REAL ESTATE

It’s Deal

T ‘
Retail real estate abuzz
with disposition activity

By Katherine Field

etailers and developers talk a lot more these days.
The recession-driven business of shedding
stores and adjusting leases is throwing landlords
L. Wl_and tenants together, forcing them to sit eyeball
to eyeball (or at least e-mail to e-mail) to hash out real estate
strategies that both parties can hopefully live with.

Some liken the process to doing battle.

“Restructuring commercial real estate has morphed from
fencing to hand-to-hand combat,” said Tom Mullaney, a
founding partner of real estate and financial restructuring
firm Huntley, Mullaney, Spargo & Sullivan, whose offices
are in Roseville, Calif., and St. Charles, Ill. “Tenants who
want to renegotiate leases in a way that really improves their
profitability must go in swinging.”

From 2006 to 2008, HMS restructured 89 leases for
OfficeMax and saved the retailer in excess of $102 million.

Over the last 12 to 18 months, chain retailers have closed
hundreds of underperforming stores, restructured as many
or more leases and curtailed growth; some 40 major chains
have shut down entirely.

The result has been spiraling shopping center vacancy
rates that have spawned some pretty evident trends in real
estate disposition, among them an increasing number of
non-retail tenants and a landlord hair-trigger when it comes
to rent rate cuts. Among the key trends to take into account:

« Base rents are flattening

Data released in early July by real estate researcher Reis
Inc. showed that the average lease rate at shopping centers
in the top 77 U.S. markets declined in the second quarter —
for the fifth consecutive quarter.

Q&A With Mez Birdie

Mez Birdie, director of retail serv-
ices for NAI Realvest, Maitland,
Fla., hasn't seen too much down time
of late. Real estate disposition proj-
ects from coast to coast have him in
constant motion. But Birdie stopped
long enough to talk with Chain Store
Age about the state of retail real
estate.

How much has the disposition
activity picked up?

It's busier, no question, but some
of the biggest challenges I've faced
have actually spanned several years.
One fast-food client closed 16 stores
about two years ago. Most were
about 2,500 sq. ft. in size; 75% of the
locations were leased and the other
25% owned.

Today I'm down to two stores,
both leased units. Keep in mind that

the stores, whether owned or leased,
have been disposed of at a loss. For
the leased stores, the new lease rates
for the subtenant are at less than
50% of the original lease. The re-
tailer is still on the hook for the dif-
ference.

That must cost the retailer a lot.

You know, if the same situation
were to occur today, | can tell you
that this client wouldn’t have closed
half of those 16 stores. A few years
ago, when sales were up, closing
stores wasn't really a big deal
because you would be opening units
at a faster rate than you were closing
them. The replaced stores more than
made up for the lost sales.

And now?

And now, with more closing than
opening, chains are approaching clos-

ings differently. In more cases than
ever, a store that is breaking even —
and would have been closed in years
past — is now being kept open,
because retailers and restaurant
operators are weighing the exorbi-
tant costs involved in closing a store
and choosing instead to continue to
operate break-even units. This is a
new paradigm.

Editor’s Note: Birdie will be
expanding on this very subject in a
session called “Handling Surplus
Properties and Underperforming
Stores,” at the National Retail
Tenants Association annual confer-
ence, being held Sept. 13 to 16, 2009,
at the Desert Springs Marriott in
Palm Desert, Calif. For information
on attending the NRTA conference,
visit retailtenants.org.
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