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Major U.S. markets

Tenant improvements can increase return on investment, but not always
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Appetite for Canadian properties “insatiable”
Canadian retail properties achieved returns of 21.4 percent on average in 2005, accord-
ing to an index compiled by the Institute of Canadian Real Estate Investment Managers
and the Investment Property Databank (IPD). Investors’ “insatiable appetite” pushed
Canada’s overall average return on real estate investments to 18.7 percent, the highest
in 20 years and a big jump from 13 percent in 2004, says Phil Tily, director of interna-
tional operations at IPD. Keith Reading, vice president of research at Colliers
International, Toronto, says the volume of retail property sales increased by 7 percent,
and many of those were redevelopment opportunities.

Do tenant improvements have any positive impact on the sale
price of a retail property? Yes and no. In many cases, tenant
improvements do increase a property’s value but not always,
experts say. An owner who makes improvements to capture
higher rents from existing tenants or to attract a
better class of tenant can sell at a premium
because of the higher income stream —
provided the trade area can support such
tenants, says Bob Mahoney, executive
vice president of the Oak Brook, Ill.,
office of CB Richard Ellis. 

And provided the tenants are strong.
“If you’re making an investment in tenant
improvements, you have to invest in ten-
ants with strong financials,” said Terry
Bortnick, president of Reza Investment
Group, based in Irvine, Calif. “In other
words, if you’re going to invest $100 a square
foot in Starbucks, that’s great. But if you take that
same $100 a foot and put it in a local coffee shop,

investors aren’t going to put the same cap rate on an income
stream from a local as they are from a strong national.”

Also, if an owner goes too far with improvements, the prop-
erty might generate top-market rents while not having any
upside left for a buyer looking for a value-added play. In some
markets, the demand for value-added properties is such that

it might be better not to upgrade the property at all, but
rather leave it all up to investors to do. In that case,

the potential for improvements adds value.
“Maybe the current owner

doesn’t have relationships with
national tenants, or maybe they

don’t have the funds to make a
major turnaround,” said Bortnick. “So

they’re better off letting someone who
specializes in turnarounds come in.
They’ll get a much lower cap rate than
they normally would, because a center like

that might not sell on a cap-rate basis but
on a pro forma basis.” — Dees Stribling

              
Kimco bought seven Puerto Rican
shopping centers from private
investors, making the New Hyde,
N.Y.–based REIT the third major
U.S. developer to buy properties
there. Developers Diversified
Realty Trust and Simon Property
Group both bought properties in
the market in 2004. “All these
major developers from the main-
land are likely to attract interna-
tional retailers who otherwise
would be leery of setting foot on
the island,” said Joseph French, a
senior investment adviser with
Sperry Van Ness

$448 million

Miami-based Equity One sold 30
Texas shopping centers into a joint
venture with Investcorp, a New York
City–based investment group

$402 million

Columbus, Ohio–based Continental
Retail Development sold 590,000
square feet of retail properties to
Oakbrook, Ill.–based Inland Real
Estate. The deal includes three
shopping centers in Indiana and
Ohio and a movie theater in
Houston 

$140 million
LNC Property Group bought the 64-
acre Space Park Complex, near
Bremen, Germany, from an undis-
closed seller and plans to redevelop
the property

$73 million

Kimco bought the 114,000-square-
foot Cupertino (Calif.) Village from
Sand Hill Property

$65 million

Angelo Gordon, MTN Capital and
Bruce Weitz bought Kings
Supermarkets, a chain of 26 stores
mostly in New Jersey, from British
retailer Marks & Spencer

$62.5 million

Great Neck, N.Y.–based REIT One
Liberty Properties acquired 11
Havertys stores totaling 612,130
square feet from the Atlanta-based
home furnishings chain

$51 million

In its first international deal, Israel’s
largest public real estate company,
Gazit-Globe, bought the 131,879-
square-foot Fachmarkt Centrum, in
Hamburg, Germany, from an undis-
closed seller. Germany’s No. 2
supermarket chain, Rewe, anchors
the project

$40 million

Corio acquired the 76,000-
square-foot Marques Avenue in
La Séguinière, the only factory
outlet center in the western
region of France from an undis-
closed seller

$31.1 million
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