
Mall landlords are more immune to
retailer bankruptcies these days,
because they’ve learned to streamline
the process of identifying traffic-chal-
lenged tenants, buying out their leases
and readying replacement tenants,
says Robert A. Michaels, COO of Gen-
eral Growth Properties. “We work out
much earlier in the year trying to define
which retailers are in trouble,” Michaels
said on the firm’s first-quarter earnings
call, and “who might be a candidate to
buy out.”

General Growth pocketed about $19.4
million in lease-termination fees from
retailers during the quarter ended March
31, he said, pointing out that Casual Cor-
ner owner Retail Brand Alliance paid
about 30 percent of that. Another retailer
paid more than $1 million to get out of its
collective leases, he said. 

These fees essentially become icing
on the cake if a new tenant is able to open
shop and start paying rent as soon as the
old tenant moves out, executives say.

“New tenants need to be ready to open as
soon as the space is free,” he said, with
lease negotiations and store planning for
the new tenant already completed. “It’s
part of the business today,” Michaels
said. “And even though it may be smaller
next year at this time, I would expect to
see lease-termination fees continue to be
fairly substantial in coming years.”

Simon Property Group, too, was able
to minimize the impact of bankrupt ten-
ants on its first-quarter occupancy and
net operating income. Only about
115,000 square feet of space went dark
from tenant bankruptcy, versus 250,000
square feet for the year-earlier quarter,
says Simon CFO Stephen E. Sterrett. Ten-
ants have become more adept at navigat-
ing the bankruptcy process, which has
allowed landlords to replace them faster,
says COO Richard Sokolov. “The bank-
ruptcy process has gotten so sophisticat-
ed,” said Sokolov on the firm’s earnings
call, “that real estate plans are already in
place before they file.”
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French retailer Carrefour sold its
32-store Carrefour Korea division
to South Korea–based conglomer-
ate Eland

$1.85 billion

In a sale-leaseback transaction,
Sun Capital Partners, a Boca Raton,
Fla.–based private equity firm, sold
its ShopKo Stores properties to
Spirit Finance Corp., the biggest
such transaction ever in the retail
real estate industry. Sun Capital
paid about $1.3 billion for ShopKo
last year

$815.3 million

Westfield Group sold eight U.S
properties through a series of
deals. In one deal, the Australian
firm sold Enfield (Conn.) Square,
and Westland, in Lakewood, Colo.,
to Australian firm Centro Properties
Group for about $122 million.
Westfield also sold controlling
interests in seven malls in Califor-
nia, Colorado, Connecticut, North
Carolina and Ohio to Centro,
retaining a stake of about 5 percent
in the seven. Westfield Managing
Director Peter Lowy said the assets
sold were “nonstrategic” and that
the proceeds will be reinvested in
mall redevelopments. In a second
deal, Westfield sold the 1.7 mil-
lion-square-foot Northwest Plaza,
in St. Ann, Mo., to Somera Capital
Management for $47 million

$550 million

The Spectra Group, Memphis, Tenn.,
sold a portfolio of 28 neighborhood
centers in 12 states to Kimco Realty
Trust and Schostak Bros.

$100.5 million

Stamford, Conn.–based AmCap
and Simsbury, Conn.–based Hart
Realty Advisors bought Ballantyne
Commons, Charlotte, N.C., from
Connecticut-based, family-owned
investment group Fiebro

$45.1 million

Skokie, Ill.–based HSS Manage-
ment sold the 95,000-square-foot
Pointe at Clark Street, Chicago, to
Principal Real Estate Investors,
Des Moines, Iowa

$37 million
RREFF America, a subsidiary of
Deutsche Bank, purchased the
mixed-use Deerfield (Ill.) Village
Centre from Chicago-based 
Northern Realty Group

$34.9 million

Los Angeles–based R&N Partners
purchased a 21,063-square-foot
center in San Dimas, Calif., from a pri-
vate Van Nuys, Calif.–based investor

$5.2 million

A private investor from New Jersey
bought the building housing a Cost
Plus World Market in Charlotte, N.C.,
from a Cincinnati-based private owner

$3.4 million
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REITs: Fast tenant turnaround time boosts NOI

U.S. open-air shopping center vacancies
edged up to 6.9 percent during the first
quarter, from 6.8 percent at the end of
2005, according to an analysis of 67
major U.S. markets by research firm Reis.
The rise was triggered by the sector’s low-
est absorption rate in four years. Open-air
tenants absorbed 2.9 million square feet
in the first quarter, Reis reports, down
from 8.6 million in the fourth quarter of
2005. Large public REITs were affected
too. Acadia Realty Trust said occupan-

cy fell to 93.7 percent for the first quar-
ter, versus 94.3 percent the previous
quarter. Federal Realty reported 94.8
percent occupancy for the first quarter,
compared with 96.3 percent the previous
quarter. And Kimco Realty Corp. and
Pan Pacific Retail Properties, reported
flat occupancy levels quarter on quarter.
Asking rents at open-air centers contin-
ued an upward trend, growing 0.8 percent
to $18.55 per square foot in the first
quarter compared with the end of 2005. 

Vacancy rates inch up at U.S. open-air centers
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Convenience store 3%
Supermarket 5%

Big box 9%

Fast food 26% Restaurant 49%

Drugstore 8%

Federal and state governments are encouraging
brownfield redevelopment in the U.S.

1Q 2006 1Q 2005

Regional malls 7.93 8.50

Power centers 7.00 7.92

Neighborhood centers 6.94 7.28

Source: Korpacz Real Estate Survey

T H E  B O T T O M  L I N E  

The U.S. is on the cusp of what may prove
to be the biggest wave of infrastructure
spending since the New Deal, and it will
be a boon for retail real estate, says Dale
Anne Reiss, head of Ernst & Young’s
global real estate practice. “There is a
growing realization that much of our infra-
structure is aged and brittle, and my bet
is the public purse strings are going to
be opened far more for major infra-
structure building and rebuilding
over the next 10 years, and well
beyond what is currently
planned for hurricane-rav-
aged Gulf states,” she
said. According to con-
servative estimates,
the U.S. needs to
spend $1.6 tril-
lion over the next
five years to repair
and build highways,
bridges, dams, airports and
railroads. 

The ball is already rolling: New
York state has approved a $2.9 bil-
lion plan for transportation upgrades,
while California’s Contra Costa County
plans to issue $10 billion in bonds to
finance transportation hubs. “These ini-
tiatives are likely to produce billions of
dollars in ripple-effect commercial devel-
opment and investment opportunities

over the next 10 to 20 years for the pri-
vate sector,” Reiss said. A good example
of the creation of private investment
opportunities through infrastructure
investment, she says, is the $2 billion
Trans Bay Terminal project in San Francis-
co. This conversion of a bus terminal into
an intermodal public transit complex

could spur some $10 billion to $20 bil-
lion in commercial and mixed-use

development in the immediate
neighborhood over the next 10

years, local experts say. 
“Duplicate this in the
50 major U.S. metro

markets, and it is not
hard to see what

impetus com-
mercial develop-

ment could receive
from infrastructure-

related investments,”
Reiss said. Other examples

in the U.S. include the $3 bil-
lion plan to rebuild New Orleans,

Boston’s “Big Dig” and New York
City’s $6 billion program to upgrade

its water delivery system via City Water
Tunnel No. 3. And it’s a global phenome-
non too, she says, pointing out that infra-
structure issues play out just as impor-
tantly in China, India and Russia, as well
as Europe and South America.

Infrastructure boom ahead

            


