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Introduction

Will repurposing some significant portion of commercial
real estate (CRE) structures and sites into housing play a
key role among the many needed solutions to the housing
crisis? Will repurposing address the lack of enough housing
in suitable locations? What is the future of commercial
structures whose original use is no longer supported by
market fundamentals? What are the conditions needed for
obsolete office, retail, hotel, and industrial properties to
become viable candidates for conversion into multifamily?

Certainly, the universe of these obsolete buildings is large
and growing—at least on the margin. And changes at the
margin can have huge impacts on the use of real estate.

A segment of older, class B/C office buildings is becoming
functionally obsolete since overall demand for office space
is anticipated to grow more slowly post-pandemic than in
the past and be more focused on newer stock. In fact, JLL
Research found that between the onset of the pandemic
and the second quarter of 2022, buildings delivered in 2015
or later had 86.8 million square feet of net absorption, while
pre-2015 buildings had net negative absorption of 246.5
million square feet. AlImost 80 percent of the negative net
absorption was in buildings delivered in 1980 and earlier.

5

Newer stock more readily supports technology, energy
efficiency, and other environmental standards and evolving
space configurations and amenities, while older buildings
may require relatively large capital expenditures to do

the same, if possible at all. According to the U.S. Energy
Information Administration, the median age of U.S. office
buildings is 40 years, and more than a quarter—over 4 billion
square feet—is 60 years old or more.

The stock of brick-and-mortar retail has been experiencing
the process of “right-sizing” for some time, as consumer
tastes evolve, and online shopping is firmly established in
consumers’ landscape of choices. The spike in non-auto
retail online sales to 20 percent of retail sales during the
height of the pandemic lockdown, up from 13 percent in
2019 (but has since retreated a bit), may possibly have been
a marker for the extent to which internet traffic will expand,
but even this still-small share of sales has had an outsized
impact on brick-and-mortar retail. Like office, much of the
older retail stock is no longer needed or able to provide the
size or environment for today’s convenience and experiential
shopping. Estimates range from several hundred million to 1
billion square feet of surplus and obsolete retail space.
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A segment of the country’s hotel stock is facing challenges
as well due to anticipated slower post-pandemic rebound
and growth in business travel, and some older industrial
structures have been challenged for a while by both a
decades-long decline in manufacturing activity and the
space and technological needs of current manufacturing
methods, as well as the needs of modern logistics.

The ability to convert obsolete structures could go far in
adding to our housing stock and, at the same time, add
value to communities through such revitalization.

Is it feasible at all? For what type of structures?
And to what extent?

To provide answers to these questions, the Urban Land
Institute conducted in-depth interviews with developers of
almost 30 projects to glean details about the conversion
process and developed detailed profiles of 24 of these

projects. The projects are from across the United States and
were primarily identified through the ULI networks of district

councils and product councils.

The projects cover conversions of a range of uses—
single-use office, office with ground-floor retail, hotel and
industrial, as well as a few unique former uses such as an
athletic club—to rental apartments and condominiums. As
we discuss below, while very notably the details of each
building to be converted are specific to that building, the
lessons learned are universally instructive.

We are grateful to these developers for graciously and
enthusiastically sharing details of their experience, insights,
and observations (and for reviewing our work to make sure
we got it right). It is their input that has allowed this report
to provide a map forward on conversion feasibility and
extent.
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Report Focus

The concept of converting CRE to multifamily is not new.
Quite a few well-located historic properties, in particular,
have been the target of conversions into apartments or
condominiums for quite some time. These buildings offer
a particular charm, period architecture, and backstory that
cannot be easily replicated in new construction. We have
included examples of these because the stock of historic
buildings remains a source of potential conversions up
ahead.

What is new—or at least newer—is the notion of converting
“modern” buildings, due to their very lack of charm, period
architecture, and backstory, as well as previously strong
and consistent growth in office demand. In response to
the post-pandemic interest in the future of office buildings
due to the conditions in the office market noted above, our
sampling of conversions skews toward converted office
buildings originally built from 1962 onward: 10 of the 24
profiles fall into this category. An additional profile is of a
hotel that was originally built during this same time period;
hotels are another category for which market conditions
have shifted.

7

Furthermore, we focused on conversions that have
recently taken place, with an emphasis on those
completed from 2019 to 2021. In fact, almost three-
quarters of the profiles were completed during those
three years. It should be pointed out that completions

in those years imply a planning and construction phase
that began prior to the onset of the pandemic. It is an
indication that this approach was gaining ground before
the pandemic-induced shift in the office and hotel
markets. Indeed, this may have been particularly true in
certain markets. For example, the greater Washington,
D.C., area has experienced an increase in older, vacant,
or near-vacant office buildings since 2012 as the General
Services Administration, the federal government landlord,
responded to relaxed telework regulations by reducing its
office footprint.
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Report Structure

The report is structured in two parts: Part 1 provides
observations and conclusions from the interviews; Part
2 provides the project details, with projects grouped and
named according to general similarities, for comparative
purposes, as follows:

The Length You Can Go
Conversions of modern buildings that significantly altered
the configuration of the structure.

The Options You Can Pursue
Conversions of modern buildings to condominiums, both
entry-level and high-end, as well as live/work.

We're All Getting Older
Conversions of modern buildings just old enough to
qualify for historic tax credits.

Giving It a Try
Conversions in smaller markets.

Sleeping Easy
Conversions of hotels.

8

Standing on Convention
Conversions of historic buildings with conventional
financing.

Giving Credit Where Credit Is Due
Conversions of historic buildings with historic tax credits.

Still Productive
Conversions of historic industrial buildings financed with
historic tax credits.

Special Cases
Unique-use conversions that provide further insights into
the conversion process.

An Architect’s Perspective
A conversion as described by the project architect.
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Observations and

Conclusions




Conversions of commercial real estate to residential units
have become a mainstream development option, and
perhaps even a specialized niche sector. A growing number
of local, regional, and national developers are honing the
skills required to undertake the complexities of changing a
structure’s use to residential, and institutional and private
capital is finding investment opportunities in this area.
Many of those interviewed indicated that this was their first
or second conversion of CRE to multifamily, having a track
record already in ground-up development or investment

in office and/or residential properties, while others have
long specialized in revitalizing old buildings, although not
necessarily involving conversion to residential.

The Financial Picture

Broadly, and perhaps self-evidently, it is clear from our
interviewees that conversions can be financially feasible in
a broad range of markets, original uses, building conditions,
and circumstances. Their experience regarding acquisition
pricing, the attractiveness of a vacant versus an occupied
office building, and conversion costs is varied but results

in positive outcomes. Later sections will look at what is
involved in the actual physical conversion process in order
to achieve that financial viability/success.
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Acquisition price. Developers were asked about their
purchase price relative to the market for the particular
property type acquired. The assessment of relative
purchase prices ranged widely depending on building-
specific economic viability of its current use, physical
condition, and circumstances. The following two groups
illustrate the two ends of that range.

+ Some developers purchased buildings functioning in the
office market, even with some softening in that position,
without pricing discounts.

Behind the
Facade

One developer whose acquisition price was not at
a discount relative to the office market indicated
that although the seller had invested quite a bit in
the building, there also was deferred maintenance.
Furthermore, although it was almost fully occupied
at purchase, it was known that the anchor tenant
was vacating soon thereafter. The developer

then negotiated lease terminations with over 20
remaining tenants.

One developer described their purchase price

as fair, given the class B office function of that
building. In that case, the building was about 50 to
60 percent occupied and required negotiated lease
terminations.



+ Other developers described their purchase price as “cheap”
or a steep discount relative to the market; typically, these
buildings had been vacant for at least several years, with
some having experienced significant deterioration.

Vacant or occupied. Given the above-referenced examples
regarding relative acquisition pricing, it bears repeating that
occupancy at acquisition is not necessarily an impediment
and that complete vacancy is not an absolute requirement.
It does appear, however, from these examples and others

in this report that partial occupancy is manageable;
developers did not report impediments to lease termination
negotiations.

Conversion costs. Total supportable costs vary by target
market and location, and the necessary or desired costs
incurred to convert a building vary by the particulars of
each building (the complexities of which are discussed in
the Physical Picture) and target market. How these factors
combine is unique to each project.

We translated hard and soft conversion costs (excluding
acquisition costs) into per-unit costs to provide a
comparative metric across the projects profiled in this
report. Of the 21 projects for which we were able to develop
this metric, the median cost per unit is $255,000, with an
additional five projects within +/— 10 percent of this per-
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unit cost. These six projects, ranging from $236,000 to
$280,000 per unit, vary by location (midwestern cities, small
cities, and large metropolitan areas), size (24 units to 435
units), and original use (office, hotel, and industrial). For the
most part, they were converted in 2020 and 2021, with one
converted in 2016.

The per-unit costs of an additional five projects are within
+/- 20 percent of the median, ranging from $209,000 to
$300,000 per unit, again with similar variation in location,
size, original use, and year of conversion.

Almost one half of the projects, however, have per-unit
costs much lower and much higher than those ranges. The
apparent driver behind the particular costs is sometimes
easier to identify, such as those with small units and low
per-unit costs ($176,000 per condominium unit), and large
luxury condominium units with the highest cost per unit
($1.07 million per unit). As a group, though, they prove the
unique way that target markets and converted buildings
come together.

One developer added this perspective: “You go with the flow
of what the building is telling you it wants to do or can do,
and then merge that with your financials.”
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Financing. Beyond the ability for historic properties to
potentially access historic tax credits as part of their

capital structure, of particular interest is the experience of
developers who converted buildings not yet qualified for
those credits—primarily buildings constructed from the mid
to late 1960s given the timeframe of conversions in this
report. This group experienced little, if any, challenges to
financing. Generally, they describe their financing experience
as essentially easy, as one developer aptly added, “As it has
been for all multifamily.” And the lower risks associated with
bypassing the excavation and framing stage were noted

as reasons for more flexibility in the debt markets for an
adaptive use project.

The few caveats among this group were related to projects
bringing a new or unfamiliar concept (at the time) to

their market, so further documentation or discussion

was required. These new concepts involved, for example,
bedrooms without natural light, a frequently mentioned
solution to large floor plates in many office buildings
(discussed further below) or higher-rent apartments than
had previously been developed in a market. One new
concept for its market—smaller condominium units for
entry-level buyers—addressed the last equity piece with a
mezzanine loan from a county housing fund. Use of these
funds kicked in a requirement to sell 18 percent of units
to households at less than 120 percent of area median
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income (AMI), the intended target market already. In fact,
the outcome exceeded that requirement, with 45 percent of
units sold to households that met that criterion.

Of note is that some 1960s-era buildings in this study came
“of age” before conversion and qualified for historic tax
credits and, with a nod to that milestone, we have grouped
two conversions under the heading “We're All Getting
Older,” one built in 1962 and the other in 1965. Due to the
size and complexity of uses of the 1962 30-story building
with separate residential and hotel floors but stacked in
one tier, in addition to transforming nine of those floors

of the former office space to parking, arranging financing
was equally complex, as described by the developer. In this
case, they were able to obtain federal historic designation.
Financing ultimately included federal and state historic

tax credits (HTCs), federal New Markets Tax Credits, and
state restoration tax abatements, all of which combined

to make the project more attractive to private capital.
Financing for the 1965 building involved federal and state
historic tax credits, in a state known to have one of the most
advantageous historic tax credits, as well as tax increment
financing (TIF). TIF triggered affordability requirements

for a portion of the units, dovetailing with their intended
approach.
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Still, not all developers whose buildings are eligible for
historic tax credits choose that route. For one 1906
building, reconfigured and used for decades as office space
after initial construction as a department store, use of HTCs
would have required restoration of hallways to their original
location. This would have made the units too long and
narrow, rendering them unusable. Both this building and the
developer of a 1908 building successfully used conventional
financing. In both cases, the developers reported
considerably outperforming their pro forma expectations.

A third early-1900s building had historic qualities but was
not eligible for historic designation. Financing included the
use of LIHTCs, the development company’s focus, which

in this case accounted for over 70 percent of equity. With
LIHTC financing, the project was required to provide—and
able to provide—three bedrooms in 30 percent of the units, a
size not typically available in other central business district
(CBD) properties in that market. The developer’s pro forma
expectations were met.

While some developers used only historic tax credits, along
with traditional financing, for their historic buildings, others
had complex capital structures that also included New
Markets Tax Credits and various city and state incentives. In
all but one case, pro forma expectations were at least met;
the one exception was affected on the revenue side due to
the COVID-19 pandemic.
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The financial outcome. As an overall proxy for financial
viability, we asked our interviewees if their pro forma
expectations were met. Most responded affirmatively, with
some further noting that those expectations were exceeded.
The few who did not meet their pro forma expectations
were clear that it was due to specific circumstances on the
cost side that could be avoided in future projects. A few
mentioned temporary hiccups on the revenue side at the
height of the pandemic.

The speed of conversions relative to ground-up
development was noted as a financial advantage. As one
developer described it: “Digging a hole, pouring concrete is
slow. Six to 10 months can be saved if the sequencing of
the conversion work is done correctly. When evaluating a
project, speed and its impact on IRR [internal rate of return]
is something we look at closely.”

It should be noted that expectations were met despite the
fact that, among the lessons learned, the need for more
contingency was frequently noted, as was the notion to
expect unexpected or higher costs by some margin.

The Physical Picture

But beyond the financial feasibility, it is understanding the
complexities on the physical side that provides insight into
the practical context and therefore starts building the case
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for the potential extent of the universe of conversions. While
all CRE conversions are driven by the strength of multifamily
demand in their market and the decline of a particular
well-located CRE asset (actual and/or relative decline), the
“what” and “how” that went into each conversion are never
the same.

Same but different. Although developers have made each
of the conversions profiled in this report work on a practical
basis, there is no cookie-cutter building to convert. Not

only is each experience different, but the developers of the
projects profiled in this study expect that each subsequent
experience will be different. As one developer of a late-
1960s building describes: “Converting a building is so much
more complex than just a change in use . . . floor plate,
column grid, floor-to-floor height, window systems, HVAC
[heating, ventilation, and air conditioning], sewer outfall, and
so much more needs to be studied. You don't really know
what you're getting into until you take off the facade, walls,
bring it down to the concrete.” And if this is true of modern
buildings, it is even more so for historic structures. “Taking
the facade off is always a wild card,” added a developer with
a long history of revitalizing a wide range of older buildings.
And another developer’s experience: “We didn't know the
extent to which we needed to upgrade the utility capacity
until we opened up the walls.”
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Because of the unknowns going into a conversion project,
the developers pointed out that it is “not for the faint of
heart.” The need for an experienced team—the general
contractor, architects, engineers—was mentioned by
experienced developers. As one developer said: “The
buildings were so unique that nothing was normal; if you
don't have a good team that can think out of the box, don't
take on a project like this. You can never let a roadblock get
in the way.”

And the team needs to be nimble since redesign and
reconfiguring happen in real time. A seasoned developer
noted some of the challenges: “The need for redesign of
the units was not entirely a surprise, but it was the extent

to which it was needed to preserve the integrity of the
structure.” Another described it this way: “The plumbing,
because of all the risers needed to move from centralized
bathrooms to plumbing in all the individual bathrooms

and kitchens, can be a challenge; unit layout wanted to be
one way, but you had to react to what the building was and
move some things. To do it where you want may require
significant expenditures to strengthen the concrete in those
areas.” One developer described the need to make sure that
the structure could handle making “Swiss cheese” out of
the slab, and found that one floor had no rebar, requiring
additional steel supports throughout the buildings.
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Referring back to the financial discussion, it bears repeating
in this context: “You go with the flow of what the building is
telling you it wants to do or can do, and then merge that with
your financials.”

Despite the lengths to which developers have gone to make
these buildings work in a new configuration, the developers
noted that not every building can work. It is on a site-by-site
basis, which includes the interplay of the building itself, the
particulars of the site, its surroundings, and its submarket.

Pace and Extent of Future Conversions

The potential pace and extent of future conversions depend
on several other factors, in addition to the financial and
physical issues noted thus far. They include current zoning
parameters, particularly if there have been changes since
the original structure was first built; willingness of owners of
seemingly obsolete buildings to place them on the market
(at a price attractive to a buyer); and the relative strength of
the multifamily market in a particular submarket.

Convert or tear down? Why convert and not tear down any
particular building? If the complexities of conversion can
be addressed effectively, it is faster to reuse, if nothing else,
the structure than to knock it down and start from scratch.
There is less risk in not having to do the excavation. And,
as some developers pointed out, having an existing parking
structure or underground parking in place is a huge bonus.
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Furthermore, as indicated in the Financial Picture, there
is value in “time to market”"—one developer estimated a
savings of six to 10 months, whereas another mentioned an
extra year of construction in terms of time saved and added
savings of six to 12 months for engineering and design.

But there are two caveats to this scenario that illustrate
some limitations to the potential conversion universe:

Caveat 1: The efficiency of the current land use.

One developer explained that most of their other
residential development is on suburban office sites.

But they almost always scrape the sites, not convert the
building. The inefficiency of low-density, suburban land use
means that they can do better by starting over these days.
Compare that to a dense, built-up area, where the existing
office footprint is typically maxed out.

This also introduces another type of conversion
category—converting office building sites to infill housing.

Caveat 2: Changes in zoning.

Even in relatively dense areas, zoning may have changed
significantly. Examples of this can be found in urbanizing
CBDs of inner-ring suburbs. In those cases, buildout under
the new zoning code often significantly increases the
allowable density such that new, ground-up development
is far more attractive than conversions.
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It takes two to tango. This concerns the actual availability
of buildings on the market, as opposed to the stock of
buildings that may meet the definition of obsolete. The
willingness to sell may be influenced by existing—albeit
reduced—income streams for those buildings that are
partially occupied. More common would be the recognition
of a transition period in market valuation such that owners
may still be watching for market clarity, particularly in the
office market. The general uncertainty and direction of
fundamental demand shifts will likely take time to sort out
and are not likely to be uniform across markets nor across
specific locations within a market. The relative strength

of the multifamily market and the long-term interests of
the seller in any one location also will come into play. All
these factors will affect the pace and extent of available
properties.
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At the same time, there is a set of owners who will
undertake their own conversions. What is different about
this group? Drawing from interviews, it will be those with the
requisite capital resources, company strategy, and ability to
bring together an experienced team. The question remains,
regarding pace and extent of this second group, on the
number of owners in that experienced or strategic position.

Altogether, the extent and pace of available conversion
opportunities will depend in great part on the decisions of
these two groups. And underlying that are the assumptions
of continued strength of multifamily and the continued
market weakness of older offices.
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Number of Conversions Identified for This Report, by Age and Year of Conversion
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Locations of Conversions Identified for This Report

Spokane, WA

New Haven, CT _

b
_ Allentown, PA

Baltimore, MD
MD suburbs

Washington, D.C.

“Northern VA

Los Angeles, CA - Richmond, VA

Columbia, SC
Atlanta, GA

Jacksonville, FL
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Iving Credit Where Credit IS Due

The Wray The Wray Equitable Building
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Still Proauctive
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peclal LaSes

The Tyler

Left:
Middle:
Right:
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Appendix

Profiled Conversions by Company

601 NF Associates LLC
The Oronoco

ANJAC Fashion Buildings
Singer Building

Baron Property Group LLC
and Simon Development
Cecil Hotel

Brumback Construction Inc.
508 West Apartments

CIM Group
Lofts @ Centennial Yards South

City Center Residential
Cityplace Allentown

Douglas Development Corporation
Watermark

Douglas Development
Corporation and Squire
Stumpf Flats

Foutch Brothers
Six at Park
Equitable Building

Gadsden Place LLC
Gadsden Place

Highland Square Holdings
Mission Lofts

HRI Properties
225 Baronne
The Mayflower Apartments

ICO Group of Companies
Broadway Lofts

Insight Property Group
and ELV Associates
The Wray

Behind the

97
Facade

Lowe DC Services LLC
Park + Ford

Osprey Property Company LLC
22 Light Street

Perseus TDC
The Foundry

ProMark Partners
The Octave

SouthEast Development Group LLC
The Barnett

TWG Development
R&T Lofts
The Assembly

WinnCompanies
The Tyler
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