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‘09 Real Estate Triage: Lease Renegotiation
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(952) 476-9400
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Additional Facts/Narrative: Phase II of Park Place Promenade is
comprised of fourteen (14) buildable acres. Retail, office,
medical, and hospitality uses are permitted.  The site has great
visibility to the soon to be expanded Hwy. 610, and sits adjacent
to the existing Cub Foods-anchored Phase I.
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Let’s get some facts on the table. All real progress starts
with being honest about where you are right now. So
where are we, right now, as an industry?

Retail performance has severely softened, and is softening
further. U.S. chain store sales fell on average -2.1% for the first
six months of the year, with the trend worsening recently to 
-4.6% in May and -5.1% in June.1 The number of retailers
consolidating or going out of business is massive.2

Shopping center occupancy has declined by a net 8.7
million sf during first quarter 2009, which represents more
space returned to landlords than during all of 2008,
according to Reis, Inc. During this same quarter, their reports
indicated that the national average vacancy rate for
shopping centers has increased to 9.5%, the highest levels
since 1993. Reis also reported that mall vacancy rates were
7.9%, a level they claim to be unprecedented during their
nearly three decades of coverage. “Further constricting
potential revenue streams from these properties, landlords
were forced during the first quarter to respond to rising
vacancy rates by lowering their asking rents by an average

of 0.6%, the largest single quarter decline recorded since Reis
began publishing quarterly performance figures in 1999.”3

Meanwhile, there has been a seven-fold increase in the
delinquency rate for the $208 billion in securitized mortgages
on retail properties, currently 2.1%, up from .3% a year ago,
according to Trepp, LLC.4

These are the toughest statistics, on both landlord and
retailer sides, during our lifetime. Let’s work on ways to be
survivors of this seismic industry and global economic event.
First let’s talk about those issues, and then look at ways to
address the issues effectively. All the additional pressures, on
both landlords and tenants, call for new action plans. The
going has gotten tough, and now the tough will get going.

What are retailers dealing with? Some of the issues that retail
tenants are experiencing include: sales slumps and
deteriorating margins; increased rent and occupancy costs
especially as a percentage of sales; their own loan and debt
obligations; and greater exposure to landlord and/or retailer
bankruptcies that may impact their sales situation further. 
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What are landlords dealing with? Some of
the challenges that landlords are
experiencing include increased vacancies;
stiffened lender requirements and
refinancing issues; fewer retailers to work
with in many categories, especially big box
and department stores; and revenue losses
from tenant bankruptcies and lower sales. 

Both landlords and tenants are under
unprecedented pressure to work
cooperatively in ways they have not
necessarily been accustomed to. Many
landlords across the country have retail
tenants already asking for rent relief or other
lease renegotiations. For most landlords this
is already too common, the only real
question is - how long and large is this? 

Landlords have experienced changes in
tenants’ financial health during the fourth
quarter of 2008 and continuing in 2009, and
these changes may actually accelerate.
Daniel Hurwitz, President & Chief Operating
Officer of Developers Diversified Realty,
commented during a panel discussion on
restructuring leases at 2009 Las Vegas ICSC
RECon, “We are in the infancy of this issue.”
How do landlords and tenants survive, and in
the long-term thrive, in this embattled retail
zone? I suggest a win/win perspective and
some good old-fashioned horse-trading. 

Earlier this decade, when tenants were in
danger of closing up shop, other retailers
were more generally available. Thus, many
landlords were more inclined to take a risk
on a new tenant rather than renegotiate
with a current one. But in today’s market,
there is a dearth of available retailers;
therefore practicality demands that
landlords and tenants restructure their
relationship in creatively useful ways. 

What if I am a landlord? What is the first
thing I am going to want to do when
presented with a lease renegotiation
request? I’m going to check out the current
and anticipated future health of my retail
tenant. I will do my own analysis of their
financials and will be asking my tenant to
provide me with profit-and-loss and
balance sheet statements, as well as a
future plan for success. I’ll ask some direct
questions, such as: What sets them apart
from other retailers in their category? What
raises my confidence that they really have
thought through all aspects of their business
and have a reasonable plan to succeed? 

“Be sure to know the proper rent-to-sales
ratio for the tenant’s merchandise or
restaurant strategy,” says Mez Birdie,
director of retail services for Maitland, FL-
based NAI Realvest, “While the landlord
may not always agree (to a cut), you need

to have the facts in front of you…landlords
must still negotiate in good faith, not from
an adversarial position.”5

Landlords must ask whether their
intervention will likely produce a new
outcome. I suggest utilizing “triage” to
address this; in other words have a system
of priorities to maximize the number of
survivors. Those in triage are generally
divided into three basic categories:

1) Those who are likely to continue,
regardless of what “care” they receive.

2) Those who are likely to disappear,
regardless of what “care” they receive.

3) Those for which immediate care might
make a positive difference.

There are retailers who may request rent
relief just to see if they can receive it. They
fall in the first category; they are survivors
regardless of landlord assistance. There are
also retailers that will fail regardless of
anything the landlord does. They fall into
the second category and sad as it may be,
allowing them to fail may be the inevitable
outcome. Finally, there are tenants that are
facing gut-wrenching choices; retailers that
are challenged but still have a genuine
opportunity for a positive outcome. These
retailers fall into the third category;
spending time and resources on these
tenants may result in protecting future
landlord income. 

A win/win perspective keeps the
renegotiations a two-way street, not an
adversarial one. This allows a gain in return for
a concession, i.e. a win/win. In the lease
renegotiation process, landlords get to know
more about their tenants, which can be a
tangible advantage, even in the worst case.
If the facts indicate that they are going away
in three months, wouldn’t you rather know
now? What if you could make better cost
decisions in the meantime or take
advantage of any other opportunities? 

What if I am a tenant? I am going to
prepare to present a strong “case” to my
landlord, including a willingness to share
financial data. I am going to find ways to
trade terms back and forth for mutually
beneficial outcomes. If I have multiple
stores, I am going to look at all my locations
and strongly consider closing the lowest
performers. Is the size of my store in line with
my sales volume? During the
aforementioned panel discussion on
restructuring leases at the 2009 ICSC RECon,
C. David Zoba, SVP of Gap, Inc. stated,
“Rents and occupancy costs as
percentage of sales must be well below
twenty percent (for the retailer) to survive.
Percentage of sales must

Reality of 2009 Real Estate Triage - continued
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A Bright Spot

by Eric Beazley, Loucks AssociatesHot Spots / Cold Snaps

CVS Caremark (CVS) entered the
Minneapolis/St. Paul market in 2003,
and has been gaining market share

and brand recognition ever since. A look at
CVS’s business model and related growth
strategies would be a provocative case
study and may teach us how to turn lemons
into lemonade as, even during the current
economic downturn, CVS has managed to
grow (in terms of number of stores, services
and balance sheet). To that end, the
following provides a broad brush overview
of this company’s past, present and
anticipated future successes.

CVS was founded on May 8, 1963, is
publically traded under the symbol CVS
and is headquartered in Woonsocket,
Rhode Island. Currently, CVS Caremark
operates mail-order pharmacies, retail
pharmacies, specialty pharmacies and
retail clinics. It operates in 44 states and
employs approximately 215,000 people. At
the end of 2008, the company operated
6,923 drugstores, 560 MinuteClinic locations
(a Minneapolis-based company), 58 retail
specialty pharmacy stores, 19 specialty
mail-order pharmacies, six mail-service
pharmacies, and CVS.com and
Caremark.com Web sites. CVS opened a
total of 317 new or relocated stores in 2008,
which increased its retail square footage by
3.6%.1 In the Twin Cities, CVS currently
operates 35 stores with four more stores
soon to open in Minneapolis, Little Canada
and Brooklyn Park.

So, why and how is CVS Caremark continuing
to flourish during this economic downturn? A
thorough analysis of its annual reports over the
last few years may lead to some answers.
According to CVS’s 2008 annual report2 a
number of factors spurred its growth including,
but not limited to, acquisitions and growth in
generic drugs. CVS also showed strong cash
flow, which buffered it from liquidity issues. Its
net revenues increased from $76.3 billion in
2007 to $87.5 billion in 2008, or by 14.6%.1 Gross
profit as a percent of net revenues was 30.1%
in 2008 as compared to 29.1% in 2007 and
28% in 2006. Note that gross profit includes net
revenues less the cost of merchandise sold.
Finally, operating profit as a percent of net
revenues was 7.1% in 2008 as compared to
6.0% in 2007 and 5.3% in 20061.

On a less positive note CVS stock fell 27.7% in
2008. However, it performed better than the
S&P 500 index, which fell 38.5% and the Dow
Jones Industrial Average (DJIA), which fell

33.8% in the same period. Further, CVS
Caremark shares returned an average of
10.4% annually over the past five years while
the S&P and DJIA showed negative returns of
2.2% and 1%, respectively.1

These numbers begin to tell the story of
CVS’s success, but surely there is much
more to learn. The bottom line is it is very
refreshing to see a bright spot in the gloom
surrounding our economy today. 
1 CVS Caremark Corporation 2008 Annual Report, Healthy
Outcomes AR 08
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Sponsors

CSM Corporation
The pursuit of new retail
developments and the
acquisition of value add
retail centers with a focus on
long-term results.

Coldwell Banker Commercial
Griffin Companies
Griffin Companies is
committed to providing
world-class service that
enhances the real estate
assets of our clients.

Leonard, Street and Deinard
Our mission is to be a law firm
that provides wise counsel
and practical advice in order
to help our clients efficiently
and successfully achieve
their objectives and goals.
Professional excellence,
exemplary client service,
respect, teamwork,
commitment, civic
responsibility and hard work
are values that inform
everything we do at
Leonard, Street and Deinard.

Oppidan, Inc.
To be the leading merchant
real estate developer of
community shopping centers
in the Midwest, providing our
customers retail space for the
lowest possible cost with our
open book development
approach and processes.

Paster Enterprises
Paster Enterprises has over 60
years experience in the
development, leasing, and
management of retail real
estate. Paster Enterprises is
dedicated to being an
industry leader in enhancing
communities by providing a
quality mix of retailers within
vibrant, aesthetically
pleasing shopping centers.

Robert Muir Company
To create developments,
which are designed and built
to become centers of
community pride, through
innovative and visionary
planning, creative use of the
highest quality building
materials, and exceptional
property maintenance.

Bookmark:  

Summer Distractions

Are you the type of person who might
enjoy a few afternoons lounging in your
hammock, a cold drink and a good
read being your only company? If so,
take your summer escape to these
engaging and riveting distractions. 

The Girl with the Dragon Tattoo, Stieg
Larsson (June 23, 2009)
A suspenseful and engaging thriller
based in Sweden. The tale follows the
adventure of a fallen journalist as he
investigates the secrets of families of
power, industry, and privilege with a
mysterious and rebellious computer
hacker with a dragon tattoo.

The Shack, William P. Young (July 1, 2008)
After mourning the abduction and murder
of a daughter, a father receives a
mysterious note that leads him to the
murder scene a year later to meet God. It
begins him on a journey questioning his
own belief system and challenging the
very notions of religion in a modern world.

World War Z, An Oral History of the Zombie
War, Max Brooks (October 16, 2007)
For those who enjoy a good horror read,
this book chronicles fictitious events of a
zombie war which occurred ten years
before. By breaking down the tale into
several perspectives, this collection of
short stories evolves into a view of a
world changed by a crisis of zombie
inducing plague. 

Have a reading recommendation?
Contact Christopher Max Naumann at
chrismax88@comcast.net or Judy
Lawrence at jlawrence@karealty.com. 



The MSCA Cares Committee has been working on The Caring Tree’s mission to
promote educational success for Minnesota’s K-12 students in-need by
ensuring that they have the appropriate school supplies. 

Our main campaign runs July 27-August 10, 2009. This is our first year that we
will not conduct the school supplies drive in shopping centers. Now focusing
on financial contributions, The Caring Tree is able to maximize all financial
contributions. The Caring Tree is able to send a child back to school fully
equipped with a backpack containing 30 necessary school supplies for $20
per child. With this being said, The Caring Tree can maximize contribution
dollars and triple the amount of children served compared to supplies
purchased at cost or full retail value ranging from $60-$70+.

We have been busy with fundraising events throughout the year such as new
Bowling for Backpacks event held at Brunswick Zone on April 23 and the 
St. Paul Saints Game held on June 23. Proceeds from these events as well as
the annual MSCA Golf Event in June are earmarked for The Caring Tree. 

This year we accepted applications from non-profit agencies based on their
need and were able to help over 25 agencies statewide. We look forward to
another successful Caring Tree campaign this year. 

We thank MSCA members for your contributions both in time and financial
donations. We need your continued support!! If you are interested in making a
donation to the program, please visit caringtree.org. Your help makes it
possible to send these kids back to school with confidence, enthusiasm, and
self-esteem to build a much better year and future.

� � Trustone Finanical is now opening in Maple Grove in the
former Krispy Kreme.

� � Walgreens has opened a new location at Old Shakopee
Road and France Avenue in Bloomington.

� � Trader Joe’s has opened in St. Paul at Lexington and
Randolph Avenues.

� � H&M will open a two-level 20,000 sf store in the middle of
Southdale’s Center Court.  H&M will occupy the former Crate &

Barrel space on the first floor, as well as space above on the 2nd
and is scheduled to open sometime this fall.
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Press Releases

Press releases are printed based upon availability of space and relevance to the local market.

MN MARKETPLACE

Committee Chat   

MSCA Cares Committee

Events 

Aug 5 Monthly Program:
Retail Focus

Sep 2 Monthly Program:
Headline Speaker
(afternoon program)

Oct 7 Monthly Program:
Development

Nov 4 Monthly Program:
Retail Report
(afternoon program)

www.msca-online.com
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by Jennie Zafft, The Shoppes at Arbor Lakes

Web Sites

Enjoy gluten-free menus at the following restaurants
Have you noticed the rise of celiac-disease awareness
splashing across recent headlines? Here are a couple of
links to restaurants in the Twin Cities with great gluten-free
menus as well as a favorite gluten-free blog.  

� biaggis.com
� pizzaluce.com
� glutenfreegirl.blogspot.com



Primary Career Focus: Office Manager / Marketing
Hometown(s): Originally from Big Stone City, SD; currently in Apple Valley, MN
Family: Daughter, Desirae’ and grandson, Dakota - who is adorable!
Hobbies: Hiking, writing short stories, decorating, gardening
Very First Job: Carhop at A&W (on roller skates the first year!)
Dream Job: Working in cause branding
Secret Talent: Stained glass artist
Mentors: My dad and mom
MSCA Involvement: MSCA Cares Committee

Primary Career Focus: Shopping Center Development
Hometown: St. Louis, MO
Education: B.S. in Construction Administration, UW Madison; M.S. in Real Estate
Development, Columbia University
Dream Job: Boundary Waters Guide
Favorite Food: Fusilli Rosticiada at Broder’s Pasta Bar; Focaccia at Punch Pizza
Favorite Book: A Walk in the Woods by Bill Bryson
Favorite Quote: “Not everything that can be counted counts and not everything that
counts can be counted.” - Einstein
MSCA Involvement: STARRSM Awards Committee
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Welsh Companies named “Best Place to Work.”  Welsh Companies was
recently named one of the Best Places to Work in the Twin Cities by the Minneapolis/St.
Paul Business Journal. This is the first time that Welsh has been named a Best Place to Work
by the Minneapolis/St. Paul Business Journal.

WOW! Events by Kraus-Anderson Nominated. The International Special Events
Society (ISES) nominated WOW! Events by Kraus-Anderson for two ISES Esprit Awards in the
following categories: 1) Best Marketing/Design Collateral for “KA Road Trip” and 2) Best
Event for a Non-Profit for “Passage to India.”

Welsh Companies named among “Best of the Best.” Welsh Companies was
recently named among the Best of the Best by Midwest Real Estate News. 

McCombs Frank Roos Associates, Inc. Announces Ownership Transition.
The principals of McCombs Frank Roos Associates, Inc have purchased 100 percent
ownership of McCombs Frank Roos Associates, Inc. The majority ownership of the
company was previously held by a private equity firm. 

Steve Young
Arbor Commercial Group

Teri Whiting
Robert Muir Company

Member News

Member Profiles

New Members

Debra Goodman
Sherman Associates, Inc.

Jon Diessner
Kraus-Anderson Companies

Jennifer Toohey
Hellmuth & Johnson PLLC

Lance Broderick
Fridley Roofing & Remodeling

Allison Kern
Capital Real Estate Inc.

Dana Nielsen
Classic Asphalt &
Sealcoating Co. Inc.

be in line.” There will also be an evaluation of any upcoming rental rate increases and consideration of negotiations with
my landlord to secure rent relief and other important issues. On the other hand, to achieve the necessary rental rates, the
tenant must consider potentially relinquishing such items as kiosk/out-lot site line restrictions and co-tenancy clauses,
renewing early and potentially pushing terms out. Any lease-required renovations will get extra scrutiny. I should also look
closely at CAM charges and challenging any discrepancies. Hiring a real estate advisory firm to help with my negotiations
may be helpful. Why would a landlord become stronger in the process of lease renegotiation? One reason is the
competition for tenants is going to be fierce and unprecedented. Couple that with the fact that there is less money
available now and the stakes have never been higher. 

Both tenants and landlords face the same bottom line question: “Are you going to proactively deal with the situation or is it
going to deal with you?” Sooner or later, if it’s bad enough, the cushion from the good times will be gone. It is now time for
urgent and effective action. As Benjamin Franklin once said, “We must all hang together, or assuredly, we shall all hang
separately.” In most cases, both landlords and tenants will fare far better to hang together during these times of
unprecedented challenge. This is where the experienced hands really show the art of making the deal.
1 ICSC, www.icsc.com, SCT Newswire, 7-9-09 / 2 Barbara Farfan, 2009 Retail Store Closings: A Complete List of Retailers Going out of Business, About.com 7-6-09, see web site
www.about.com for the complete list. / 3 Reis, Inc., www.reis.com and the Wall Street Journal, April, 8, 2009 / 4 The Wall Street Journal, April 8, 2009 / 
5 ICSC, www.icsc.com, SCT Newswire, Recon: handling rent-break requests, 5-19-09  

Reality of 2009 Real Estate Triage - continued from page 2
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Professional

Showcase

The Minneapolis/St.
Paul Business Journal
provides late breaking,
local business news to
more than 100,000
business professionals in
the Minneapolis/St.
Paul market. It is weekly
in print, daily in email,
and continuously on
the web.
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by Nikki Marfori, Reliance Development CompanyProgram Recap   

Target Field: Bringing A New Kind of

Sexy Back to Downtown Minneapolis

How could Minnesotans not be excited about the new Twins ballpark? With 2010
quickly approaching, the anticipation for the new ballpark is mounting and with
good reason. As I returned to my office from the July MSCA program and began my

journey into downtown Minneapolis from Highway 394, I could see it in the distance…the
large TWINS letters reaching to the sky from the new ballpark, beckoning long-time fans of
the Minnesota Twins to their new location, their long-awaited and much-anticipated home.
The building itself, striking a pose against the downtown landscape is sleek and attractive
with design elements that panelist Dan Mehls with Mortenson Construction described as
“sexy.” You know…sexy in a concrete, construction-type way.

July’s MSCA program titled Transit, Fly
Balls, Living Green: Connecting Urban
Life covered a wide array of information
including the transit, construction and
overall development surrounding the
new Twins ballpark: Target Field. This
month’s panel included Dan Mehls of
Mortenson Construction, John
McDermott of Hines, a national
development company, and Chuck Leer of 2010
Partners, which is a group of new ballpark stakeholders,
including the Twins’ owners, the City of Minneapolis,
Hennepin County and various neighbors in the area.

Chuck Leer opened the program with the theme “More than a Ballpark” linking the
importance of both land use and transit. The goal of this group is to create a stadium and
surrounding area that is both planned well and designed to function as a world-class
facility. While the emphasis has always been on location, a transition is taking place as they
move towards the concept of connection, where the stadium will be the center of a new
transportation crossroads: a hub of sorts linking the ballpark to various rail lines, including
the expansion of the Hiawatha LRT and Northstar Line, as well as connection to the bus line,
bike trails, parking and skyway access. The overall vision is to harness the energy of a
ballpark by making connection or a “harmonic convergence” to it a key element. 

Following Leer, we were taken on a guided, digital tour of the new stadium led by 
Dan Mehls. The design itself is impressive from the contemporary architectural design to the
notch hole views to outsiders passing by. With the large Target Plaza entrance displaying
attractive planters, statues and other unique design elements, Target Field is sure to attract
large numbers. The new stadium is comprised of 1,000,000 sf, 40,000 seats and bleachers
along the outfield. With high-end restaurants, stylish bars, and a new team pro shop, there’s
something for everyone.

Wrapping up our program, John McDermott of
Hines walked us through the North Loop Green
new development, which sits slightly northeast
of the Twins stadium. Embracing the market
conditions and advantages of the new
stadium, Hines looks to create an area that is
pedestrian friendly, contains green space and
public open spaces, train platforms, higher
density, retail and service amenities, as well as
a neighborhood feel. The goals of North Loop
Green are to create a sustainable design with
urban living connected to downtown and to
the new Twins ballpark.

With the new Target Field just months away
from opening and an entire state counting the
days until the doors swing open, it would
appear the possibilities are endless. Go Twins!

July presenters: left to right
Bruce Carlson (moderator), United Properties

John McDermott, Hines
Dan Mehls, Mortenson Construction

Chuck Leer, 2010 Partners

Technology

Tip 

Looking to get some
additional exposure for
your project? Want to
know of new retail
development coming
online?

Use the MSCA Web site
to review projects
and/or post information
on your project. From
the home page, click
on retail listing and take
a look at all retail listing
or the sub categories of
new developments or
redevelopment/
renovations. 

For members wanting to
add a listing at no cost,
make sure you log in,
then click on retail
listings, then click on
add a listing.

If you have any
questions you can
always contact the
Technology Committee
Chair: Jim Mayland at
jmayland@ctmt.com or
(612) 347-9311.
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by Mark Norman, Park Midwest Commercial Real Estate

Little Caesars Pizza 

rising star

While the focus lately has been on the resurgence of
the “Burger Wars,” value-based pizza remains a
formidable force in the retail market. The name is

certainly not new, but Little Caesars Pizza has made a strong
reappearance into the Twin Cities market over the past few
years after nearly fading away earlier this decade.

Little Caesars had all but disappeared from the Twin Cities
by the year 2000, closing the last remaining retail locations in
New Hope, Columbia Heights, St. Louis Park, and Cottage
Grove, and only remaining open inside several K-Mart
locations. But since re-entering the Minnesota marketplace
in April 2006, they currently have 20 stores either open or
slated to open before the end of 2009, all over the state.

Through it all, Little Caesars continues to be focused on
providing customers with value, quality, and convenience.
With their signature “Hot-N-Ready” $5.00 pizzas and a menu
loaded with other enticing and economical items (including
Crazy Bread, buffalo wings, and dessert churros), it is no
wonder they have been able to achieve strong growth in
an otherwise tight retail market. 

Mike McGuire, franchisee and owner of 14 locations in
Minnesota argues, “It’s hard to beat a large pizza for five
bucks,” and believes their offerings remain a much better

value for the buck
when compared to
other food at a similar
price point. Further, he
stated that Little
Caesars values
convenience for their customers above all else, and wants
to be known as the neighborhood pizza place.

Little Caesars stores are typically in the 1,200 – 1,400 sf range,
and they prefer primarily end-cap spaces in neighborhood
shopping centers, but will also consider shopping center
retail pads and freestanding buildings. While they do have
some locations with drive-thru pick-up windows, it is worth
noting that Little Caesars currently has no plans to enter the
pizza delivery business nor do they offer a dine-in area, as
the additional overhead costs would not allow them to
maintain their value position. 

Celebrating their 50th Anniversary this year after humble
beginnings in Garden City, Michigan with their first location
in 1959, it is obvious that Little Caesars has strong momentum
as it continues to grow and add new locations nationwide. 

www.littlecaesars.com
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We get making the most of your existing portfolio.
We get redevelopment and tenant improvements.
We get leasing and marketing your real estate.
We get neighborhood approval processes.
We get what it takes to be "different."
We get prototype implementation.
We get enhancing your brand.
We get site feasibility studies.
We get needs vs. wants.
We get collaboration.
We get immediacy.      Let’s go.

We get retail.   

R S P  A R C H I T E C T S

Bob Lucius  612 .677.7211                 

www.rsparch.com


