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Shopping centers are a-relatively new American industry whose growth

has been stimulated by this generation's movement to the suburbs, seeking

the leisure and freedom from congestion that suburbia is said to afford.

The American businessman has been quick to respond to this migration of

consumers.

Development of centers has pregressed at an unprecedented pace. This

increased interest in locating in a shopping center is not limited to any

single type of business. For example, over half of the new supermarkets

(55 per cent} in 1959 were elected as part of a shopping center,1 and 308

2
of the 3h8 new w. T. Grant department stores were shopping center units.

Chain Store Age estimates that about EhS billion of retail trade will be
“v

transacted through shopping centers by the end of 1960.3

Although the shopping center is one answer to the shift of pepulation

and has been highly successful to date, this does not imply that it is th

answer to every merchant's problems. As a word of caution, before the

image of the grandeur of the shepping center 15 instilled into the mer-

chant, it would be well for him to evaluate his present business situation,

to question its maximum potential and to judge if he has fulfilled his

Objectives. The competition is tough, the rent is high, and the restrictions

 

1"Facts about New Super Markets Opened in 1959," Pre liminary Report

Eggued by the Super Market Institute, January 11, 1960. p. 7.
 

2"Shopping Center Locations Stressed," Redbook's Shopping Center

Merchandising, April, 1960. p. S.

3S. 9. Kaylin, "Shopping Centers...HOtter Than Fuer,” Chain Store Age,

May, 190”. p. 27.



ever present. It is a questionable tool of success for the marginal

retailer.

Purpose

There are many problems inherent in any business promotion, especially

one as immense as the development of a shopping center. This study has as

its intent to point out and analyze some of the major problems common to

many shOpping centers. Fully aware of the fact that any single one of

these problems could serve as a subject for a complete thesis, the writer's

objective is that this study micht serve as a foundation for a more com-

plete and thorough study at a later date.

Sccwe and Yetho
—--a‘-— -—.- 

Analysis of four major problems and the conclusion based upon this

analysis will be presented in this study. The problems being considered

are the following:

1. Overexpansion of shopping centers.

2. Financing of shoppiny centers and its repercussions on the

independent operator.

3. The merchant's association and its part in the center.

h. The supermarket in the shopping center.

I have selected these problems from many that could have been selected

primarily because of their present relevance to both developers and tenants.

The information presented in this study has been obtained from many

sources with secondary injornation providing the bulk of the information.

Using the secondary information as a foundation, observations, correspondence,



and interviews have provided supplementary data to round out the study.

'Limitations

The lhmited number of problems analyzed in this sutdy is the major

limitation. Such problems as zoning, planning the layout of the center,

engineering, traffic, and parking represent a few of the additional prob-

lems which have been ignored. however, as was indicated in the introduc-

tion, any one of these problems could serve as the subject of a complete

thesis. Thus, to fulfill the objectiVes of this study, only the four

problems indicated will be considered.



CHAPTER II

IIIEPTION



The shOpping center movem nt is one of the major changes in distribu-

tion which is effecting the retail industry. Sociological and economic

changes since the end of werld War II have fostered the growth of a sub-

urbia around our large and middle-sized cities. This growth has furnished

the retail industrijith a new and dynamic outlet for large scale merchan-

dising to areas having distinctive living patterns as contrasted with the

mass market existing within these cities.

The organization of a shOpping center presents many new problems that

downtown.retai1 units have never had to face; parking ratios, snow removal,

‘ etc. Increased awareness of the problems of layout, architectural design,

financing, and management all enter into the planning of a center. In

the downtown area of a city, the retailer is almost guaranteed traffic

since it is pre-established that dwellers in the city shop in the downtown

area. But in the shopping center, the develOper must ascertain his market,

’since he must sell other retailers on the concept that the center is ideally

located to serve a distinct type of trade from an outlined trading area.

The shopping center serves the fringe, the new suburbia, not the trade-

establisheo downtown.

His to r)" a nd irowt h
 

While stopping centers have almost overnlrht become one of the most

important and signilicant marketing deVices in the country's history, they

are not entirely new. Their history dates back to the year l907. The

Urban Land Institute of Washington, D. C., credits Fdward H. Bouton of

Ealtimoze with the first ”shopping center" idea. Bouton set up the



Roland Park Co. in his home city in l9U7. This was an architecturally

unique store building set back from the street, with off-street parting

for the carriage trade.

Conversion from grass areas for horses and carriAge, to black top

for automobiles was easy. Jesse Clyde Nichols created the Country Club

.laza, for automo3i1e trade in Bansas City in the early 19-0' 5, and the

modern shopping center was on its way.

The "modern” style of architecture, now Cowman because of its Clean

lines and comparatively lowccost, :Jas born in hush Potter's River Oaks

.

enter in Houston in 192b.u Then cane the Sears and tne Eards

owed oy supernarkets, who left the crowded, nigh rent,

downtoun aieas in search for consumer dollars in locati ns more canveai-

’
a

ent tor the surburban shonper.5

1h: large chains discovered the hene ;1ts of supermarkets in the leD‘s

and cut their,memhancrising costs oy erecting muse stores, maximizing an

appealing display of goods and minimiZin" serv:ces. in the same period,

the downtown department stores oegan giving thought to establishing branches

in the suburbs to follow the migration of pepuelation away from tne city

core area 0

_~ __

 

hUnited States Conrress, Senate Select Committee on 3nAll busiass,

The Impact of Suburban Snepolné‘Lgltg_- on Indenende nt .~etailcrs, report

Ho. 10100, 80th“0ongress, lst Session, rhfiShiDZtCR: lovernxentrintizm

0f ice, 1960), p. S.

rhma, “Shopfiing CenterS," Barron's, V010 XXXV: N0. 33’
n



The shepping center may be considered as being one of today‘s most

remarkable retail business evolvements. It is also one of the first

established commercial building types which takes into account the

American's use of their automobiles as a part of their everyday living

habits.

"The shopping center's form has evolved from proto-

types devised earlier to deal with a spreading conflict

between retail shopping and automobile parking. It has

grown out of the first moves by astute land developers

to build in outlying areas stores on a lot with places

for customers to park their cars on that lot and off the

street."6

With the growth of population and the vast urban expansion brought

about in the vigorous economy since World war II, the shopping center has

progressed faster than it otherwise might. The waves of residential

building construction has prompted the erection of commercial facilities

accessible to the location of purchasing power, mostly in the new suburban

areas.

fppulation gifts and Growth 532 Suburbia
 

The shopping center phenomenon is appreciated when we understand

what is happening in the supporting growth of population. Tte 1950

decennial census showed statistically, that the country's population had

changed to an urban predominance. With 6h per cent of the population

6"The Evolution of the Shopping Center," EZE’Communitz Builders

Handbook, Members Edition, (Washington: Urban Land Institute, 19EK),

Po .0



then living in urban areas, the pepulation in and around cities had

grown two and one-half times faster than the country as a whole.

During each of the past ten years, the American population has been

7

increasing at a rapid pace of about 1.7 per cent. A continuation of

this current rate of growth will mean a pOpulation in the United States

'n 1970 of 210 million, by the year of 2000 a population of 350 million,

and by the year 21000, a population of 800 mi lion.8

Though our big cities have grown during the decade of the fifties,

they were far outstripped by the surrounding suburbs. Smaller cities

grew at a rate faster than the cities over 100,000 population and nany of

these, particulary in the South, outstripped their outlying areas. But

in general, the fastest growing metropolitan areas-~including both cities

and suburbs—dwere in the south and the Far west.

Civilian construction, long held back by the demands of World War ll,

boomed in the late hO's and early 50's. Building for retail distribution

was high on the list of new construction, and suburban locations near the

new teeming population centers were most popular. The reason for this is

that population growth in this country has taken place largely on the

fringe of cities, and alert businessmen have taken their retailing opera-

tions to the places where consumers have chosen to live. The following

chart shows the tremendous population growth that has occurred in the

 

7George J. Stalnitz, "Our Growing Population, Threat or Boom?"

Business horizons, (Spring, 1959), Po 3?.

8"What the U. S. Will Be Like 10 Years from How," U. 8. News and

World Eeport, (November 9, 1959), p. 76.
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suburban areas:

TRENDS IN ChBAfi GRQKTH

   

Change in

12§0_fi__ __12_§ ‘5 Years

In suburbs of 168 metro- Up 9,620,300

politan areas 3h,660,700 hh,281,000 or.27.8%

In major cities h9,135,000 51,023,000 Up 1,880,000

. or 308%

In other urban areas 23,067,000 $1,023,000 Up 1,150,000

or 5%

In rural areas h2,77l,000 h1,nh0,000 Sewn 831,000

or 1.0%
 

 

Total United States ‘iL9;63o,700 i31:5612006 Up 11,827,306—

or 7.9 per cent

It is projected that by 1976, urban areas will contain three-fourths

of all the population. If the suburban development continues at its pres-

ent rate, 80 per cent of the expected h6.§ million increase in urban areas

will take place in the suburbs.10 In addition it is projected that there

will be 70,000,000 registered passenger cars by 1965.

With these factors being considered and other related considerations,

it is estimated that the h,SCO centers in Operation by the end of 1960,

will swell to more than 10,0(0 she "nr centers by the end of 1963, a mere

. . . . . . 11
five years from now if no magor econ«~ue crlSlS develops.

It is clear that the shopping center industry which is enacting the

 

9United States Bureau of the Census, Trends in Urban ”rowtn, {Sash-

ington: Government Printing Office, 1956).

 

10Utilities and Facilities for New Residential Development, Technical

Bulletin Nb. 27,‘Tfiashington: Urban Land Institute, 1§§§).

 

llKaylin,‘gp. cit.



most t emendous succ 53 story of the twentieth century, has come of age

and is taking its place among the growing industries of the world.

The dilantic New Market

The automobile accounts for suburbia, and suburbia accounts for the

snapping center. Suburbia also xener1tes the vast new market denends for

oractically everything from baby carriages to washing machines. In the

suburban market, your3 narried counles with growing children are tne cus-

tomer3 whose shopping and convener.ce needs have to be met. This is not

the only market for the merchant to seek out, suburbia is now acconmodating

ones entire life cycle.

"Develoners wculd like one to live in one cou“t as a

child; a two-bedrocm enertnent as a newlywed; then a rage;

. use. *inally, when you’re 03% and gray and ycu: unic:*en

are scat: r.7d to the four xix s, fou would noe be;k to a

eiurt to serve out your term as 7 baby sitter.’

Suburbia a fords not only fir;e new customers but better custcrcrs.

Suburbia families are potentially hi Ter srencers then city farilies .

Pverage inccm is estimated at 3t,;00 a year, fully 70 per cen; nigrer

r ‘ o -’ r11.
. ‘ 5' . ., .7

than the avers e I. s. famil'.12 .LG casual deuit-‘ourscli 1119 in
- ,. s a

suburbia has opened the vast market for products sucn as rower tools,

1

sportswear, nursery items, etc. The suburban shopkeeper tee to stone

items that often would stay on the shelves in city stores.

12"?rom These C

0 A o ~ ,-~ ' \

Printers Ink, (april (6, 1957), p. 39.
 

13"Selling to an Age of Plenty," A special report. Business Week,

(say 5, 1956:.
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The shopping center developer-owner must be aware of merchandising

because new products and departments in selling may or may not have reper-

cussions on sales volume. Where this is the basis on which he is paid

rent, he must be awake to changes.in ways of doing business and to the

types of market which are his customers. However, new departures in mer-

chandising are not likely to be so radical as to eliminate the newly found

convenience and mode of shopping in the automobile.

The shopping center concept has arrived at a stage for effectiveness

in retailing. But building a center and keeping it running profitably are

two different things. location and site arrangenent, even based on correct

planning principles does not always make up for the intangibles of opera-

tion and merchandising.

Basic Definitions
 

Before proceeding further, it would be well to define a shopping center.

Even thoush shopping centers are widely dispersed throuhouthe conntry,

the term is often misused. Basically a shOpping center is a group of stores,

not very diffierent from those of the ancient market places or of tue typical

American business district. however, the developers of these "authentic"

modern retail distribution units have tneir own definition of the term.

Richard L. Nelson, one of the country's most noted real estate economists

describes the modern shopping center as followszlu

l. "A tract of land and buildings under single ownership or

control, though a center may include an isolated store

111Richard L. Nelson,%e Selection of Retail Locations, (New York:

F. w. Dodge Corporation, 19E8). p.J7u.‘
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which owns its land and buildings (most frequently a

department store, a gasoline service station, or a

restaurant).

2. A single building or a carefully coordinated group of

buildings having a variety of types of stores tending

to maximize the cumulative attraction of the unit as

a whole.

3. A facility which includes a large amount of free parking.

b. A location which is 'outlying,‘ at least in the sense

that it is not the central business district of a commun-

ity. There are some exceptions, for e ample, the 'down-

town' of Park Forest, a large Chicago suburb built by a

single developer, with a busLness district in the center;

in all other respects it follows the defini ion of a

shopping center and is commonly so termed by the people

in the community and in surrounding localities."

As the shopping center has evolved, three distinct types have emerged,

each definite in their own function: the reighborhood or convenience

shopping center, the community shopping center, and the regional shopping

center. Usually the neighborhood center is where people go to buy their

food, pick up dry cleaning, have their shoes rescled, or gas the car. The

community center is one which is built around a variety store or j‘nior

department store as a major tenant. Since some stop ing goods are available,

the shopper wants to compare price and style, this conplicates sales volume

predictions and often opens the community center to the competition of the

regional center. It is the regional center, built around a major departma1t

store as a core, which provides for a vast variety of'general merchandise,

apparel, furniture and home furnishing. Since the regional center offers

shOpping goods in great depth and variety, its drawing power is based on

its capacity for comparative shopping modified by the factor of time spent

in travel with the least amount of irritation to reach the center. This



12

size center comes the closest to reproducing the shopping facilities once

available only in downtown.areas.

flat. Tenant fines $3.9. into a Center?

Whether or not certain tenant types are available for a particular

center will depend not only on the size of the project and the quality of

the location, but also on merchandising practices and consumer buying habits

in the area under consideration. As was previously mentioned, the super-

market is considered the main tenant of a neighborhood shopping center

and the department store the prominent regional center tenant. The other

stores in the particular center will vary according to "rule of thumb"

methods which developers and tenants follow. There is no "ready made”

rule which can assure the correct selection of tenants. For example, if

the area in which the preposed shopping center is to be located contains

an extensive number of factory workers as residents, a working mens’ store

would supposedly be a desirable tenant. A large number of executives liv-

ing in the area would be a criterion for locating an airline office in the

center.

To insure success in the correct selection of tenants, an economic

study of the area should be taken which would point out among other factors,

income, home ownership, nationality, and ethic characteristics. A study

of this nature, coupled with the experience of the develeer and tenants,

can aid in determiring the tenant types of a center and the size store most

economically feasible for the tenant.

Listed on Table 1 are the indicators for types and sites in shopping

centers based on the writers calculation, as taken from the various statis-

tics available.
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The shopping center has been a significant factor in changing many

shopping habits. It affords the public an easier and better way of making

its purchases by bringing clcse toyether, close to home, and close to ade-

quate parking, those lines of merchandise which have the greatest demand.

in addition, it offers an ease for shepping, compared with downtown stores,

that will be increasingly important in our national retailing picture.

Hewever, as in many situations there are often misconceptions that arise

among the public, developers, and even alert merchants. There is a popu-

lar misconception of the infallibility and huge profits in the development

and Operation of shopping centers. Some centers are profitable, but indi-

cations are that the degree of profitability is surprisingly low. 5c

statistics have been rublished denoting the various failures or profit-

ability of centers, however, the rate of return to the develoner is quite

low 0

"Very few of the larger centers will yield better than

8 per cent net, free and clear. Tne cost of mortgage

money, to include both nrincipal and interest, is now

approaching the 8 per cent Figure, so that very little

leverage Ls left f‘r the equity money in this invest-

ment field."15

The fact that many people think shonping centers are so profitahle

hurts the business in manv ways. One of these ways is the View taken by

many municipal taxing and critics throughout the country. Tax authorities

seem to look on shopping center ownership as being equivalent to ownership

of a producing oil well. It is this reason that causes the unrealistic

 

15leonard L. Faber, "Keynote Address," 1959 Annual Convention Proceed-

ings, April 5-9, 1959, (international Council of dhopping Centers, 19595.

D. o
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and unfair tax assessments. Unfair tax assessments, in turn, increase the

rental burden on the merchants within the center since many leases stipu-

late prorressive rent scales which accomodate real estate tax increases.

If the leas C
D does not call for increases caused by such assessnents, the

develoner is burdened with the additional operating er~ense, thereby leav-

ing him less funds available for promotion and improvement activities. It

is a situation where a merchant who leases from a misguided developer can

i
suffer, that is, if the taX'problen is not worked out at the tine cf the

lease signing.

Coeristgnge with the Amateig: revelers:

Closely allied with those holding a misconcertion of shopping centers

are the «any inexperienced pengle in the business, which is also adding to

the overproduction of centers. The situatTon often occurs with a home

builder, setting aside a tract of land in the center of his development,

for the purpose of creating a stepping center. The builder usually knows

little Ebout leasing, nothinr about merchandising, and figures his job is

done when he completes the building and turns over the keys to his tenants.

The merchant who lenses from this tyre of center must be very cautious.

Though he can coexist with the amateur developer, the writer recommends

that a prospective tenant, chain or independent, review the followin? out-

line dealing with the amateur developer.

1. Determination of the trade area tributary to the Shepp'ng

center. Analysis of the area's population changes, both

numerically and in percentages for past, present, future

growth, translated into maps and figures. Ana ysis of

access, highway patterns or future ones, traffic counts

and street capacities.



2. Purchasing power for primary, secondary, and remote trade

areas. Disposable income in amounts or percentages after

standard deductions for Federal income and local taxes,

housing costs in terms of mortgage or rental payments,

insurance and savings, and transportation costs have been

elininated.

3. Measurement of competition-~discornt for composite pull

of other competing retail outlets.

h. Sales potential, estrnated per annum volume of business,

operational expenses, etc.

Actually the best riteria for making a sound judgment is good judg-

ment itself. Charts, studies, and various analyses are merely tools to

3
’

ssist in a decision. Original research will considerably aid a merchant‘s

projections of the feasibility of entering into a particular Shopping center.

A
 —'—

‘is the Shopping Cen_er Indirectly Guilty'3£ Sverbuilding?

Due to the ranid expansion of the shopping center indistry since the

end of norld Mar I], an important question arises; Are there too many shop-

ping centers? In general the answer is no! Statistics in Chapter One

have shown that pOpulation increases and projected income growth should

absorb and utilize the existing and future centers. When asked if there

are too many shopping centers, 8. U. Kaylin, Executive Editor 3f Chain

Store Age replied, that the pOpulation is likely to catch up with any

overexpansion. It must be remembered, that the 10 million new families

moving into suburban areas from 1960 to 1975, will be srending $60 billion

in retail stores. To handle this volume at an averare of $100 worth of

6
1 J. Ross McKeever, Shopping Centers Re-dtudied, (Technical Bulletin

no. 30, Washington: Urban Land Institute, February, 1957), p. 21.
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sales per square feet of gross store area would require 600 million square

feet of building area.17 This will require extensive store construction

of which shopping centers will be a significant part.

it has been found, however, that there are signs of overerpansion of

shopping centers in certain market areas of the United States. Many of

these were built because a reputable market analysis was lacking on the

part of the developer and leasing merchants. The fact remains that there

is just so much spendable income in any municipality or locality. Whether

there are too many shopping centers depends on now thinly they divide the

total available spendable income of the community.

A real problem of overbuilding concerns the financial status of the

developer and present tenants while awaiting for the particular center to

becone profitable. Eventually, the developer will be foreclosed if the

center is his only source of income,'wflil. LLC morenants of competing cen-

ters will be tempted to "out each others throats."

The only foreseeable solution to the problem of overbuilding is

tighter lending requirements on the part of the investors who supply the

capital for the actual construction. In addition, merchants themselves

should execute better judfment before entering into a center which is

located in an overdeveloped shopping area.

Possibly, a shopping center trade association could act as a "go-

bctween"among developers, financiers, and nerchants to eliminate some of

the existin harmful duplication of centers in the future. Financiers
‘ ’

 

7 . . . .
Homer Hoyt, "Changing Patterns of Urban Growth," Business dorizons,

(Summer, 1959), p. 31.
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deveIOpers, and merchants would use the association as a clearing house

to report their planned activites on particular sites. If other interests

had plans formulated for a nearby site, the two groups might compromise or

‘oin forces to build a bigger center in order to eliminate the possibility

of two competing unprofitable centers.

There is one area, in particular, which stands out as an opportunity

for potential shopping center buil'ing, this being the urban renewal D?O-

gram which is being undertaken in various c0mmunities throughout the

country. There are approximately LO projects which have land that may be

suitable for Shopping centers of the neighborhood or convenience type.

These would represent new centers built in an old area which have {one

through the process of urban renewal.

fevelonmen s such as the urban renewal projects, coupled with t;e

growing population has reduced the Hrohlem of overbuilding of centers.

1 Hr

nichard L. Nelson had this to say about the future of the industry: i

thinK the opportunities will be as great in the next eleven years, but it

.1 o
n

will be much more competitive.’

In reference to the original question, are shopping center tenants

assured success. The answer is no!

Success for a merchant depends not only upon his merchandising ability

which must be exerted just as if he were in a downtown location, but in

addition, his success is often dependent upon the capabilities of the

deveIOper of the center in which he is a part. A misinformed, inexperienced,

 

18Richard L. Nelson, "Selecting the Right Site for a Shopping Center

in Tocayis Economy," 1959 Annual gonvention Proceedings, 22, cit., p. 17.
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or amateur developer may tend to lessen the success of the center. Over-

building obviously is another factor which may reduce a merchants chance

of success.

It must be remembered, that shopning centers are not only real estate

ventures, but also a merchandising function. Eben this concept is not

adhered to by the developer, the tenant suffers.

Thexe is more likelihood of a progressive tenant achieving success

in a center if the developer is "market orientated" and is interested in

bromoting the center as a unit, retrer than as a "get rich quick” real

estate venture, which the snooping center industry claims has been the

downfall of many centers.
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"Lmerica can no more survive and grow without bf; business tuan

it can grow and survive without swnll business."

Benjamin Franklin
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One of the most serious problems facing the shopping center industry

at the present time is the trend in financing which appears to act as a

discrimination against the independent merchant. It seems that many

financial institutions will not lend a develorer funds unless the loan is

secured by leases signed by a high proportion of chain operators. The

reswlt of this could easily initiate the ocwnfall of the independent mer»

chant. Concern was voiced over the situation by a United States Senate

Subcommittee of the 86th Congress, which reviewed this problem. The

writer, in this chapter, will investigate the background and inilications

arising from the Current trends in shOpring center leasing.

Mist are the Eeguirements and lees 5 Financing :eeded?
 

 

There are various factors which determine the extent to which satis-

factory financinr can be obtained for a shOpping center. The more impor-

. . Q

taut ones are the follow1ngzl’

1. location 3. Economic analysis

2. Tenants and rents L. The developers investment

The favorability of the first three factors are determined primarily by

sound judgment on the part of the wany’lenders. There are no set rules,

because each center is radically different in its size, score, trading

area, leases, etc. Each must be considered on its own merits and faults.

when the location, tenants, rents, and economic analysis are favorable and

when the mortgage market is in a healthy condition, it is nossible that the

1 ya ‘ 0 -V I 7‘ gr -. - ‘ ‘v

9Larry Gruen, Victor, and smith, nhoonwnc rowns r. g. a. {new :ork:
o - o e c . “ “W ‘—

Reinnold Publisning Corporation, 1960,, n. 5;.
A

 



deveIOper of a project may obtain 85-100 per cent of the cost of the

project (generally excluding land costs) in the form of a first mortgage,

: o o . - . n q r '3 ,.. . _o _I 20

at competitive interest an: Winn suitable repaynint conditions.

The actual types of financing for shoo*in center construction are

termed mortg ge financing and equity financing. {Zort"'ge finer ing gener-

ally consists of either first or second m3rt3afcs at interest rzwte which

depend on.the availability of finds and the interest rates curren in the

arket. On the other hand, tie equity invest:nent may be represeented by

ownership of the land and cash investmont a; the var? of tie 1e737.‘r‘ (f,

in tue case oi‘cor')ora te cmnersni}, may be represented by inest:ent in

r

1' . ‘ ,1 / ‘1 d]

preferrec ene,or common stoc“.

In addition, beyond these basic types, there are varirus unique ways

which have been developed to facilitate the financing of shonring centers

Tlese would include, snlit mortyafes by'whi.h nroscective mortgerecs ma?
d—--Q..¢ . flin- ' " ‘ "

loan on portions of the project ratler than on the project as a whole;

oarticiretion in a sir:;le blanizet mortgave by more th n one nS'r-nce com-
A“

nany or other mortgages; sale and lease back by which the property may be
*- 

 

solc to the prospective investor ard leased back to the developer; sale

or croxnd lease of the land, unon whicl the department store and other

principal tenant is located to such tenant; and construction of the build-
 

ing or buildings for the use of such principal tenant by the tenant L'nself

ratler than by the deveIOber; ground leases, by wh ich owners of pronerty

O .

2 szd.

21mm” 1:). 5'8.
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18386 it to a developer on conditions which may rermit the subordination

" ' ' 4‘ .9

of the ownersnip 1n tne land 0; the mortraoe.'2

(
Q

U
)

ource f Financing

To fur her present to flee reader the financial workin~s of a shop-

 

ping center, the sourCes and croceedure for chtaininr a mortgafe will be

briefly described.

The major sources of funds are as follows:

1 solicit1. Insurance comranies. I-any insuJanCe COVWdilts actus .,
”‘2.“— .

equncipal

1

iinanCinr for shotpin ceters and as a res‘lt. are t:

source of i‘unds for shcpoirg centers.

2. Pension funds. Administrators of pension funds of various retail

Businesses, industrial contanis an labor unions show must inter-

est in the financing of shoppinv centers.

 

3. Educational institutions. Collere and university reserve and

endowments are eiten amilable for rea 1 estate projects.

 

h. Financing syndicates. This source will often take partial or full

ownershio of cente.rs andzaill nrovidc the equity capital as well

as the know-how re:uired Ior develcrimes rurooses.

 

5. heal estate comranies. These corporations have slown much inter-

est during the‘last iive or six years in the acquisititn and

development of shOpsing center pronerties.

 

The actual procedure used to anply for a mortgage varies as each

institution has its Own mortgage aoplication form in wlich the bare essen~

tials of the project have to be stated. In most cases, however, the

develorer‘will be required to nrovide a market study. Then too, he will

normally be required to provide architectural plans indicating the locations

of the stores, the dimensions of the project, the extent of the parking,

 

221bid.
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of the stores, the dimensions of the project, the extent of he parking,

and other factors. Also inzl cried will be a scheozle of rents indicating

proposed tenants, amount of space they will occupy, amount of guaranteed

rent, and percentage rent terms. Another requirement is an abstract of the

leasing program showing the general nature of the leasing commitments,

accompanied by the lease document proposed for use in tenant negotiations.

In addition, the developer will ordinarily be asked to provide a profit

and loss estimate indicating the amount of rent expected, together with

the budeet oi expenses lor tie Lroject and the net income firnres. These

will bem:ed bytthe f narcint institution to determine the economic value

of the oroject in comrerison with the institucinn' s own arurces of ttis

infomation.

The projected center is always anpraiged b" t 'ue notential 1endin3

institution, which may agree or disapree vith tie develoners market sticy

and rental estimates. It is the arpiaisal of the financinfi institution

which determines the decision to ore.ide the requested iirmrcin-

To familiarize the reader with the various forms used by develoyers

and mortgage brokers, copies of typical forms are found in the anpendix.

Form 101 Arplication for Yortra 8 loan Commitment. This form sets

the mortgage terms uncerggnicn clients can work. it is their

minimum mortgage acceptance. In sedition it sets forth the

brokers commission arrangements.

Form HA 102 Mortgnce Kean Anrlhration.
 

 

 

.orm HA 10 and mlOL Shepping Center Analvsis anc Tyrical Anal"sis.

Form 103 is the means of co.»1ltnb an economic rictnre c-f the

 

 

Form PA 105 Correspondents Arnraisaj. A companion to Form 103 setting

iortn he physical and econonic appraisal of the center.
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IThe AAA Sttipulation, How Does T?.i sfffect the Tenart an: the .exelo.er
  

Most insurance companies and other financial institutions are inclined

to be heavily influenced by the amount of space that is rented to retailers

with strong national credit, on the assumption that such renting will pro-

vide the nexinum protection for the amount that is beinr loaned. mite

insistence that a larbe prooortion oi‘ spaace be rented to companies c? high

credit rating may have a tendency to strait-jacket the developer; it

necessitates his rentinc to coiranies 01‘ high ceds t regaroless of wether

local tenants or other tenants with lower credit rating wculti rroice a

better snooping atnosntere and a better complement of shepéing amenities

for the cus tone 1" .

The financing of shonring Centers with its many stipulations is very

complex. The owner-developer of a sdorping center must provide equity

capital not only for construction costs but also for the acquisition of

land, architecture and engineering fees, financing charges, interos t,l%al

fees, overhead, etc., and finally, those costs assoc:ated w:_th the opera-

tion of tie completed center. it has been found that a large nercentage

of shoppin; center develonments involve the syndicated tyie of operation

in which the landowner, the architect, the builder, the develoner or rent-

ir5; agent, and the attorney, coniribute their ser'ices and the land and

hope to borrow enough money from a firencinr 'nstitution to nreclude

their own cash investment.

The eXpenses associated with conetrzction costsaacc mat for the largest

share of the equity funds required for develoying a center. local banks
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provide short-term construction funds and are usually the first source

of funds, often by mortgage loan. When the construction is completed the

sfort-term lender is naid 01f and theinsuxance connany or pension fund

holds the first mortgage

"The Institute of Life Insurance states that the aggregate

financing needs of sheprine centers range from anproximately

3200,000 to as 1nuch as Cu? million. The average value is

believed to be between1 million and $2 million."2L

Shooting center financing takes on big dimensions, as indicated by the

previous figures. It is so big that it is almost a universal policy of

the major, permanent lending agencies, the t before t:1e" grant a long-

term loan on a shop1in~ center, the developer must}:avc obtaineci f;Led-

minimum, guaranteed rentals from AAA tenants (tenants with a net worth

of at least 31 millionl to cover amortization of the loan (bot r11c1nal

L
5
.

*
5arr? 'l'tere; t,, real es"1te taxes. ance, and Irequent 1y PTOId'W1’

fir

exrenses.‘3

accordingly, this requirenent c? the permanent lenders usually

amounts, in a typical sheppiré center melo .-nt, to about 70 rpr c5nt of

the total space that must, be "<"‘.'.1’{T’Y‘€'1‘3 1'," 11116; 1'13(ed-minimum marantce rentals

of tenants of good national rating. The vice-rresident of one of the

largest insurance comranies in the country made a study of 10 of company's

8h shopping center loans, taken at random. The cases studied ran from

M3Unted States fonzress, Senate, Ccmmi ttee on Fm-al1 Business, Cheering

Centers-~1959, heaxings before Subcommittee, 86th Con5ress, lst Session,

(Washington: Government Printing Office, 1959), D. 136.

21 .. 1 .
Institute of L11e Insurance, News Release on shopping Centers,

(New York: Institute of Life Insurance, November 28, lQSb)

 

2 .
$1.3. iongress, Ccmmit'ee on Small Business. Shonnir~ Cente§:-l959,

9:. fits . D. 101.
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loans of $500,000 to $15 million. He found that the "name" tenants pro-

vided 60 to 7b Per cent of the irconn; the avers e of the 10 cases was

70 per CBHtozé

The policy of lending agencies regarding Aliif chain store tenants is

sxwewhat flexible, changing from time to time with changes in the money

market, 'ith the size and location of preposed centers, and with the

skill and reputation o: the indimdgal develOpers. Various articles indi-

cate that when money is tight, requi.rements are tightened up; then much

money is available, usually the requirements are liberaized. In addition,

it :as been found trat tFere is a hiflzer nercenta:e of AAA tenants requi ed

in the larger center tLan in the smaller centers and that an unusuall

3006 location and a highly reputable develcner may persuade the mortgagee

to take relatively more ten nts with less than AAA credit. However, no

matter how the situation is maranulated, aroun l 70 per cent of tie tenants

must be oi the Ann caliber, a ratinj whicn tne t"7i:al prepressive inde-

pendent merchant is lacking. It presents a real problem and the need for

good alternative measures that the inreneniert can take in order to

insure his continuation in the retail field.

lease Restricti or18

Lscriminator" practices a'aizst lirerennenterchants are taking

lace in many lines of reta.iling. ixanples are on record of food, drug,

'
0

and variety store merch nts bein, refused s!“onpinr carter locatioons beca*:sc

they lacked triple A ratinr even thouah in their nart ular locality, the

I),

‘Clbid., p. 133.
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merchants had nroven tnemselves in merchanoising'arfl ownership functions.

At the Senate Sulcozmit teefiearinr conducted by the Select Counittee

on Snall Eusiness in Areril of 1959, various nerchants vooiced tFeir views

at tee hearings. On, more.ant, an operator of thrroe successfll surermarkets

in Cklah m. City testified hcwrne was denied space in shopping centers

because of tLe AAA net tortn requirement. The market owner was a personal

friend of the deVeloper and in addition, his xhcloeaicr supplier having

\0- '5 .~c ’~ a t‘ I. . f ‘ ’ "1‘. o- ' n1 ‘ ‘ 0 q- «‘3 N .. .' . ‘
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s similar in the driv industry. m,ly succe..ful ineeoe.~

dentgim{yszore oxners, one in fiart solar, the owwer of 10 druistores in

he Washington, D. C. area, told of his unsuccessful attelpts in tryirr to

seenre SiODPin9 center Locations. in referring to the occhaney of a

chain store in tee new modern locations one claims,

"TL
.—n

t is not because a; in enendvnt,

‘- . '1 , ..‘ . _.,

we want (31.059 JOCatiurb

L A‘A , '..' . '. , ,

tn LA,LOCdLLQHS and te

.ocal druvfists are stupid.

r 31.33.13 fenre inent Ikir

ch or more mere} anc.‘se

in tFoose locations. d can’t eVen get consi.e:aior; from the

builders ortevaloners of sFonrinv center locatioMrsfl}y not?

Eecausew3 do not have national credit rating. Tm is our

C331.9

These drujfists in :articM11r ouestion:c tlw. zuure of the ineependent

‘ 'ifi ‘ q. u . n N. ’1 r . ' 73-. wy fin ‘. I! 1 .

uneer tnere circumstances. linally, in the Val;CL¢ sto:e lield tnexe is an
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example in Florida of an 01exator of six locally ownei va r:ct) stores who

had coerated successfully in Jacksoorille for 25 years in direct competi-

tion with national variety chains. He was unable to obtain leases in the

larger slionni n; centers because his comp my is not nati:nal in scoIe, trus

unappealing to the tinancing organizations. The operator testified t zat

the strata:ic locations 01 the new shooping centers are causing existirg

stores in old established locations to close their doors because of lac

of customers. "In our area, the available locations for sho ping ceiters

will soon be taken up and the small busi.1es:sman will be frozen Jut for

Since shopping centers will play an increasingiy important role in

$1 tire retaiiing, the role of the independent may cnanre if the breach:

0
'
:

tipulations on leasing continue. Throughout the years, particularly in

the food industry, the ind pendent m3r hant's volume versus chain volu.=

has not varied by more than one per cent. This fact 18 shown in many of

the grocery trade publications such as the D"o*'r‘w"**'e “rocer, Sunerii‘rrd
  

Merchandising, etc. However, in relation to chain volume ca ot remain
 

l

steady if theL:rependert is unable to attain a position in tFe sxorning

center. Independent operators have the vehicles to :nerchantis e food, often

at prices unsurpassed by any type Operation through their buying affilia-

tions with voluntary or cooneative wolesalers. Eric a, quality,, and

service are often the keynote of his story, however, if tue independent

market is not situated faVorably in relation to his coupetition, LiS future

28lbid., pp. 61-62





29

success is questionable.

an ire Higher Rents Charged to Indorendents?
 

 

In addition to the AAA tenant requirenents which independent mer-

chants are exrosed to, many are subject to higher rental charges 1? they

do succeed in getting into a center. The denartment stores and c? in

1’

stores, knowing the developer must have them because of the AAA tenant

requirement, are in a strong bargaining position when it comes to negotia-

ting the perc.ntage terms of tie lease. Tle developer, in order to obtain

a deoartnent or chain store for financing nurnoses, will lower the per-

centage for the chain or cepartnent store and hope to make it u, later by

charging the smaller intependent more.29

The reason for the higher rents charged independents seems to be

traced back to the lending institutions, who are very insistent on the

national cnains being in the center not only as a guarantee in attemyting

to cover the cost of the interest and principal, taxes, insurance, manage-

ment and maintenance, but as an attraction for consumers to shop at the

center.

In this situation, the developer is caught in the middle of the

squeeze. He realizes the need for local merchants to add "personality"

to the develonment, however, he is faced with the situation of attracting

good merchants who will agree to pay the premium rate of rent which they

are often charged. The problem should work itself out when financial

institutions becone aware of the fact the uneconomical rentals to

29Ibid., p. 2.





3O

department and chain stores can jeopardize the financial success of an

entire shopr'irgcenter. This should occur on its own accord because

invariably a developer will be in a financial difficulty ll he is depen-

dent upon the nrofits of the ridiculouSly low rental contracts that many

developers made in order to get into the Shapning center business. Tt

will be a natural occurrence for develoners to charge realistic rents to

*th chain ano indenendent tenants so as to arrive at a favorable balance

of each tyre of nerchant in his carter. A develOPer who presents a rent

schedule to a financing institution which does not allow for profit will

nest likely be refused assistance.

Will the AAA Tenant F uirements Contribute to the “resin" ioncentrati-n
n

*fi-m V4 ‘4

  

 

f Tetail Sales?
 

By the end of l9§8, thene were 20,600 chain stores oncrating in

shepning centers with an aWitional 6 ,025 new cnain eltlets pLmnned for

1959 alone.30 This represents an increase of about 3) per cent in one

year. If the predicted growth in nonulat on takes rlace, it anpe:-{rs that

the greatest number of new retail store openings in the years aleal will

take place in shonning centers. The sirn;ficaance of this grswth for the

O V \

independent businessman l3 tlat what l>mit otherwise be an era of increased

opportunity for thousands of independent businessman in a growinr popula-

tion and an expanding economy, will instead, be an era nirked by further

concentration of retail sales. The trend is already apparent. In l)kQ
//U,

301*Ld.; Do 229, citing *he ?T*h nnual Chain Store fife ”onrtr~*ticn and

Nouexniza'ion Survey.





receipts of the too 20 retail ckain copanies represented 12 per cent 02 the

consumer spending in all types of retail stores.3l

While perhaps these facts are discouraging to sane, es ecially tnose

who feel they are being discrWinatei acainst, Mehistory of the indepen-

dent merchant irbicates that e'en as a tenant in the downtown siopning area,

the key to obtain.n' a lacatorwasxnot based entire'y on his sxill or

experience as a businessman, or even his ability to may rent, nut rather

onfzhe arbitrary requirement of net wortn, set unusually high to meet the

unusually conservative derands of one industry, financing institutions.

whether they will chaan 8 their wa,s is doubtful. Rs custodians for

other peerle's money; financial institutiens are interesfec nrinarily in

the security of the lactors of credit, stability, continuality, and manage-

ment performance of the various tenants in a center, projected in terms

of 20 to 30 years. :uome snOpn‘r*‘center ind mry men feel that the lenders

are inn a great disserwce in oeinc oO strict in placing so much enpnasis

on high percentage chain-store leasing. It 13 felt that the success of a

shepning center lies in a good representation of both chain and independent

*rchants.. Wallace E. Agnew, vice president of the talker & Dunlap, Inc.,

mortgage banlfilng firm once macBe a sta tamert wh3_cn should be taken into

Iconsideration by the lending agencies:32

"The experienced, local merchant with adequate financing and

a good following, but without an AAA balance sheet, will con-

siderably out-merchandise the major chain. his total sales

 

31"Marketiny--Tbe TOp 20 Retailers: 1958 Score," Business Week
'. 3

(April 11, quQ), 1". 1.1.50

 

t. 3. Congress, Committee on Small Business, shepping Centerspnl959,

913.. Citoy p. 167.

 





will be larger per square foot and lie percentage rental

payments at a hieher rate. By his following be will develop

traffic and business not only for himself but for the center

as a whole. A cagable, successful local merchant is far

from the rarity which nest insurance lencinp officers seen

to think he is. He can be located; he can be replaced if

he dies or is incapacitated; ane he can no a great job of

making a center really financially successful instead of

only modestly so."

Th problem of the "discrimination" toward the independent will prob-

ably work itself out as time goes on. Since it appears that the days of

the amateur reveIOfier are ceding to a close, the professional neveloper,

will no doubt gain the respect of the lending institutions to the point

that tne developers judgment of tenants will carry considerably more

weifnt than it does at the oresent time. In other wores, instead of the

mortgage men relying on the signature of 75-50 per cent LEA tenants, more

‘assurance will rest with the "professional” develoeer. Tnus in the future,

the experience, reputation, ability, and equity rosition of tie develoner

will become increasingly important. Developers snom;d take every possible

measure to insure :hemseives of esteem in the eyes of the money lenders.

i
s

aken to Aid the indefennc;t i. His "Crisis."a

— ”m .- * -—-‘ _— _— ~

Wfint Lhasuces Can Be
_‘___

 
 

The froblem of “discrimination” anainst the ineefieneent merchant in

the shopping center irdustry can borefully wars itself out over time as

indicated in the previous chapter of this rerort, or there are possible

courses of action, taken eitner by r~ivate or government activities, which

could alleViate this nroblem. The methods available, sone not condoned or

even considered feasible by the writer, represent the alternative solutions

to this current problem facinr the industry. 3ome possible selutions are
L_z

as follows:



 

1. Government nroviding_€inancine. One suggesuion is that tne
“-— --

 

Government provide financ1n3 at reasonable rates as a second char3e on

the center. in proportion to the space rented to tenants of nonayprcved

crcdgt. In dOing this, it is hoped that the owners r developers of the

shorting center might be inclined to rent a somewhat larger share of

snaee to the tenarts who cannot ctherwise gain admittance to sporting

centers. ftviLHsly, this met.od cf :inancing wonld involve Tovernment

iwrWer~etfion, nlus aid that is not really practical and needef There isO

i‘ '9 . r ‘~ ' 0‘15 ‘- a‘ vx ’- . \ \ W \ F}. s - 1-» .. w

linx etn nr<°eltly availaelt for shopplng Centers, ceztalnly So.e JCGHS

‘

otter than Government llit:C‘ni would be more reasistic.

2. tnnnlicis (xosicn ret2111tr leisrs. Unoe: tlis systen
M-” 9M. 0-0,— ---->

 

 

a surer market oyerator desirous to enter a center rtvlfi arran~e with one

p
t
.

of Tic su'”liers w0 had AAA Qualificztions to gizueantce his leaks Litn

the develoner. in return. tile super market 0“”er a") 1L than make ‘13

Dungases from 'nat sulrlier. Tie syrylier w’ it conceivably be a whole-

sale grocer or even a dairv cong‘r W.

mere are various other methods used to aid the reta1.ar in the form

a: cosigninq of leases. One w olesale cooperative, the issociated flrocers

of Seattle, has este: L
'
)

iP
1

363 a subsic.ialy comrany in order to have funds

available to DUCfi un its member stores who wish to enter snorring center

locations. In the shoe industry, Shoenterrrise Cory., of St. Livia, which

is a subsidiary of the International Jute Company, has a unique plan which

tns underwritten some 60’ inoefencent shoe stores teat are new in shopping



centers.33

While some individuals yrcbably View +‘is arrangement as a means of

the retailer losing some of his independence, it m‘rat he resernbered that

tne retailer is protected by 3 Fedora1 1race Commizsicn Pulixui wiich pro-

“.itits a ..anufeciurer or wloie aler from forcin; a retailer to handle the

~;noerrritinc slrn1iers merclarise exc1usiveiy.

:‘rw ' .. . . ' ', H. " ’4‘

3. ima-1 rus:1r ss inxertmenf cozrenxcs. Anctner p0351ole ale to
b.“     

qualified local tenants world re the use of the newly created Small Ensi-

ness Investment Corroration. It is nossibie that a 53.1 loan could be

made availabJe under Certain circunsiaxces, to 316 a tenant by lending

funds to pay the last years rent or for an :CVancement 10a; purpose wnich

often are resuirec ty mortgare men. flowever, the Small 1siners investzen:

Corporation was not cree tea for this tyre of activity, therefore, it is not

considered too feasible unle:s it is a desrerate situation.

b. Utilization f be arerman Act fine the Robinson-r'tman Act.
——- “*- 1... m “-- .5“..—

 

Under the Sherman Act there have been cases w icn involved a mercnant being

denied Stace in a buildinx used by'his cofipctiticn art also beingo {ed t1v

his competitors. nae tte iterman Acct, the latent monopolist must justify

.. I, 111
t‘ne evcusi on of a co'netitor :rom market Wulch ne controls.“

While the number of occurrences of this situation is limited, it may

become of innortance in.the future. some business fires, such as Food Fair

33%;:d O 3 p. 96.

3hU. S. Conisress, Conmittee on S~g11 Euslness, tenort No. 1016,

2:. cit., p. 23.





Center, a case may be esteblished proving exClusion. In addition, the

problem could occur between department stores and smaller merchants.

Defiartment stores are becoming significant factors in shopving center

development. If clothing mtrchents or other direct connetitive merchants

are denied leases because of exclusion, the above-named acts may he effec-

tuated, thus shedding new light on the problem.

5. Tax aids tg'bfginninr businessmen. Leonard L. Farber, president

 

 

of the International Council of shopping Centers, is on record as suggest-

ing that the government might give a liberal tax exemption to a businessman

during his first years of business onerations when he pressures are

greatest and when he runs the greatest dangers of failure. With this

arrangement, only the beginning merchants would be aidec; the already

established merchant would not be aided in his attewrts to gain entrance

into a shopping center.

Actually, the idea of tax aids to beginning businesses seems imprac-

tical and unrealistic. It would be most difficult for tax agencies to

control such a system or to establish the rules to make it function.

6. Lease insurance. A lease insurance program, either by a private
 

insurance company or by the Government may be a solution. By lease insur-

ance, a: insurance policy could be written to cover the conditions of a

tenants lease for the period of the lease. Under this program, the finan-

cing institutions would seemingly have the security they seek and there
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would tlus be no need for the AAA tenant requirement. Possibly, the devel-

Oper of a prepOSed shopping center could then solicit prospective tenants

into ris center on the basis of their merchandising ability rather than

on their net worth.

This type of arrangement, mm}le on the sarxcce annearin: as an ideal

measurement, is more on the netui of a s‘zret.y contrcc t, etch as a lease

1m.:fi, as described in insurance terminology. In actuality, it is innrac-

ticrl because, as voiced by the Life Insurance Association of snerica,3S

Hithou atteipting to examine all aspects of the yrohlem,

w: c_*rcss the orinion that it would not be possible for

111e snurance companies to engage in such a prorram of

lea:;e ins rance under their existint clarters r under

the regulatory l we governing the coverages they may issue."

7. lrfifr bonds. The surety industry for many years has had available

  

lease bonds for business concerns. Lease bonds are written with the inden-

nity of the principal, and a financ'al ruerertee o: tFis tyne is generally

underwritten in accordance win the financial standinr, business experi-

erce, and reputation of the principal.36 The practice of bonding the

performance of leases is not widespread, and most of this type of finan-

cing has been found to have been written in co:nection xitr lederal leases.

Lease bonds are not prominent in the shopping center industry.

One thing in particular, lease bonds are usually written for a one-

year period only and are subjeCt to close scrutiny on the part of the surety

industry. They are not geared to a mass production basis, therefore, it

35
Epjlgog Po 21;.

36lbid., ;. 2;.
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is doubtful if they could be utilized by potential desyerate tenants.

Since the surety'irflustry'is quite particular when writing lease bonds,

it appears that the person most able to qualify fer such a bond is the

person least likely to need it, the converse probably bein: true also.

Rany variables enter into a business over the years, therefore, lease

bonis wiich are for short-term periods are not too helpful to a tenant

that needs a 10-20 year coverage.

8. Use of FHA system of insuring mortcanes. Tt is felt by the
-‘u—d

 

. ~

fiCia measures are taken to insure the indepen-H
'

writer that if some rt8
!

'VV"

dent mercnants entrance irto shopping centers, the rah tyre system should

C‘

be inaururated. such a rroyram could orerate rnfler tne swnervision of the

‘
:‘t

L-‘f'la ' \
.
-
.
J

‘\

Business Administ ation who would have the task 01 evaluating the

abilities and potentialities of the arnlicants. Eliie this wozld probably

aid the independent in his fight for survival in shopping centers, the

complications arising from the plan night not be encouraginf.

There seems to be no barriers left to eliminate the overbuilding of

centers if many merchants who otherwise would be nonfinancible, would now

be able to enter into shogping Centers as tenants. In turn, the success

of standing centers and the number of independents already in ttose centers

would be serioHSly fieorardizeo. Therefore, as a solution to the indehen-

dents dilemma, it is the writers opinion that nothing be done. Time should

solve the problem. The lending institutions will most likely ch.n;e their

attitude in the near future by permitting the able local independent space

in the center if he is recommended by the "proiessional" oevelober, as was

previously discussed.
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Knat About the Innovator?
 

 

Could it be that the reason why lencin; institutions inSist on bring-

inc the chains into the center 13 simnly to prevent them from coming into

the developed traoe area afterwarcs in competition with the shopping center?

No matter what the tenant selection policies of the shonpinr center are,

‘ I

tnere lS always room in the merchanflising world for the afigressive, non-

conventional, 10w margin mass retailer.

If the center is successful in ireezing local retailing into a mold

wh'ch is immune to Chan e, new retailinf :orms or corcspts will probably

develop outside the center.' This is because the retailers outsioe the

Center somehow have to compensate the Snooper for giving up the Conver‘-

ences o: tht center. EVidence of this is seen by the various ciscount

hovses which are springing up throughout the country, often times in

direct competition with a big shOppin; center.

The "discount" innovator has oisturbed the "status owo" of many centers.

At one tine the oisc0tnt operator was refused as a tenart in shorpirg cen-

Tj‘

Iters; now, he is welcomed. ossibiy in tte Future, a new tyre retailing

institution will arise, composed of innovating entrepeneurs who were

restricted from tne traeitional shortinr center or who v ild rot sabscribe

to tie hiyk rent and centrols which "
)

are imposee on shorting center merchants.

‘ .y - . . —: y- -‘ .1 ‘ -: . 7‘ rs ‘~. ~-\ . AV- " ‘ 1-. fl': v

1 the net tyie institution results in lHCFcaSGd efiiciencd ane bliniinL

L _

1"

37Morr13 L. efleet, "Tenan' Sexcction P

Centers," Journal of Marketinsg (April, 193;
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merchanoise to the consumer at a lower price, it most likely will b:

socially desirable anc well yatronized by the consumer. Then verbe tbere

merchants till be able to "diSCfiflifiafc" aWfianL tie traditional chain

shopping Center retailer 'ho cesires to be a tenant in their institution.
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contlnued tenslons betdeen the landlord and Clq tenah s. eonil1cns as to

hours. 530v renoval, perkin , and improve1.nts all seemei to occur erectl
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as lb was borrowed from the reLallexs and realtoz’e telmb

ptrect. Tl? fact ‘
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wes almowt certain to be assurei o: snccess. Its lnwer'

limited and even internal conflict anon" the tenan‘s an: lanrdorfls was
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’9
mentefl as Lollvws on tn» 15819:”

”The Center werchants have recc"nized bunt, as teAants

a revolltiorgxry 10w kind 0: we chancisjny development,

inherent interests n;}mit ou.d aesiranle anfi necessary that

tiey join forces harmoniousy 1n common promotionaL

ermis, botn large arc small, huve begun to work to?

with a spirlb of cooperation and cor.mon purpose that

bars 01 commerce and dauntcvn mere hants h never be
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Ln 3 great many sto'rinr centers, if era was to incuire as to the

ectivenn3s of its nerchants' associzb-cn, Lie re ly woulfi no denht, he

unfavorable. It 13 a cowmon fractice of both the develorer and the tenanLS
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to accuse each other of tr0 lack of efec ive rlannin or interest. It

is often voiced by developers, that the main prolem of the merck1ant5'

association is that clains wi Ll not coonerate in the association or centeL

wide promotions. However, it is Lound that the overwhelming majority 0’

n5 Mil]‘
J
.

Cha

(
"
3

o aiosg with a sensibLe, carefully rlanned, budgete. program.

Coveloyersho Lork hard to promote sales, are who are willing to partici-

pate financiaLly in rromotLons, have no troubLo settinf Cw'ins to coorcr-

so
ate hestern ire Auto Stores state tWat its most successfuL stores are

'

in ceo‘ers with the most active merchant assoc1ations. Another large

TAvalnne c.ain, the fi. . Grant Co. is on record as follows: Ln the past,

we feren*t sold on mezc ants’ associaoions in centers, today, we want than.

V . ‘

«e ieel everyone should iooLn a centers' mercuantr’ as:wocitio
L

7'

9
.
1

A.

n a survey by 3 Che1 as to tre ei‘1‘otfiver(s of xistinf merchants‘(
D

assaciations, it was found that some 60 per cent are not mrtcuLaxly

’ 111 C‘ 0 p v ° ‘ ‘ - p w J v .

effectzve. some 3. use reasons flven were LQCK oL stronv Leacersnlr,

fl

ixwauities in detertining contrLEItions, uerllinness 0? a dewartment

store to rarticirate finaocLaLly, lack of in fLerest by the deev~looer, ar.

the exbense incurred by doubio ads by some of the chain operators who

alreasy advertise in the actropolitan area toroayh other meéla. These are

soxe oL'the maLn merchants' association problems.

 

o. O. Kaylin, "Centers in }{i*h Gear," thain 3tore Ase, (Nay, 195?),
«a /

F. L30.
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herchants associations, bacl<ed uo with entn sia5m anc interest by

oott the developer and tenants can be one of the greatest assets that a

shopping center can haVe. It can create a sense of cohesiveness and gooe-

n
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will within the center that wiil afLect ail the eo

3
"

H

help to :enerate the "006 public relations so vital to center. A per-D
J

sona;ity" of the center can be es tabiished thronrn the c nee n:3. Jfien tni

’
-
J

is created, it Hi; blay an inrortant hart in convertinr the conurer

Sherwin: habits in the nartiovler tradin~ area. It must be renefioered,

that a center liid 601n in a vacant iield with beautifully built stores

on it, doesn't insure a snonnin; centers success.‘ Tue consume*s skeptic:

patterns must be infitenced and cha sec ;n order to heir it yrosper

usijes beiep an organization for promotions, the geretants' associ-

aticns Could be a service to ail the center's stares by Kevin: specific

programs sacs as shoe-lifting anc sales-training films available to t4se

that want them. It seems feasible, that a system could be es tvblisien for

the contrsi of be? clecf<3 that nir.t he fassefl among tne various stores.

Anotner wor thwhile service could be that of havitg consn;ting services to

aid the tenant tnet is in neefi o? sucy aid or reevest 3415 service. Any

measures possible that can make a merchant out of a tenant is bifPly

desirable.

Sometimes tne association can ce more inLiuenti:1 than tte owner in

secnrMir favorable treatment in ma t.ters such as nubile trans;ortct;tn,

street lizjhtinr, police protection aim?tie Like. Com~unfi ations, which are

often lacking between tenants and cevelopers,cou1§ be created gi .
J
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the opportunity to con3ult the other, and together, correct onerational

.roblems before they become a serious obstaCie to progress.

T1.e tanriblcan; intanrible beneits are too numerous to mention.

Their result hear" more nrofit for the develoncr and the tenant.

Rec0mndations:
 

In an attemnt to realize true rm31Hoteia1 which shoppinf center

merchants‘ associations hole, there are a number of surfestions which, if

.
.,‘ *1 . ‘ r ‘,~. ,- , 3 o — . R v‘ ‘ . v~ a" I‘ ' U r“.

.igoeqc, ir.t elimir3ate tne “on~rizctiveness ano MlSCQUCv Lions c stern-

in? merchants' associations.

1 ‘. Q. A n ‘ V ‘ ’ r" .V. ‘ -..‘.. 1"- , '1 ~
.,, _~Ae all memoersnip c Mr;3;ot,. A compulsory menberdWxii in a

 

 

,

merchants association shonlo be hart o? tre lease terms of every shopping

center agreement. This arpcars to oe a coerc ing recommendation, however,

it is felt that if a merchant cannot agree 9 ioin an a.3so ‘ ation ad

realize the benefits of such an arreement, he may Le a troublemaker later

on as a tenant. To have an effective functioninj merchants association,

every tenant should participate.

Whiie chains ano derertnent stores acoear on the surface as offering

the greatest resistance to such an agreement, their history is such that

they will take part in a proper share of the associations activities and

costs once it is a part of the agreement.hg The independent merchant

probably will be the biggest objector to such compulsion. it is the inde-

pendent merchant who, from the writers observations, has contributed the

nelson, The Selectizn c: retail ocations, op. cit., p. 283.
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least to the rmrcnants associations in the may of cooperation and stopcrt,

even though it is no tro usually is in Most neeo of the services which tie

in objection to a compul-5‘
.)

association can provide. It is felt tfiét any ch

sory agreement would be eliminated if the developer had the by-laws, stipu-

lations, anfl rate of naynent reaoy for the tenant to see at the tine the

lease is signed rather than at a later date. ”In 90 per cent of tno cases,

tfie associations' bJ-laws aren't roany when leases are reaoy to -e signed,

a major chain points out."Ll3

Some develorers may fear that merchants will s‘y away from such centens

when mercnants' associations are compulsory. However, there was an exanple

in California in which a develonor stated that if the chain difin‘t join

trc association, the cnain could not enter into the center. :his partial-

tlar chain has since entered five shooting cen ere nnVer soot atreenent and

is a most active member in the associations.

“
b

2. leaderstin must rest wits the tenants. on; main objection to mer-
*-—- ”‘-  

chants associations is that the promotional activi ins are controlled by

the develOper rather than the tenants. VCEten tie develorer is ignorant of

O
v
j

ronotional tactics and tge results were discouraginr. Possibly too devol-

Oper may help organize tie association, rowever, it should oe self-sustain-

ing and self-functioning. Depending upon the size of tfie center, the ideal

situation would be that of hirin: a rrofe531cnal mercnandiser to coorrinate

tne association nnfl to tirect its rromotional plans. Tr the center is small.
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.CVICS could be utilized on a consul”J c basis to ain in the efLective
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contribution steals be ba:e

foot of sales stace, rlus the factors of the merchants *rotitatility inc

his contribution to the center traffic.

It is a comon 0c. uronce for the owner of to certcr to conixibu te

toe marcnants a3s001ation. ntll? svne owners no?F
“
)

towarns the budget 0

contxiblte up to 50 per cent 0? tne total budget of a center, a more
‘.

realistic means would be to 1mave the cwner contritue about 1/3 anc tne





merchants tlw seles, 2/3'3. If the ouncrs tarticipation is 50 per cent

or over he may tend to dominate the association. if nis contribution is

under 30 per cent, it would anyear to be inadeouate and create an unfavor-

Without investigating the specifics of mercnants associations, in

summary it can be said that Merchants associations can mean extra profits

totb the Cevcloper anc tenants if rrorerly concocted. The trend

aryears to be favorable for assocations to 3y a Sixnifica't rt ”n

530;;inq cerzters Hanawement has become avare that centers arc merchandis-

ing Ventures, not real estate ventures. Tie key to success atoears to be

compulsion of membership, coupled with protesoicnal leadershin cele¢ated

by tie terxa'ts thcnreEV«s. The merchants association xu;es must have toet‘

in them anc should cost ,hc merchant sometiinw so that irtercst'will re

: ‘ ' ‘ ~‘ ‘ ‘.. W ’- V171“ 1' ‘ *1 "-r "‘ .1 v . I‘: ’. ‘- "n "= : P

stlnulateo. when .rotleio as foe cupi cation of aC'ertlalLQ Ca .easlly

smile it is difficult to ascar yes or no to the question of w etlcr

mtrcnants’ associition are necessary or not, most publicati rs point out.5.—

k*
4
.

(
D

that tenants and developers :1 are desirous of seein: 100 per cent

particinati c-n in the associations ty'both parties in the Muurn. : would

say, that the increasing competitive situation heinr for tlateo by the

influx of new snorning centers is making merchants' a sociations a manda-

tory factor. It annoars that merchants' associations are necessary.
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Supermarket operators seem to be overwhelmingly enthusiastic about

shopping centers. The Supermarket Institute, a trade association which

is the Spokesman for'the supermarket industry, found that more of its

members opened stores in shopping centers than in any other locations dur-

ing the past seven years.hs Many were pleased with the results of being

in such a location. In fact, the same study indicated that the highest

sales per supermarket occurred in stores located in the new large shopping

centers. One chain in particular, the KrOger Company stated that they are

able to do a much better job in shopping center stores than in most other

stores.h6

To the public, shopping centers and supermarkets seem to be not only

syncncmous, but also something that.will have a lifetime of existence.

,Dcvclcpers, and even some supermarket operators, may agree with this, how-

ever, the future may hold other considerations of the role each will play

in the market structure.

In this chapter the writer will relate the supermarket's position in

the shopping center, its problems and alternatives.

What é§_th£ Supermarket's‘fzacg‘ig the ShoEping Center?

while supermarket operators have been one of the most "devoted" shop-

ping center tenants since the and of WOrld war 11, there are various roles

which the supermarket has in the center. It is easily seen that the super-

 

h5Supermark’ct Institute, 32. 333., p. 7.

1‘6752151yhn, "fihopping Tentsrs~~dotter Then Fver." 32. cit., p. 3&5.
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market is the core of any neighborhood center. In fact, the below listed

chart indicates that 35 per cent of the supers opened in 1959 here located

in the small shopping center. In such centers there is often justification

fer two supermarkets, particularly when the neighborhood center is located

in a densely populated residential section.

Su ermarkets O ened inhé

New'small shopping center 35% 26% 20% 30% 201

Neighborhood 22 23 26 21 29

New large shopping center 20 2O 21 17 23

Highway 13 23 21 19 18

(31:! large business center .32... J“ 12’ £25 JEL

All Supermarket. 100% 100% 100% 100% 100%

The community center is also considered a favorable location for super-

markets, however, as the size of the center increases, the super’s role

becomes less important, sometimes reaching the degree of being insignifi-

cant, which often occurs in the larger regional center. It is doubtful

whether the super in a large regional center will achieve as great an impact

on the typical supermarket trade area as it would being outside or away from

the center. ”The regional centers" function is offering of shopping goods

in depth and variety, subordinates the role of food items and convenience

,

items.”h' Because of this, most regional centers include but one supermarket

__—A

——- w ——

hélbid.

h7McKeever, 92. 2.1.5., p. 30.

 

 





in order to complete their image or "one-stop" shopping. It appears that

the supermarket is very significant in the neighborhood center because a

center of this type is often situated in nearby residential areas, thus

mourned-sting both automobile and walking traffic. As the size of the center

increases, the time required to reach the center is often extended because

of traffic congestion, distance, etc.

"it is important for the supermarket Operator to be cognizant of the

fact that housewives like to buy their groceries near their homes, which

is one of the reasons supermarkets have been a key factor in neighborhood

centers. The perishability of many item on the grocery list is one factor

causing this. In addition, it has been found that sown shoppers rarely

engage in food and department store shopping at the same t.-ime.)‘8 A differ-

ent frame of mind is exhibited because shoppers tend to dress more. casually

when they are shopping for food as contrasted with department store shopping.

While the ideas expressed in this chapter might infer that a super-

market in a regioml center encounters a problem, the opposite is usually

true. Supermarkets in regional centers have generally been profitable ven-

tures for their owners. Supermarket operators' seem to locate in the large

shopping centers extensively as the previous chart indicated. It shows that

20 per cent of the supers Opened in 1959 were in a center of this size. In

fact, new large shopping center locations averaged the highest sales per

supemerket, nearly $110,000 a week."'9

_‘ A—A

hBFeinberg, 92. 933., p. 30.

1‘9Supermarket Institute, 93. 933., p. 8.

 



Though there are many reasons given as to why consumers perfer the

neighborhood center for their supermarket shopping, there appears to be

room in each regional center for at least one supermarket. However,

caution should be exerted when considering the number of units economically

sound in the center. Many experts have claimed that one unit was the appro-

priate number to have in a regional center. This view was expressed by such

developers as Food Fair Properties and Strauss, Greenberg & Co., leading

east coast developers.SO Haturally there are areas where two Supermarkets

in a regional center have been profitable. This is possible, for example,

in an area with a large close-in population for which the supermarkets act

as neighborhood stores, or with a widely dispersed regional population hav-

ing few local centers appealing enough to persuade the consumer to buy foOd

supplies nearer home. 0ften a supermarket Operator may be enticed into

Opening a store in a regional center even though the profitability is ques-

tionable. Among them is the prestige motive. A store in a shopping center

can present a "sign-board" effect to the many shoppers which the larger cen-

ter attracts. Besides fulfilling institutional advertising commitments, it

is likely to generate enough sales volume to make the unit profitable.

Though it is not advisable to operate marginal stores, exceptions can be

made if the tangible values seem feasible and if the operator can afford

to Operate a marginal store because his other stores are profitable.

'What Problems Confront the §3permarket in the Shopping Center?
 

A controversy which has existed for many years between supermarket

._‘

w

Sopeinberg’ 220 23.20, p. 230

 

 



owners and shopping center developers is the problem of location within

the center. There are some operators and developers who are insistent that

the best place for the supermarket is at an end, while others may want a

center location, others near specific establishments. In the west coast

there is a trend toward the supermarkets wanting to get out Of the center

of the mall. They have even reached the point where some of them are physi-

cally relocating. "They like either their own building at the edge Of the

parking lot or their own building at the end of the mall."51 This seemp

ingly would aid in cutting down impulse buying at next door shops, which

may result in more impulse buying in the supermarket.

Actually, there does not appear to be one best answer to the store

location problem. There are success stories of profitable supermarkets

operating in various positions within a shepping center. It is recommended,

however, that the supermarket should not be placed next to department stores,

because families generally buy food at different times than they make depart--~

ment store purchases. Another factor to consider is the objections which

might arise from the customers of the department store, if they are incon-

venienced by trucks delivering food into the supermarket.

High rent, long-term leases, and the restrictions such as the limited

use of identification signs and window displays, are often imposed on the

supermarket by the developer. These represent additional problems that the

Operator may be confronted with.

It has been noted by the writer that the average length of leases for

51U. 3. Congress, Committee on Small Business, "Shopping Centers 1959,"

22’ SEC, p. 1680
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supers in snapping centers has been approximately 15 years. This is com-

parable to the length of leases for supermarkets that lease in the conven-

tional locations. However, the problem of high rents will probably continue

especially for those markets in the regional shopping center because of the

lesser role and unfavorable bargaining position which it assumes. Few

abuses of high rents are voiced by supermarket operators located in the

neighborhood center since the super is the dominant tenant and therefore_

in an excellent bargaining position when facingissues not only of rent,

but those of the previously mentioned restrictions.

There are other conflicts that many arise between the supermarket

operator and the develop-e r, one of them being the "domineering" approach

that the developer may exhibit. It is a common occurrence for the develo-

per to approach a prospective supermarket tenant by stating the X spot is

where your 30,000 square foot store will be. These Specific considerations

are something the experienced operator should help to determine with the

deveIOper. The supermarket operator usually is more versed in the specifi-

cations which will yield the most profitable return to the store and the

developer. The erpense of fixtures and added inventory costs can‘create a

decided hardship on the supermarket operator who has to equip a store that

is built to excessive dimensions. The supermarket Operator, particularly

chain owners, through their experience and studies of market areas should

be well versed on their own needs. The experience of both the developer

and tenant should be recognized when planning shopping center stores.

A more positive approach that a supermarket operator can take to exempt

himself from the various problems of Shopping centers is to build his own

 



centers. Food Fair Properties, a subsidiary of Feed Fair Stores of

Philadelphia, was one of the leaders in this movement. Obviously, the

number of operators financially capable of developing their own Shopping

centers would be very limited.  
The Discount House and the Supgr
 

It appears that supermarkets are progressively expanding into non-

food lines to the extent of actually duplicating the merchandise lines of

the discount house, department store, and hardware store. The converse is

seemingly also true with the expansion of the discount house into food

products. The various expansions of these two types of operations are

developing into a marketing conglomeration which 15 conparable to a wedding

or marriage between them. The marriage is actually completed in some

localities as evidenced by the operations of such names as Grand hay Dis-  
count Centers, Sav-bair, and Korvette. These operations account for one

of today's current innovations in marketing. Impressive to sane, this new

tyj: of retailing has broken the barrier of the sophisticated shopping

center, which at one time did not recognize the discount house.

It is impossible to determine what the future of this combination van.

ture will be and the part it will play in the future of shopping centers,

but it is a market innovation which could play an important role in future

shopping center development.

Does the Supermarket Have a Future in the Shopping Center?
m “ 

 

Many authors state that there is a strong tendency toward bigger stores

in all fields. This, however is questionable, especially in the supermarket



industry. New supermarkets opened in 1958 and 1999 showed a steady decline

2
in total store area.5 This, coupled with the previously mentioned fact

that 35 per cent of the supermarkets opened in 1959 were located in new

small shopping centers, {increase of 8 per cent over 1958) leads the writer

\

to believe that the greatest future for the supermarket lies in the neigh-

borhood center. It seems that consumers want to shop for groceries at a

nearby shopping center, rather than being subjected to the congestion and

confusion of the larger centers. It would be wise for the supermarket

operator to investigate his future store planning with these thoughts in

Besides the advantage of consumer preferences, the supermarket in the

neighborhood shoppinr center, as was previously discussed, is the dominating

(
f

enant anc therefore will likely to have a significant voice in that centers

overall operation. his will appeal to the supermarket operator who un-

doubtly will continue to locate extensively in that size center. The future

of the supermarket in the community center seemingly is also good, however,

the plans of supers in the regional center are uncertain due to the various

roblems which are usaally'encountered. Whether the food-discount type of

Operation will occupy the larger centers, or whether the present trend of

approximately 20 per cent of the supermarkets being in the regional center

will continue is unknown. The decision rests entirely with the operator

who should economically'justify the existence of his store in a location,

whether it be in the shopping center, across from the center in a "satellite”

area, or in a conventional supermarket location.

* J.-

”Supermarket Institute, 32. cit., pp. 8.
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This study has attenpted to point out and to analyze some of the major

current problems that are facing tenants and developers in the shOpping

eater industry.

Throughout this report, the history and growth of the industry was

traced down to the present time, as were the factors which have aided in

the growth of centers. These included the increase in pepulation, shifts

’
J
)

to the suburbs, and the influence of the automobile. The criteria u ed

to establish the type of tenants which normally enter into the Various

sizes of centers were also examined.

The section investigating whether the tenants are assured success in

shopping centers, pointed up the need for caution that must be exerted

when dealing with the amateur developer. A thorough analysis by tenants

before they enter into a shopping center location was recommended. The

problem of overbuilding, which has been the cause of many failures was not

considered a real problem by the writer because of the iicreasing population

in most market areas of the country. However, it was recommended that a

trade association might act as a "go-between” among developers, financiers,

and merchants to eliminate some of the duplication and overbuilding of

centers in the fUture.

The next problem examined was the financial requirements of the inde-

pendents and the possible elimination of the independent from the retail-

ing world because of the remoteness of their being qualified as an AAA

tenant in shopping centers. It was shown that the independent will not be

eliminated and that the problem should solve itself in the future by the

recommendations of the professional developer. Devices were listed that
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could aid the independent in his "crisis,” among them, cosigning of leases,

lease insurance, and government backing. The "innovator" was discussed

as another means that the independent might take to insure his survival.

The need of merchants" associations was established when it was real-

ized that shopping centers are a merchandising venture rather than.a real

estate speculation. The role that the merchants' association should assume

was discussed, in addition, "rules" were prescribed in an effort to realize

the full potential of merchants3 associations in shopping centers.

One of the most "devoted” tenants of the shopping center, the super-

market, was examined. It was shown that supermarkets are most profitable

and widely accepted in the neighborhood center because of’the dominant

part they assume in that particular size center. The writer suggested that

the future of the super seems to rest in the neighborhood center, whereas

in the regional center, the supermarkets“ future is not seen as highly

favorable. High rent, restrictions, and consumer disapproval were thought

to limit the supermarkets' fixture in the regional center. It was suggested

that possibly the ”marriage' of the supermarket and the discount house may

shed new light on the future of shopping centers.

Through the evidence presented to the reader throughout this report,

one should be well aware of the potential which the shopping center holds

open to merchants in America today. Never in history have our population

and retail outletns seen such an expansion.

Shopping centers appear to be what many consumers want in the way’

of shopping facilities. Therefore, regardless of the nature of the retail-

inr organization one is associated with, he should investigate the
U

 

 



potentialities open to him through this facility.

The tenant and developer must realistically face the problems of

shopping centers as they arise, analyze them, and solve them in such a

manner that the industry will live on as long as the consumer demands its

existence. An industry of this magnitude should not only be prepared to

satisfy the consumer’s newly created desires, it should inaugurate them.
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NATIONWIDE SERVICE

 

HYLAND Ass I TES
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46 EAST rum:am - mmonmoxxnmom

NORMANOY I-s7oo

APPLICATION :93 KOEEGE mmW

DI CONSIDERATION of the services to be performed by flyland Associates

under the terms of this agreement, the undersigned applicant hereby qfloys

Hyland Associates to procure a constituent for a mortgage loan to be secured as

a first lien on promises known as:

Said co-itncnt shall provide, basically, for a loan in the principal

anomt of not less than C . for a term of not less than

Jcars, and with interest. not exceeding

per cent per annun but may contain other loan conditions prescribed by Lender.

 

I! Hyland Associates obtains, procurcs, or issues a comitnent of a

Lender ready, willing and able to make a loan on the terms horsinbcforc stated

or on such different toms as may hereafter be authorised by applicant, the appli-

cant shall pay to Hyland Associates for its services a too equivalent to

por cont of the principal amount of the loan comittod, due and

payable at the tins of delivery of tho ccsnitmcnt. In the event applicant for

any reason whatsoever, and with or without the consent of Hyland Associates, fails

to pay such fee when due, applicant authorises and directs whomever sakes settle-

not for tho Lender to pay the same directly to Hyland Associates simltancously

with the disbursement of the proceeds of the mortgage loan.

 

In the event that the applicant, prior to the data of tonination of

this Agree-ant, fails or neglects to complete the loan oomitncnt as aforesaid

for any cause or in any manner. the applicant agrees to pay to Hyland Associates  
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