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Investors Sweat Through '‘Dog Days' of Distressed DepPart |

ngela Miller runs her own real estate investment and advisory firm

from the 17th floor of the Ritz Carlton Executive Tower high above
Dinner Key and Monty's Marina in CocanGrove, FL. From her
vantage point, she can see Miami's quaint City Hall. When, the Miami
sky is blue and Biscayne Bay is a sea of glass, Miller worries.

"Watch and wait," Miller warns, "this is the calm before $h@rm.
Experienced yachtsmen will not venture from the docks, yet."

That is also how Miller views the current distressed investment market
It may look like a good time to invest again but she believes the storm
has not completely passed and the expeedmoney isn't venturing

into the waters, yet.

To be sure, a large number of firms, both fledgling and experienced,
have been out in the market for some time now seeking to raise mone
for distressed investment funds, but so far, the money seems to be
trickling in slowly @nd deployed even more slowlgoStar has identified about 50 new funds alone in the process
of looking to raise nearly $31 billion through public and private offerings. To date, the tally raised has come in at
just a little more than4k5 billion. (See our list at the end of this story).

In this the first of this twepart article, CoStar examines the current landscape of the distressed investment market.
In Part I, we look at money raising efforts and in Part Il to be published nekt we'll look at how the money that
has been raised is being deployed and for what types of assets.

Not Quite Going To Plan

Some recent attempts to raise money have not gone quite according ®eplayiMac Mortgage Investment Trust,
a newly formed mortage real estate investment trust in Calabasas, CA, just went to market this past week with an
initial public offering of 16 million shares priced at $20 per share. It raised $335 million. The catch is that when it
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filed its original registration with the \3. Securities & Exchange Commission, the REIT indicated it hoped to raise
$750 million. As of this writing, the REIT was trading $1 below its IPO price. PennyMac intends to use the net 2
proceeds from the offerings to purchase residential morigaged asets, a substantial portion of which may be
distressed.

In another example, Dividend Capital Total Realty Trust Inc. has been out in the market with an ongoing offering
and as of July 31 held cash and cash equivalents in excess of $540 million. Buniéstors it was suspending
new capital raising initiatives.

"Severe market dislocation and current dysfunction in the credit markets has resulted in historically low commercial
real estate transaction volume. As a result, opportunities to deplogpuitaldhave not been as quick to emerge,"” the
company wrote to shareholders. "And in light of market conditions, we have attempted to be prudent in the
deployment of capital, which also has resulted in a slower pace of investments."

So whether it ishe fear of catching a falling kniver lack of quality investment opportunities, it seems nmzash

rich investors remain nervous askleptical about writing a check despithat some believe could be the biggest
distressed debt sales market since the dageedf.S. savings & loan crisis. HowevErnst & Young LLP's latest

survey of those investors suggests this market won't follow quite that same pattern of the late 1980s and early 1990s.

"It's clear from what we're being told by buyers and sellers antiwaee in the market that we're in the dog days

of distressed debt right now," said Mark Grinis, leader of Ernst & Young LLP's Real Estate Distress Services Group.
"Unlike the 1990s when the formation of the Resolution Trust Corp. (RTC) forced thd balk assets and quickly

set marketlearing price levels, there are very few deals happening today other thaff distressed sales, the
government's PPIP initiative has largely fallen on deaf ears, sellers are weighing their options, and a broad spect

of buyers are simply waiting for the dam to burst and unleash a highly anticipated wave of deals.”

One reason why the current distressed market has the potential to play out differently than the RTC model is that
Ernst & Young LLP expects a highly cqetitive market to exist from the outset of this era of distress.

"Competition developed gradually via the RTC execution model. Our survey identified some very large and
experienced distressed debt investors sitting on piles of cash and waiting founjpigsrto unfold but almost 50%

of our respondents were smaller investment groups allocating $100 million or less to distressed loan purchases," said
Chris Seyfarth, Ernst & Young LLP's National Director of Nonperforming Loan Services.

CoStar Group Watchist readers too weighed in on the topitie following are excerpts of comments and insights
from wide sample of real estate executives across the country on the state the distressed credit markets.

Talk is Cheap

To generalize, the "action in commeraiaél estate investing” is people TALKING about distressed assets, rather

than BUYING distressed assets. My new favorite statistic is that while more than $60 billion of commercial real

estate loans have become delinquent or fallen into technical defayledr, only $4 billion of those problems have

been resolved with lenders. As they say, "extend and pretend!" As long as such behavior continues, and we push our
problems into the future, the commercial real estate recovery may take a decade andikedywidler see the

levels of distressed assets at-fiae prices that all investors seem to be waiting around for.

While true that many funds seem to be raising significant amounts of capital to play the distressed asset game,
unless these funds havecass to assets that other funds don't (unique relationships) then they will simply be
competing with and bidding against other distressed funds, right? So while we may be pressing the "reset button" in
regards to commercial real estate pricing, the nasir&ssed pricing" is simply the new market! One may reason
that pricing has been hampered by a lack of liquidity, declining fundamentals or a host of other things.....but the new
pricing is the new pricing. Call it "distressed" or call it "market." Ddewsatter.

Jordan Moss, Principal, Moss Investment Management in San Francisco, CA
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Tough Environment 3

Everyone is trying to raise money but it is tough going. | have friends report that institution are slow to invest.Fhere
are guys on the phone all day ¢plooking for wealthy individuals with little luck. Prices are falling and the
government is in the mix, so no one wants to commit.

Steven E. Marcussen, Executive Director, Cushman & Wakefield of California in Los Angeles

ThreeWay Split

Onethird say theyare investing in mortgage notes, but in reality they are not because once they realize all the tax
payments required before the foreclosure they bail. To make up for this tax hit along the way they try to force the
price lower to absorb the taxes it regsi the bank to discount the loan to a point where they are not going to
transactOnethird are sitting still waiting out the storm. These investors never considered debt purchases and will
only invest at the asset level. Not set up to buy n@as:third are actively looking for investments, but do not want
to earn the return commensurate with the risk. TARP lenders have the bailout money to wait longer than this
mindset will continue. Those with capital are willing to invest, but a non recourse bejdgsition loan that would

have been 350 over Libor five years ago is now 448% with 23% in lender fees. Equity investors want to make a
25% IRR and not take any risk.

In reality the capital markets mindset is a self fulfilling prophecy where thosdaxreocapital want such a huge
return the asset has to be sold at such a low price the bank either can't afford to go that low or they have been given
bailout money to wait and see what happens next year. Unfortunately the asset continues to erodeciceveieie
there is no one managing the asset with an eye to make a profit. So far those with capital are winning the "chicken"
contest, but in the process we are all loosing the tax payer included.

Will James, Director Structured Finance, BridgePointe Aders in Atlanta, GA

Not Finding Deals

As we meet with clients, we're finding that many of them have capital raised or available, but they are not finding
deals. Based on the types of transactions and returns they are looking for there are two majdheyasensot
finding them. First, the bid/ask gap is still substantial and there are not enough data points in the market for sellers to
be confident in lowering their prices or for buyers to be confident in increasing theirs. Second, there is natthat mu
attractive product on the market. Owners are not trying to sell unless they have other outside considerations or need
liquidity for the rest of their portfolio and lenders have not been very active commercial sellers yet.

Michael Margolis, Presidentinvestment Sales, Professional Realty Advisors in Newtown Square, PA

Attracting Risk Takers

Over the past 12 months we have seen many funds formed to purchase distressed real estate. The typical main street
investor has confidence in and is putting monelyard assets like real estate, LLCs, REITs, and oil and gas deals as
a hedge against inflation. Main street investors are beginning to understand that there are exceptional buying
opportunities right now in commercial real estate and are willing to al@pbrtion of their portfolio to real estate
investments. The distressed debt and distressed property funds are attracting investors who are willing to take some
risk to get potentially high double digit returns, while the more conservative investokisgdor 812% IRRs with
relatively low risk in stabilized assets.

Dawn Campbell, Vice President, Welsh Securities in Minnetonka, MN

Usual Suspects

Still not seeing much happen yet. Capital is consolidating in the hands of the usual suspects, i.etrd3X, Fo
RREEF, Starwood, most of who are going back to their existing limited partners for sidecar funds despite
underperformance. Groups that have gone out on their own are finding a challenging environment to fund raise. Lots
of retail investors, "wantigtress," but that leads to a small syndicate buying Sunbelt condos. | have also seen a very
few very highquality hedge funds make decisions re: deep value and select an operating partner who really
understands dirt/halfuilt units and can value them. e guys are funding distressed pipelines on a non
discretionary basis, and as far as | know there has been a lot of bidding, but not a lot of closing so far.

Nick Barquin, Senior Director GVA Advantis in New York City
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Usual Suspects, Ditto

I have heard o$everal attempts to raise funds for both distressed assets and debt purchase (mezzanine and fiét lien)

which are ongoing. In Texas the names that | hear are prominent equity companies or family interests that-have

invested for years in the Texas markd.far as flood of investors actively pursuing deals on a broad basis | am still

seeing a wait and see attitude except for specific debt purchases. Banks, at least in Texas, have yet to price REO

assets at what many consider prices worth assuming thef @sining non performing property. | expect his will

change in the coming months but for now multifamily, office and industrial debt seems to be the purchase of choice.
Volney Campbell, GManaging Partner, HPI Real Estate Services in Austin, TX

A Sample 6 Funds Currently Raising Capital for Distressed Assets

Amount To Amount Target Asset
Fund Be Raised Raised Type Sponsor Location
CNL Macquarie CNL Financial Group LLC,
Global Growth and Macquarie Capital
Trust Inc. $1,500,000,00C CRE Funds Inc. Orlando,FL
Inland
Opportunity Fund
LLC $100,000,000 $150,000 CRE Inland Real Estate Oak Brook, IL
SugarOak
Opportunity Fund
LLC $30,000,000 $0 CRE SugarOak Properties Herndon, VA
TNP Vulture Fund Thompson National
VIII LLC $48,000,000 $9,066,354 CRE Properties Irvine, CA
Wells Mid-Horizon
Value-Added Fund Wells Management
ILLC $52,000,000 CRE Company Inc. Norcross, GA
City Investment CRE in New Fisher Brothers; Morgan New York,
Fund Unspecified  $900,000,000 York City Stanley & Co. NY
ING Clarion Debt
Obligations Fund New York,
llLLC $1,000,000,00C $522,600,000 CRE, Debt ING Clarion NY
Resource Real
Estate Opportunity Resource Real Estate Philadelphia,
REIT Inc. $750,000,000 CRE, Debt Opportunity Advisor PA
Special Asset Jacksonville,
Investments Unspecified CRE, Dét Eola Capital FL
Empire American CRE, Debt
Realty Trust $1,000,000,00C (Multifamily) Empire American Holdings Montvale, NJ
Ladder Capital New York,
Realty Finance Inc Unspecified CRE, Mortgages Ladder Capital Finance NY
Pathfinder
Partners
Opportunity Fund San Diego,
I, L.P. $50,000,000 $5,575,000 CRE, Mortgages Pathfinder Partners LLC CA
Lone Star Real
Estate Fund Il $10,000,000,00C $1,000,000,00C CRE, Securities Lone Star Funds Dallas, TX
Colony Financial New York,
Inc. Unspecified Debt Colony Capital NY
AG Financial
Investment Trust New York,
Inc. $300,000,000 Financial Assets Angelo, Gordon & Co. NY

Financial

Lone Star Fund Institutions,
VIl $10,000,000,00C $1,000,000,00C Debt Lone Star Funds Dallas, TX
Crexus Investment Fixed Income Discount New York,
Corp Unspecified Mortgages Advisory Co. NY
Fir Tree Mortgage Unspecified  $400,000,000 Mortgages Fir Tree Inc. New York,

CoStar Group, Inc. (Aug.-8, 2009)

Copyright © 2009 CoStar Realty Information, Inc. All rights reserved.



Opportunity Fund
Gold Creek
Distressed
Mortgage
Opportunity Fund
ILLC

PennyMac
Mortgage
Investment Trust
Apollo Commercial
Real Estate
Finance Inc.
Bayview Mortgage
Capital Inc
Starwood Property
Trust Inc.
Sutherland Asset
Management Corp.
ARCiterra
Opportunity Fund
ILLC

ATA Distressed
Asset Opportunity
Fund I, Ltd .
Gemini
Opportunity Fund
llILLC

Mariners Res Fund
New YC
Investment LLC
R.A. Capital
Residential Real
Estate Fund LLC
Califor nia Housing
Opportunity Fund
Mariner Palm
Beach County Real
Estate Opportunity
Fund | LLC
Residential
Opportunity Fund
Strategic Value
Properties
Opportunity Fund
Strategically
Acquired Real
Estate Investment
Fund

CMBS Value Fund
Cypress
Sharpridge
Investments Inc.

Ellington Financial
Foursquare
Capital Corp.
Invesco Mortgage

Unspecified

$750,000,000

$600,000,000
$500,000,000
$500,000,000

$250,000,000

$25,000,000

$50,000,000

$35,000,000
$10,000,000

$144,610,000

$5,000,000

$15,000,000

$25,000,000

$10,000,000

$50,000,000

$30,000000

$50,000,000

Unspecified

Unspecified

$500,000,000
$460,000,000
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$4,000,000

$335,000,000

$390,000

$25,000

$0
$0

$144,610,000

$0

$2,700,000

$433,000

$125,000

$0

$5,200,000

$4,659,000

$105,800,000

Mortgage

Mortgages

Mortgages,
Securities
Mortgages,
Securities
Mortgages,
Securities
Mortgages,
Securities

Real Estate
(Unspecified)

Real Estate
(Unspecified)
Real Estate
(Unspecified)
Real Estate
(Unspecified)
Real Estate
(Unspecified)

Real Estate
(Unspecified)

Residential

Residential

Residential

Residential

Residential

Securities

Securities

Securities

Securities
Securities

Gold Creek Capital
Management

PNMAC Capital
Management LLC

Apollo Global Management

LLC

Bayview Asset Managemer

Starwood Capital Group
M.D. Sass Investor Service!

Inc.

ArciTerra Group LLC

Stanley Chao

Gemini Real Estate
Advisors

Steve Olsa
CIP YC Investor LLC

Carl Anderson
California Housing

Opportunity Management

Mariner Asset Management

Services

Coleman & Associates

Gary Smith

STRAQR Advisors LLC

Rick Sullivan
CMBS Value Fund
Management
The Cypress Gup,
Sharpridge Capital
Management

Michael Vranos

AllianceBernstein LP
Invesco Ltd.
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Capital Inc.

Series CMBS of 6
Mesirow Financial Mesirow Financial

TALF Opportunity Investment Management

Fund LLC Unspecified $1,600,000 Securities Inc. Chicago, IL
Titanium TALF Titanium Asset Milwaukee,
Opportunity Fund Unspecified $2,000,000 Securities Management Corp. wi
Waterfall TALF Waterfall Asset Cayman
Opportunity Fund Unspecified Securities Management LLC Islands
Western Asset

Mortgage Capital Western Asset Managemer

Corp. Unspecified Securities Co. Pasadena, CA
ARK R eal Estate

Opportunity Fund ARK Real Estate Strategies Birmingham,
ILLC $30,000,000 $19,150,000 Unspecified LLC AL

Meridian Real

Estate Opportunity Meridian Partnership

Fund I LLC $25,000,000 $373,500 Unspecified Management Inc. Seattle, WA
Portfolio Ad visors

Real Estate Fund

IV, L.P. Unspecified $25,125,000 Unspecified Portfolio Advisors LLC Darien, CT
Sugar Hill New York,
Property Fund $10,000,000 $220,000 Unspecified Joshua Marlow NY

Trian Credit New York,
Partners LP $2,000,000,00C $65,000,000 Unspecified Trian Credit Partners NY
Advertising
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Special Servicing Volume Could Top $100 Bil by YeaEnd

An extraordinary record $36.1 billion of CMBS loans has transferred from master to special servicing since year
end 2008, according to Fitch Ratingfiefe were $49.1 billion of loans in special servicing as of June 30,
compared with $16 billion at ye@nd 2008, the current volume represents 6.1% of all CMBS by balance.

Fitch estimates the volume of loans in special servicing will continue to grdwve atime rate and approach $100

billion by year end, representing approximately 12% of all CMBS loans, or $96.5 billion of total outstanding CMBS
today. While Fitch expects specially serviced loan volume to grow to 12%, it does not expect delinquetwy rates
mirror special servicing volume rates; rather, delinquency is expected to rise as high as 5%.

The make up of loans in special servicing consists of both large loans (in default and in bankruptcy) and defaulted
small balance loans. The most significdriter in recent transfers continued to be the vintage of the loans. As of the
end of the first quarter of 2009, the 2006 to 2008 vintages accounted for 74.8% of all specially serviced loans by
balance. Defaults in these vintages are increasing at higtesrand occurring earlier in their lives than those for

older vintage transactions.

Apartment Vacancies Continue Higher South Leads the Way

ational multifamily vacancy rates in the second quarter 2009 was 10.6%, according to the Department of
Commerces Census Bureau. The Census Bureau said the rental vacancy rate was higher than the second
quarter 2008 rate (10%) and higher than the rate last quarter (10.1%).

Multifamily vacancy was higher in the U.S.'s principal cities: 11.2% up from 10.4% a yeaftega@ompared to a
10% rate in suburban areas.

Among regions, the rental vacancy rate was highest in the South (13.8%) and lowest in the Northeast (7.1%). When
compared to second quarter 2008, the rental vacancy rate was higher in the West, widletretedher regions
were not statistically different from their respective rates a year ago.

Five Most Vacant MSAs (multifamily)

Memphis, TN: 25.8
Birmingham, AL: 22.7
Phoenix, AZ: 19.3
New Orleans, LA: 18.9
Atlanta, GA: 18.4

Five Lowest Vacant MSAs(multifamily)

Alburquerque, NM: 5.6
Boston, MA: 5.6
Hartford, CT: 5.6
Louisville, KY: 5.0
Portland, OR; 2.9

Postal Closing Update

ollowing publication of our story last weelkprdan M. Small Acting Vice President, Network Operatfonghe

U.S. Postal Seige, went up to Capitol Hill to testify before the Ho®&écommittee On Federal Workforce,
Postal Serviceand he District Of ColumbiaShe update members on the status of the Postal Service's efficiency
operations and consolidation plans. é\Wegan theeview with some 3,200 locations that handle the most retail
transctions and the most deliveries," Small testifidéfe anticipate that out of these 3,200 stations and branches,
under 1,000 offices could be considered as viable candidates to study.fiottecisions will be made regarding
which, if any, facilities will be consolidated until these reviews are finalized, and we have incorporated a community
notification process into the review.
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United Central Takes Over Largest IndianOwned Bank in U.S.

utual Bank inHarvey,IL, was closedhis weekby the lllinois Departmerf Financial Professional

Regulation Division of Banking, whichappointed the Federal Deposit Insurance C@pIC) as receiver.
TheFDIC thenentered into a purese and assumpti@greement with United Central Baimk Garland,TX, to
assume all of thdeposits of Mutual Bank

Mutual Bank, which billed itself athe largest Indiatowned bank based in the United States, experienced very rapid
growth in the last siyears, culminating in March 2008, when it opened banking centers in New York and New
Jersey and expanded its network in Houstdirof Mutual Bank's 12 branches have now reopened as branches of
United Central Bank.

CoStar put Mutual Bank on its Bank Vehtlistthe week of May 18 after First Mutual Bancorp of lllinois Inc., the
bank holding company that owns and controls Mutual Bank, entered into a written agreement with the Federal
Reserve Bank of Chicago to maintain financial soundness.

Mutual Bank hd been adversely hit by the downturn in the commercial real estate markets. Of its entire real estate
loan portfoliomore than 70%wvere loans on multifamily and commercial incopr@ducing propertie#s of March

31, the bank had a portfolio of loans monam 90 days delinquent or nonperforming or foreclosed on properties

with a book value of $30million i $184 millionof that was for multifamily or commercial incoapeoducing

properties. The banbnly had about $5million in loan loss reserves set astdecover the distressed portfolio.

As of July 16, 2009, Mutual Bank had total assets of $1.6 billion and total deposits of approximately $1.6 billion. In

addition to assuming all of the deposits of the failed bank, United Central Bank agreed to pusatially all of
the assets.
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The FDIC and United Central Bank entered into a-&&re transaction on approximately $1.3 billion of Mutual
Bank's assets. United Central Bank will share in the losses on the asset pools covered undahtre loss 9
agreerent.

The FDIC estimates that the cost to the Deposit Insurance Fund (DIF) will be $696 million.

Mutual Bank, whose principal shareholder was its chairman, Pethinaidu Veluchamy, is perhaps best known for
making a $500,000 mortgage to the wife of TonyHea major fundraiser for the deposed lllinois governor Rod
Blagojevich, to purchase a lot next to the Kenwood home of President Barack Obama when he was a U.S. senator
from lllinois. The Rezkos then sold a portion of the lot to the Obamas in a dealdPté8bama later said was a

mistake.

Advertising
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Lease Cancellations: LandAmericalo Ditch 7-Year HQs Lease

LandAmerica Financial Group Inc. and LandAmerica 1031 Exchange Services filed for Chapter 11
bankruptcyin November 2008A month later Fidelity National Financialnc. acquiredLandAmerica Financial
Grouplnc., including the businesses lodiwyers Title Insurance CorgCommonwealth Land Title Insurance .Co
United Capital Title Insurance Cand others. Now LandAmerica is asking the bankgupourts to approve lease
cancellations on at least nine of its locations, including its thodding complex in Glen AllenyA, that consists
of approximately 298,000 square feet of office space and parking facHitalin Street Properties Compwns
thepropertyand leases it in aggregateGapital One Servicdsc. through Oct31, 2009 LandAmerica Financial
Groupsubleases 100% of tipeoperty from CapOnéhrough that timdut signeda directleasewith FSPthat was to
start Nov. 1 andvasnt to expireuntil Oct. 31, 2016
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