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KEEPING THE LIGHTS ON

WREB sat down with some of the West’s top
brokers, owners and legal eagles to discuss
the impact of ecommerce, downsizing and
the recent wave of store closures on this

area’s retail market.
By Nellie Day

REB: It seems like we're
hearing about more and
more tenants, particularly

anchor and junior anchors, vacating
shopping centers over the past couple
of years as entire industries change
due to ecommerce and other factors.

Is this the case?

Jeff Badstubner, Senior Vice Presi-
dent, JLL: 1 believe tenants both big
and small are seeing their business
models shift as ecommerce becomes
more popular. Store sizes, for exam-
ple, have gotten a bit smaller. Store
layouts have changed as retailers try

to re-engage the customer with more

interaction, using larger entrances
and more lively displays.

In order to look ahead, you need to
always be viewing new developments
across the country to understand the
new concepts and the new formats
anchor tenants are using. To see some
examples of the trends among chang-
ing users, look at tenants such as drug
stores, which continue to downsize
stores.

WREB: What type of due diligence
can you execute as a landlord to en-
sure (to the best of your abilities) a
tenant will be able to maintain occu-
pancy for the duration of its lease?

see RETAIL, page 44

Sierra Vista Mall in Clovis, Calif., is anchored by Kohl's and Sierra Vista Cinemas 186.
Motable nearby anchors include Target and Sears. The mall is managed by the
Woodmont Company.
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Grant Gary, President of Brokerage
Servioes, the Wondmont Company:
From a leasing stomdpuoing, contina-
s pooapency clanses amd Hrmited
co-tenamey provisions are of opmost
'i.rrq_:nrhm Market and tenant due
diligenice is oritical to ensare @ tenamt
has the highest likelibood of main-
taiming eooapancy moa project. A e
due diligence items of importnees
inchade: h.'u.'l\nng Four u.'rmpe'l:l.bm
:mnp:h‘hw.- rental rabes, n:l:upam:iﬂs
and mrrlPebn,";; lemdlord motivatiomes;
kmwwving your market; and 1ml:|wi'n5
your temant, their operating perfor-
mance and history of defanit within
Four own partfolio.

WREB: Is thers anything about the
West's retil fshopping center envi-
ronmenit in particular makes this
area more o bess prome o badefill sit-
natioms?

dent, Lee & Associates EPeu.hn.g iy
core moarkets in Cali-
formia, these markets
have a big sdvartage
] due to strang tenamt
sales, strong demo-
graphic  character-
st bowr vacancy
ratess and the ability
to melemse: quickly as
come markets ane pre-
ferred excpansion ar-
e for tenams.
Mew growth, suburban and non-
come Tnarkets are maone prome o voomne
cies due to higher existing vacancy
ravbess, 'I:lci.ng dl:pﬂ'bdrrrt upm fubare
"housing growth, demographic charac-
t:nrhmmstmh'lﬁmmmnm tenamt
Tequirements in seme cases and the
reality that mon-come markerts are typi-
cally secondary im priority for tenamt

WREB: What actions should a land-
lord take if he or she a temamt
may not be able to liwe ot the dura-
Hm of its lease?

Bislatowicz

Gary: Always have a Plan B If a tenamt
mw  has reported several
quaThers af declin-
i commp stove sakes
or given an indic-
tion of dedining
petformance,  be-
gin waorking om the
backfill plan for the
space. This may in-
dude  determining
the oosts to down-
wimn a'rh:l_.'n'rup-'u'l: the
bux, a merchandising plan and pro-
sfpect'i'w: tenamt list, and comrouanice-
tiom with the tenant, yoar lender and
‘partmers b emsare a smaoath transition
if you most re-tenamt the box. If this

Gary
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The Ta&,000-square-foot Menlfee Countryside Marketplaoe [ the seoond fangest
shoppling oanter In Southeest Rherskde County. B contains one 4,028-squan-foot
mvaliabls shop space for lease, whioh s belng handled by Lee's Bislrtowicr.

is 3 Puhi'il:l:,f tradesd retailer, be sure to
read their 10-K. This mport is arga-
ably the singhe most impartant repart
specific tna :umpiebe]'ienlthm'imof

a tenamt.

WREB: Arc there spedfic, practcal
items a lamdlord can inchide in a lease
that will protect them in the event an
anchor nesds to dose?

Dan Villalpando, Pariner, Cox,
Castle & Micholsom: A landlord
should request a recapture right if a
temant goes dark. That way, the land-
lord can in contral of the space
H the landlord recaphunes, he or she
should recover ut-sf-pocket tenant
improvement costs, as well as broker-
age comamisgions,

WREB: Whem is it most pﬂb]m\aﬁc.
from a landlord's perspective, o have
a tenamt close?

Badstubner: If you as 3 landlord have
a paarly kept center
and the tenant mix
has been 'iE'I'HJ'I'\EIi,
I]ﬂszlanemm‘Hﬂ'u-
ant will knew and
use it against yoo
for extensive aomces-
sions, The balance
of the center shoald
be in d comdi-
i wosd” Healh
Homwrenver, :if'l,rlslu. ane
Prnal:l:iv: in discussions, maintam a
peod-leoking center and maintain an
attractive covenant lineup, the new
temant will hmahﬁgcrduu::mg:t
into your cender as it has

o tn e smeomsful.

Badstubnar

WREB: How cam a landlord navigate
'I‘J'l'l'ml“]'l this unpredictble time for
the retail industry?

Westem Real Estata Busingss

Bielatowice: r wam do this by
watching sales of temamts o anticipate
pussible chosuares, l*i'alﬂ'unﬁ vour ten-
ant irm term notification: wimsdowe.
ing mergers. Know your ten-
ant’s market requirements. Meanitoring
mesia and financial reporting of il
ers. Paying special attertion fi3 o co-
tenamay and exdusive clanses are ne-
jated i new leases going forward,
ﬁ:-:aku imparrtant t ha.:rpnﬂ'z ability to
TEVIEW a I.zr?\nnl: of a fenant's P'Ia.rl.ﬁ, and
to pany attention to futome reparpesing,
shrmald this new tenant fail.

WREB: Hovw can a landlord maintsin
the upper hamd wwhen megutiating
with & rurw fenant o backfill space?

Yillalpanduw: Saying positive aboat
the vahie of the center, the local drawe
and the demagraphics would be key
in trying to maintain an upper hand.
Just becanse one type of core mer-
chandise doesn't work doesn’t mean
that another will not. The landiord
should expect to make some form of
Tent comcessioms to the backfill tenant.
"I"ni':rnar be in the form of reduced

rent for a nhnrtPerind. of fme, or a
loywrer awerage rent over the course of
the term of the lease. The backfill ten-
ant may alse ook for a shorter lease
term (Ave YEQTH VeTHus 10 :,'Ea.m]- o
mnake sure that its business is viable.

WREBR: Can a tenant vacancy ever be
asnndﬂ'u'nﬁ'i'

Biclatowica: Landlords  sometimses
look forward to these opporhumities
tix Pnuntia.":,' upgrade a tenancy: Tt
can be a possible windfall ecomomi-
:aﬂ:,.'relal:ingtn'ﬂ'l:]m terms, which
adds vahe to the owerall asset. Tt can
also improne the financial modeling
for lenders and frevestors, maki.nﬁ it
much easier to undertake badkfilling
oppoTtunities.

WREE: What are some of the difficul-
ties landlords should expect fo ene
coumter onee an announcemient has
bern made that a store is dosing?

Villalpando: Megative publicty is
probably the biggest
difficulty a landlord
can expect omaE an
announcement I'Im-
been made that a
store s closing. Ide-
afly, the fmpact an
the nest of the cen-
ter will not be cata-
strophic, bot a nega-
tive buxs can impact
Er  custimens
come to the center,
A cameful review of a landlord’s
leases to check whether the dosure
will impact any co-tenamey provisions
is also recommended, sovner rather
than later. The duosing of an anchar
may trigger the rights of other tenants
to pay modified rent or even closs
themsebres, As soon as the landlord
can anneunce that it has a backfll ten-
ant, or tenamts, to veplsce am anchar
temant, I’hq.r should do so — particu-
larty if the new tenant is in any way
better than the previoas one, @

‘lﬂlnndn

Terayrts at Menize Courryside Marketolaos in Riverside County, Cali.,
Enjoy an anchar presenoe that inoludes Super Target, Lowe"s and Kohl's.
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