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A Unique Buying Opportunity

Macerich (MAC) released its 1Q24 operating results ahead of Tuesday’s market open and held its
earnings conference call during market hours. New CEO Jack Hsieh unveiled key strategic goals
for the company over the next three to four years, highlighted by: 1) deleveraging and reducing
net debt-to-EBITDA to the low-6x range, down from ~8.5x as of 4Q23; 2) handing back the keys
to lenders on four to six centers; 3) selectively consolidating joint venture interests; 4) selling
approximately five properties in addition to those going back to the lenders; and 5)
opportunistically issuing equity. These strategic initiatives are sound and almost identical to the
ones laid out in an April 25th Green Street research note.

Shares of Macerich fell by 14% in today’s trading session, underperforming Simon (SPG) and the
equity REIT index by ~1,100 and ~1,200 basis points, respectively. Investors appear
concerned with the weaker-than-expected 1Q24 operating results and the
withdrawal of ’24 FFO guidance. These concerns are misplaced, and today’s stock
performance is borderline perplexing. This is a textbook example of a “kitchen sink”
quarter. The earnings miss was driven by tenant receivables write offs, as management may be
taking a conservative stance on the impact of the recent Express bankruptcy, lower advertising
revenue, and various one-time items. Occupancy, tenant sales, and average minimum base rent
growth were all healthy and generally in line with our expectations. High-quality mall tenant
demand and fundamentals remain on solid footing, despite the long-coming Express bankruptcy.
This sets up an easy 1Q25 comp. Any reductions to our ’24 same-property NOI growth estimates
will be recovered in ’25. The removal of ’24 FFO guidance is logical given Mr. Hsieh has hit the
ground running and already has numerous transactions in the works. The timing of those deals,
which is hard to predict even for management, significantly impacts FFO in the short term.

From a longer-term FFO perspective, the scenario discussed in our April 25t note still seems
reasonable following today’s information. If Macerich: 1) sold five of its weaker centers for ~$200
million at a weighted average 17% cap rate; 2) handed back the keys to five centers with a
cumulative pro-rata debt balance of ~$860 million at an estimated current debt yield in the low-
9% range (akin to selling the properties); 3) sold non-income producing (re)development
opportunities for ~$100 million; and 4) issued ~$400 million of common equity at the current
share price (11% expansion to share count), our ’26 FFO estimate would need to come down by
~10% to around $1.67/sh. A few assumptions may be tweaked at the margin when our earnings
estimates are formally revised in the upcoming Mall Sector Update but the conclusion on
run-rate FFO once deleveraging goals are met is unlikely to materially change, or
could even come up modestly. Mr. Hsieh stated on the call that “success” would be FFO in
three to four years in the ballpark of $1.80/sh, with a low-6x net-debt-to-EBITDA ratio.
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Following today’s underperformance, Macerich is trading at an ~8x multiple on our ’26 run-rate
FFO projection of $1.67/sh versus current multiples on our ’26 FFO estimates of ~11x for Simon
and ~12x for Tanger (SKT). Further, Macerich is currently trading at an implied cap rate that is
200 basis points higher than Simon, the widest spread ever between these companies at a time
when the relative outlook for Macerich is the brightest it has been in a decade. Macerich’s balance
sheet issues will finally be resolved. On an NAV basis, Macerich is now trading a 22% NAV
discount compared to Simon’s 10% NAV premium.

Since Mr. Hsieh’s CEO appointment announcement on February 5%, 2024, Macerich has
underperformed Simon by ~1,300 bps. This outcome suggest that the public market preferred for
Macerich to be sick than seeing the doctor and taking its medicine. While the medicine may not
always taste good, a return to health is clearly the best outcome. There is a high probability Mr.
Hsieh can execute the strategic initiatives detailed on today’s earnings conference call. The stock
should re-rate appropriately once that becomes clearer to the broader market. If the valuation
gap does not close organically, odds of a takeout seem high. Patient investors with an 18-to-24-
month time horizon should be rewarded with significant alpha by purchasing shares, or
increasing a position, at today’s depressed share price. We reiterate a BUY
recommendation on Macerich and believe it is one of the most attractive
investment options among all REITs.

Other mall REIT investment recommendations are unchanged and presented below. Malls are
attractively priced for long-term investors in the public market versus other REIT sectors.

HOLD: SPG
SELL: SKT
Vince Tibone, CFA
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