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Going-Out-of-Business Sale: What Are 
Landlords to Do?
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The latest company to announce store closures across South Florida is electronics and 
appliances retailer hhgregg. - J. Albert Diaz

Stores seem to be shutting their doors on a weekly basis, yet Katy Welsh 
can't find a vacant big-box hole.

The retail broker can name a number of clients shopping for space in South 
Florida: Ross Dress for Less, Ulta Beauty and TJX Cos., which runs T.J. 

Maxx, Marshalls and HomeGoods. Others include specialty grocers like 
Lucky Stores and Sprouts Farmers Market.
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"We do have the store closings with the big boxes, and everybody seems 
to be buzzing about that, but on the other hand, try to find a big box if you 
need one," Welsh said. "It would be nice to get some of those boxes back."
For Welsh, one store's departure is another client's lease deal.

The senior vice president with Colliers International in Boca Raton said 
several retail center owners are simply waiting for underperforming stores 
to vacate their properties. The vacant space gives landlords the chance to 
up the quality of their centers by bringing in better-performing tenants.
Owners can either fill the whole space or divide it up for two or more 
tenants, charge a higher rent and draw fresh foot traffic.

Despite a string of store closings over the past couple of years, one of the 
most notable being Sports Authority's bankruptcy, the South Florida retail 
market remains strong with incredibly tight supply, said Adam Tiktin, 
president of Tiktin Real Estate Investment Services in North Miami Beach.
The average vacancy rate across Miami-Dade, Broward and Palm Beach 
counties is 4 percent. While ambitious in size, new retail developments like 
Miami's Brickell City Centre are quick to fill.

The latest company to announce store closures across South Florida is 
electronics and appliances retailer hhgregg, which has locations in 
Aventura, Hialeah, Kendall, Pinecrest, Homestead, Fort Lauderdale, 
Plantation, Pembroke Pines, Boca Raton, West Palm Beach and 
Wellington.

But Tiktin said he knows of more than one tenant already eyeing the 
retailer's Aventura location at 19925 Biscayne Blvd., including a grocery 
store chain.

Best Buy, Welsh said, would be another option for landlords losing an 
hhgregg.

Owners at risk of losing an anchor tenant are probably eyeing something 
called a co-tenancy clause in the anchor's lease. The clause says the other 
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tenants in a shopping center can reduce their rent if the landlord doesn't fill 
the space quickly enough.

"I would imagine that most landlords have thought about this over the last 
couple of months, and they're prepared with other tenants," Welsh said.

Cycle Ending
Arnstein & Lehr partner Phil Hudson said the nation is approaching the end 
of another business cycle, traditionally seven- to 10-year periods of growth. 
Talk among bankruptcy lawyers is that "the upside is over.”

The Miami lawyer co-chairs the firm's workout/bankruptcy and commercial 
litigation practice groups. He's worked through three to four cycles of boom 
and bust in his 30-plus-year legal career in South Florida.

This end of this cycle is particularly interesting because it coincides with a 
paradigm shift in the retail industry, he said. As brick-and-mortar retailers 
buckle under digital-age pressures, more store closings will lead to more 
vacancies. Shopping center valuations may sink, and ultimately "we'll see 
some shopping mall failures," Hudson said.

South Florida's resilient economy and diverse consumer base may shield it 
somewhat from the storm rocking retailers nationwide. While the region 
won't be immune to the pressures, the injuries won't be as deep.

Hudson advises strip-mall owners to assess the viability of each tenant.

"If their tenants are not particularly viable, they have to start considering 
what their next options are," he said. If a shopping mall owner is making 30 
percent gross profit and loses 30 percent of its tenant base when a big-box 
store leaves, there goes 30 percent of the revenue. The owner is no longer 
making a profit.

Operating Costs
Additional pressure will stem from a center's "common area charges," said 
Fort Lauderdale attorney Charles Tatelbaum, a partner with Tripp Scott.
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Each retail tenant is responsible for a percentage of the upkeep, such as 
security and janitorial expenses, based on the square footage of each 
retailer.

If a major tenant leaves, it's a double-edged sword: Landlords not only lose 
a large chunk of their rental income, but they must also pick up on the 
defunct retailer's common area costs. Those who cut back on security or 
maintenance can expect to see property deterioration.

"It's a domino effect," Tatelbaum said.

A slew of shopping centers refinanced their mortgages five years ago as 
the nation crawled out of recession and interest was at its lowest. He noted 
those were five-year loans. Nearly $48 billion of loans backed by retail 
properties are set to mature by the end of this year, Bloomberg reported.
Landlords who lose their big-box tenants or even smaller retail closures 
may have trouble refinancing those mortgages, Tatelbaum said. Lenders 
will be more hesitant to finance a landlord whose cash flow has been 
dented by a major vacancy.

Tatelbaum's advice to retailers is to start planning now — "Don't wait until 
it's a disaster.”

Retail owners should be financially prepared to retool a center or revamp 
the empty space left behind by a defunct store while continuing to meet 
their mortgage payments during the standard six- to 12-month period it 
takes to find a new tenant.

"Adaptability is key," said Joe Luzinski, a senior managing partner with 
Development Specialists Inc., a financial advisory firm.

A good retail project is home to a diverse roster of tenants, such as banks, 
restaurants, a nail or hair salon, national chains and homegrown stores.
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"It's up to the individual retailers to differentiate themselves either by 
producing profits or producing a better explanation as to why their business 
plan is more sustainable long term, other than saying we're Sears, we've 
been here for 150 years," Luzinski said. "That doesn't work anymore.”

In fact, the parent of Sears and Kmart announced March 21 in a regulatory 
filing that it has "substantial doubt" whether it can remain a "going concern.”


