, it is clear that we met our goal. The profit side of the equation has been
not as clear. In 2017, the four restaurants had a combined loss of $2,326. Our strongest store by
far is at The Outlets of the Bluegrass. It should make a profit again this year. We are close to
making a profit at The Outlet Shoppes at Atlanta which is in the food court. Laredo will be close
to profitable. Oshkosh is expected to incur another loss.

We continue to improve the efficiency at the stores and work to drive top line sales. We have
struggled with traffic generation, wages and rising food costs. We have learned a great deal
since starting this initiative and remain convinced that opening these stores was the right
decision.
We have created a new restaurant concept that will open in Laredo in several weeks. It is a
build-your-own fast-bake pizza concept named “Stone & Stein.” It is similar to concepts
opening around the country utilizing high-temperature ovens. Customers choose ingredients
arrayed in front of them and their pizzas are baked in five minutes. We chose Laredo for the trial
launch because of the popularity of pizza with Mexican customers. Shopping centers in Mexico
have extensive pizza offerings as compared to centers in the US.
There are several things we like about this restaurant concept. It is a sit-down food concept not
located in a food court and it will offer alcohol for sale. We see demand for alcohol at our centers
but currently have few and, in most cases, no bars or restaurants offering alcohol at the centers.
The startup costs are less than 50% of restaurants similar to Johnny Rockets and there are no
dominant national players. Finally, we plan to utilize one manager to oversee both of our
restaurants in the center, thereby significantly reducing overhead costs.
We have spent more than a year refining this concept and think the plan is sound. We will see
how it performs in Laredo before we make commitments for other locations. If it is successful,
we will evaluate each of our centers with respect to the potential for profitability and to
determine if any would benefit from having one of these restaurants.
International
I have written extensively in the past about The Horizon Village Outlets, our outlet project in
Kuala Lumpur, Malaysia. We have been working on the center for over three years and think it
has an exceptional location in a very strong retail market. We have attracted some very strong
brands to be part of the project.
Unfortunately, we still lack the level of leasing that would make us comfortable to proceed. As in
the US, this development is the victim of the reduced number of tenants seeking to add
additional outlet stores to their portfolios. Equally problematic is the fact that in Asia, a
significant number of tenants will not commit to a project until vertical construction is underway.
After careful consideration, we have decided to reduce our exposure to this project. We are
working with our partners to either monetize our position in the development or to keep our
equity in the project with no further commitment of equity. We are also in discussions with
respect to an ongoing role in the project in a consulting capacity. We continue to have
confidence that this project can be very successful.
Company Operations
The operations of our Company are supported by the cash flow from our properties and the fees
we earn for management, leasing and development. The cash flow from property operations
alone is inadequate to support our corporate overhead. While management fees are ongoing,
leasing fees become significant only when developing a new project. Of course, there are no
development fees when there is no development.
Abandoning The Outlet Shoppes at Rentschler Field resulted in a significant reduction in
expected cash flow from fees. To address the issue, I took actions to reduce the Company’s

corporate general and administrative expenses. We have eliminated five positions at the
Company and reduced executive salaries by ten percent. Mid-level salaries were reduced 5%.
We have also implemented other cost savings and revenue enhancing measures. Total savings
from these actions will exceed $1,000,000 annually.
The reductions in overhead costs do not completely eliminate the imbalance that exists between
revenue and expenses. Taking the actions required to completely eliminate this imbalance would
result in a company incapable of new development. We still believe there are opportunities for
additional development. The Outlet Shoppes at Cleveland is a prime example of a project that
we see as being very viable. The fees that would be generated by this project would essentially
address the imbalance for two to three years.
We also need to maintain key team members to address issues at several centers that could result
in significant improvement to their values. Our focus is shifting to this area of value creation.
Having said all of this, we are keenly aware of the structural issue we have and, as we move
forward, will constantly monitor the risks and rewards of continuing to operate with an expected
deficit. We will also seek other opportunities to reduce our spending on an ongoing basis.
Conclusion
We at the Company continue to be excited by the business. There are more challenges than we
have faced in the past but we also see opportunities to increase the value of the Company. We
will remain focused, diligent and cognizant of the changes in the market that could impact our
results. In the latter regard we will strive to remain nimble and aggressive.
Sincerely,

Gary J. Skoien
President & CEO
Chairman of the Board
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TO THE BOARD OF DIRECTORS
HORIZON GROUP PROPERTIES, INC.
Independent Auditors’ Report
We have audited the accompanying consolidated financial statements of Horizon Group
Properties, Inc. and Subsidiaries, which comprise the consolidated balance sheets as of
December 31, 2017 and 2016, and the related consolidated statements of operations,
stockholders’ equity, and cash flows for the years then ended, and the related notes to the
consolidated financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with accounting principles generally accepted in the United
States of America; this includes the design, implementation, and maintenance of internal
control relevant to the preparation and fair presentation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based
on our audits. We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the consolidated financial statements
are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditor’s judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. Accordingly, we express no such opinion. An audit
also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

COHEN & COMPANY, LTD.

800.229.1099 | 866.818.4538 fax | cohencpa.com
Registered with the Public Company Accounting Oversight Board

Opinion
In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the financial position of Horizon Group Properties, Inc. and Subsidiaries as of
December 31, 2017 and 2016, and the results of their operations and their cash flows for the
years then ended in accordance with accounting principles generally accepted in the United
States of America.

May 7, 2018
Akron, Ohio

HORIZON GROUP PROPERTIES, INC.
Consolidated Balance Sheets
December 31, 2016
December 31, 2017
(In thousands)
ASSETS
Real estate
Land
Buildings and improvements
Less accumulated depreciation
Construction in progress
Land held for investment
Total net real estate
Investment in and advances to joint ventures
Investment in and advances to joint ventures, at fair value
Cash and cash equivalents
Restricted cash
Marketable securities, at fair value
Tenant and other accounts receivable, net
Deferred costs, (net of accumulated amortization of
$46 at December 31, 2017)
Other assets
Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Mortgages and other debt, net
Accounts payable and other accrued expenses
Prepaid rents and other tenant liabilities
Total liabilities

$

$

$

15,590
45,680
(4,204)
57,066
3,848
22,526
83,440
29,822
49,237
4,003
7,162
9,312
1,316
267
927
185,486

64,478
17,764
304
82,546

$

$

$

11,764
43,748
55,512
35
22,300
77,847
56,700
48,837
7,623
1,985
994
261
9,817
204,064

63,562
15,393
335
79,290

Commitments and contingencies
Stockholders’ equity:
Common shares ($.01 par value, 50,000 shares authorized,
8,735 and 8,605 issued and outstanding, respectively)
Additional paid-in capital
Accumulated deficit
Total stockholders’ equity attributable to the
controlling interest
Noncontrolling interests in consolidated subsidiaries
Total stockholders’ equity
Total liabilities and stockholders’ equity

$

87
81,668
(18,291)

86
81,271
-

63,464
39,476
102,940
185,486

81,357
43,417
124,774
204,064

$

The accompanying notes are an integral part of these consolidated financial statements.
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HORIZON GROUP PROPERTIES, INC.
Consolidated Statements of Operations
Year Ended
Year Ended
December 31, 2017
December 31, 2016
(In thousands)
REVENUE
Base rent
Percentage rent
Expense recoveries
Restaurant revenue
Other
Total revenue

$

8,133
266
795
3,578
5,825
18,597

$

8,405
335
952
3,159
7,688
20,539

EXPENSES
Property operating
Real estate taxes
Other operating
Depreciation and amortization
General and administrative
Restaurant operating
Interest
Total expenses

2,908
1,194
950
4,260
8,527
3,567
3,063
24,469

2,859
1,216
771
2,455
8,328
3,074
3,254
21,957

Net loss before other income and expense
and income tax expense

(5,872)

(1,418)

OTHER INCOME AND EXPENSE
Income from investment in joint ventures
Gain on deconsolidation of subsidiary
Loss on sale of real estate
Loss on abandonment of assets
Total other income and expense

1,094
(1,312)
(14,888)
(15,106)

6,215
1,858
8,073

Net (loss) income before income tax expense

(20,978)

6,655

(1,102)

-

(22,080)

6,655

Income tax expense
Consolidated net income (loss)
Less net loss (income) attributable to the
noncontrolling interests
Net income (loss) attributable to the Company

$

3,789
(18,291)

$

(3,863)
2,792

The accompanying notes are an integral part of these consolidated financial statements.
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HORIZON GROUP PROPERTIES, INC.
Consolidated Statements of Stockholders’ Equity
(In thousands)

Common
Shares
Balance, January 1, 2017

$

Net loss
Stock issued to related parties

86

Consolidation of Woodstock
GA Investments

$

Net income

$

87

47

$

81,668

Additional
Paid-In
Capital
$

-

37,058

-

$

(18,291)
-

-

Common
Shares
$

81,271

Accumulated
Deficit

397

1
-

Balance, January 1, 2016

$

-

Distributions to
noncontrolling interests

Balance, December 31, 2017

Additional
Paid-In
Capital

Total
Stockholders’
Equity
Attributable to
the Controlling
Interest

$

-

$

43,417

Total
Stockholders’
Equity
$

124,774

(18,291)
398

(3,789)
-

(22,080)
398

-

-

(2,083)

(2,083)

-

-

1,931

1,931

(18,291)

Accumulated
Deficit
$

81,357

Noncontrolling
Interests in
Consolidated
Subsidiaries

(20,476)

$

63,464

Total
Stockholders’
Equity
Attributable to
the Controlling
Interest
$

2,792

16,629

$

39,476

Noncontrolling
Interests in
Consolidated
Subsidiaries
$

2,792

10,754

$

102,940

Total
Stockholders’
Equity
$

3,863

27,383
6,655

Stock issued to related parties

3

552

-

555

Stock issued for purchase of
noncontrolling interests in
consolidated entities

36

1,616

-

1,652

(1,652)

-

42,045

17,684

59,729

34,319

94,048

-

-

-

(3,867)

(3,867)

Step up in value due to change
in control (see Note 1)
Distributions to
noncontrolling interests
Balance, December 31, 2016

$

86

$

81,271

$

-

$

81,357

-

$

43,417

The accompanying notes are an integral part of these consolidated financial statements.
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555

$

124,774

HORIZON GROUP PROPERTIES, INC.
Consolidated Statements of Cash Flows
Year Ended
December 31, 2017

(In thousands )

Cash flows provided by operating activities:
Net income (loss) attributable to the Company
Adjustments to reconcile net income (loss) attributable to the
Company to net cash provided by operating activities:
Gain from deconsolidation of subsidiary
Net loss on sale of real estate
Operating distributions from joint ventures
Net income (loss) attributable to the noncontrolling interests
Income from investment in joint ventures
Abandonment of future developments
Depreciation
Amortization
Interest expense from deferred finance costs
Changes in assets and liabilities:
Restricted cash
Tenant and other accounts receivable
Deferred costs and other assets
Accounts payable and other accrued liabilities
Prepaid rents and other tenant liabilities
Net cash provided by operating activities
Cash flows used in investing activities:
Investment in future developments
Restricted cash
Purchases of marketable securities
Proceeds from sale of marketable securities
Distributions from joint ventures - return of capital
Net proceeds from sale of real estate
Expenditures for buildings and improvements
Net cash used in investing activities
Cash flows used in financing activities:
Distributions to noncontrolling interests
Principal payments on mortgages and other debt
Deferred financing costs
Proceeds from borrowings
Stock issued
Net cash used in financing activities

Year Ended
December 31, 2016

$

Net increase (decrease) in cash and cash equivalents

(18,291)

$

2,792

1,312
4,156
(3,789)
(1,094)
14,888
4,214
46
129

(1,858)
5,714
3,863
(6,215)
2,381
74
179

263
(322)
224
2,007
(31)
3,712

359
331
(449)
(846)
(115)
6,210

(8,769)
(5,440)
(22,530)
13,218
20,692
4,781
(4,940)
(2,988)

(2,123)
3,345
(2,929)
(1,707)

(2,083)
(2,659)
398

(3,867)
(234)
(91)
2,581
405

(4,344)

(1,206)

(3,620)

3,297

7,623

4,326

Cash and cash equivalents:
Beginning of year
End of year

$

4,003

$

The accompanying notes are an integral part of these consolidated financial statements.
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HORIZON GROUP PROPERTIES, INC.
Consolidated Statements of Cash Flows, continued
Year ended
December 31, 2017

Year ended
December 31, 2016

Supplemental Information
(In thousands)
Noncash financing activity
Refinance of long-term debt

$ 6,900

Noncash activity related to the disposal of fully depreciated or amortized assets
Building and improvements
$10
Deferred costs
$10

$783
62
$845

The following represents supplemental disclosure of noncash activity for the sale and de-consolidation of the assets
and liabilities of the Outlet Shoppes of Laredo on May 10, 2016 eliminated from the consolidated balance sheet
(see Note 4):
Land
Building
Construction in progress
Mortgages and other debt
Gain from deconsolidation of subsidiary
Investment in joint venture

$ 7,214
1,931
7,400
(5,280)
1,858
$13,123
66

Noncash activity related to the conversion of debt to equity:
Mortgages and other debt
Common shares
Additional paid-in capital

$ 150
(1)
(149)
$
-

Noncash activity related to the stock issued for the purchase of
noncontrolling interests in consolidated entities:
Noncontrolling interests in consolidated subsidiaries
Common shares
Additional paid-in capital

$ 1,652
(36)
(1,616)
$
-

The following represents supplemental disclosure of noncash activity for the purchase of the membership interest
and consolidation of the assets and liabilities of Woodstock GA Investments, LLC (WGI) and Ridgewalk Property
Investments, LLC (RPI) on March 29, 2017, by Horizon Atlanta (see Note 4):
Land
$ 6,418
Construction in progress
1,041
Mortgage and other debt
(2,446)
Accounts payable and other accrued expenses
(862)
Investment in joint venture
(1,220)
Non-controlling interest
(1,931)
Purchase of membership interest
$ 1,000
Seller financed noted included in Mortgage and other debt

$ 1,000

The accompanying notes are an integral part of these consolidated financial statements.
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HORIZON GROUP PROPERTIES, INC.
Notes to the Consolidated Financial Statements
Note 1 – Organization and Principles of Consolidation
Horizon Group Properties, Inc. (“HGPI” or, together with its subsidiaries “HGP” or the “Company”) is a Maryland
corporation that was established on June 15, 1998. The operations of the Company are conducted primarily through
a subsidiary limited partnership, Horizon Group Properties, L.P. (“HGP LP”) of which HGPI is the sole general
partner. As of December 31, 2017 and 2016, HGPI owned approximately 87% and 80% of the partnership interests
(the “Common Units”) of HGP LP, respectively. In general, Common Units are exchangeable for shares of
Common Stock on a one-for-one basis (or for an equivalent cash amount at HGPI’s election).
The Company’s primary assets are its investments in subsidiary entities that own real estate. HGPI consolidates the
results of operations and the balance sheets of those entities of which the Company owns the majority interest and of
those variable interest entities of which the Company is the primary beneficiary. The Company accounts for its
investments in entities that do not meet these criteria using the cost or equity methods. The entities referred to
herein are consolidated subsidiaries of the Company excluding the entities discussed in Note 4; those entities are
accounted for using the equity method of accounting or the cost method, as identified.
Change in Control
Howard Amster (Amster) is a shareholder of HGPI and a member of the Board of Directors (the Board). Prior to
October 2016, Amster was allowed to own up to 29.9% of HGPI shares.
In October 2016, the Board voted to allow Amster to increase his temporary ownership from 49% to 80%. In
conjunction with this temporary increase, Amster increased his ownership to approximately 65% through a contribution
of interests in certain entities in exchange for HGPI shares (See Note 11).
Effective December 31, 2016, the Board voted to remove restrictions on Amster’s ownership limit of 80% allowing
Amster to own the shares without the requirement to dispose under certain conditions. This removal of the temporary
restriction and disposition condition created a change in control as of December 31, 2016. The Company elected to
apply FASB Accounting Standards Codification (ASC) 805 “Business Combinations” and pushdown accounting to
value assets and liabilities at fair value at the date of change of control. As a result of the election, the net assets of the
Company as of December 31, 2016, have increased by $94,048 as follows:
Real estate
Investments in and advances to joint ventures
Other assets
Accounts payable and other accrued expenses

$12,277
90,051
2,500
(10,780)
$94,048

A corresponding pushdown accounting adjustment was recorded through stockholders’ equity as follows:
Additional paid-in capital
Accumulated deficit
Noncontrolling interests

$42,045
17,684
34,319
$94,048

The fair value of the other assets and liabilities approximates their carrying value prior to the change in control.
As part of the push down accounting adjustment, deferred tax liabilities increased by $23,294 and the valuation
allowance decreased by $23,294.
Effective December 31, 2016, in connection with the change in control, the Company elected the fair value option
with respect to the accounting for the entities that own Outlet Shoppes at Atlanta and Louisville. This election will
result in a change to the accounting prospectively for the investment in these joint ventures. As of and for the year
ended December 31, 2016, there was no effect on the consolidated balance sheet or statement of operations related
to this election.
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Note 2 - Summary of Significant Accounting Policies
Principles of Consolidation
The consolidated financial statements include the accounts of HGPI and all subsidiaries that HGPI controls,
including HGP LP. The Company considers itself to control an entity if it is the majority owner of or has voting
control over such entity. All significant intercompany balances and transactions have been eliminated in
consolidation.
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America (“GAAP”) requires management to make estimates and assumptions that affect the amounts
reported and disclosed in the financial statements and accompanying notes. Actual results could differ from those
estimates.
Investment in Real Estate
The Company allocates the purchase price of properties to net tangible and intangible assets acquired based on their
fair values in accordance with the provisions of GAAP. In making estimates of fair values for purposes of allocating
purchase price, the Company utilizes a number of sources, including independent appraisals that may be obtained in
connection with the acquisition or financing of the respective property and other market data. The Company also
considers information obtained about each property because of its pre-acquisition due diligence, marketing, and
leasing activities, in estimating the fair value of the tangible and intangible assets acquired.
The Company allocates a portion of the purchase price to above-market and below-market lease values for acquired
properties based on the present value (using an interest rate which reflects the risks associated with the leases
acquired) of the difference between: (i) the contractual amounts to be paid pursuant to the in-place leases and (ii)
management’s estimate of fair market lease rates for the corresponding in-place leases, measured over the remaining
non-cancelable term of the lease. In the case of below market leases, the Company considers the remaining
contractual lease period and renewal periods, taking into consideration the likelihood of the tenant exercising its
renewal options. The capitalized above/below-market lease values (included in Deferred Costs or Prepaid Rents and
Other Tenant Liabilities on the consolidated balance sheets) are amortized as either a reduction of, or addition to,
rental income over the remaining noncancelable terms of the respective leases. Should a tenant terminate its lease
prior to its scheduled expiration, the unamortized portion of the related lease intangibles would be added to income
or charged to expense, as applicable.
The Company allocates a portion of the purchase price to the value of leases acquired based on the difference
between: (i) the property valued with existing in-place leases adjusted to market rental rates and (ii) the property
valued as if vacant. The Company utilizes independent appraisals or its internally developed estimates to determine
the respective in-place lease values. The Company’s estimates of fair value are made using methods similar to
those used by independent appraisers. Factors management considers in its analysis include an estimate of carrying
costs during the expected lease-up periods considering current market conditions and costs to execute similar
leases including leasing commissions, legal and other related expenses.
The value of in-place leases (included in Buildings and Improvements on the consolidated balance sheets) is
amortized over the remaining initial terms of the respective leases. Should a tenant terminate its lease prior to its
scheduled expiration, the unamortized portion would be charged to expense.
Real Estate and Depreciation
Costs incurred for the acquisition, development, construction and improvement of properties, as well as significant
renovations and betterments to the properties, are capitalized. Maintenance and repairs are charged to expense as
incurred. Interest costs incurred with respect to qualified expenditures relating to the construction of assets are
capitalized during the construction period.
Amounts included under Buildings and Improvements on the consolidated balance sheets include the following types
of assets which are depreciated on the straight-line method over estimated useful lives, which are:

11

HORIZON GROUP PROPERTIES, INC.
Notes to the Consolidated Financial Statements

Buildings and improvements
Tenant improvements / origination costs
Furniture, fixtures and equipment

31.5 years
10 years or lease term, if less
3 - 7 years

In accordance with GAAP, the Company records impairment losses on long-lived assets used in operations when
events and circumstances indicate that the assets might be impaired and the undiscounted cash flows estimated to be
generated over their expected holding periods are less than the carrying amounts of those assets. For assets held in
the portfolio, impairment losses are measured as the difference between carrying value and fair value. For assets to
be sold, impairment is measured as the difference between carrying value and fair value, less cost to dispose. Fair
value is based upon estimated cash flows discounted at a risk-adjusted rate of interest, comparable or anticipated
sales in the marketplace, or estimated replacement cost, as adjusted to consider the costs of retenanting and
repositioning those properties which have significant vacancy issues, depending on the facts and circumstances of
each property. No impairment loss was recorded for the years ended December 31, 2017 and 2016.
Pre-Development Costs
The pre-development stage of a project involves certain costs to ascertain the viability of a potential project and to
secure the necessary land. Direct costs to acquire the assets are capitalized as future development costs once the
acquisition becomes probable. These costs are carried in Other Assets until conditions are met that indicate that
development is forthcoming, at which point the costs are reclassified to Construction in Progress. In the event a
development is no longer deemed probable and costs are deemed to be non-recoverable, the applicable costs
previously capitalized are expensed when the project is abandoned or these costs are determined to be nonrecoverable.
At December 31, 2017, predevelopment costs classified as Other Assets and Construction in Progress totaled
$181,000 and $1.5 million, respectively. At December 31, 2016, predevelopment costs classified as Other Assets and
Construction in Progress included projects in Hartford, Connecticut, and Malaysia and totaled $6.0 million and $35,000,
respectively.
During March of 2018, the Company decided to cease development of projects in Hartford, CT, and Malaysia.
Because of the abandonment of these projects, the Company recognized a loss on abandonment of $14.8 million in
2017.
Reclassifications
Certain prior year amounts have been reclassified to conform with current year presentation.
Cash Equivalents
The Company considers all liquid investments with a maturity of three months or less when purchased to be cash
equivalents. The Company’s cash is held in accounts with balances, which at times, exceed federally insured limits.
The Company has not experienced any losses on such accounts and believes it is not exposed to any significant credit
risk on cash and cash equivalents.
Restricted Cash
Restricted Cash consists of amounts deposited in accounts with the Company’s primary lenders in connection with
certain loans and funds escrowed to be used for the development of the Ridgewalk property in Woodstock, GA as a
condition of a land sale agreement (see Notes 4, 8 & 9). At December 31, 2017 and 2016, the escrow accounts
related to the Company’s primary lenders included approximately $273,000 and $469,000 in capital improvement and
tenant allowance reserves, respectively, $849,000 and $718,000 in real estate tax and insurance escrows, respectively,
and approximately $557,000 and $755,000 for cash collateral accounts, respectively. At December 31, 2017 and
2016, the Huntley interest, infrastructure and expense escrow accounts totaled $43,000. At December 31, 2017 the
Ridgewalk development escrow totaled $5.44 million.
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Tenant Accounts Receivable
Management regularly reviews accounts receivable and estimates the necessary amounts to be recorded as an
allowance for uncollectability. These reserves are established on a tenant-specific basis and are based upon, among
other factors, the period of time an amount is past due and the financial condition of the obligor. Balances that are
still outstanding after management has used reasonable collection efforts are written off against the allowance.
At December 31, 2017 total tenant accounts receivable is reflected net of reserves of $109,000. The bad debt expense
was $109,000 and $59,000 for the years ended December 31, 2017 and 2016, respectively. This charge is included in
the line items entitled “Other operating” and “General and administrative” in the consolidated statements of operations.
Deferred Costs
Deferred costs consist of fees and direct internal costs incurred to initiate and renew operating leases.
Restaurant Revenue and Operating Expense
The Company owns four Johnny Rockets restaurants at the outlet malls in Oshkosh WI, Atlanta GA, Louisville KY
and Laredo, TX. Revenue is derived from sales of various food products, and operating expenses are primarily
from cost of sales, supplies, payroll, franchise fees, and rent.
Revenue Recognition
Leases with tenants are accounted for as operating leases. Minimum annual rentals are recognized on a straight-line
basis over the terms of the respective leases. As a result of recording rental revenue on a straight-line basis, tenant
accounts receivable include $371,000 and $269,000 as of December 31, 2017 and 2016, respectively, which is
expected to be collected over the remaining lives of the leases. Rents that represent basic occupancy costs, including
fixed amounts and amounts computed as a function of sales, are classified as base rent. Amounts which may become
payable in addition to base rent and which are computed as a function of sales in excess of certain thresholds are
classified as percentage rents and are accrued after the reported tenant sales exceed the applicable thresholds. Expense
recoveries based on common area maintenance expenses and certain other expenses are accrued in the period in which
the related expense is incurred.
Other Revenue
Other revenue consists of income from management, leasing and development agreements, income from tenants
with lease terms of less than one year and revenue from the series C TIF bonds.
Income Taxes
Deferred income taxes are recorded based on enacted statutory rates to reflect the tax consequences in future years of
the differences between the tax bases of assets and liabilities and their financial reporting amounts. Deferred tax
assets, such as net operating loss carryforwards which will generate future tax benefits, are recognized to the extent
that realization of such benefits through future taxable earnings or alternative tax strategies in the foreseeable future
is more likely than not. The effect on deferred taxes and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date.
As of December 31, 2017 and 2016, and for the years then ended, the Company did not have a net liability for any
unrecognized tax benefits. The Company recognizes interest and penalties, if any, related to unrecognized tax
benefits as interest or general and administrative expense in the consolidated statements of operations. During 2017
and 2016, the Company did not incur any interest or penalties.
Investments in Joint Ventures
The Company uses the equity method of accounting for its investments in Joint Ventures, as the Company is able to
significantly influence the operations of the underlying investment, but does not control the underlying investment.
The investments are recorded at initial cost and adjusted for the Company’s proportionate share of income or loss.
Contributions and distributions are treated as additions or reductions of the investments’ cost basis.
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As a result of the change in control event discussed in Note 1, the Company elected the fair value option for its
investment in the Outlet Shoppes in Woodstock and Louisville. Due to the nature of these investments, including
consideration of the project lifecycle and geographic location, the Company elected the fair value option to more
accurately present the Company’s portion of the value and changes thereof in the underlying investments. Changes in
the fair value of the joint ventures are recorded as a component of income from investment in joint ventures on the
consolidated statement of operations. The unrealized gain recorded on these investments totaled approximately $2.8
million.
At December 31, 2016, the cost basis of the investments in joint ventures was adjusted to fair value, in accordance
with the change in control event. This adjustment created a difference between the carrying value of the Company’s
investment in joint venture and its underlying equity as reflected in the joint ventures’ financial statements.
Distributions are reported in cash flows from operations unless the facts and circumstances of a specific distribution
clearly indicate that it is a return of capital, which would then be presented as cash flows from investing activities.
Marketable Securities
As of December 31, 2017, the Company held approximately $9.3 million in marketable securities that are classified
as available-for-sale and are carried at fair value. Unrealized gains and losses, net of taxes, are recorded within
accumulated other comprehensive income, a component of stockholders’ equity. Realized gains and losses are
recorded in other income. Purchases of marketable securities for the year ended December 31, 2017, totaled
approximately $22.5 million. The cost of securities sold is based on the specific identification method. Proceeds
from sales of available-for-sale securities for the year ended December 31, 2017, were approximately $13.5
million. For the year ended December 31, 2017, unrealized gains and losses were immaterial.
Subsequent Events
Management has evaluated events through May 7, 2018, the date the consolidated financial statements were available
to be issued.
Note 3 - Investment in Real Estate and Restaurants
The following table contains information on the operating properties, restaurants, and land held for investment
owned by the Company and for which the Company consolidates the results of operations and the assets and
liabilities as of December 31, 2017.
Location

Property
Type

Gross Leasable
Area (Sq. Ft.)

The Outlet Shoppes at
Burlington

Burlington, WA

Outlet Retail

174,660

$ 9,667

51.0%

The Outlet Shoppes at
Fremont

Fremont, IN

Outlet Retail

228,932

7,899

51.0%

The Outlet Shoppes at
Oshkosh

Oshkosh, WI

Outlet Retail

270,512

30,266

51.0%

Village Green Center

Huntley, IL

Retail

22,204

3,431

100.0%

Johnny Rockets

Oshkosh, WI

Restaurant

N/A

282

100.0%

Johnny Rockets

Woodstock, GA

Restaurant

N/A

311

100.0%

Johnny Rockets

Louisville, KY

Restaurant

N/A

500

100.0%

Johnny Rockets

Laredo, TX

Restaurant

N/A

631

100.0%

Property Name
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Ridgewalk

Woodstock, GA

Development

Corporate Assets

Chicago, IL
Total

Various

Land held for Investment

Fruitport, MI

Land

Laredo Phase II Land
Land Held for Investment

Laredo, TX
Huntley, IL

Land
Land
Total

N/A

4,016

100.0%

N/A
696,308

63
$57,066

100.0%

Acres
14
2
355
371

300

100.0%

2,000
20,226
$ 22,526

60.8%
100.0%

$

The portion of the net income or loss of HGPI’s subsidiaries owned by parties other than HGPI is reported as Net
income or loss attributable to the noncontrolling interests on the Company’s consolidated statements of operations
and such parties’ portion of the net equity in such subsidiaries is reported on the Company’s consolidated balance
sheets as Noncontrolling interests in consolidated subsidiaries.
Note 4- Investment in Joint Ventures
The following table contains information and the effective ownership percentage attributable to the Company for the
joint venture outlet centers in operation or development as of December 31, 2017. In addition, the joint ventures own
out parcels and other land for development not included in the leasable area.
Property Name

Property
Type

Location

Leasable
Area (Sq. Ft.)

Ownership
Percentage

The Outlet Shoppes at El Paso

El Paso, TX

Outlet Retail

433,045

24.41%

The Outlet Shoppes at Gettysburg

Gettysburg, PA

Outlet Retail

249,937

19.06%

The Outlet Shoppes at Atlanta

Woodstock, GA

Outlet Retail

413,969

22.07%

The Outlet Shoppes of the Bluegrass

Louisville, KY

Outlet Retail

428,060

30.78%

The Outlet Shoppes at Laredo

Laredo, TX

Outlet Retail

357,866

21.30%

1,882,877

Total
El Paso Entities

The Company owned 97.4% of the preferred interests and 92.8% of the common interests at December 31, 2017 and
2016, in Horizon El Paso, LLC (“Horizon El Paso”), which owns a 25% joint venture interest in El Paso Outlet Center
Holding, LLC (“El Paso Holding”). El Paso Holding owns an entity that owns the outlet shopping center in El Paso, TX
(the “El Paso Center”). Horizon El Paso owns a 25% joint venture interest in El Paso Outlet Center II, LLC, which owns
Phase II of the shopping center (Phase II). Horizon El Paso owns a 50% joint venture interest in El Paso Outlet
Outparcels, LLC that owns several outparcels and ancillary land adjacent to the shopping center (the “Outparcels”).
On September 5, 2017, the loan on phase I of Outlet Shoppes at El Paso was refinanced by Mortgage Holdings, LLC, an
affiliate of CBL & Associates Properties, Inc. (“CBL”). Phase I of Outlet Shoppes at El Paso secures the loan. The new
loan, for $61.5 million, bears interest at 7.05% per year. Payments of $468,500 per month are based on a 30 year
amortization schedule. The new loan matures on September 5, 2018. The balance at December 31, 2017 was $61.3
million. The prior loan had a balance of $62.4 million at December 31, 2016.
During 2014, additional retail space owned by El Paso Outlet Center II Expansion, LLC, was developed at the Outlet
Shoppes at El Paso. El Paso Outlet Center II Expansion is 100% owned by El Paso Outlet Center II, LLC, which is
owned 25% by Horizon El Paso and 75% by CBL. The construction was financed by a 48-month construction loan with

15

HORIZON GROUP PROPERTIES, INC.
Notes to the Consolidated Financial Statements
an interest rate of LIBOR plus 2.75%. The principal balance was $6.6 million and $6.7 million at December 31, 2017
and 2016, respectively.
The Company received management, leasing and similar fees from El Paso Center and El Paso Outlet Centers II, LLC that
totaled $818,000 and $933,000 during the years ended December 31, 2017 and 2016, respectively.
As of December 31, 2017 and 2016, the Company’s investment in the entities that own the Outlet Shoppes at El Paso,
the Outparcels, and Phase II exceeded its proportional share of the underlying equity as reflected in the entities financial
statements by approximately $11.2 million and $18.1 million, respectively.
Summary financial information (stated at 100%) for the El Paso Entities as of December 31, 2017 and 2016, and for the
years ended December 31, 2017 and 2016, are as follows (in thousands):
As of

As of

December 31, 2017

December 31, 2016

Assets
Real estate - net

$

93,154

Cash and cash equivalents

$

97,099

770

964

Restricted cash

3,239

6,386

Other assets

1,311

2,465

Total assets

$

98,474

$

106,914

$

67,865

$

69,100

Liabilities and members' equity
Mortgages and other debt
Other liabilities

3,166

Members' equity
Total liabilities and members' equity

4,246

27,443
98,474

$

Year Ended
December 31, 2017

$

33,568
106,914

Year Ended
December 31, 2016

Statements of Operations
Revenue

$

Operating expenses

14,796

$

16,410

3,752

6,690

955

991

Depreciation and amortization expense

4,231

4,218

Interest expense

5,146

5,052

Total expenses

14,084

16,951

General and administrative expenses

Gain on sale of land

-

Net income (loss)

$

712

502
$

(39)

Oklahoma City Entities
In October 2010, the Company formed OKC JV, LLC (the “OKC Joint Venture”) with an affiliate of CBL to
develop The Outlet Shoppes at Oklahoma City. The Company formed a subsidiary entity (“Horizon OKC”) to be
CBL’s partner in the OKC Joint Venture.
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On April 28, 2017, OKC JV, LLC sold the OKC Joint Venture for approximately $130 million. The portion allocated
to the Company approximated the carrying value of the Company’s investment in OKC JV, LLC. Prior to the sale
Horizon OKC met the return of investment and internal rate of return criteria stipulated in the joint venture agreement
with CBL, increasing the Company’s share of distributions from the OKC Joint Venture increased from 30% to 35%.
Prior to the sale, the Company consolidated the results of operations and the assets and liabilities of Horizon OKC,
which used the equity method to account for its investment in the OKC Joint Venture.
The Company received development, leasing, management and similar fees from the OKC Joint Venture that
totaled $974,000 and $600,000 during the years ended December 31, 2017 and 2016, respectively.
Summary financial information (stated at 100%) of the OKC Joint Venture as of December 31, 2016, for the period
from January 1, 2017 to April 28, 2017 and for the year ended December 31, 2016, are as follows (in thousands):
As of
December 31, 2016
Assets
Real estate - net
Cash and cash equivalents
Restricted cash
Other assets
Total assets

$

$

Liabilities and members deficit
Mortgages and other debt
Other liabilities
Members' deficit
Total liabilities and members' deficit

$

$

48,520
942
782
3,912
54,156

62,208
751
(8,803)
54,156

For the period from

Statement of Operations
Revenue
Operating expenses
General and administrative expenses
Depreciation and amortization expense
Interest expense
Total expenses
Net income (loss)

January 1, 2017 to

Year ended

April 28, 2017

December 31, 2016

$

$

2,708
484
384
1,048
1,182
3,098
(390)

$

14,186

$

3,415
534
4,627
3,500
12,076
2,110

Gettysburg Entities
Gettysburg Outlet Center Holding, LLC and Gettysburg Outlet Center LLC (the Gettysburg entities) are owned (1)
50% by an affiliate of CBL, (2) 29.8% by Pleasant Lake – Skoien Investments, LLC (PL Skoien), (3) 1.1% by other
entities, and (4) 19.1% by the Company. Howard Amster and Gary Skoien own PL Skoien. Howard Amster is a
significant shareholder and director of the Company. Gary Skoien is Chairman of the Board, Chief Executive
Officer, President, and a shareholder of the Company. Gettysburg Outlet Center Holding, LLC, owns Gettysburg
Outlet Center, LP, which owns the shopping center. Gettysburg Outlet Center LLC owns vacant land around the
shopping center.
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The mortgage loan for Gettysburg Outlet Center, LP is secured by the shopping center, had an initial balance of
$38.5 million, bears interest at 4.8% and matures in 2025. The mortgage balance was $38.3 and $38.5 million at
December 31, 2017 and 2016, respectively.
The members of the Gettysburg entities accrue a 10% preferred return on capital invested. Cash distributions go
first to CBL and PL Skoien, then to the Company.
The Company received management, leasing, and similar fees from the Gettysburg Entities that totaled $188,000
and $252,000 during the years ended December 31, 2017 and 2016, respectively.
Summary financial information (stated at 100%) of the Gettysburg entities as of December 31, 2017 and 2016, and
for the years ended December 31, 2017 and 2016, are as follows (in thousands):
As of

As of

December 31, 2017

December 31, 2016

Assets
Real estate - net

$

41,656

Cash and cash equivalents

$

41,779

527

785

Restricted cash

1,020

1,148

Other assets

1,221

1,165

Total assets

$

44,424

$

44,877

$

38,354

$

38,450

Liabilities and members' equity
Mortgages and other debt
Other liabilities
Members' equity
Total liabilities and members' equity

$

498

683

5,572
44,424

5,744
44,877

Year Ended
December 31, 2017

$

Year Ended
December 31, 2016

Statements of Operations
Revenue

$

Operating expenses

6,359

$

6,645

2,443

2,494

308

305

Depreciation and amortization expense

1,540

1,512

Interest expense

1,880

1,866

Total expenses

6,171

6,177

General and administrative expenses

Net income

$

188

$

468

Atlanta Entities
On May 11, 2012, the Company entered into a joint venture (the “Atlanta JV”) with an affiliate of CBL and began
the development of an outlet center in Woodstock, Georgia to be named The Outlet Shoppes at Atlanta. The
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Company formed a subsidiary entity, Horizon Atlanta Outlet Shoppes, LLC (Horizon Atlanta) to be CBL’s partner
in Atlanta JV. The Company owns 48.3% of the preferred interests and 44.3% of the common interests in Horizon
Atlanta, but maintains voting control over Horizon Atlanta. The Atlanta JV is owned 25% by Horizon Atlanta and
75% by CBL. The Company is responsible for the leasing and management of the center.
The Atlanta JV purchased approximately 50 acres of land for the project from Ridgewalk Holding, LLC
(“Holding”). Ridgewalk Property Investments, LLC (“RPI”) is the managing member of Holding. The Company
and CBL then formed Woodstock GA Investments (“WGI”), owned 25% by the Company and 75% by CBL,
which lent RPI $6.0 million. RPI then contributed $6.0 million to Holding and, together with the proceeds from
the sale of the parcel to Atlanta JV, the funds were used to retire a loan secured by the land owned by Holding. In
connection with its loan to RPI, WGI acquired an equity interest in RPI that is entitled to 30% of the economic
interest in Holding. During 2015, WGI purchased an additional direct interest in Holding and became the
managing member of Holding. It was then determined that WGI controlled Holding.
On March 29, 2017, CBL sold their 75% interest in WGI to the Company for a $1.0 million seller financed note.
The note is payable when the south parcel of the Holdings land is sold. After the purchase of CBL’s interest, the
Company owns 100% of WGI. Holdings owns approximately 107 acres of vacant land near The Outlet Shoppes at
Atlanta that the Company is currently developing. The Company previously accounted for its interest in WGI
using the equity method of accounting, see additional discussion in Note 3.
On October 11, 2013, the Atlanta JV obtained an $80.0 million loan from an affiliate of Goldman Sachs (the
“Atlanta Loan”). The Atlanta Loan has a term of 10 years and bears interest at 4.9%. Payments are based on a 30year amortization. The Atlanta Loan is secured by a mortgage on The Outlet Shoppes at Atlanta and had a balance
of $74.7 million and $76.1 million at December 31, 2017 and 2016, respectively.
On May 13, 2015, the Atlanta JV closed on a $6,200,000 construction loan for Atlanta Outlet Shoppes Phase II. The
loan carries an initial interest rate of LIBOR plus 2.5%, and matures on December 19, 2019. The loan balance was
$4.7 million and $4.8 million at December 31, 2017 and 2016, respectively.
In December of 2013, Horizon Atlanta met the return of investment and internal rate of return criteria stipulated in
the joint venture agreement with CBL; therefore, Horizon Atlanta’s share of future distributions from the Atlanta JV
increased from 25% to 35%.
The Company received development, management, leasing, and similar fees from Atlanta JV that totaled $401,000
and $485,000 for the years ended December 31, 2017 and 2016, respectively.
Summary financial information at cost (stated at 100%) of the Atlanta entities as of December 31, 2017 and 2016,
and for the years ended December 31, 2017 and 2016 are as follows (in thousands):
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As of

As of

December 31, 2017

December 31, 2016

Assets
Real estate - net

$

54,940

Cash and cash equivalents
Restricted cash
Other assets

$

1,155

911

669

285

5,181

Total assets

58,230

10,348

$

61,945

$

69,774

$

79,407

$

80,937

Liabilities and members' deficit
Mortgages and other debt
Other liabilities

948

Members' deficit
Total liabilities and members' deficit

$

(18,410)
61,945

Year Ended
December 31, 2017

871
$

(12,034)
69,774

Year Ended
December 31, 2016

Statements of Operations
Revenue

$

Operating expenses
General and administrative expenses

14,213

$

15,048

3,680

3,501

534

544

Depreciation and amortization expense

4,740

5,591

Interest expense

4,022

4,045

Total expenses

12,976

13,681

-

1,636

Gain on sale of land
Net income

$

1,237

$

3,003

Bluegrass Entities
During 2013, the Company entered into a joint venture (the “Louisville JV”) with an affiliate of CBL and developed
an outlet center in Louisville, Kentucky named The Outlet Shoppes of the Bluegrass. The Company formed a
subsidiary entity (Horizon Louisville) to be CBL’s partner in the Louisville JV. The Company owns 44.7% of the
preferred interests and 34.4% of the common interests in Horizon Louisville, but maintains voting control over
Horizon Louisville. The Louisville JV is owned 25% by Horizon Louisville and 75% by CBL. The Company is
responsible for the leasing and management of the center. In May of 2013, and again in December of 2014, Horizon
Louisville met certain return of investment and internal rate of return criteria stipulated in the joint venture agreement
with CBL; therefore, the Company’s share of future distributions from the Louisville JV increased from 25% to 50%.
On November 24, 2014, the Louisville JV obtained a $77.5 million loan from JP Morgan (the “Louisville Loan”).
The Louisville Loan has a term of 10 years and bears interest at 4.045%. Payments are based on a 30 year
amortization. The Louisville Loan is secured by a mortgage on phase I of The Outlet Shoppes of the Bluegrass.
The loan balance was $73.2 million and $74.7 million at December 31, 2017 and 2016, respectively.
During 2015, the Louisville JV established the Bluegrass Outlet Shoppes II, LLC and closed on an $11,320,000
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construction loan to develop additional retail space at the Outlet Shoppes of the Bluegrass. The loan has a term of
60 months and an interest rate of LIBOR plus 2.35%. At December 31, 2017 and 2016, the loan balance was $9.7
million and $10.1 million, respectively.
The Company received management, leasing, and similar fees from the Louisville JV that totaled $479,000 and
$373,000 for the years ended December 31, 2017 and 2016, respectively.
Summary financial information at cost (stated at 100%) of the Bluegrass entities as of December 31, 2017 and 2016,
and for the years ended December 31, 2017 and 2016, is as follows (in thousands):
As of

As of

December 31, 2017

December 31, 2016

Assets
Real estate - net

$

66,232

Cash and cash equivalents
Restricted cash
Other assets

$

1,037

867

830

4,884

Total assets

70,386

1,814

5,152

$

73,797

$

77,405

$

82,990

$

84,837

Liabilities and members' deficit
Mortgages and other debt
Other liabilities

1,082

Members' deficit
Total liabilities and members' equity

$

(10,275)
73,797

Year Ended
December 31, 2017

855
$

(8,287)
77,405

Year Ended
December 31, 2016

Statements of Operations
Revenue

$

Operating expenses
General and administrative expenses

13,689

$

14,152

3,045

2,928

545

555

Depreciation and amortization expense

5,549

5,052

Interest expense

3,576

3,456

Total expenses

12,715

11,991

Gain on sale of land

15

Net income

$

989

$

2,161

Laredo Entities
On May 10, 2016, the Company, CBL, and Lawrence Friedman formed a joint venture, Laredo Outlet JV, LLC (Laredo
JV) to develop an outlet shopping center in Laredo, Texas. The venture is owned 65% by CBL and 35% by Horizon
Laredo, a subsidiary which is 60.8% owned by the Company. Lawrence Friedman is a Class B member of the Laredo
JV and will participate in distributions after certain internal rate of return hurdles are met. The outlet center opened in
March of 2017.
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On May 13, 2016, Laredo JV closed on a construction loan to finance the construction of the center. The loan has a
maximum principal balance of $91.3 million, a 36-month term and one 24-month extension option. Interest accrues on
the loan at LIBOR plus 2.5% until the development reaches 90% occupancy, at which time the interest rate will drop to
LIBOR plus 2.25%. At December 31, 2017, and 2016, the loan balance was $80.1 million and $39.3 million,
respectively.
The Company received management, leasing, development and similar fees from the Laredo JV that totaled $1.8
million and $3.7 million for the years ended December 31, 2017 and 2016, respectively.
Prior to the formation of the Laredo JV, the Company consolidated the results of operations and the assets and
liabilities that were contributed to the Laredo JV. For periods after the formation, May 10, 2016, Horizon Laredo uses
the equity method of accounting with respect to the Laredo JV.
Summary financial information (stated at 100%) of the Laredo JV as of December 31, 2017 and 2016, and for the year
ended December 31, 2017, is as follows (in thousands): There is no significant operating activity for the Laredo JV for
the year ended December 31, 2016.
As of
December 31, 2017

As of
December 31, 2016

Assets
Real estate, net
Construction in progress
Cash and cash equivalents
Restricted cash
Other assets
Total assets

$105,425
1,131
294
3,764
$110,614

$

Liabilities and members' equity
Construction loan
Other liabilities
Members' equity
Total liabilities and members' equity

$ 80,145
1,911
28,558
$110,614

$39,346
4,355
30,533
$74,234

72,382
1,852
$74,234

Year Ended
December 31, 2017
Statement of Operations
Revenue

$7,513

Operating expenses
General and administrative expenses
Depreciation and amortization expense
Interest expense
Total expense

3,286
300
3,481
2,420
9,487

Net loss

($1,974)

Note 5 – Income Taxes
HGPI is taxable as a corporation under the provisions of Subchapter C of the Internal Revenue Code. The net
provision for income taxes after the change in the valuation reserve for the years ended December 31, 2017 and
2016, consisted of the following (in thousands):
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Current expense:
Federal
State
Net provision

2017
$ 277
825
$1,102

2016
$ $ -

For federal income tax purposes, HGPI had net operating loss carryforwards (“NOLs”) of approximately $63.6
million and $73.6 million at December 31, 2017 and 2016, respectively. The NOLs expire from 2021 to 2033.
Deferred income tax liabilities and assets are determined based on the temporary differences between the
financial statement and tax basis of assets and liabilities. The components of the Company’s gross deferred tax
assets and liabilities are as follows as of December 31, 2017 and 2016 (in thousands):
Deferred Tax Assets:
NOL carryforwards – federal and state
Tax basis of assets in excess of book basis:
Fixed/intangible assets
Other
Book basis of liabilities in excess of tax basis:
Prepaid rental revenue
Profits interest
Gross deferred tax assets
Less: valuation allowance
Gross deferred tax assets
Deferred Tax Liabilities:
Book basis of assets in excess of tax basis:
Fixed/intangible assets
Investments in and advances to joint ventures
Other
Gross deferred tax liabilities
Net deferred tax asset

2017
$14,606

2016
$27,285

64
983

18

34
8
15,695
(8,214)
7,481

54
12
27,369
(3,163)
(24,206)

(7,481)
(7,481)
$
-

(2,153)
(21,240)
(813)
(24,206)
$
-

The valuation allowance related to the net deferred tax assets increased by approximately $5.1 million in 2017, and
decreased by approximately $24 million in 2016.
The Tax Cuts and Jobs Act of 2017 was signed into law on December 22, 2017, which reduced the maximum
federal corporate income tax rate from 35% to a flat rate of 21%. This reduced rate resulted in a reduction of the
deferred tax assets and liabilities. There was no impact of this re-measurement on the income tax expense
recognized in the consolidated statement of operations.
Note 6 – Leases
Space in the Company’s centers is leased to various tenants under operating leases, which are generally for one to
ten year periods. Some leases contain renewal options and may provide for the payment of a tenant’s share of
certain operating expenses. Leases may also obligate a tenant to pay rent based on a percentage of sales in excess of
certain thresholds. Minimum future rentals to be received under non-cancelable leases are summarized as follows
(in thousands):
2018
$ 6,221
2019
5,225
2020
3,917
2021
2,668
2022
1,497
Thereafter
3,749
$23,277
The above scheduled rentals are subject to the usual business risks associated with collection.

23

HORIZON GROUP PROPERTIES, INC.
Notes to the Consolidated Financial Statements
Note 7 - Long Term Stock Incentive Plan, Grants of Common Units and Grants of Common Shares
During 2014, the Board of Directors granted common shares of stock to the board members, excluding Howard Amster
and Gary Skoien (Non-Executive Members) as compensation for service. The three Non-Executive Members were
each granted 4,000 shares of common stock with vesting of 1,334 shares on September 9, 2015, 1,333 shares on
September 9, 2016, and 1,334 shares on September 9, 2017. The amount of compensation as a result of shares vesting
during 2017 and 2016 is considered immaterial.
Note 8 - Commitments
The Company has outstanding commitments for construction costs and tenant allowances on leases signed (which
amounts become payable when the spaces are delivered to the tenants) at December 31, 2017, in the amount of
$181,000, which are not reflected on the consolidated balance sheet as of December 31, 2017.
The Company also has outstanding commitments for the development of land held by RPI in accordance with a land
sale agreement originally dated October 22, 2015. As a requirement of the land sale, the purchaser has required the
Company to perform site development on land surrounding the land they purchased. As of December 31, 2017, the
Company estimates this obligation of approximately $2.9 million, which is not reflected on the consolidated balance
sheet. These expenditures, when incurred, will be included as a component of construction in progress and are
expected to be paid during 2018.
Principal Balance as of:

Note 9 – Mortgages and Other Debt

December 31, 2017
Mortgage loan to Village Green Associates, LLC, from First Personal
Bank with an interest rate of 6.5%, a maturity date of March 1, 2019, secured by
the shopping center in Huntley, Illinois and guaranteed by the Company.
The loan will be paid through 59 monthly payments of $23,633 and one
balloon payment of $1,789,000.

$

1,967

December 31, 2016

$

2,105

Mortgage loan to BFO Factory Shoppes LLC, from Starwood Mortgage Capital,
LLC secured by The Outlet Shoppes at Burlington and Oshkosh, and Phases II
and III of the Outlet Shoppes at Fremont, with an interest rate of 4.509%.
Monthly payments of interest only through March 6, 2017. Starting on April 6,
2017, principal and interest payments of $277,300 are due each month, and a
balloon payment is due at maturity on March 6, 2025.

54,053

54,675

Mortgage loan to Huntley Development Limited Partnership, from Heartland
Bank and Trust bearing interest at prime plus 1.5% and maturing on July 1,
2019. The loan is secured by approximately 355 acres of vacant land in
Huntley, IL and guaranteed by the Company. Payments consist of 35 monthly
interest payments beginning on August 1, 2016, principal payments of
$750,000 on January 31, 2017, annual principal payments of $700,000 starting
on June 30, 2017 and a balloon payment on July 1, 2019.

5,523

6,973

Term loan to Johnny Rockets Oshkosh, LLC, from Bank First National as of May
23, 2014, for $470,000 bearing interest at 4.25% per annum, guaranteed by the
Company and secured by substantially all of the assets of Johnny Rockets
Oshkosh, LLC. Subsequent to year-end, this term loan was refinanced through
February 2022 under substantially similar terms.

293

350

Unsecured, non-interest bearing, seller financed note to CBL for their 75%
interest in WGI. The note is payable when the south parcel of the Holdings
land is sold. (see note 4)

1,000

-

Note payable to Brand Bank bearing interest at the monthly LIBOR rate plus
4.5%, and the principal amortized over 10 years. A balloon payment is due on
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June 23, 2019. The note is secured by 80 acres of land in Woodstock, GA. (see
note 4)
Working capital loan for the development of an outlet center in Hartford,
Connecticut from Mortgage Holdings, LLC, an affiliate of CBL, bearing
interest at 7% and with a maturity date of July 13, 2017. The loan is secured by
HGP’s interest in Horizon Louisville. This loan was paid in full during 2017.
Debt issuance cost

2,355

65,191
(713)
$64,478

-

300

64,403
(841)
$63,562

Cash interest payments for the years ended December 31, 2017 and 2016, totaled $3.1million and $2.9 million,
respectively.
Huntley Net Profits Interests and TIF Bonds
Gary J. Skoien was formerly the Executive Vice President and Chief Operating Officer of The Prime Group, Inc.
(“Prime Group”). In connection with his employment with Prime Group, Mr. Skoien was previously granted an
interest (the “Skoien Net Profits Interest”) in the net profits generated by HDLP, an entity which owns
approximately 400 acres of land in a master planned community in Huntley, Illinois (the “Huntley Project”). The
Company assumed this obligation in connection with the purchase of the Huntley Project from Prime Group. The
Skoien Net Profits Interest consists of a 9.675% participation in the Net Cash Flow (as defined in Mr. Skoien’s
Net Profits Agreement) distributed to the Company (excluding distributions of all amounts contributed or
advanced by the Company to the Huntley Project plus interest per the terms of the agreement) from the Huntley
Project. At December 31, 2016, the liability of the Skoien Net Profits Interests was $42,000. There was no
liability at December 31, 2017
Debt Maturities
Debt maturities and principal payments due subsequent to December 31, 2017, are as follows (in thousands):
Due in:
2018
2019
2020
2021
2022
Thereafter
Total

$ 2,993
9,775
1,024
1,079
1,061
49,259
$65,191

The Company’s ability to secure new loans is limited by the fact that most of the Company’s real estate assets are
currently pledged as collateral for its current loans. The Company expects to pay the remaining scheduled
principal payments in the normal course of business during 2018.
Note 10 – Fair Value Measurements
The framework for measuring fair value provides a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value. The hierarchy gives the highest priority to unadjusted quoted prices in active
markets for identical assets or liabilities (Level 1) and the lowest priority to unobservable inputs (Level 3). The
three levels of the fair value hierarchy are described as follows:
Level 1
Level 2

Inputs are unadjusted quoted prices for identical assets or liabilities in active markets that the
Company has the ability to access
Other significant observable inputs including: quoted prices for similar assets or liabilities in active
markets; quoted prices for identical or similar assets or liabilities in inactive markets; inputs other
than quoted prices that are observable for the asset or liability; or inputs that are derived principally
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Level 3

from or corroborated by observable market data by correlation or other means
Inputs are significant and unobservable (including the Company’s own assumptions used to
determine value)

The assets’ fair value measurement level within the fair value hierarchy is based on the lowest level of any input that is
significant to the fair value measurement. Valuation techniques used need to maximize the use of observable inputs
and minimize the use of unobservable inputs.
Marketable Securities
Common Stock: Valued at the closing price reported on the active market on which the individual securities
are traded.
1 month U.S. treasury bills: Valued by a pricing service using observable market prices for similar securities,
relevant broker quotes, and information about credit spreads.
Investment in joint ventures: The Company prepares detailed valuations based on their evaluations of financial and
operating data, specific operating developments for the investment, market valuations of comparable properties and
transactions, changes in key unobservable inputs, as well as changes in economic and other factors.
The methodology utilized by the Company to estimate fair value may produce a fair value calculation that may not be
indicative of net realizable value or reflective of future fair values. Furthermore, although the Company believes its
valuation methods are appropriate and consistent with other market participants, the use of different methodologies or
assumptions to determine the fair value of certain financial instruments could result in a different fair value
measurement at the report date.
Assets measured at fair value by level, in thousands, within the fair value hierarchy, are comprised of the following at
December 31, 2017:
Description
Level 1
Level 2
Level 3
1 Month U.S. Treasury bills
$
$
6,962
$
Common Stock
1,674
Other
676
Investments in joint ventures
49,237
Total
$
2,350
$
6,962
$
49,237
Assets measured at fair value by level, in thousands, within the fair value hierarchy, are comprised of the following at
December 31, 2016:
Description
Level 1
Level 2
Level 3
Investments in joint ventures
$
$
$
48,837
Following is a reconciliation of activity, in thousands, for the year ended December 31, 2017, for the fair value of the
Company’s Level 3 assets:
Balance, beginning of period
$
48,837
Unrealized gains
2,845
Distributions
(2,445)
Balance, end of period
$
49,237
Quantitative information about the Company’s Level 3 inputs is as follows:
Valuation Technique
Income approach

Significant Unobservable Input
Capitalization rate – 6.74% - 7%

Note 11 - Related Party Transactions
Prior to October 1, 2016, affiliates of Howard Amster, owned the following interests: (1) 5.9% of the preferred and
common interests in Horizon El Paso, LLC, (2) 7.88% of the preferred and common interests in Horizon OKC and (3)
43.2% of Horizon El Paso, LLC. Prior to October 1, 2016, Gary Skoien owned the following interests (excluding the
Net Profits Interests discussed below): (1) 5.9% of Horizon El Paso, LLC; and (2) 0.95% of Horizon OKC. On October
1, 2016, Howard Amster, Gary Skoien, and certain affiliates of Howard Amster and Gary Skoien, exchanged their
membership interest in Horizon El Paso and Horizon OKC for 3,520,000 shares of stock in Horizon Group Properties,
Inc.
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At December 31, 2017 and 2016, another affiliate of Howard Amster owned 49% of the interests in the entities that
own the outlet centers and related assets in Burlington, WA; Fremont, IN; and Oshkosh, WI.
At December 31, 2017 and 2016 PL Skoien, owns (1) 12.6% of the interests in the entities that own the outlet center
and related assets in Gettysburg, PA, (2) 46.4% of Horizon Atlanta, (3) 47.54% of Horizon Louisville and (4) 14.7% of
Horizon El Portal, LLC.
Howard Amster is a financial consultant employed with McDonald Partners, LLC. The Company has an investment
account with McDonald Partners, LLC.
At December 31, 2017 and 2016, David Tinkham, an officer of the Company, owned 1.27% of Horizon Atlanta, and
3.24% of Horizon Louisville.
At December 31, 2016, Andrew Pelmoter, an officer of the Company, owned 4.955% of Horizon OKC. At December
31, 2017 and 2016, Andrew Pelmoter owned 2.12% of Horizon Atlanta, and 4.31% of Horizon Louisville, in addition
to the Net Profits Interests discussed below.
The Company has granted Common interests in Horizon El Paso, Horizon OKC, Horizon Atlanta, and Horizon
Louisville (the “Net Profits Interests”) to certain officers of the Company. Holders of the Net Profits Interests are not
entitled to any distributions until the holders of the preferred interests have received their capital and a 12% return
thereon.
At December 31, 2016, because of the change in control event discussed in Note 1, the Net Profits Interests were
adjusted to fair value and recorded as a component of accounts payable and other accrued expenses on the
accompanying balance sheet in the approximate amount of $10.8 million. The Net Profits Interests associated with
Horizon Atlanta and Horizon Louisville continue to be adjusted associated with the Company’s fair value election on
these investments discussed in Note 1. As of December 31, 2017, the Net Profits Interest liability approximated $7.9
million.
Net profits interests have been granted to officers of the Company as follows: (1) Horizon El Paso - 3.5%, to Andrew
Pelmoter, (2) Horizon OKC - 2.5%, 2.5% and 3% to Gary Skoien, Tom Rumptz and Andrew Pelmoter, respectively;
(3) Horizon Atlanta, - 1.25%, 1.25%, 1.25% and .0375% to Messers Skoien, Rumptz, Pelmoter and James Harris,
respectively, (4) Horizon Louisville, - 1.25%, 1.25%, 1.25% and .0375% to Messers Skoien, Rumptz, Pelmoter and
Harris, respectively, and (5) Horizon El Portal, - 1.52%, 1.52%, 1.22% and .61% to Messers Skoien, Pelmoter, Rumptz
and Harris, respectively.
During 2016, the Company granted 20,000 common shares of Horizon Group Properties, Inc. to Gary Skoien. The
shares will vest annually over a three-year period with 6,667 shares vesting in March 2018 and 2017. Compensation
expense recognized during 2017 and 2016 related to these shares is immaterial.
During 2016, the Company issued 150,000 new common shares of Horizon Group Properties, Inc. to Pleasant Lake –
Skoien Investments, LLC pursuant to an option held by Pleasant Lake– Skoien Investments.
During 2016, Gary Skoien exercised his option to convert the $150,000 principal balance of a note due from the
Company into 150,000 shares of stock in Horizon Group Properties, Inc.
During May of 2017, the Board issued a compensatory stock grant to Gary Skoien for 20,000 shares of the Company’s
stock.
During July of 2017, Gary Skoien obtained 100,000 shares of the Company’s stock pursuant to the exercise of a stock
option.
Note 12 – Subsequent Events
During 2018, the Company incurred an additional $1.9 million of expense related to the abandonment of the project in
Hartford, CT. (see note 2)
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