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Raising Cap Rates for “Middle” Malls, Aiding Already Strong IRRs

Valuations in the mall space have largely been opaque since the onset of the pandemic given few
relevant transactions. Until recently, most of the malls that have traded hands over the past few
years were either: 1) two-party negotiations between existing joint venture partners; 2) centers
with capital structure issues where buyers contributed minimal equity capital, at least initially; or
3) lower-quality malls where the purchase price is more representative of residual land value than
the value of a going-concern retail center. All these factors somewhat muddy the pricing
readthrough of the transactions to other comparable quality assets.

Macerich’s (MAC) acquisition of the 100% interest in Crabtree Mall (A-, Raleigh, NC) on June
24t for $290 million at a low-11% adjusted stabilized cap rate was the culmination of a full
marketing process for the center that featured crowded bidding tents, especially among private
equity players, offering one of the “cleaner” comps of late. Crabtree has many attractive features,
such as robust sales productivity of $951/s.f. and a Dick’s House of Sport opening soon in a
vacant anchor box. There are also nuances with Crabtree, such as deferred capex needs and more
prohibitive/expensive secured debt options given the value-add nature, but it is still surprising
that no bidder was willing to go to a high-single-digit cap rate to win given Green Street’s view
that the Crabtree deal, and A-/B+ malls broadly, offer attractive unlevered expected
returns at low-double-digit cap rates.

Prior to this transaction, we ascribed a high-8% nominal cap rate to Crabtree, which was near the
low-end of our 8.5% to 11.5% cap rate range for ‘A-’ graded malls. It now seems unlikely that any
‘A-’ mall would trade at a single-digit cap rate. Accordingly, we are herein increasing our
cap rates by ~125 basis points on average for ‘A-’ malls to 11.2% and by ~150 basis
points on average for ‘B+’ malls to 13.8%, which equates to a ~10% decline in value.
We are also raising our estimated cap rates more modestly for ‘A’ and ‘B’ graded
malls, equating to a ~5% decline in value. Cap rates for ‘A++/A+’ malls and ‘B-’ and
below malls are unchanged.

Crabtree Mall Overview and Transaction Summary

Crabtree is located approximately five miles north of downtown Raleigh in a strong demographic
trade area, sporting a TAP score of 89, which is a measure of demographic strength on a scale of 1
to 100. The only other high-quality mall in the market is The Streets at Southpoint (A+,
Brookfield) that resides ~20 miles to the west, closer to Chapel Hill. Crabtree has a dated
aesthetic and deferred maintenance that will both be addressed as part of Macerich’s $60 million
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capital investment plan. Full-time tenant occupancy is only 78%, compared to the mid-to-high
80% range for a typical high-quality mall.

Macerich is acquiring Crabtree for $290 million at an initial yield of 11.0% based on ’25 estimated
NOI of ~$32 million. Based on Macerich’s '28 pro forma NOI of ~$40 million and a total
investment of $350 million including planned capex, the underwritten stabilized yield is ~11.5%.
Macerich was able to win the deal likely due to: 1) a cost of debt advantage over private bidders
that likely would have financed the transaction via higher cost debt funds and 2) a superior
operating platform that potentially allowed for higher underwritten NOI. For more
comprehensive analysis of the center and transaction, please see this June 24th research report
when the deal was announced.

Other Notable Recent Mall Comps

Crabtree is a particularly intriguing transaction given it was a fully marketed deal with many
interested suitors, which offers more pricing transparency than the typical mall trade. However, it
is not the only transaction to consider when analyzing cap rates for going-concern malls. Since
the beginning of '24, the following centers have traded that we believe offer some pricing read-
through (sorted in order of lowest to highest estimated transaction cap rate).

Contact us to uncover more insights.
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Exhibit 1:

Mall Cap Rate Changes and Unlevered Return Expectations

Still Out of Favor: Estimated mall cap rates are herein increased for malls graded ‘A’ to ‘B’ based
primarily on the Crabtree comp. Expected unlevered returns at current estimated pricing are
attractive for malls across the quality spectrum but especially so for those graded ‘A-’ and ‘B+’.
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However, Macerich should begin producing retail-sector-leading same-property NOI and FFO
growth beginning in late 26 when the company’s remerchandising strategy bears fruit and the
large signed-but-not-open leasing pipeline begins coming online in a material way. NOI and
earnings growth should remain outsized through ’29 before operating results normalize. To
quantify, the current estimated NOI CAGR for '26-'29 is ~6% for MAC versus high-3% for
SPG/SKT and the FFO/sh growth CAGR over the same period is ~9% for MAC versus mid-single-
digits for SPG/SKT. On our current ‘28 FFO estimates (management’s target completion date of
the turnaround plan), Macerich is trading at ~9x multiple versus both Simon and Tanger at ~12x.
On an implied cap rate basis, Macerich is trading ~100 basis points outside of Simon, which is
wider than the long-term average. As Macerich makes further progress on its leasing and
delevering goals, these valuation spreads to peers should tighten.

The mall sector is attractively priced for long-term investors in the public market versus other
REIT sectors. Macerich is the most attractive mall REIT at current pricing, but we also
recommend overweighing Simon versus the REIT index.

BUY:
HOLD:
SELL:

Vince Tibone, CFA
Naishal Shah

> Want to keep reading?

The redacted insights and analysis in this report are exclusive to Green Street
subscribers. Visit our website to book a demo of the Green Street platform, and
start exploring the benefits of our next-generation intelligence with predictive
analytics, proprietary data, independent research, and real-time news.

Request a demo to discover Green Street’s solutions.
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