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Winning Hand: A Full House Beats the Recession 
The Recession Has Created Two Very Distinct Classes of Office Buildings: Winners & Losers 

 
Just as the recession has been tougher on Main Street than Wall Street, on the lower- and middle-class than the 
upper class, it has also hit two distinct types of office properties disproportionately. One type of office building 
has done surprisingly very well and one has suffered enormously. More than 75% of the office properties are in 
the first category -- but they are subsisting on the life-blood of the impaired other fourth. 
 
And here is the distinction: tenants. Recession's new reality is that for those office buildings with more tenants, 
more come along and for those office buildings with fewer tenants, more are taken away. 
 
Since the start of the recession, all of 
the multi-tenant office buildings that 
are currently 80% or more occupied in 
50 of the largest metro areas have 
posted 170 million square feet of net 
absorption and have seen their 
vacancy rates decrease 2 percentage 
points on average since January 
2007, according to CoStar Group data 
pulled using its Property Analytics 
product. All of the damage, it appears, 
has fallen on buildings with less than 
80% occupancy. Those buildings 
have posted a negative 128 million 
square feet in net absorption and their 
vacancy rate has skyrocketed since 
recession's grip started tightening on 
the economy. 
 
"As the largest owner in San Francisco, and the guy in charge of our holdings, I see the whole spectrum, from 
modest quality buildings to the top of the market. I can tell you from first-hand experience that you're spot-on," 
said Kevin Saavedra, executive director at Morgan Stanley. "There's a balkanization occurring, and our market is 
getting impacted more than severely than most. Here, it's all about views: for Class A buildings where you can 
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see the Golden Gate Bridge or Treasure Island, there's very likely competition for your space; for non-view space 
in commodity buildings, you can barely attract interest at any price." 
 
And the demarcation appears to be a pretty unforgiving line to try to cross. 
 
"We recently purchased a B+ bldg in the Baltimore CBD with 75% occupancy at the time of purchase. This was a 
classic value-add opportunity with a very well located building, but with prior mis-management and neglect, 
where we could bring our real estate expertise in a market where we are part of the community," said Alan C. 
Grabush, principal, director of marketing & acquisitions of CSG Partners LLC in Baltimore. "Now, 10 months later 
come the end of October, occupancy will be 65%, notwithstanding our on-going CapEx renovations and 
investment into the asset." 
 
"I think the moral to the story is that it is more difficult and takes longer to turn around a building that has a 
negative history and perception, despite investing significant dollars and doing everything 'right' by a proven 
developer who is well known in the market," Grabush said. "This was evidenced by being a day late and a dollar 
short when one of our lead tenants decided to relocate in favor of renewing. Hence, the 10% decrease to 
occupancy. We have even moved our corporate headquarters to the building to send a strong message to the 
tenant and brokerage marketplace that the prior days of mis-management and neglect, well, are history. And in a 
market like we live in today, any prospects that are out there will gravitate to what (they perceive to be) 
'successful' buildings with a track record of strong management and ownership. And why wouldn't they? They 
have their pick of the litter." 
 
"The second moral to the story," Grabush continued, "it's an uphill battle with this type of investment -- so your 
basis better be right, affording you the time to appeal to and attract more prospects over a prolonged lease-up 
period." 
 
Industry executives we contacted for comments and analysis suggested there may be other variables involved 
that account for the huge distinction. For example, the data does not show when the properties first reached 80% 
occupancy and in no way indicate that low-occupied properties cannot reach a tipping point. But the data does 
suggest that once they do, the chances for stability and success could increase -- or just the opposite, if they fall 
below the threshold, it would be harder to hang on to tenants. 
 
Size too may play a factor, but it is not certain. The average size of the best performing properties was about 
103,000 square feet compared to 80,000 square feet for the worst performing. However, looking at just those 
buildings that were more than 100,000 square feet and were currently less than 40% occupied, about half the 
tenancy pulled out since the start of the recession. 
 
It does not appear to be a question of class, either. Class A properties made up less of a percentage of the most 
occupied properties (24%) than the least occupied properties (28%). Class C made up a higher percentage of 
the most occupied. Of those with 80% or higher occupancy, 20% were identified as Class C properties, 
compared to 16% with those less than 40% leased. Even the most occupied Class C properties showed vacancy 
rate declines from 6% to 3.6% and posted positive net absorption of more than 1 million square feet on average 
in every quarter of the recession. The Class C properties less than 40% occupied showed vacancy rate 
increases doubling. 
 
Others suggested age too may be a determining variable ï and that may be but in opposite ways than expected. 
It was suggested that tenants were preferring and may indeed be flocking to newer, quality buildings with more 
modern amenities. However, the data suggests that just the opposite may be true ï they are flocking to more 
established buildings. The average age of the better performing, most occupied buildings was 35 years vs. 28 
years for the worst performing least occupied buildings. 
 
"I think it may have a lot to do with new buildings which, understandably so, require higher rental rates, and are 
therefore, more difficult to lease today. As a result these buildings, which already have a lot of vacancy (if they 
were built spec) remain vacant because the other mature/older buildings have substantially lower rental rates," 
said Rick Williamson, senior vice president leasing of St. John Properties in Baltimore. "In addition, companies 
are not willing to incur costs to move in today's environment and therefore, newer buildings are not seeing 
prospects." 
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It was not clear though that rents were a primary determining factor overall. One would think that the buildings 
with higher vacancy would cut their rates more aggressively to "buy occupancy." That does not appear to be the 
case. In the set with the highest occupancy, asking rates are down 4.35% year over year; in the set with the 
lowest occupancy asking rates are down just slightly more at 5%. 
 
Really, the most common 
measurable variable that the 
best performing properties 
have had over the worst 
performing is a full house. The 
more occupied the property, 
the better it has held up in the 
recession. 
 
"It is likely that what you are 
seeing is real," said William C. 
Yowell, vice chairman 
Investment Properties | 
Institutional Group of CB 
Richard Ellis' Capital Markets 
Group in Atlanta. "We have 
been experiencing a flight by 
credit tenants into 
buildings/landlords with strong 
balance sheets and overall 
stable capital stacks on their 
buildings. This is an 
understandable reaction given 
the turmoil in the commercial 
real estate markets. Our capital 
markets professionals are 
receiving numerous calls from our tenant rep brokers asking questions about the viability and capital stack of 
various landlords and buildings, confirming a flight to quality." 
 
Andrew Schaffler, a research analyst with Cohen & Steers, a New York-based manager of real estate mutual 
funds, is seeing the same thing with real estate companies in their portfolios. 
 
"I believe tenants are flocking to strong and financially stable sponsors," Schaffler said. "For example, we have 
seen REIT office landlords in New York City maintain 95% plus occupancies with the market falling below 90%. 
REITs have shown access to capital markets, are strong sponsors, and have largely taken impairments to asset 
values that private players are still working through. A financially stable sponsor can afford to spend CapEx 
dollars to build out a tenant's space, which may be luring tenants to these buildings. Same goes for buildings 
with high vacancy rates - if tenants are concerned about a landlord's ability to cover debt service they may wish 
to partner with an operator who is less 'stressed.'" 
 
Steven Sandler, CEO of Rye, NY-based Crosswind Capital and a regular contributor to Watch List, said just 
looking at occupancy numbers for the most occupied could be misleading, but tell a dire story for those on the 
bottom. 
 
"Occupancy is the most easily manipulated number in the landlord's arsenal, and you need to closely examine 
the actual rent roll to unearth the truth," Sandler said. "Let's face it: as any college kid with a backpack on a 
summer trip through Europe knows: 'a place to crash for free, is better than a place you have to pay for.' 
Commercial tenants are no different." 
 
But Sandler added, "As long as borrower's can grab enough tenant share to keep their assets above water, then 
that further disconnects the bid/ask spread for commercial properties at the top level. However, this is a game 
that eventually the truly impaired borrowers will lose." 
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Additional industry analysis and comments follow. 

Difficult To Climb Out Of A Hole 

I think there are several things in play, but it all comes down to what a particular building's advantages are, 
relative to competing buildings. Everyone knows that real estate is about location, location, location. For those 
buildings in a desirable location that are well maintained, landlords could previously use this advantage to raise 
their rental rate and obtain a premium rate over other buildings. As the economy has soured, almost all landlords 
have had to drop rates and offer incentives to attract new tenants. In the current market environment, those 
same buildings in a desirable location have been able to drop their rates and offer other incentives as necessary 
(like everyone else) but they have an inherent location advantage to attract business which makes them appear 
to be a better deal than in years past relative to their competition. 
 
Building owners need to use this knowledge to their advantage by keeping vigilant with regards to building 
expenses without letting the image or quality of their building decay. A good asset manager and property 
manager are crucial in this environment. In my opinion, we're still in the early innings of this down cycle, and it's 
very difficult to climb back up from that hole if you let your property slip. 

Joe Farr, Asset Manager, BGK Group, Santa Fe, NM 

Cash Flow Is Key 

We have found [it to be true] that re-tenanting a completely vacant building is a very difficult. Many of the 80% 
and above occupancy buildings have a much easier time leasing because they have cash flow that can be used 
to add/renew/expand tenants. 

Andrew V. Farbman, President & CEO, Farbman Group/NAI Farbman, Southfield, MI 

Prone To 'Who Is In Charge' Problem 

It would infer to me that tenants are doing what they normally do in such environmentsé a "flight to quality" 
occurs. Tenants cannot have a diminution in buildings services; it adversely impacts their profitability. "Stressed" 
landlords (those with high vacancies) cannot afford tenant improvements, commissions, ordinary repairs, etc. 
Thus, tenants vacate. Relatedly, "strong landlords" are those with "core props." (The joke today is a "core 
property" is a property with paying tenants). Such landlords can "afford" temporary rent concessions as is now 
occurring. Tenants need landlords who can fully operate their buildings to be successful in their businesses. In 
addition, vacant buildings are also prone to the "who is in charge problem" (Owner? Lender? Special servicer?). 
When repair work needs to be done, if things are not repaired expeditiously, tenants often take the "right to exit 
clause" as an escape mechanism. 

Dennis Duffy, MAI, Principal/CEO, RCDH & Co., Washington, DC 

The Importance Of Tenant Retention 

In order to retain these tenants, rent concessions have been quite significant. Most landlords understand the 
importance of tenant retention in a down market like this since tenant velocity in the market is down significantly 
making it difficult to attract a new tenant. In cases where there are tenants in the market, it appears that a flight 
to quality is a factor here since some tenants can improve space without significant increases in rent. There are 
tenants out there looking for the absolute cheapest rent but with rents down across the board, the relative value 
falls to the higher quality buildings. 

Richard G. Brace, Jr., CFA, Director, AEW Capital Management, Boston, MA 

Low Occupancy Bldgs Need Debt Restructuring To Reach Equilibrium 

The story is that, in poor markets (for landlords), tenants that are looking for space find that they can upgrade to 
better buildings for the same price they were paying for lesser quality buildings, and owners of better quality 
buildings with higher occupancy have better access to capital to lure tenants (perhaps even pay lease breakage 
costs) and pay for tenant improvements and leasing commission to bring in the new tenants and give them the 
space configurations they want. The higher occupied buildings are also buildings that most likely have better 
credit quality tenants in the first place, so are probably retaining tenants in a market where lesser quality 
buildings with higher risks tenants are losing them. 
 
Conversely, I would assume that buildings facing vacancy rates of 20% + in a good economy are either inferior in 
location, quality or condition to those able to fill their space, and have tenants with lower average credit quality. 
Most likely they are losing more tenant space to bankruptcy, downsizing, etc. than the better quality buildings, 
and finding that their better quality tenants are being lured up to the better buildings. 
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Equilibrium will be reached when the lesser quality buildings can compete on price with the better quality 
buildings, which may require the debt securing those buildings to be recast as NOI gets hit. 

Michael McGoey, President, Stonehouse Capital Inc., Montclair, NJ 

Trend Won't Be Long Lasting 

I don't think it is a long lasting anomaly. Job losses are still occurring, so less space is needed. Alternative 
workplace is also cutting demand. As the weak buildings are foreclosed and recapitalized, they will offer lower 
rents and steal tenants from their neighbors. The deleveraging and fall in values will continue for years. Even the 
best buildings will be affected. 

Steven E. Marcussen, Executive Director, Cushman & Wakefield, Los Angeles, CA 

Trend Just Getting Started, Will Continue 

This is a trend that is going to continue and become more prevalent. Thus far, I believe this has a lot to do with 
tenants "trading up" as rents have declined (i.e.: move into the A building for the same rent you were paying in 
the B building). However the new trend developing is the existence of "zombie" buildings. As a rough rule of 
thumb, a building priced and leveraged at market levels during the boom is going to start running into troubles 
paying their IO [interest-only] loan when occupancy hits the low 80s. Once that happens, there is not enough 
cash to fund new leasing costs, services need to be cut and the owners just hang on. At that point the owners 
need to decide whether they invest new capital or not to lease up the building. Generally speaking, given 
declining rents and fundamentals along with higher cap rates, the owner does the math and realizes the building 
is worth less than the debt, so why reinvest. That gives you a zombie building. It's not broken enough to go back 
to the lender or justify a workout (yet), but not healthy enough to fund re-tenanting costs. In my opinion this is a 
trend that is just starting. 

David Moret, Vice President, Continental Real Estate Cos., Coral Gables, FL 

Creates Additional Pricing Pressure On Low-Occupancy Buildings 

I think that much of what we are seeing with the "have and have not" buildings is based upon office rents falling 
and tenants seeking out the best alternative buildings in the market. Obviously, in each CBD there are those 
buildings that are the high image/high desirability buildings and these buildings tend to fare better than the others 
in the market in all economic conditions. What I mean by all of this is that those tenants that were in less 
occupied buildings, assuming that they have the leverage of square footage occupied and credit strength, can 
now move to those high image/high desirability buildings for a discount and many are doing just that. 
 
With regard to the investment market, I think that this will create additional bargains on those buildings losing 
tenants. When purchasing on current cash flow, these buildings will trade at a lower price and those investors 
with a long-term outlook will have the opportunity to buy low and aggressively market these buildings when the 
market swings back. 
 
With regard to the general attitude of building owners being affected by seeing some buildings faring well ï while 
I think this may occur in some situations, I think that the majority of building owners in most markets are fighting 
hard to retain tenants and attract new ones. I think that those savvy owners understand that "looking over the 
fence" at other buildings faring well is all fine and good, but at the end of the day in this market each building 
must be willing to compete. Those owners without the propensity to negotiate aggressively should find 
themselves in the negative absorption category in short order. 

Bradley D. Larson, Senior Account Executive, Partners National Real Estate Group, Dallas, TX 

Underwriting Purchases With Below Market Rents 

I would look for a possible explanation based upon the timing of the building's last sale and the loan to 
acquisition cost. Higher vacancy may be explained by the owner holding out for higher lease rates to service 
debt of a recent transaction. If the building owner is handcuffed to a lease rate in order to make monthly debt 
service, tenants are going to seek a location where rent can be negotiated. I think what we have seen is a lack of 
owner liquidity to service debt without rental income. Instead of hope, lack of liquidity may lead to despair for an 
owner realizing that they cannot lower new leases to competitive rates and make their debt payments. 
 
Underwriting and transactions will be based upon in place and current income. There is no reason to expect a 
bump in lease rates with the economy in the downward spiral it is currently experiencing. In fact, many buyers 
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may underwrite purchases with lease rates below the current market rates. In many cases, to increase 
occupancy owners will have to settle for lower lease rates, causing building value to fall as NOI drops. 

Peter Maclennan, Commercial Mortgage Lender, Owens Financial Group, Inc., Walnut Creek, CA 

A Death Spiral 

The flight to quality is exacerbated when building maintenance and services are impaired by lack of capital. In 
addition the buildings experiencing "sky rocketing" vacancy are probably over leveraged; the mortgage in default 
or about to be. In this situation management is preparing to flee the sinking ship, as a result tenant services 
suffer which further damages tenant retention. Also, new leases and renewals that require tenant improvement 
expenditures cannot be signed for lack of capital; instead existing space is leased with minimal tenant 
improvement cost at lower rents further damaging the property's value, prestige and position in the market. It is 
the natural cycle which can only be changed by infusing capital or reducing leverage or debt service cost thus 
extending the ownership holding period. Otherwise the situation becomes a death spiral. That is why most "A" 
buildings are owned by investors vs operators. Capital talksé 

Greg E. Schecher, Managing Director, Commercial Borrower Advisory Group, LLC, Boca Raton, FL 

Better Capitalized A Better Draw 

I do believe the market occupancies are seeing the difference between the haves and have nots. Those owners 
that are well capitalized have the ability to offer and fund concessions and all the other things that attract tenant 
or retain tenants. In addition the better capitalized in my experience attract the better capitalized tenants. 

Everett Strand MAI, Nicollet Partners, Inc., Minneapolis, MN 

Tenant Mix Could Be The Key, Part I 

That would be the case with my properties. It is real and I would say maybe the office tenant mix was one key 
factor. Other tenants wanted to be near other successful businesses and amenities in the area. In Las Vegas, we 
have building after building that are 80% vacant. What happened in Las Vegas may be different than what 
happened elsewhere. We had a big boom, and new office buildings popped up everywhere. The recession came 
while these buildings were still under construction. Once the recession came, we could not fill them. My office 
buildings are in the financial district and near all the amenities and it is real estate 101, location, location, 
location. The new buildings are in new growth areas and now, those are the areas with the highest foreclosures 
rates also. So the area cannot support the services and there is no need for office space in those areas. 

Susan Russell, Director of Leasing, RAM (Real Estate Asset Management), Las Vegas, NV 

Tenant Mix Could Be The Key, Part Ii 

It probably has more to do with tenant diversification more than anything else. I have seen suburban office 
buildings with a large concentration of real estate-related tenants go from 100% occupied to vacant in a few 
short months. At the same time, attorneys, CPA's and medical office intensive buildings have remained strongly 
occupied. The suburban seems to be doing better than the urban. 

Scott Voltz, MAI, Appraiser, Santa Clarita, CA 

Smaller Tenants 

Certain buildings have gained market share over other buildings. This gain could be due to price cutting; tenants 
upgrading to better buildings, views or build outs; and buildings that can accommodate smaller tenants which 
proliferate in downturns. 

Jeffrey Palmer, PMI Properties, Los Angeles, CA 

Luck Of Location 

Buildings with better tenant mix consisting of local service providers will maintain better occupancy through down 
cycles. I would say luck of location and business industry of tenants drives the occupancy. 

Suzanne Saunders, Grandbridge Real Estate Capital, Houston, TX 

In A Tough Position 

My assumption is that the properties with occupancy levels of 80% or higher at the beginning of the recession 
enjoy advantages of location, quality and/or management. As the economy deteriorated, these advantages 
became more pronounced. Conversely, the ñweakerò, less occupied buildings problems also became more 
pronounced. Tenants needing to relocate or occupy more space made the decision, consciously or not, to 
gravitate to the superior properties. I donôt believe that most owners with any level of sophistication would look at 
the well performing properties without weighing the entire market occupancy. Most sellers that currently have 
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their properties on the market are in a tough position brought about by financing issues that are not going away 
or vacancy issues because of tenant financial problems. Over the next several months the bid/ask spreads will 
probably decline along with overall property values. 

Tim House, Managing Director, Sperry Van Ness | Team Southwest, Albuquerque, NM 

Buy from 'Distressed Owners,' Not 'Distressed Assets' 

My gut tells me the answer to your first question can be found in "Origins of Species" (Darwin, 1859). Survival of 
the fittest...people/business gravitate towards success, therefore the buildings with either the strongest 
companies (or prettiest fascias) will attract other companies. Why does NYC have such a stranglehold on 
financial services business..."success breeds success?". 
 
Long story short, I think you see too many commercial real estate investors/brokers/appraisers inherently 
assume there is a balance in supply/demand when they value properties, but what if we just have too much 
supply? Traditional valuation, even if correctly based on actual income and not proforma's, must be adjusted to 
compensate for the limited real demand. This is why the cliche today is to purchase assets from "distressed 
owners"...not to purchase "distressed assets". A distressed asset today could very well be a dead/extinct asseté 

Ryan Birtel, Partner Structured Finance and Risk Management, Capital Opportunity Partners, Charlotte, NC 
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Taubman Centers Letting Atlantic City Pier Shops Go Back to Lender 
By: Sasha M. Pardy 
Upscale mall REIT, Taubman Centers has written down the book values of The Pier Shops at Caesars in Atlantic 
City and Regency Square in Richmond, VA, and said it was discontinuing making debt payments on The Pier 
Shops, as well. 
 
"We've invested a significant amount of time and capital in these two properties," said Robert Taubman, 
chairman, president and CEO of Taubman. "Unfortunately, the current economic environment has worked 
against our best efforts. It's important to note that these properties generate less than two percent of our net 
operating income." 
 
On The Pier Shops, Taubman said, "In the past year, traffic has not met expectations due to a weakened 
economy and the challenges of the significant new gaming competition in Pennsylvania. This is underscored by 
the recently released August gaming results." 
 
The Bloomfield Hills, MI-based company said that The Pier Shops' NOI could not cover the property's debt 
service on its $135 million mortgage and with no big hopes for the long-term prospects of the shopping center, 
the company commenced discussions with its lender. Specifically, Taubman is writing down The Pier's book 
value to only $52 million. Taubman said that to date, its investment in the 282,000-square-foot center, which 
opened in 2006, totals $35 million in cash. The company owns a 77.5% interest in and leases and manages The 
Pier Shops. 
 
Built in 1975, Regency Square is an 820,000-square-foot mall anchored by Macy's, JC Penney and Sears. The 
REIT acquired the Richmond mall in 1997 for $123.9 million. Regency Square is being written down $30 million; 
however, the company intends to continue making payments on its $74.5 million mortgage. 
 
To keep up on happenings and trends in retail real estate, subscribe to CoStar's Retail News Roundup, a weekly 
column covering retailer expansions and new concepts, store closings, bankruptcies, cutbacks, acquisition, 
mergers, sales. new shopping centers, personnel changes, and sustainability, for free via email by requesting to 
be added to the distribution list by contacting senior editor, Sasha Pardy. 
Follow this link to read the current column. 

Timeshares' Time Running Out at Marriott 
Marriott International Inc. plans to take impairment charges of approximately $760 million associated with its 
timeshare segment. Marriott is reducing both prices and development at its luxury fractional and residential 
resorts to accelerate cash flow. 
 
Specifically, the Bethesda, MD-based company is recording impairment charges of approximately $295 million 
associated with five luxury residential projects, $300 million associated with its nine North American luxury 
fractional projects, $95 million related to one North American timeshare project, and other charges overseas. 
 
Demand for the timeshare segment's luxury residential products was soft in 2008 and weakened further in 2009. 
Given this economic environment, Marriott expects to reduce residential prices, convert certain proposed 
projects to other uses, and sell some undeveloped land. 
 
Going forward, while Marriott expects to continue to license and manage luxury residential projects, it does not 
expect its timeshare segment to pursue new Marriott-funded residential development projects. 
 
Similar to luxury residential products, demand for luxury fractional units remains constrained by the weak 
economy and the significant supply of luxury residential real estate on the market. As a result, Marriott has 
decided to reduce prices of existing fractional units to accelerate sales and cash flow. The company will also sell 
a portion of its fractional inventory as part of the new portfolio membership program in Ritz-Carlton Destination 
Club. 
 

mailto:spardy@costar.com
http://www.costar.com/news/Article.aspx?id=EE7A6DE35A7F4B89A2140D5F38641A62


 

THE WATCH LIST NEWSLETTER 9 

 

Marriott has been lowering overhead, streamlining sales and marketing efforts and deferring introduction of new 
projects and development phases. 

Watch List Voice: A Devastating Blow for Rural Hotels 
The Business and Industry (B&I) Loan Guarantee program offered by the U.S. Department of Agriculture has 
been very popular for financing hotels in the rural areas as the program guarantee offers the lenders significantly 
reduced risk exposure. Many lenders sell the guaranteed portion in the secondary market thereby maintaining 
liquidity to re-lend again for new hotel loans. As an example a lender can use $5 million of capital to finance $25 
million of hotel loans in multiple transactions by selling the 80% guaranteed portion every time. 
 
The American Recovery and Reinvestment Act of 2009 (ARRA) has made available additional funds to the 
USDA until Sept. 15 of 2010. The B&I program has benefited greatly where the guarantee fee has been reduced 
to 1% and the loan guarantee has been increased to 90%. Now a lender can use the same $5 million to finance 
$50 million of hotel loans in many more transactions by selling the guaranteed portion. 
 
Unfortunately hotels with pools are now disqualified for the ARRA funds (Notice Vol. 74 No. 141 of July 24, 
2009). It is then expected that the lenders would naturally be persuaded to avoid financing hotels with pools in 
order to take advantage of the 90% guarantee while the ARRA funds are available. With credit markets lack of 
liquidity, losing the B&I would be a devastating blow to the hospitality industry. 

Ramin Mostaan, Principal and Founder, Scientific Capital Group Inc., Irvine, CA 
 

ADVERTISEMENT 
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Federal Reserve Puts Four More Banks on Notice 
The Board of Governors of the Federal Reserve System has entered into written agreements with four bank 
holding companies in the past week. Written agreements set a plan in place for financial institutions to restore 
and maintain financial soundness within 30 to 90 days. 
 
The four institutions are AmericanWest Bancorporation in Spokane, WA; Capitol Bancorp Ltd. in Lansing, MI; 
Community Bankshares Inc. in Cornelia, GA; and Orion Bancorp Inc. in Naples, FL. 
 
AmericanWest's written agreement with the Federal Reserve is similar to requirements imposed on it by other 
regulatory orders and agreements earlier in the year. Included in the agreement are initiatives to improve the 
bank's overall performance, such as increasing regulatory capital and reduce the amount of non-performing 
loans. 
 
Separately, AmericanWest also received written notice that its minimum bid price for its common stock had fallen 
to less than $1 for 30 consecutive business days and therefore was no longer in compliance with NASDAQ rules. 
The bank holding company has until March 15, 2010, to regain compliance. 
 
The bank holding company with $1.77 billion in assets has seen its loan loss reserves have been dwindling this 
year, down to $32.7 million as of June 30. During the same time, total non-performing assets (NPAs) and real 
estate owned (REO) properties have increased. It holds $159 million in NPA and REO assets, of which $24.8 
million was identified as related to commercial properties. 
 
Capitol Bancorp's agreement with the Fed provides for regulatory review of the company's strategic direction, 
the preservation of capital and cash resources, the development of contingency planning to address 
unanticipated capital needs, and the development of risk management practices. 
 
Capitol Bancorp is a $5.8 billion national community banking company, with a network of 17 separately chartered 
banks in as many states. It is the holder of the most individual bank charters in the country. The parent company 
listed control of some $355 million in nonperforming real estate assets at midyear, of which 2% ($102 million) 
was commercial real estate. 
 
Community Bankshares agreement with the Fed is designed to preserve its capital and cash resources. 
Community Bankshares controls three bank subsidiaries. 

 Community Bank and Trust - Alabama in Union Springs; 

 Community Bank and Trust - West Georgia in Lagrange; and 

 Community Bank & Trust in Cornelia 
 
The bank holding company controls $1.5 billion in total assets among the three banks as of mid year. Its troubled 
asset holdings totaled $164 million with $44 million related to commercial real estate properties. 
 
Orion Bancorp's agreement with the Fed focuses on strengthening the governance, oversight and management 
of its banking operations as well as ensure that its advertising, promotional, and investment "contain 
representations about the financial condition of bancorp or the bank are accurate, sufficiently complete, up-to-
date, and in compliance" with guidance on unfair or deceptive acts or practices by state-chartered banks. 
 
Orion Bancorp with $2.67 billion in assets is largely a residential lender in Southwest Florida. But its 
nonperforming assets include about $15 million in loans on nonresidential income-producing properties. 

Real Money: Capital Raisings, Property Financings 
CBL & Associates Properties Inc. closed the extension and modification of its $525 million secured line of 
credit, maintaining 100% lending capacity. The facility has been extended from February 2010 to February 2012, 
with an option to extend the maturity for one additional year. Wells Fargo Bank NA is the administrative agent 
under this facility. The company is also currently in documentation stages for the closing of the previously 
announced extension and modification of the full amount of its $560 million unsecured facility, which will convert 
to a secured facility over the new term. CBL anticipates closing the $560 million facility within 45 days. 
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Realogy Corp., a real estate and relocation services firm owned by Apollo Management, closed on a $515 
million second lien incremental term loan. Realogy expects the amount to be increased to $650 million, at 13.5% 
and priced at 100%, or par value, to mature in 2017. Realogy will issue $515 million today and an additional 
$135 million on a delayed draw basis on Oct. 9, 2009, subject to receipt of additional lender commitments for 
which there can be no assurances such commitments will be obtained. Realogy said it would use the proceeds 
to reduce borrowings on its $750 million revolver under its existing credit facility and refinance approximately 
$220 million of 11%/11.75% senior notes due 2014 from affiliates of Icahn Partners LP. The net effect of the 
transactions is that Realogy will immediately reduce its outstanding debt by approximately $70 million. 
 
Macerich paid off $446 million in term notes due in 2010. Capital used for the debt reduction was primarily from 
proceeds from joint venture sales ($275 million) and operating cash retained by reducing the dividend and 
paying 90% of the dividend in stock ($133 million). Macerich also closed an $85 million loan on Paradise Valley 
Mall in Phoenix, AZ. The loan on the previously unencumbered asset bears interest at a floating rate with the 
initial rate of 5.50%. The term of the loan is three years, extendable to five years at the company's election. After 
considering extensions and other loans committed but not yet closed, Macerich's remaining debt maturities for 
2009 are only $30 million and $269 million for 2010. All of these debt maturities are on secured property loans. 
 
Prime Group Realty Trust sold its membership interests in BHAC Capital IV LLC, an entity that owns 100% of 
Extended Stay Hotels Inc., to an affiliate of Prime Group's chairman. In connection with the transfer, Prime 
Group was released from its obligations under an $80 million loan from Citicorp USA Inc. 
 
White Oak Petroleum sold 36 Exxon branded gasoline station and convenience store properties primarily in 
Prince George's County, MD, for $49 million in a sale/leaseback transaction with Getty Realty Corp. The unitary 
triple net lease for the properties between White Oak Petroleum and Getty Realty Corp. has an initial term of 20 
years plus renewal options. The properties will continue to be operated under the Exxon brand by the existing 
independent dealers. White Oak Petroleum is an affiliate of DAG Enterprises Inc. 
 
Pregis Corp. in Deerfield, IL, is currently exploring opportunities to enter into sale leaseback transactions 
relating to five of our real estate properties. It would sell its properties in Plymouth, IN, (1411 Pidco Drive); 
Visalia, CA, (8201 W Elowin Court); and Glens Falls, NY, (18 Peck Ave.); plus two overseas properties. If all five 
deals go through, Pregis could receive net cash proceeds of $35 million to $40 million. It expects to use the 
proceeds for capital expenditures and other investments in assets or properties. 
 
Golden Fremont Inc. (d/b/a Marina Foods), a specialty Asian grocery store chain based in Fremont, CA 
received approximately $4 million in SBA financing under the SBA 504 energy efficiency loan program to build a 
new $9 million food market in Fremont. Golden Fremont received the financing after Partner Energy created an 
energy model to predict the new food market's potential energy consumption. The new 30,600 square-foot store, 
which will be designed following California's strict Title 24 energy efficiency requirements, was projected to utilize 
at least 10% less energy on a per square foot basis than a recently renovated food market currently occupied by 
the borrower. 
 
Blaine Convention Services obtained approximately $3 million in SBA financing under the SBA 504 energy 
efficiency loan program for the acquisition of a former metal plating factory in Brea, CA, in a transaction valued at 
approximately $8 million. The 107,000-square-foot building will be used as a new headquarters and warehouse 
for Blaine. Partner Energy has acted as advisor and demonstrated to the SBA that the new building is projected 
to be at least 10% more efficient than the space currently occupied by BCS. 

Local Closures & Layoffs 
 

Company Location 
Layoff or 
Closure 

# 
Impacted 

Impact 
Date 

JELD-WEN Inc. 
4000 E State Hwy 31, Corsicana, 
TX closure 84 11/13/2009 

kgb Operator Services Co. 5302 Avenue Q # 6,, Lubbock, TX unknown 78 11/21/2009 

Kalyn Siebert Trailers 1505 W Main St, Gatesville, TX unknown 35 11/22/2009 
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Unilever Food Solutions 8822 N 87th St, Milwaukee, WI closure 38 

11/13/2009 
(layoffs), 

12/31/2009 
(closure) 

Northern Engraving Corp. - Luxco 
Division 2135 Enterprise Ave, La Crosse, WI closure 26 11/30/2009 

Wiza 
S82 W18762-93 Gemini Dr, 
Muskego, WI closure 132 11/23/2009 

JTEKT Automotive Virginia Inc. 555 International Pky, Daleville, VA closure 250 1/14/2010 

Colgan Air Inc. 10677 Aviation Ln, Manassas, VA closure 29 11/13/2010 

General Electric Co. (GE) 2901 E Lake Rd, Erie, PA closure 1450 11/14/2009 

Riley Power 1420 Cascade St, Erie, PA closure 181 12/10/2009 

Sunshine Market Inc. 1492 Hwy 315, Plains, PA closure 148 11/16/2009 

Wiremold/Legrand 80 S Middlesex Rd, Calisle, PA closure 67 11/20/2009 

Red Bird West Mine (OhioAmerican 
Energy Inc.) 34 Kelley Way, Brilliant, OH layoff 115 11/14/2009 

Schneider National Carriers Inc. 8860 Wooster Pike Rd, Piketon, OH closure 57 11/17/2009 

Neff Manufacturing 639 Clymer Rd, Marysville, OH closure 88 12/31/2009 

Sonoco 425 Collins Blvd., Orrville, OH closure 81 1/15/2010 

The Andersons Inc. 3000 W. Elm St., Lima, OH closure 134 11/12/2009 

Pyramid Management Group, Inc. - 
Security Division 1 Walden Galleria, Buffalo, NY layoff 40 12/3/2009 

Penske Logistics Inc. 11 Terminal St, Albany, NY closure 81 12/23/2009 

Ramada JFK Hotel /Highgate 
Hotels, L.P. 

Building #144 Van Wyck 
Expressway, Jamaica, NY closure 187 12/1/2009 

Bombardier Transportation 71 Wall Street, Plattsburgh, NY layoff 200 12/21/2009 

World of Disney New York City 711 Fifth Ave, New York, NY closure 148 12/31/2009 

Raytel Cardiac Services Inc. DBA 
Philips Remote Cardiac Services 

1979 Marcus Avenue, Suite C101, 
Lake Success, NY closure 48 

12/18/2009 
(layoffs), 

1/29/2010 
(closure) 

ARAMARK Management Services 
LP 255 Lafayette Ave, Suffern, NY closure 77 11/1/2009 

Alan Ritchey Inc. 91 Heartland Blvd, Edgewood, NY closure 80 12/29/2009 

Tana Seybert LLC subsidiary of 
Cousins Printing LLC 525 West 52nd St, New York, NY closure 132 11/16/2009 

Eastman Kodak Manitou 2009-0079  2600 Manitou Rd, Rochester, NY layoff 72 11/24/2009 

11 Penn TV LLC 11 Penn Plaza, New York, NY layoff 16 12/1/2009 

Milford Plaza 700 8th Ave, New York, NY 
temporary 

closure 354 

12/12/2009 
(layoff), 

12/25/2009 
(closure) 

Pfeiffer Foods Division of T. 
Marzetti Co. 683 Lake St, Wilson, NY closure 154 

10/20/2009 
(layoffs), 

12/8/2009 
(closure) 

AIG Advisor Group - Brokerage 
Operations 

One World Financial Center, New 
York, NY layoff 41 12/9/2009 

Henkel Corp. 710 Ohio St, Buffalo, NY 
potential 

closure 16 9/29/2009 

Buckhorn Inc. 
545 Pearce Industrial Rd, 
Shelbyville, KY closure 88 11/15/2009 

Peabody Midwest Services LLC 
Francisco Surface Mine, County 
Road 850E, Francisco, IN closure 133 11/23/2009 

Verizon Business 11401 16th Ct N, St. Petersburg, FL layoff 21 11/15/2009 

 



 

THE WATCH LIST NEWSLETTER 13 

 

 
ADVERTISEMENT 

 

Loan Maturities 
The following is a weekly feature from CoStar Group of commercial real estate properties on which the loans 
backing the property are approaching their loan maturity date. The information is a valuable source of leads on 
potential refinancing or property sale or servicing opportunities. The information for these listings comes from 
collateral and loan information filed as part of the loans inclusions in a commercial mortgage backed securities 
offerings. 
 

Property Address 
Property 
Type End Bal. 

Mat. 
Date 

Note 
Rate 

Sports Authority 7360 West Bell Road, Glendale, AZ Retail $2,926,480 11/1/2009 8.17% 

Rite Aid Pharmacy 
24330 El Toro Road Clemmens, 
Laguna Woods, CA Retail $2,168,473 11/3/2009 8.32% 

Torrey Pines Village 
Apartments 

8929 8933 8939 8943 8945 & 8949 
Lombard Place, San Diego, CA Multifamily $3,837,983 11/1/2009 7.50% 

Jabil Circuit Building 
30 - 32 Great Oaks Blvd., San Jose, 
CA Industrial $16,854,731 12/1/2009 8.38% 

QuadraMed Building 22 Pelican Way, San Rafael, CA Office $5,291,588 1/1/2010 8.62% 

Norwalk Distribution 
Center 

11204 Norwalk Boulevard, Santa Fe 
Springs, CA Industrial $12,542,397 12/1/2009 8.52% 

Baycenter Commerce 
8030 8032 & 8036 Phillips Highway, 
Jacksonville, FL Industrial $4,624,935 1/1/2010 8.37% 

Eckerd Drug Store 
6170 Lakeland Highland Road, 
Lakeland, FL Retail $1,028,330 1/1/2010 7.75% 

JC Penney Credit 
Processing Ctr 

140 Wekiva Springs Road, 
Longwood, FL Office $4,537,228 1/1/2010 8.40% 




