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    In Emerging Trends in Real Estate 2011, produced by 

t h e  U r b a n  L a n d  I n s t i t u t e  ( U L I )  a n d 

PriceWaterhouseCoopers, the authors report that, after 

three years of "dislocation and delaying unprecedented 

losses," the real estate market is slowly regaining 

traction.1  As for retail, they see "the same old story as 

during any flight to quality: investors want only the best 

properties—the best retailers, the best physical plant and 

the best location."2  The problem is that the REITs and 

others have already snapped up many of those prime 

properties.  

   Or, as Arthur de Haast, head of the international capital 

group at Jones Lang LaSalle, noted in a recent report, "A 

significant weight of equity capital is targeting prime 

assets across all sectors, but a scarcity of prime product 

for sale is constraining investment volumes."  However, he 

sees "cash-rich investors widening their geographic 

search, pushing into value-added opportunities and 

eventually into secondary stock."3 And the ULI report 

concurs, "Savvy opportunistic investors may pick off some 

winners by recognizing the survivors. Any center with 

sales per square foot in the $250 range confronts change 

of use and redevelopment."4  

    Given the current state of the market, what are the 

tools that a prudent investor/developer needs to assess 

the challenges of those less-than-prime, distressed 

properties, and anticipate the issues that may impact a 

successful return downstream?  

Seeking a Sound Investment: The Fundamentals 

     In the best economic conditions, smart investors 

seeking to purchase distressed assets look for established 

properties with strong identity, positive community 

relationships, solid or improving demographics, credit 

tenants in place or interested in the market, a solid 

management structure and the absence of viable 

competition; in sum, they want a reasonable upside 

potential. They look for a solid investment opportunity 

with enhanced cap-rate potential, an acceptable return on 

investment, cash-on-cash return and internal rate of 

return, and a strong capital multiple—all assessed by an 

objective evaluator trained to compare rent roles, 

operating costs, and purchase price, as well as run the 

numbers. What this tells the investor is very significant, 

but it is not the entire story.  This is even more critical 

when considering distressed assets, which of necessity are 

going to require improvements. In short, there is more to 

consider than the numbers.    

 

Pandora’s Box: What Is Not in the Numbers  

     What the numbers alone do not reveal is as important 

as what they do. While the financial evaluation sets the 

investment base, unexpected additional costs associated 
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with capital improvements have the potential to upend the 

theoretical returns. These include costs to improve the 

building itself such as upgrades of the building envelope 

and engineering systems, the removal or remediation of 

toxic materials, seismic structural retrofits, energy 

efficiency and other sustainable design requirements, and 

new disabled access code provisions. There are also issues 

involving the community, including compliance with new 

building/planning/zoning codes, utility/infrastructure 

capacity or costs, roadway improvements, traffic 

mitigation and dealing with community activism. Finally, 

there are business issues such as merchant viability, 

competition, and expansion capacity.  

    No matter how scrupulous the financial analysis, none 

of the above issues will be detected by the brightest MBA 

conducting the due diligence. That Pandora’s Box of 

surprises is the purview of those who have lived through 

the design and construction consequences of bringing a 

distressed asset to market as a viable investment. An 

experienced design professional can quantify the cost 

impact of repositioning a retail property, and will serve an 

investor well in re-negotiating the purchase price of a 

distressed asset. 

    Armed with a complete financial analysis and a 

thorough physical assessment of the property, the 

investor and his team will find that scenario planning will 

help them to further evaluate the potential return on 

investment for the most reasonable range of options. At 

that point, the vision needs a viable implementation 

strategy, which allows for unexpected costs—working with 

tenants protected by extended leases, negotiating with 

the public sector and the community, and attracting 

unanticipated uses. Finally, a real purchase price offer for 

a distressed value can be determined—likely, reasonably 

lower than first anticipated.  

 

Assessing the Repositioning Options 

     With the newly acquired asset in hand, it is time to 

turn the planning scenarios into full-fledged repositioning 

strategies with a clear understanding of the desired 

outcome—the program of the property, both in size and 

market-sector price point. Some properties need only a 

refreshing, while others, in a prime location, may require 

a complete makeover and/or expansion. Some properties 

have the advantage of substantial land holdings, while 

others sit on constrained sites. Properties fall into several 

distinct construction categories of increasing complexity. 

Each renovation strategy requires a complementary 

reconsideration of the merchandizing strategy, including 

the identification of key tenants to assure market 

penetration. (Three repositioning case studies are 

discussed in boxes following this article.) 

     Lipstick Remodels are mostly cosmetic in nature, 

moderately disruptive to tenants and customers and easy 

to implement, while requiring a minimal capital 

investment.  The intent is to update a stale interior image 

by bringing a fresh new look to a fashion center with a 

clean, contemporary appearance. Tools for this fashion 

makeover include painting, adding new lighting, and 

replacing flooring materials, graphics, interior landscape 

and furnishings. 

    Facelifts, which include all the elements of the Lipstick 

Remodel but also address the external image of a project, 

require a moderate capital investment. Entrances, which 

bring human and retail energy to the façade, are critical. 

Other features include enhanced landscaping, external 

identity signage and parking-lot amenities. Collectively, 

these improvements broadcast to customers that changes 

have also occurred inside the center. 

     Enclosures can transform a property almost more than 

any other single change, as customers immediately enjoy 

the advantage of a controlled climate.  This transformation 

requires a significant capital infusion, and the costs and 

erection strategies require careful coordination. Yet 

physical repositioning of the property is achieved as soon 

as the renovation is complete. Moreover, additional retail 

sales areas can often be added to the front of each store, 

resulting in new storefronts and, consequently, a 

completely refreshed merchant image and a modest 

amount of new revenue-generating space. 

     Horizontal Expansions require a significant capital 

investment but can generate a commensurate return. 

Adjacent surface parking lots provide room for expansion 

but come with several caveats: Reciprocal Easement 

Agreements between the development entity and each of 

the existing department stores could impact or even limit 

growth options; underground utility lines may need to be 

relocated. A bold new addition instantly repositions the 

property, especially if care is taken to refresh the existing 

center’s appearance and a new merchandizing strategy is 

put in place, which may present logistic and cost burdens. 

Yet this high-impact, growth option is the least intrusive 

and easiest to phase. 

    Vertical Expansions require a high capital investment; 

the return is a dramatic change that alters the entire 

customer experience from simple, linear movement to a 

3D spatial experience. Strategic planning is essential 

given the complexity of these projects. Implementation 

requires close collaboration among the architect, 

engineering consultants and general contractor during the 

conceptual design phase, as there are not only cost 

implications, but also building code, tenant, fire-life safety 

and exiting issues to consider. But the transformational 

impact creates a powerful competitive advantage, and   
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repurposing underutilized land brings extraordinary 

enhanced value to a distressed asset. 

    Horizontal and Vertical Expansions simultaneously 

provide for the most aggressive and transformational 

competitive strategy, and require a serious capital 

investment. At the same time, they meet the challenges of 

an ambitious growth plan. A two-level horizontal expansion 

accommodates much of the anticipated program, and 

spreads the high cost of the vertical expansion over many 

more square feet than could be accommodated by a simple 

vertical configuration. Phasing options in this scenario 

create additional negotiating benefits with entrenched 

tenants. 

     Department Store Adaptive Reuse allows the 

introduction of new retail/entertainment/leisure uses to 

augment a fashion-only shopping venue. Acting as mini-

anchors, high-end specialty markets, restaurant courts, 

multi-anchor tenants, in-line retail shops, cinemas, home 

furnishings and other retail venues bring new and diverse 

shopping and social uses to a center, which further 

expands its customer appeal. 

     Radical Transformation Mixed-Use opportunities are not 

for the fainthearted, as they bring multiple uses to a site, 

as well as multiple challenges. Requiring the highest level of 

investment, they have the greatest potential for return. 

With long-term vision and sufficient land for expansion, 

recent projects have added high- and mid-rise office, hotel, 

convention  center,   civic  spaces,  dining,  transit,  leisure, 

entertainment, cultural and social-event space. These 

repositioned assets have the potential to create  

community better than most others, as the full panoply of 

urban uses is assembled together on one property. 

 

Connecting to Community        

     Beyond the pro formas and plans, the true test of a 

repositioned property is how well the community embraces 

the project. Understanding the community of future 

customers is at the heart of positioning decisions. 

Producing an enhanced building is not the only issue. 

Creating a cohesive project will not achieve the end goal 

by itself.  By creating an environment that meets not only 

customers’ shopping needs but speaks to their aspirations 

and sense of identity, the retail center becomes a vital 

part of a community as well as a financial success.  

 

Conclusion 

     Beyond the Pandora’s Box issues, building community 

rather than buildings per se creates project longevity. 

When a repositioned distressed asset becomes an essential 

part of a community’s life, it can achieve its potential in 

full. Addressing the role of the retail center in the life of 

the community as part of a broader repositioning strategy 

can create a solid return on investment and a valued asset 

for both the investor/developer and the community. 

 

BOX 3-1: “LIPSTICK” REPOSITIONING CASE STUDY 
 

        Windward Mall in Kane’ohe, Oahu, Hawaii undertook the first 

renovation in its 25-year history in 2007, a year-long, $23-

million repositioning that included an extensive cosmetic 

upgrade in the common areas, a new anchor store, a 22,000-

square-foot (sf) Borders complete with a Starbucks, and a new 

children’s soft-play area. The budget allotted was  modest, so 

design decisions had to have high impact at a low cost. 

       The original design had not taken advantage of the mall’s 

beautiful island locale. There was no reference to the local 

lifestyle, no celebration of the vibrant Hawaiian culture. While an 

important part of the community, the property created no local 

sense of place, no welcoming entry, no symbolic gesture of 

identity. The repositioning strategy focused on changing these 

latter indistinct elements and developing a destination that truly 

belonged to the community of Kane’ohe, by utilizing materials, 

forms and graphic references to the local culture.  

    Ulalia Woodside, land legacy resources manager of Kamehameha Schools' Land Assets Division, the owner of the mall, 

voiced what many in the community feel, saying the goal of the renovation was "to make it seem and make sure that it 

captures that which is unique about this Windward side of the island. And hopefully inspiring a sense of community 

gathering space here at the mall that these lands had in traditional times."5 

_____________________________________________________________________ 
5   Stephen Florino, “Windward Mall Renovation Meant to Honor Kane’ohe’s Past,” Hawaii News Now, February 2007, http://

www.hawaiinewsnow.com/Global/story.asp?S=6123006, retrieved November 19, 2010. 
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BOX 3-3: “FACELIFT” REPOSITIONING CASE STUDY 

   For Town Center at Aurora, Colorado, a simple facelift evolved into a true 

repositioning with a new 9,880-sf, 650-seat food hall, its location and vaulting scale 

creating an iconic new profile for the tired suburban center.  

    Before the renovation, the mid-market center performed poorly, with vacancies on 

the increase, in part because the developer could not attract a much-needed new 

anchor. The look and feel of the property was uninviting, with a stale exterior image 

out of context in this growing community east of Denver. Even a new cinema at the 

rear of the property, facing the mall, did not result in an uptick in traffic. 

   The transformative play was the addition of a food hall (seen at left) on the back 

side of the center, facing the cinema. The design, scaled to reach across the parking 

lot, signaled that a big, inviting destination was just a few steps away, even in rain or 

snow. The height and definition of the form, rendered in a distinctive regional 

vocabulary, right down to the graphics, created the sense of arriving at a national park 

lodge. Inside the hall, clerestory windows let in plenty of natural light, brightening 

even winter days. Its size and warm features made the food hall a natural community-

gathering place. Clean contemporary interiors, regionally distinctive materials and an architectural simplicity of plan and 

theme gave the courts and halls new vitality.   

   The redesign created not just a food court, but a food-hall destination, which doubles as a civic space for meetings and 

community gatherings. By adding a single element, the design strategy redefined the profile of the project as a whole.  

BOX 3-2: “RADICAL TRANSFORMATION” REPOSITIONING CASE STUDY 

     CentralWorld, Bangkok, Thailand, sat in the 

middle of Bangkok’s retail district, fronting on two 

major avenues, yet vehicular access was limited. 

Parking below the center, customers were frequently 

confused as to how to enter the project and in 

remembering where they parked at departure. Inside 

the complex was a virtual rabbit warren of shops laid 

out in a confusing pattern on each of its eight levels. 

There was minimal natural light, and it was difficult to 

give directions to any particular shop. Lagging sales 

were affecting the quality of tenants.  

     The building was fortress-like, with precast concrete 

and stone tile panels; entrances were difficult to 

identify, and little human or retail energy was evident 

from the street. However, the large site and location presented opportunities. 

   The design team conceived four transformative ideas that would radically change the perception and financial fortunes 

of CentralWorld. First, the existing retail center was reinvented as an externally engaging, exciting and accessible 

shopping and entertainment destination. Second, the entire property was redeveloped as an urban mixed-use complex, 

with an expanded program that included a hotel, two office buildings, convention center, cinema and civic space. Third, 

the fully developed property presented an impressive “civic face” on all four sides of the development, contributing to the 

urban fabric. Fourth, implied in the three core strategies was the requirement for improved access and circulation in and 

around the development, as well as the creation of linkages to major crossroads, adjacent light rail and other transport. 

    The transformation of CentralWorld from an aging, introverted world trade shopping center into a dynamic, multi-use 

destination is far more than the story of an ambitious renovation—it is a testament to the power of design to engage 

hearts and minds. The physical changes, as stunning as they are, are surpassed by the emotional stimulation of the 

community by the newly revitalized mixed-use complex and outdoor civic plaza. 

      Note: In the wake of Bangkok's civil disobedience, which unfortunately resulted in fire damage to a small percentage 

of the retail segment of the mixed-use project, the ownership was determined to return their landmark property to full 

glory as soon as possible. While the office, hotel and convention portions continued to operate, work was performed 

which enabled the first retail section to reopen in September. The second section is scheduled to open in December 2010, 

and the last section will be completed in June 2011. Initial signs point to customers coming back. 
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   Ronald A. Altoon, FAIA, LEED® AP, CDP, a founding partner of Los Angeles-based Altoon + 

Porter Architects LLP, is responsible for the design of retail/mixed-use projects worldwide. He is a 

lecturer at ICSC conferences on global retail design trends and a University of Shopping Centers 

instructor. 

   Mr. Altoon’s designs have received over 80 awards for design excellence worldwide, including 

20 ICSC International Design & Development Awards, including three Asia Shopping Center 

Awards, and the 2010 ICSC Best-of-the-Best Award for CentralWorld in Bangkok, Thailand. He is 

the author of RETAIL RESCUE: Visions + Strategies for Repositioning Distressed Retail Properties, 

International Shopping Center Architecture, Designing the World’s Best Retail Centers and 21st 

Century Retail Centers: Context, Culture, & Community. For additional information call 1-213-

225-1914 or email raltoon@altoonporter.com.  
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