2010 Goizueta Real Estate Case Competition

Case statement

McFarland Corners Shopping Center

[Note – the following case presents a hypothetical shopping center, with a compilation of assumed facts. There is no such shopping center, but it was created for this case to illustrate a contemporary problem that reflects current market conditions in retail real estate]

Mark Levin faced a dilemma. On Monday, February 15 he would make a presentation to the Investment Committee of his employer, New World Investors. The Committee would be very interested to see how he planned to turn around a troubled regional shopping center owned by New World.
Mark was excited to land a job with Skyline Properties, a major real estate investment trust with its southeast office in Atlanta, when he received his BBA from Emory University in 1998. He was placed in the retail division of Skyline and learned the shopping center business by working on several regional malls. He developed a reputation as a hard worker in the real estate community who worked well with real estate brokers and tenants. In 2001 he was offered a job with New World Investors, a small but reputable company that developed and managed mid-sized retail properties for foreign investors, mostly Canadian and German. From 2001 to 2006, business was good Mark built on his experience with Skyline and developed three suburban neighborhood shopping centers from raw land to the fully leased stage He knew how to select the right mix of tenants and get leases signed. The returns on these three centers were good and Mark knew that on the next deal he would be offered a small equity participation that would kick in if the property performed well.

Working with a commercial real estate broker, in 2006 he located what seemed to be the perfect tract of land for his next project, a 63 acre tract located at intersection of McFarland Road and Georgia State Route 400 in south Forsyth County, Georgia. The tract was located in the rapidly growing north Fulton County / south Forsyth County area just of Georgia 400, a limited access highway that runs north of Atlanta. New World acquired the tract in 2005 and Mark began the development process that by now he knew well. 

McFarland Corners Shopping Center was a planned 484,500 square foot regional shopping center having as its major anchors Black’s Variety Store (Anchor 400 – 125,000 square feet), Emory Apparel (Anchor 200 – 75,000 SF), and Woodruff Super Markets (Anchor 1000 – 50,000 SF), as well as a number of junior anchors including New Army (Junior 500 – 16,000 SF), Shoe Bazaar (Mini 600 – 15,000 SF), Dollar Days (Mini 800 – 10,000 SF), Pets R Us (Junior 1200 – 20,000 SF), and Paper Clips (Junior 300 – 18,000 SF). As a result of the economic downturn beginning in September, 2008, a number of proposed junior anchor tenants for the center withdrew their commitment from the project, leaving a partially constructed operating center. Junior 900 (25,000 SF), Mini 1600 (10,000 SF) and Junior 1700 (30,000 SF were not constructed. Additionally, as a result of this economic downturn the project developer, New World, elected to construct only a minimal amount of speculative “small” shop space. Only shop buildings 100, 300, 700 and 1100 were constructed, totaling 55,000 SF of speculative space. The net effect of this was to leave a patchwork quilt of constructed space and unbuilt pads as shown on the site plan. Of the planned 484,500 SF, only 384,000 SF was actually finished and 100,500 SF of space was left unbuilt. All the remaining project infrastructure and common area was completed in order to comply with lease and government requirements.
In addition to the unconstructed buildings, certain tenants had “co-tenancy” rights contained in their leases and were not obligated to pay rent unless certain other anchors were secured. These tenants include the following: Pets R Us – requires 400,000 SF to be built and leased; Paper Clips – requires at least a 20,000 SF tenant in Junior Anchor 1700 location.

The developer, New World, contributed all of the required equity to the project and the remaining costs were funded through a construction loan with the People’s Bank of Emory Village. The People’s Bank of Emory Village will not fund the costs to construct the remainder of the project and the construction loan for McFarland Corners Shopping Center expires on December 31, 2010, with no extension currently in place. Construction interest in the pro forma was carried at 7.5% but with recent reduction in LIBOR, the new rate for interest carry is now 5%.

Mark knew he had a tough assignment. What tenants are out there to lease up space? How can New World fund the buildout of all or part of the center? No more equity funds are available from New World’s investors, who are already jittery about their investment in this project. Can he find tenants who will fund construction with their own equity? Is there a lender who will grant a permanent loan? How can he come up with a comprehensive plan to salvage this project? He decided to call in a consulting firm to help him.
CASE PARTICIPANTS – Your team is the consulting team that will develop a plan for Mark Levin. You should produce a written report, plus any supplemental materials such as spreadsheets, by 4:00 p.m. on Wed. February 10, 2010. Turn in four (4) copies of all written materials to Prof. Black in room 405, and email electronic copies to roy_black@bus.emory.edu. The case competition will start at 1:00 p.m. on Saturday, Feb. 13 in room 208, Goizueta Business School. The time that you will have to make a verbal presentation will depend on the number of teams, but it is normally 20-25 minutes, followed by a question and answer session. A judging panel will grade your written and verbal presentations, 50% for each. While the judges adjourn to make their decision, our keynote speaker, Robert Merck, will make his presentation. After the judges return with their decision, we will have a wine and cheese reception in room 500.
