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What? Me Worry? 
Banks Seem Less Concerned About Their CRE Assets, than Their Borrowers 

Banks continued to report further erosion of 
commercial real estate-related credit quality and weak 
or declining loan demand in their quarterly earnings 
reports to investors and monthly lending reports to the 
Federal Reserve Bank. Rising loan payment 
delinquencies, declining property values, rising 
vacancies, the lack of deals and consumer spending 
were often noted as the primary drivers of credit 
quality deterioration. In addition, the quality of loan 
applicants and lack of confidence on the part of 
borrowers in their own assets were also said to be 
deteriorating. 
 
So why aren't banks seemingly more worried? And 
the answer from many of them is because this isn't 
residential real estate. If a homebuilder or homebuyer 
gets in trouble, the loan ends up in trouble because there is no cash flow to support the deal. That's not the case 
with commercial real estate, according to banks. 
 
"Despite the difficult economic environment, [our] portfolio performance remains adequate. The commercial real 
estate portfolio also continues to perform reasonably well overall," Tom Freeman, chief risk officer of SunTrust 
Banks Inc. said in the banks quarterly earnings conference call. "While I'm not able to tell you what the future 
holds in terms of absolute performance in this portfolio, I can tell you that we believe this business will continue 
to perform adequately. One of the reasons for this view is our commercial real estate portfolio is largely owner-
occupied. Rental revenue from the property is not the primary source of debt service; rather the underlying 
business service is the debt." 
 

MARK HESCHMEYER, EDITOR WWW.COSTAR.COM/ OCTOBER 29, 2009 

mailto:mheschmeyer@costar.com
http://www.costar.com/news/
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C. Dowd Ritter, chairman and CEO of Regions Financial Corp. echoed that sentiment: "While manageable, the 
effects of the economic downturn are to a greater degree extending beyond our problematic homebuilder, Florida 
home equity second lien and condominium portfolios; these assets still account for a sizeable element of overall 
non-performers. However, other commercial real estate credits such as loans secured by income producing 
properties explain the bulk of the third quarter's [nonperforming loan] inflow. Keep in mind, there is greater cash 
flow associated with loans on income producing property, which improves our ability to restructure the credit and 
return it to performing status." 
 
This suggests that banks believe that commercial real estate-related problems should be less than what they 
have seen in homebuilder and condominium portfolios, and that they will have greater ability to restructure loans 
and return some of them to performing status. And in the respect, banks suggested that the falling appraisal 
values were less important than the underlying strength of the asset and borrower's ability to make payments 
and keep the loan current. 
 
Many banks said they were planning on restructuring most maturing commercial real estate debt. 
 
"Obviously we're seeing [commercial real estate] value diminishing, cap rates are expanding; there is pressure 
on rent rates and obviously on tenancy," said John Ciulla, executive vice president and chief credit risk officer of 
Webster Bank. "We're looking at our portfolio as a sort of portfolio to hold now. Obviously the capital markets 
aren't there for refinancing, so we're again, cautiously optimistic as we head into sort of the teeth of the 
recessions effect on the commercial real estate category. And we're looking prospectively at our maturities to try 
and underwrite them and make sure that the tenancy and the lease rates cover reasonable debt service and 
refinancing for us internally." 
 
Tom Tolda, executive vice president and CFO of East West Bancorp Inc. said the economy may not come back 
in 2010 but there are buyers out there for banks' CRE assets. "To me, I think it's going to get worse, but the fact 
is, even as our commercial real estate loans having a little bit more pressure going into 2010, we wouldn't have 
the kind of massive losses that we had experienced in the construction and land portfolio. And we feel that the 
loss content probably would be substantially lower, and in fact, if you look at the charge-off that we have taken, 
we have actually sold many loans and resolved many problem credits that have not even been delinquent." 
 
A handful of small and mid-sized banks even said they saw opportunities to take advantage of lack of lending in 
the marketplace. 
 
"We continue to see opportunities to offer mortgages for owner-occupied properties as traditional sources of 
takeout financing. Insurance companies and the like have been absent from the market," said Ted Cecala, 
chairman and CEO of Wilmington Trust Corp. "The length of the commercial mortgage loans that we are making 
is typically around five years. We do not offer the long-term structures that were historically provided by 
traditional commercial mortgage lenders. Over half of our portfolio is composed of owner-occupied properties. 
This is meaningful because we believe that overtime, owner-occupied properties are more stable." 
 
Still many banks, including some the nation's largest, continue to avoid new commitments. Fifth Third Bancorp 

reported that it continues to suspend lending on new nonȤowner occupied properties and on new homebuilder 
and developer projects in order to manage existing portfolio positions. The bank holding company said this is 
prudent given that it does not believe added exposure in those sectors is warranted and given the expectations 
for continued negative trends in commercial real estate. 
 
KeyCorp and PNC Financial Services Group Inc. both said their primary lending activities in commercial real 
estate continue to be extending and modifying existing credits given the lack of liquidity and refinancing options 
available in the market. They expect loan extensions and modifications to continue to run high for the remainder 
of the year. Primary refinancing activity continues to occur in the multifamily space, with Fannie Mae, Freddie 
Mac, and FHA agencies financing these assets. 
 
Additional comments from bank executives in their quarterly earnings calls follow and are indicative of the 
general trends reported by most lenders. 
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Stepped Up Review of CRE Exposures 

Because of our concern over the pace of deterioration, and due to our concern about the weakening 
environment, especially for commercial real estate, we embarked upon a targeted portfolio review of our 
commercial real estate loan exposures much like we did with the residential development portfolio we completed 
late last year. We concentrated upon those segments of the portfolio where the weakness was coming from. 
During the quarter, we reviewed approximately 50% of the entire banks loan portfolio including substantially all 
commercial real estate loan exposure over $500,000 and most exposures prior to November 2007. Our outlook 
for the fourth quarter is that nonperforming loans will continue to grow, but not at the same rate as we 
experienced in the third quarter. Property values may have bottomed, yet market place demand and employment 
remains anemic and will result in additional defaulted loans. 

Kevin Killips, CFO of PrivateBancorp Inc. 

Lower Refinance Risk 

Generally speaking, we expect that it will be challenging to obtain financing for commercial real estate in the next 
year and banks are not actively lending and also, real estate valuation remains low. However, the refinanced risk 
is low for our commercial real estate loans as we have single-digit maturities for each of the next few years. 
Additionally, due to the original longer term of our commercial real estate loans, these loans are coming due 
shortly are well seasoned. Further, our commercial real estate loans are amortizing loans where the borrowers 
have continued to make principal payment throughout the loan term. 

Dominic Ng, chairman, president and CEO of East West Bancorp Inc. 

Extracting More from Borrowers 

The loans that we booked in the quarter from a geography stand point are -- the vast majority of them are in our 
footprint, mostly in the New Orleans and New Jersey, New York City location. That's where most of our portfolios 
-- where most of our portfolio is located. We are looking for larger down payments, obviously with larger equity 
positions in the real estate. It's probably, I'd say probably at an average, probably around a third down. We 
actually pushed for 40% down if we can get it. And that's with personal guarantees. Without personal 
guarantees, we would expect a larger down payment. And we're talking about current appraised values, not past 
appraised values. 

Gerald Lipkin, chairman, president and CEO of Valley National Bancorp 

No for Retail; Yes for Multifamily; Maybe for Office 

The retail side is, I think, still a little bit of an open question and largely tied to the economy and how the 
economy progresses over the next couple of quarters. While we've shown a bit of an uptake in nonperforming 
loans and charge-offs in retail, we're modestly encouraged by the delinquency numbers which have stayed pretty 
flat. The retail portfolio is more highly correlated to the residential markets and therefore we've seen somewhat 
more weakness in the four states that have been hardest hit on the residential side, namely Florida, Nevada, 
Arizona, and California. But we think that ð I wouldn't call it necessarily turning the corner, but I do think we've 
seen a little bit of modest improvement in the early stage side on retail. 
 
Multifamily is a sector that we continue to believe will have relatively modest loss content in it, but clearly there 
are higher nonperforming loans and some migration there, again highly correlated to the four states that I 
mentioned earlier. But absorption rates continue to be decent in most parts of the country and while concessions 
abound, I think the general view is this is more of a timing issue, I think, than an ultimate loss situation. 
 
Office is always a laggard and not a huge portfolio for us. A large portion, 30% plus, is in medical office building, 
which we think currently is performing well and we expect to continue to perform well. 

Charles S. Hyle, executive vice president, chief risk officer of KeyCorp 
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Bad News for Tishman, BlackRock and other NYC Apartment Landlords 
The grand experiment of converting New York City's rent-controlled apartment units to luxury market rentals has 
apparently come to a grand costly end. Last week, the New York Court of Appeals essentially ruled that Tishman 
Speyer Properties, LP and BlackRock Realty, the owners of Stuyvesant Town and Peter Cooper Village have 
wrongly been inflating rents at the 11,227-unit apartment complex totaling 10.2 million square feet on the east 
side of Manhattan. 
 
The New York Court of Appeals affirmed an order of the New York Appellate Division and concluded that the 
current and former owners of the property were not entitled to take advantage of the luxury decontrol provisions 
of the New York Rent Stabilization Law while simultaneously receiving tax incentive benefits from the city. 
 
Standard & Poor's Ratings Services said its believe the ruling has the potential to cause significant cash flow 
reductions at the property, resulting in an increased risk of default on $3 billion in loans held by the owners and 
eventual transfer of the loan special servicing. 
 
The Stuyvesant Town and Peter Cooper Village loan is the largest exposure in the three commercial mortgage-
backed securities: Wachovia Bank Commercial Mortgage Trust series 2007-C30 (WBCMT 2007-C30; $1.5 
billion, 19%) and ML-CFC Commercial Mortgage Trust 2007-5 (ML-CFC 2007-5; $800.0 million, 18%) 
transactions. It is also the fifth-largest exposure in the Wachovia Bank Commercial Mortgage Trust Series 2007-
C31 (WBCMT 2007-C31; $247.7 million, 4%) transaction. In addition to the $3 billion senior loan, there is $1.4 
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billion of mezzanine debt secured by the borrower's equity interest. Wachovia reported a debt service coverage 
(DSC) of 0.71x and occupancy of 96% for the three-month period ended March 31, 2009. The loan was current 
in payments as of the October 2009 remittance report. The current balance of the debt service reserve was 
$24.4 million as of the October 2009 remittance report, and S&P said it believed it is likely to be depleted by the 
end of the year. 
 
Looking beyond Stuyvesant Town and Peter Cooper Village, there are other loans that might also be affected by 
the ruling because they followed very similar conversion plans: The others are: The Belnord, a luxury apartment 
building on the Upper West Side, securing a $375 million loan included in JP Morgan 2007-LDP9; and The 
Parkoff Eastside Portfolio, a $170 million loan in Morgan Stanley 2007-HQ12, securing six Upper East Side 
apartment buildings. 

Stanford University To Sell Shares in Some Assets 
Stanford Management Co. (SMC), which manages the investment assets of Stanford University, is exploring a 
partial secondary sale of a portion of its private equity illiquid investments, including assets in real estate, 
distressed securities and natural resources. SMC oversees investments of $14.5 billion as of June 30, in more 
than 6,000 endowed university funds. 
 
SMC is exploring the possible sale of less than 7% of its total investment portfolio, or up to $1 billion of $6 billion 
in illiquid investments, along with a pro rata portion of its unfunded liabilities. 
 
"We have a strong portfolio of liquid and illiquid investments. We are fortunate that we were able to wait to 
explore the market for private equity assets at this time," said John Powers, CEO of SMC. "Our liquid assets give 
us full confidence in our ability to meet our obligations to the university and to our investment partners. The 
strong rally in equity and credit markets makes now a good time to test the waters in the secondary market for 
some of our private equity investments, which would further enhance portfolio liquidity and flexibility." 
 
SMC has retained partners to manage the secondary sale process, in which the SMC is soliciting interest in bids 
on minority portions of its investments. The university does not intend to sell majority interest in any single 
investment partnership. There are "It is our intention to retain significant stakes in our investment partnerships," 
Powers said. "We have a great roster of managers who have made significant contributions to the growth of our 
endowment over time. We value these partnerships, and are exploring interest in bidding on only slices of 
exposure across groups of managers. This unusual approach preserves our manager relationships and our 
investment exposure, and allows a potential bidder to gain access to a broad, high-quality portfolio." 
 
The intention of the sale, if it occurs, would be to help rebalance the university investment portfolio after the 
challenging markets of 2008 and 2009. 
 
The Stanford University Merged Pool experienced a 25.9% investment loss for the 12 months ended June 30. 
Over the one-year period, the U.S. equity market was down 26.2%, and the U.S. bond market was up 6.1 
percent. The largest previous investment loss that the Stanford experienced was a decline of 6.2 percent in 
1974. 
 
Over the past 10 years, Stanford has achieved an annualized return of 8.9%. 
 
Stanford successfully raised $1 billion in a taxable bond issuance in April 2009. A portion of this was used to 
retire other university debt, while $800 million was retained as a liquidity buffer for the university. Those funds 
remain in a cash reserve and could be drawn to meet unanticipated needs of the university. 

Watch List Voice: Maybe Not All Gloom & Doom for Calif. Lodging 
Like everyone else, I have been reading all of the negative reports from various brokers, agents and bankers 
about all of the hotels and motels going into foreclosure, especially in California. According to some sources, we 
can expect as many as 2,500 lodging properties in California to be in default this year and into 2010 before it all 
turns around. 
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However, before I panicked I thought we should look at the facts. I went on line and personally checked the 
actual records county by county in California. California has 58 counties and 48 of them have their recorded 
NODs (notices of default) available on line for public review. Of those 48 counties with information online, they 
list 10,626 hotels, motels and bed-and-breakfast inns. 
 
Of those 10,626 lodging properties, there have been filed a total of about 150 notices of defaults in the first eight 
months through August of 2009. This is a little more than 1/10 of 1% of the total, not really time to panic. 
 
To those buyers sitting in the wings waiting for this deluge of foreclosed lodging properties that many are saying 
that they can buy for 30 cents on the dollar, I say, "Don't wait too long. It may not happen." The smart money is 
not sitting and waiting for utopia, it is looking for good solid purchases now that will evolve in to fantastic 
transactions in the future. 

Howard Mathews, president and CEO of National Hotel Motel Brokers, Discovery Bay, CA 

It's Chapter 11 for Capmark Financial Group 
Capmark Financial Group Inc. and some of its subsidiaries filed voluntary petitions for relief under Chapter 11 of 
the U.S. Bankruptcy Code. Capmark intends to use the reorganization process to implement a restructuring that 
reduces its corporate debt. 
 
Capmark Bank, its wholly owned Utah industrial bank subsidiary, is not part of the filing. Capmark Financial 
recently injected $600 million of new equity into the bank. However Capmark Financial was proposing to inject 
another $600 million into the bank by the end of the year. That contribution now will be subject bankruptcy 
reorganization proceedings. 
 
Capmark Bank agreed to a cease and desist order with each of the Federal Deposit Insurance Corp. (FDIC) and 
the Utah Department of Financial Institutions last month. The orders require Capmark Bank to maintain a Tier 1 
leverage ratio of at least 8% and a total risk-based capital ratio of at least 10%. Under terms of the company's 
proposed debt restructuring, it is seeking to re-capitalize Capmark Bank through a contribution in an amount up 
to $1.4 billion and avoid potential actions by the FDIC. 
 
As of this month prior to the filing, Capmark Bank had forecast base and stress case expected losses in its loan 
portfolio through 2013 and based on those projections estimated it would need from $1.2 billion to $1.4 billion to 
maintain appropriate ratios and to ensure sufficient liquidity and viability. 
 
As of this month, Capmark Bank had assets of $11.1 billion and held a diversified portfolio of more than 650 
commercial real estate loans. The portfolio consists primarily of 2006 to 2007 vintage loans, the majority of which 
were repositioning strategies, which are experiencing significant credit deterioration, according to Capmark 
Financial. 
 

Property Type  

Loan Portfolio  Nonperforming Assets 

Occupancy 
Unpaid Prin. 
Bal. 

% of 
Portfolio 

Unpaid Prin. 
Bal. 

% of Prop. 
Type  

Hotel  $2,162,458,561 27.1% $95,000,000 4.4% n/a 

Office  $1,719,496,410 21.5% $392,216,446 22.8% 65% 

Multifamily $1,333,424,496 16.7% $121,053,916 9.1% 85% 

Health  $1,287,700,759 16.1% $41,352,280 3.2% 81% 

Retail  $668,531,562 8.4% $57,956,276 8.7% 78% 

Golf Course  $306,396,463 3.8% $6,596,000 2.2% n/a  

Mixed-Use  $181,123,663 2.3% $58,831,583 32.5% 38% 

Student Housing  $37,052,400 0.5% $37,052,400 100.0% n/a 

Industrial  $123,717,912 1.6% $50,452,031 40.8% n/a 

Land  $61,502,018 0.8% $46,032,694 74.8% n/a 

Condo  $32,927,922 0.4% $10,341,052 31.4% n/a 
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"We view this reorganization process as an unfortunate but necessary response to recent unprecedented 
conditions in financial and commercial real estate markets, which presented a significant challenge for Capmark 
and similarly situated finance companies," said Jay Levine, president and CEO of Capmark Financial. "By 
constraining the availability of capital, these difficult market conditions had a negative effect on all our core 
businesses." 
 
Last month, Capmark entered into an Asset Put Agreement with Berkadia Commercial Mortgage LLC, a newly 
formed entity owned by Warren Buffet's Berkshire Hathaway Inc. and Leucadia National Corp. Capmark has the 
right to sell to its North American servicing and mortgage banking businesses to Berkadia and has 60 days from 
the date of the Chapter 11 filing to exercise the put option. Capmark said intends to pursue court approval to 
complete the sale, subject to the receipt of any higher and better offers. 
 
On Oct. 16, two Capmark subsidiaries agreed to sell its military housing business to a third party. Capmark said 
it also intends to pursue court approval to complete that sale, subject to the receipt of any higher and better 
offers. 
 
Capmark Financial is also seeking to cancel five leases as part of its bankruptcy reorganization. Click here to 
see the list of offices. 

CB Richard Ellis Expanding I-Bank to the U.S. 
CB Richard Ellis Group Inc. is expanding its existing U.K.-based investment banking platform into the United 
States. CB Richard Ellis' investment banking professionals in the Americas will assist real estate as well as 
lodging and gaming companies with recapitalization and restructuring strategies, merger and acquisition 
opportunities, and capital-raising needs. 
 
The Americas investment banking business will be led by Glenn A. Carlin and John R. Perkins, veteran 
investment bankers with many years of experience in J.P. Morgan's real estate investment banking group. They 
join CB Richard Ellis as senior managing directors. Perkins spent the past two years at Banc of America 
Securities. Carlin founded J.P. Morgan's lodging business in 1999 and its gaming business in 2002. 
 
Eric Tanjeloff also joins the company from J.P. Morgan as a managing director. He led transaction teams and 
managed client relationships for some of J.P. Morgan's largest real estate, gaming and lodging clients, including 
several key financial sponsors. 
 
"This is a natural expansion of our strong investment banking platform in Europe," said Brian Stoffers, president 
of CBRE Capital Markets. "With property owners of all types challenged to deleverage in the face of constricted 
capital markets, weak fundamentals and falling asset values, we have now added resources in the Americas to 
advise our clients on their capital structures as well as strategic alternatives." 
 
CB Richard Ellis' Americas investment banking team will be based in New York. 
 
CB Richard Ellis has provided investment banking services to clients in Europe for the past several years and is 
engaged on a number of major restructuring assignments on behalf of several leading European financial 
institutions. In addition, CB Richard Ellis is overseeing the workout of a number of the most significant defaulted 
securitized investment vehicles in Europe, and is also facilitating the trading of property derivatives through a 
joint venture with GFI Group Inc. 

Grubb & Ellis To Pay Off Credit Facility from Preferred Stock Offer 
Grubb & Ellis Co. entered into definitive agreements with qualified institutional buyers and accredited investors to 
sell 900,000 shares of a new issuance of a 12% cumulative participating perpetual convertible preferred stock for 
$90 million in gross proceeds. The company has also granted the initial purchaser and placement agent a 45-
day option to purchase up to an additional 100,000 shares of preferred stock. The closing of the transaction is 
expected to occur on or by Nov. 6. 
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Grubb & Ellis intends to use the offering proceeds to repay in full its credit facility at the agreed reduced principal 
amount equal to approximately 65% of the principal amount outstanding under such facility. The balance of the 
offering proceeds will be used for general working capital purposes and transaction costs. As part of the 
preferred stock offering, the $5 million subordinated loan provided on Oct. 2, to the company by an affiliate of its 
largest stockholder will be converted into the preferred stock at the offering price and accrued interest will be 
paid with respect to the subordinated loan. 
 
"This is a transformational event for Grubb & Ellis. Upon closing, Grubb & Ellis will be one of the stronger 
capitalized companies in the real estate services industry," said C. Michael Kojaian, the company's chairman and 
largest stockholder. "We are extremely pleased with the demand for the security and the quality of the 
institutional investors attracted to the company." 
 
"Upon completion of the transaction, the company will have a much improved balance sheet, with minimal debt 
obligations and additional working capital to fund our growth initiatives," said Richard W. Pehlke, executive vice 
president and chief financial officer. "This positions us well to build on the strengths of our service and 
investment capabilities with increased operating flexibility." 

ADVERTISEMENT 

 














