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Cross Border Real Estate Investments May Have Hit Bottom 
Chinese, Germans, Israeli Investors Among the First To Start Eyeing U.S. Properties 

While there has been a noteworthy downward trend in cross-border investment in the Americas since the 
beginning of the economic crisis, new activity is springing optimism that foreign investors are increasing their 
interest and preparing now for a re-entry into the Americas next year, according to Jones Lang LaSalle's 
International Capital Group at a presentation this past at the Expo Real show in Munich, Germany. 
 
For the first half of 2009, global investment transaction volumes netted just $76 billion. The United States 
experienced the largest declineðfalling by 77% year-over-year. Japan surpassed the United States and United 
Kingdom as the most active investor region with $15 billion in transactions in the first half of 2009. The United 
States was a close second at $14 billion, followed by the United Kingdom with $11 billion. 
 
But the U.S. situation may be improving based on recent news and deals. 
 
China Investment Corp., a $200 billion sovereign fund based in Beijing, last month agreed to invest up to $1 
billion with Los Angeles-based private equity fund Oaktree Capital to buy distressed U.S. assets ranging from 
real estate to infrastructure. China Investment Corp. is also reportedly weighing putting equal amounts into two 
other U.S. for the same purpose. 
 
Action is coming from other countries as well. 
 
"In the last two months, we've seen German and Asian investors increase their interest in U.S. investment," said 
Steve Collins, managing director of Jones Lang LaSalle's International Capital Group. "Several stateside closings 
also are providing some early encouragement that foreign investors are slowing rising off the sidelines for the 
right opportunities in the best markets." 
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"Right now, the coastal markets such as New York, [Washington, DC], and San Francisco are drawing interest 
from a select few foreign investors bidding and winning on off-market investments today," Collins added. "It 
seems the German open- and close-end funds and the Asian development companies are getting ready for an 
investment push in first quarter 2010." 
 
Also just this week one of Israel's largest holding company, The IDB Group, agreed to purchase the 452 Fifth 
Avenue Tower, HSBC's U.S. headquarters, for $330 million in an all-cash deal. IDB signed on a New York-based 
partner Joe Cayre, chairman of Midtown Equities, in the deal that is expected to close early next year. Under the 
terms of the agreement, HSBC will lease back floors one to 11 for a 10-year term, as well as other parts of the 
building over a one-year term. The 29-story 452 5th Ave Tower is comprised of approximately 865,000 square 
feet. 
 
Stateside investment activity started increasing in late summer, according to Jones Lang LaSalle. Notable 
transactions included the largest U.S. transaction to date in the sale of Worldwide Plaza at 825 Eighth Ave. in 
Manhattan. Local owner/operator George Comfort & Sons bought the former Macklowe property for $605 million 
in a joint venture with RCG Longview. Macklowe paid $1.7 for the previously fully leased building in 2007. The 
purchase reflects a net initial yield of 6.3% on what is now a 40% vacant building. If and when the building 
becomes fully stabilized in three or four years, the yield will likely be closer to 12%. It is widely believed in the 
market that the purchaser has new tenants lined up already. 
 
The other significant deal was also in Manhattan: SL Green's sale of its 49.5% interest in 485 Lexington to a joint 
venture between Gilmore USA and Optibase Ltd (an Israeli technology company). The joint venture paid a little 
less than $21 million and assumed the $450 million of existing debt on the building. This is Optibase's first real 
estate purchase in North America as it attempts to diversify its portfolio by investing in commercial real estate. 
Once the transaction closes, the joint venture reportedly plans to provide SL Green with a $20 million loan 
secured by an SL Green pledge to sell an additional 49.5% stake. 
 
A little farther down the East Coast in Washington, DC, the large public REIT Vornado sold 1999 K St. NW to 
Deka's Open Ended Fund for $208 million in the largest DC property transaction this year. The property, 
designed by Helmut Jahn, was completed just last month and is leased to the law firm Mayer Brown for 15 years. 
The purchase price equates to $830 per square foot. The last building to trade at such a high level was 2099 
Pennsylvania Ave. NW, a Jones Lang LaSalle brokered and closed in April of 2008 that set a high watermark for 
DC office transactions at $867/square foot. 
 
Another trophy DC market transaction was Credit Suisse's purchase of 1099 New York Ave. NW from Tishman 
Speyer. It reportedly traded at a 7.4% for $90.5 million ($517/square foot). The building is 61% leased with a 
major law firm as the anchor tenant. Invesco was also active in D.C. and purchased the newly redeveloped 
headquarters for the Immigration and Customs Enforcement agency from Prudential Real Estate Investors for 
$153.6 million. The nearly 500,000-square-foot deal was all cash; however its non-core location yielded only 
$310/square foot. 

Ch. 11 Plan Contemplates Sale of Trump Casino in Atlantic City 
Trump Entertainment Resorts has filed a modified Chapter 11 reorganization plan that contemplates the possible 
sale of the Trump Marina Hotel Casino in Atlantic City, NJ, to Coastal Marina LLC/Coastal Development LLC for 
$75 million, less $17 million in deposits. A sale would end litigation in Florida in which Coastal was seeking 
refund of the $17 million deposit. 
 
It still may not be a done deal, though. The plan also provides for the possibility of higher and better offers or a 
credit bid by Beal Bank in the event of a Marina sale. The plan provides the first lien lenders with cash proceeds 
from any Marina sale, the ability to credit bid for the Trump Marina in the event of a Marina sale, $125 million of 
proceeds from the rights offering and new debt but with a shorter maturity date and a lower principal balance at 
an interest rate and other terms that Beal Bank has determined to be acceptable under the plan. 
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ADVERTISING 

 

Few Winning Office Markets in the Third Quarter 
The U.S. office market ended the third quarter of 2009 with a vacancy rate of 13%. The vacancy rate was up 400 
basis points from the previous quarter of 12.6%. 
 
CoStar Group tracks both available and vacant space and the discrepancy between the two has been growing 
increasingly wider since 2006. At the start of 2006, there was an approximately 100 basis point spread between 
the two. Today, that spread is more than 330 basis points with the total availability of office space now hitting 
16.3% in the major U.S. office markets. 
 
Net absorption year-to-date has totaled a negative 48.2 million square feet. Of the 63 major office markets for 
which CoStar publishes a quarterly market report, 38 recorded negative net absorption during the third quarter -- 
that was four fewer than in the previous quarter. 
 
Net absorption in the central business districts was a negative 3.9 million square feet in the third quarter 2009. 
That compares to a negative 3.5 million in the second quarter 2009, and a negative 10.4 million in the first 
quarter 2009. 
 
Net absorption for the suburban markets was a negative 10.8 million square feet in the third quarter 2009. That 
compares to negative 8.2 million in second quarter 2009 and a negative 11.4 million. The overall vacancy rate in 
U.S.ôs central business district at the end of the third quarter 2009 increased to 11.1% up from 10.7% in the 
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previous quarter. The vacancy rate in the suburban markets increased to 13.6% in the third quarter up from 
13.2% in the second quarter. 
 
The quarter was not stellar for many markets, but a handful of markets consistently showed up at or near the 
bottom on number of indicators this past quarters. The consistently worst performing markets were as follows. 
 
Palm Beach County, FL, had one of the highest vacancy rates in the country at 17.8%; the availability rate was 
21.1% (that was 240 basis points higher than in the previous quarter); net absorption was a negative 477,000 
square feet, compared to positive absorption in the previous quarter. 
 
Greenville/Spartanburg, SC, posted a vacancy rate of 12% and while that was lower than the national average, 
it was up significantly from 10.8% in the previous quarter. Its total availability rate jumped from 13.9% to 15.2%. 
Net absorption was a negative 182,000 square feet compared to positive net absorption in the previous quarter. 
 
Detroit continued to suffer from weakness in the U.S. automotive sector. Detroit's continued rise in vacancy and 
availability showed no signs of tapering off in the third quarter. Its vacancy rate stood at 17.3% and availability 
was 22.1%. 
 
Birmingham, AL, showed significant jumps in vacancy, availability and declines in net absorption. Its vacancy 
rate jumped from 10% to 11% and availability jumped to 13.6% from 12.4%. 
 
Jacksonville, FL, with a 15.8% vacancy rate was one of the weakest performing markets of comparable size 
posting a negative 657,000 square in net absorption and its vacancy rate jumped up from 14.7% because of that. 
 
Three local markets performed relatively well compared to the rest of the country. 
 
San Antonio, TX, posting nearly 570,000 square feet of positive net absorption in the third quarter saw its 
vacancy rate decrease from 11.6% to 11%. Its availability rate also fell from 13.7% to 13.5%. 
 
Its cross-state neighbor, Austin, also posted positive net absorption of 577,000 square feet and its vacancy rate 
dropped from 15% to 14.8%. Its availability rate was stable at about 18%. 
 
Richmond, VA, saw its vacancy rate fall to 10% one of the five lowest in the country. The market posted positive 
net absorption of 168,000 square feet. However, its availability rate jumped up from 12% to 13.2%. 

Weak Hotel Performance Fuels Rise in Mortgage Defaults 
By: Randyl Drummer 
As expected, the late-summer pause in the climbing number of borrowers who are defaulting on their securitized 
commercial real estate loans appears to be over. Weakness in the battered hospitality sector is fueling more 
delinquencies and defaults on commercial-backed mortgage securities (CMBS) and collateralized debt 
obligations (CDOs), which resumed their rise in September. And with no relief in sight for income-depleted hotels 
and resorts, defaults will likely climb higher still in coming months, according to new reports by Fitch Ratings and 
Moody's Investors Service. 
 
CMBS delinquencies surged by a record amount in September, ending the month at 3.64%, according to 
Moody's. Fitch reported that CDO defaults increased sharply to 8.7% last month from 7.5% in August.  
 
Problem loans backed by distressed hotel, resort and casino properties are driving the increases in both CMBS 
and asset-backed CDOs, a type of structured security collateralized by the fixed income of the underlying 
property. While Las Vegas has received much of the media attention, these hotel delinquencies and foreclosures 
are occurring in projects and portfolios across the U.S., including the 681-property Extended Stay America chain, 
which declared bankruptcy over the summer. 
 
In another report, Credit Suisse said installments on $22.4 billion of commercial real estate mortgages became at 
least 60 days late in September as borrowers failed to make debt payments -- a 600% increase from $3.2 billion 
a year earlier.  

mailto:rdrummer@costar.com
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Defaults and foreclosures and resulting losses on deteriorating commercial real estate loans are the biggest 
threat to U.S. banks, the Federal Deposit Insurance Corp (FDIC) and other federal regulators have been saying 
since late last month, most recently in testimony Wednesday before Congress.  
 
Underscoring the problem is the 27 CDO loan interests that became newly delinquent by the end of September, 
resulting in "a substantial increase" in the overall number of delinquent loans following two months of declines, 
Fitch reported.  
 
The Fitch CREL/CDO Delinquency Index increased to 8.7% last month from 7.5% in August -- more than triple 
the index at the same time a year ago, said Fitch Senior Director Karen Trebach. Thirty-two of the 35 Fitch-rated 
CREL CDOs reported defaults in September, with rates ranging from 1.1% to 35.4%. Moreover, a total of 12 
CREL/CDOs were failing at least one overcollateralization test in September, one higher than August. 
 
New CREL/CDO delinquencies this past month included eight loans secured by office properties, six loans 
backed by land and projects under construction and nine loan interests for hospitality properties, including eight 
CDOs relating to a single loan by embattled casino developer and operator Resorts International. 
 
Meanwhile, Moody's said CMBS delinquencies surged by a record amount in September, with the latest CMBS 
Delinquency Tracker (DQT) recording an aggregate rate of 3.64% among U.S. CMBS conduit and fusion loans 
at the end of September. By comparison, the DQT was 0.54% a year ago and is now 342 basis points above the 
low of 0.22% measured in July 2007. During September, the tracker rose 41 bps from August's 3.23% rate, the 
largest monthly change in the history of the tracker. 
 
"After tapering off for two months, the delinquency tracker appears to have resumed an upward trend as 
expected," says Moody's Managing Director Nick Levidy. "The delinquency rate is likely to continue moving 
higher over the next several months as troubles compound in the commercial real estate sector."  
 
A separate report from Fitch on CMBS roughly mirrored the Moody's numbers, with hotel defaults lifting the 
delinquency rate to 3.58% in September, according to the rating agency's latest Loan Delinquency Index results.  
 
<h4>Hotels: Still Hurting</h4> 
With the recent spate of hotel failures, the hospitality sector now leads as the property type with the largest 
proportion of CMBS delinquencies at 5.83%, according to Fitch. Delinquent hotel loans also now make up nearly 
20% of all delinquencies in the CREL index -- and the numbers are likely to get worse before they get better. 
 
"With hotel properties likely to suffer the highest peak-to-trough income declines, Fitch expects the proportion of 
delinquent hospitality loans in CREL CDOs to rise in the near term," Trebach said. 
 
Late payments on subordinate interests in the loan to Atlantic City, NJ-based Resorts International contributed 
47 bps to the rise in CDO delinquencies. Fitch said defaults in large, highly syndicated loans often affects 
multiple CDOs, and the Resorts International loan, with interests contributed to eight different CDOs, is now over 
60 days delinquent.  
 
Some 26 CMBS loans totaling $1.1 billion become newly delinquent in September. The largest of the new 
defaults was a $587.7 million note corresponding to the $4.1 billion portfolio loan to Extended Stay America, 
which filed for Chapter 11 bankruptcy on June 15. The loan is collateralized by 681 hotels across 42 states. 
 
September delinquencies by Resorts International also included a $207.9 million CMBS loan for a portfolio of 
three cash-starved hotel and gaming properties in two states. The Maui Prince Resort, which defaulted on a 
$192.5 million mortgage and went into receivership last month after being purchased by Morgan Stanley and 
Hawaiian investors for $575 million in 2007, is an example of the extent to which hotel performance 
fundamentals have been hammered by the economy -- especially properties underwritten at the top of the 
market with a stable cash flow when the loans were issued, Fitch said. 
 
"The recent surge in hotel defaults is consistent with Fitch's view that hotel property values will decline by as 
much as 50% from peak levels," said Susan Merrick, Fitch managing director and head of the U.S. CMBS group. 
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"While budget hotels have fared best during the downturn, continued pressure on the luxury, resort, and gaming 
sub-sectors will likely push lodging delinquencies to approximately double that of the other property types." 
 
The hotel sector also posted the largest increase among the five property types tracked by the Moody's 
delinquency index in September, resuming its climb after a small decline the previous month with a 79-bp 
increase to a 4.97% rate. The multifamily sector posted the second largest increase, rising 58 bp to a level of 
6.09%, the highest of any property type. 
 
Retail properties had a 34 bp increase to 3.76%, industrial saw delinquency rates gain 21 points to 2.67%, and 
office properties increased 29 points to 2.30%. Four of the top ten largest newly delinquent loans are backed by 
office properties. 

Defunct 1031 Exchange Facilitator Going to Jail 
Donald McGhan, owner of the defunct Nevada real estate exchange company, Southwest Exchange Inc., was 
sentenced to 10 years in prison this past week by U.S. District Judge Philip M. Pro. 
 
The sentencing closes another high profile 1031 tax exchange fraud case. Southwest Exchange was a "qualified 
intermediary," an independent party operated to facilitate tax-deferred exchanges of real estate. An individual 
could defer tax liability from the sale of real property if the individual used a qualified intermediary such as 
Southwest Exchange to hold the proceeds of the sale in trust and purchased a like-kind real property within six 
months. 
 
McGhan purchased Southwest Exchange with the intent to use $109 million in client money held in trust to buy 
certain businesses. Within two weeks, McGhan transferred more than $40 million from Southwest Exchange's 
investment account at Smith Barney to McGhan-affiliated entities, purportedly as loans to enable McGhan to 
purchase the French breast implant manufacturing company, Eurosilicone. 
 
McGhan continued to loan money from Southwest Exchange's investment account to his entities in connection 
with the purchase of Eurosilicone and other entities. McGhan intentionally and fraudulently withheld information 
from potential Southwest Exchange clients that he had been lending Southwest Exchange monies to entities to 
purchase Eurosilicone and other companies. McGhan also deceived clients into believing he was operating 
Southwest Exchange consistently with the terms of its contracts with its customers, and that Southwest 
Exchange would be able to fund its clients' purchases of replacement properties. 
 
While McGhan was operating Southwest Exchange, he bought two other exchange companies, one in California 
and one in Idaho. McGhan similarly took money from these companies. 
 
In all, McGhan defrauded 134 victims of approximately $97.45 million. As part of his sentencing, he was ordered 
to pay restitution in that amount to those victims. 
 
McGhan, 75, currently a resident of Texas, pleaded guilty to four counts of wire fraud on June 8. McGhan was 
permitted to self-report to federal prison by Nov. 4. 
 
The case was investigated by the FBI and prosecuted by Assistant United States Attorney Daniel R. Schiess. 
The Nevada Attorney General's Office also contributed to the investigation and prosecution of the case. 
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Blackstone Buying Busch's Entertainment Parks 
Anheuser-Busch InBev agreed to sell its entertainment business to Blackstone Capital Partners V LP for up to 
$2.7 billion. The purchase price will be comprised of a cash payment at closing of $2.3 billion and a right to 
participate in Blackstone's return on its initial investment capped at $400 million. 
 
Blackstone will acquire Anheuser-Busch InBev's wholly owned subsidiary, Busch Entertainment Corp., the 
second largest entertainment park operator in the U.S. It operates 10 entertainment parks including three 
SeaWorld parks in Orlando, San Antonio and San Diego, two Busch Gardens parks in Tampa and Williamsburg 
and other family entertainment attractions in Orlando, Tampa, Williamsburg and Langhorne, PA. 
 
Debt financing for the acquisition will be comprised of senior secured credit facilities and mezzanine debt. The 
senior credit facilities will be provided by BofA Merrill Lynch, Barclays Capital, Deutsche Bank Securities Inc., 
Goldman Sachs Loan Partners and Mizuho Corporate Bank Ltd. The mezzanine financing is being provided by 
Goldman Sachs Mezzanine Partners and funds managed by GSO Capital Partners LP. 

Pontiac Silverdome Up for Auction 
After years of delays, busted deals and millions of dollars of costs for Pontiac, MI, the city is now trying to fast 
track the sale of the former Detroit Lions home field, the Silverdome and 127 surrounding acres. Williams & 
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Williams, a Tulsa, OK-based auction house, in partnership with CB Richard Ellis is accepting sealed bids through 
Nov. 12th, 4pm EST. 
 
At that time, the city of Pontiac, in its sole discretion, may declare the high bidder the winner and end the auction. 
Or, the city may elect to invite no more than the top five high bidders to a live "best and final" outcry auction to be 
held Nov. 16. 
 
The Pontiac Silverdome is an 80,300-seat stadium built at a cost of $55.7 million, the dome was the largest 
arena in the National Football league when it opened in 1975. 
 
"What's important for bidders to realize is that this is not just a large site," said Fred Leeb, Pontiac's emergency 
financial manager. "This is a prominent location and it is in a city that will do all it can do to welcome business 
and foster a new way of operating in the state of Michigan. Oakland County is ranked the fourth most affluent 
county in the U.S., featuring the wealthy townships of Bloomfield Hills, Birmingham and Royal Oak. The 
Silverdome is next to major thoroughfares such as I-75, M-59, University Drive and Woodward Avenue; all 
pluses for new owners." 

Sunrise Agrees To Sale of 21 Communities 
Sunrise Senior Living Inc. agreed to sell 21 wholly owned assisted living communities, in 11 states, to an affiliate 
of Brookdale Senior Living Inc. for $204 million. 
 
The portfolio has a total of 1,389 units, comprised of 92 independent living units, 876 assisted living units and 
421 Alzheimer's units. The communities are in 11 states -- California, Colorado, Connecticut (2), Georgia, 
Indiana (4), Michigan, New Mexico, North Carolina, Ohio (6), Pennsylvania (2) and Virginia. 
 
"Many of these communities are in markets where we have either built or are building a continuum network," said 
Bill Sheriff, CEO of Brookdale Senior Living. "We see significant upside potential in these assets and expect to 
leverage the full resources of Brookdale to quickly add operating and marketing support as well as introduce our 
array of ancillary services. In fact, over 80% of the units are in markets that we can immediately serve with 
therapy and 55% with home health. We expect that the transaction will be accretive beginning in 2010." 
 
At closing, Sunrise is expected to receive approximately $60 million in proceeds. However, before it can use the 
money, Sunrise has to repay a portion of its outstanding bank credit facility. 
 
Sunrise expects to record an impairment charge of approximately $7 million in the third quarter to write down five 
of the 21 communities to fair value. The company expects to record a gain on the sale of real estate of 
approximately $50 million upon closing. 
 
"This is another important step in our restructuring process and provides us with needed funds to pay down our 
bank line and with additional working capital," said Mark Ordan, Sunrise's CEO. 
 
Brookdale has deposited $5 million into escrow toward the purchase price. The closing date is currently 
scheduled for Nov 16. 
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Asarco Finds Buyer for Environmentally Tainted Property 
Asarco LLC and Environmental Liability Transfer Inc. (ELT) completed an environmental liability transfer 
transaction that included ELT purchasing the real estate for $5.1 million. The transaction, the second between 
ELT and Asarco, has paved the way for the copper company to receive a release from all remediation 
responsibilities via liability transference to ELT and a settlement agreement with the New Jersey Department of 
Environmental Protection (NJDEP). 
 
At closing, ELT entered into a consent order with NJDEP and has assumed specified remedial obligations. In 
addition, ELT was obligated to meet NJDEP's financial assurance requirements of $8 million plus ELT has 
purchased a cost cap insurance policy for the project. Judge Richard S. Schmidt of the U.S. Bankruptcy Court for 
the Southern District of Texas approved the transaction. 
 
"This transaction effectively removes a troubled property from the estate of Asarco, promotes the best interest of 
the creditors by ending ongoing remediation and litigation costs, has met with regulatory approval and will induce 
expedited cleanup and site redevelopment," said Randall Jostes, president & CEO of St. Louis based 
Environmental Liability Transfer. 
















