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As Investors Shift Focus, CRE Sales Volume Falls Off 
Buyers and Sellers Confront Pricing Friction 

While Investment Community Starts Eyeing Secondary Assets, Markets 

While Februrary is always the slowest month of the year for commercial real estate investment sales, activity last 
month dropped off sharply from sales volume in January -- but more importantly sales volume also declined from 
a year ago. 
 
While CoStar has not completely closed the books on its COMPs research for February 2012 and the sales 
volume for that month will still go up slightly--the gap is such that sales volume for February 2012 is unlikely to 
match sales volume from February 2011.  
 
With reporting on the largest deals 
already completed, CoStar COMPs data 
shows $9.2 billion in sales volume for 
February 2012 compared to $11.3 billion 
in February a year ago. 
 
In interviews, CRE analyst, brokers and 
investors attribute the February lull as the 
result of two major factors: a disconnect 
in pricing expectations between buyers 
and sellers that has grown wider apart in 
recent months, and a shift in investment 
activity to secondary markets. 
 
CoStar this month introduced three new 
metrics measuring property market 
liquidity: average sale price-to-asking 
price ratio, average days on the market, 
and the sales withdrawal rate. The data in 
these metrics suggest that there may still 
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Bethlehem, PA  -  ITEM #: N066-610  
Starting Bid: ............................................$850,000
Current Balance:  ...................................... $4,144,658
Size: ............................................................. 32,103 SF 
Collateral Type: ....................................................Office 
Loan Status: ........................................Non-Performing
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Jamaica, NY
ITEM #: B066-117

Starting Bid: ...$2,000,000
Size: ....................... 16,760 SF  
Type: .....Residential/ Retail/ Office

Vestal, NY
ITEM #: B066-108

Starting Bid: ...$1,400,000
Size: ....................... 24,752 SF  
Type: ..............................Retail 

FEATURED COMMERCIAL REAL ESTATE:

Bixby, OK - ITEM #: N068-535  
Starting Bid: ........................................$2,000,000
Current Balance: ....................................... $8,323,382
Size: ........................................................... 130,000 SF
Collateral Type: ................................... Retail/Industrial
Loan Status: ........................................Non-Performing

Brownsville, TX
ITEM #: B068-129

Starting Bid:     $1,500,000
Size: ....................... 60,209 SF 
Type: ..............................Retail

Covington, LA
ITEM #: B068-143

Starting Bid: ...... $600,000
Size:  ...................... 11,916 SF 
Type: ..............................Retail 

FEATURED COMMERCIAL NOTE: FEATURED COMMERCIAL REAL ESTATE:
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CLICK TO SEARCH 50+ PROPERTIES IN 6 STATES

CLICK TO SEARCH 40+ PROPERTIES IN 6 STATES
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Call 888-774-3852 or visit www.auction.com/commercial to get started.
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be a lot of peaks and valleys in the sales process of matching potential buyers and sellers, according to CoStar 
Commercial Repeat-Sale Indices. 
 
"Real estate practitioners have 
long used transaction volume and 
average days on market before 
properties get sold as two proxies 
for real estate market liquidity," 
said Ruijue Peng, chief research 
officer for CoStar Group's PPR. 
"Together, these two parameters 
capture the unique qualities of real 
estate transactions: infrequent, 
lumpy, and slow." 
 
The average number of days that 
properties that sold during 
January 2012 were on the sales 
market was 420 days in January, 
a record high for the month, rising 
from about 250 days in January 
2007. This number of days on 
market "is very concerning," Peng 
said. 
 
"It has grown from around 250 
days since 2007 to a record high 
of over 400 days, suggesting a high level of inefficiency and friction in the process of matching potential buyers 
and sellers," she said. "Whether due to increasingly intense legal and regulatory scrutiny, more cautious 
investors, or both, a long time to sale intensifies uncertainty and puts downward pressure on asset price." 
 
"It explains why the overall price recovery has been sluggish, despite the high transaction volume," Peng added. 
 
"On the investment side, last year in February we noticed a marked uptick in both deal velocity and deal quality. 
That hasn't happened yet this year in our markets," said Doug Arnold, managing partner – acquisitions for 
Baceline Investments in Denver. "Part of the issue for stabilized assets is the continued pricing disconnect 
between buyer and seller. Sellers seem to have primary market pricing expectations and if not forced to sell they 
won't. Conversely, we continue to see a steady, though by no means abundant, pipeline of distressed assets and 
sellers who have adjusted pricing expectations downward to meet the market." 

MOVING BEYOND CORE PROPERTIES IN PRIMARY MARKETS 

Secondly explaining this February 2012 lull, is that the investment community may be taking time to complete 
deals as they transition to new markets. 
 
The nation's sexy markets (Boston, Chicago, Los Angeles, New York, San Francisco and Washington DC), have 
dominated the transaction activity for the last two years. In 2012, though, these markets may not now have the 
lock on appeal that core markets and core properties held in the initial risk averse years following the Great 
Recession. February sales volumes year over year were down in Boston, Los Angeles, New York, San Francisco 
and Washington DC. 
 
New York volume was up year over year but down from January activity. Chicago volume increased both year 
over year and month to month as it did in other cities such as Detroit and Seattle. 
 
In 2011 and more earnestly now in 2012 capital has started flowing into the secondary institutional markets and 
other non-supply constrained markets in the Sunbelt and select Midwestern markets. This is best embodied by 
the Blackstone purchase of the Duke office portfolio, which included substantially all of Duke's wholly owned 
office properties in Atlanta, Chicago, Columbus, Dallas, Minneapolis, Orlando and Tampa, for $1.06 billion. 
 



 

THE WATCH LIST NEWSLETTER 3 

 

"The capital seeking investment in these markets is obviously more opportunistic with higher yield thresholds 
than pure institutional core investors or REITs, but still these markets are starved for activity and investment by 
high yielding funds are often a harbinger of more normalized activity on the horizon," one investor told CoStar. 
"At first, the sluggish volume figure may appear as a disappointment, but positive traction within the most heavily 
impacted geographic regions of the country will go a long way to hastening the overall market recovery." 
 
This dichotomy between markets is best illustrated by observations from one CRE industry professional in 
Detroit, which is experiencing a resurgence in deal volume, and one in Southwest Florida, where sales are way 
down from this time last year. 
 
"Through the first two and half months of 2012, our firm just surpassed revenue and transaction levels through 
10 months of 2011. We have seen an explosion of acquisition activity here at the office," said A.J. Beachum, 
senior sales associate, Income Property Organization in Bloomfield Hills, MI, a Detroit suburb. 
 
Beachum attributes the increase to several factors. 
 
"First, the local reappearance of capital-both debt and equity, which has greatly expanded the buyer pool, which 
in turn spikes pricing as there is now more competition, as it was previously all-cash buyers for distressed sales," 
Beachum said. 
 
"Second, given the epically low cost of new debt right now, it gives buyers some serious purchasing power, and 
has enabled them to bridge the "pricing gap" that previously existed between sellers and buyers," he said. 
 
"Third, there is the general sentiment locally that the worst is clearly behind us, so the local economic (and 
national) news has cajoled some buyers that now is the time to get a deal done. These are investors who were 
previously too scared to put their equity on the line," he added. 
 
That has not been the experience of Andrew M. Bauman, a commercial broker with Century 21 Tri Power Realty 
in Fort Myers, FL. 
 
"No sales are occurring that are not financially driven – either distress or urgent need to sell. Market prices are 
low and no owners are willing to accept today's prices unless they feel some type of distress," Bauman said. 
 
Improving Fundamentals Still Working in Markets Favor 

INDUSTRY PROFESSIONALS WE TALKED TO DON'T BELIEVE THE LULL WILL LAST. 

Tim Wang, senior vice president of Clarion Partners in New York said market fundamentals continue to improve, 
which will keep large institutional investors in the hunt. 
 
"Our clients are large institutional investors, which have shown an increasing appetite for real estate assets as 
fundamentals continue to recover," Wang said. "Our acquisition deal flow has picked up substantially compared 
to last year. We see more investment opportunities across all strategies – core, value-add, and opportunistic." 
 
"There has been an uptick in deal volume relative to the third and fourth quarter of last year," said Aasif M. Bade, 
president of Ambrose Property Group in Indianapolis, IN. "This time last year we witnessed a surge in inquiries, 
showings, and proposals, but ultimately a rather disappointing completion rate." 
 
"The buyers' modus operandi is to assume the seller must get out for financial reasons," Bade said. "Sellers 
owning their buildings free and clear are often simply reflecting a change in their business. It's hard to blame 
buyers for feeling out opportunities, but more and more often it seems starting offers are unacceptably low and 
treated accordingly." 
 
But Bade said there is more willingness to come to terms. 
 
"As property owners continue to erase 2006 from their memories and companies move past tire-kicking in search 
of sweetheart deals, we expect transactions to come to fruition more frequently," Bade said. 
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Don Erler, senior advisor, real estate auctioneer for Sperry Van Ness Ward Commercial Group in Louisville, KY, 
also is seeing more willingness to reach a deal. 
 
"For a while the banks and debtors were getting hammered on price points, but in recent months the buyers are 
more aggressive for desired properties and the banks are more attuned to the market values," Erler said. "There 
is a lot of troubled ownership and bank owned properties that still need to return to third party ownership. This is 
a very interesting time in our lives." 
 

 

 

CMBS Market Heats Up, So Too Do Credit Risks 
The CMBS market continued to heat up this week as securitization firms started rolling out four new offerings 
totaling more than $3 billion. The deals are in addition to three offerings totaling $2.67 billion that sold earlier this 
month. 
 
The offerings are another sign of a relaxation from the extremely tight credit conditions that have followed the 
Great Recession, according Moody's Investors Service. At the same time, the newest round of securitizations in 
general are also raising credit risks, the bond rating agency said. Relaxed underwriting standards, more complex 
structures and the entrance of new untested market participants have led to the increase. 
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While the riskiness of securitizations is still low compared to the level it reached in what is now generally 
considered the bubble years of 2006 and 2007, the signs of credit easing in originations are evident in a number 
of asset classes that have traditionally backed securitizations: autos, credit cards and commercial and residential 
property, Moody's said. 
 
"While this increased risk is not unusual for this phase of the credit cycle, investor protections built into 
transactions must keep pace with these developments," said Claire Robinson, Moody's managing director. "In 
some instances, that increased risk has not been adequately mitigated to support the high credit ratings that 
securitization sponsors desire." 
 
"These developments indicate that a more robust securitization market is emerging, with investors more willing to 
fund non-traditional assets and issuers," Robinson said. "Not all of these transactions will merit top Moody's 
ratings, however. We expect that we may assign more low to mid-investment-grade ratings to these non-
traditional transactions." 

FREDDIE MAC OFFERING CERTIFICATES BACKED ONLY BY 5-YEAR MULTIFAMILY MORTGAGES 

Freddie Mac expected to price $1.1 billion in K Certificates (K-501) backed exclusively by multifamily mortgages 
with a 5-year term. The company expects to offer approximately), which are expected to price the week of March 
19, 2012 and settle on or about April 11, 2012. This is Freddie Mac's fourth K Certificate offering this year. 
 
The K-501 certificates include two senior principal and interest classes, two senior interest-only classes and a 
junior interest-only class. Rating agencies Moody's Investors Service Inc. and Morningstar Inc. have been 
engaged to rate the four senior classes of K-501 Certificates, which are each expected to receive a rating of 
"Aaa(sf)" and "AAA", respectively, subject to on-going monitoring. 
 
The mortgage pool contains 50 loans backed by 50 properties. Seventeen of the properties are in Texas. 
 
CBRE Capital Markets Inc. originated 15 of the underlying mortgage loans, collectively representing 24% of the 
initial net mortgage pool balance. Se 
 
The three largest loans in the pool are as follows. 

 $79 million on Orsini II, a 566-unit complex in Los Angeles. PNC Bank originated the interest-only loan 
on the midrise complex at 550 N. Figueroa St. 

 $53.74 million on Point at River Ridge, a 466-unit complex in Ashburn, VA. Point at River Ridge is one 
four sponsor-related loans on properties in Northern Virginia. The other three are: Point at Dulles, Point 
at Bull Run and Point at McNair Farms; collectively the four representing 13.9% of the initial mortgage 
pool balance and all are among the 12 largest loans in the pool. Centerline Mortgage Partners originated 
the loans. Point at River Ridge is interest only; the other three are partial interest-only. 

 $51.26 million on Rockledge Apartments, a 708-unit complex in Marietta, GA. Jones Lang LaSalle 
Operations originated the loan. 

WELLS FARGO, ROYAL BANK OF SCOTLAND TEAM ON $925 MIL DEAL 

Wells Fargo Bank and The Royal Bank of Scotland are the primary loan originators behind WFRBS Commercial 
Mortgage Trust 2012-C6, a $925 million CMBS conduit transaction collateralized by 89 commercial mortgage 
loans secured by 152 properties. 
 
The loans have principal balances that range from $1.5 million to $76.5 million for the largest loan in the pool, 
which is secured by National Cancer Institute (NCI) Center, a research & development facility in Frederick, MD. 
The property is 100% leased to SAIC-F a Fortune 500 company. The lease has two, 10-year extension options 
available, however. While SAIC-F is the actual tenant, the facility was built for National Cancer Institute, and the 
lease payments are funded by the U.S. government. 
 
The underlying properties are located in 30 states. There is significant California exposure, however, at 29.2%. 
The next highest geographic concentration is in Texas at (12.5%). Almost two-thirds of the California 
concentration is represented by the top 10 loans, including 18 of the 26 self-storage properties that serve as 
collateral for the WPC Self Storage Portfolio, the third largest in the pool. Wells Fargo funded the $48.2 million 
first mortgage loan to facilitate the acquisition of 26 self-storage properties in four states (CA, IL, HI, and TX). 
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The sponsor of the loan is Corporate Property Associates 17-Global Inc., a non-traded REIT managed by a 
wholly owned subsidiary of WP Carey (WPC). 
 
Wells Fargo provided the second-largest mortgage loan in the amount of $68.2 million that is secured by fee 
simple interests in four full service hotel properties. The portfolio is comprised of 901 keys, and includes the 
following properties: Embassy Suites Las Vegas Convention Center, NV (286 keys); Embassy Suites Arcadia, 
CA (190 keys); Embassy Suites Alpharetta, GA (150 keys); and the Renaissance Asheville, NC (275 keys). The 
loan proceeds were used to retire a former CMBS loan that was securitized in GMAC 2005-C1 and had been 
transferred to the special servicer. That loan experienced a maturity default as it was not successfully refinanced 
or extended when it came due. The proceeds were used to retire $101 million of debt and the new financing 
included a $37 million preferred equity contribution by CB Richard Ellis Investors. 

RESTAURANTS BACK LATEST BANK OF AMERICA CMBS 

Bank of America and German American Capital Corp. co-originated a $324.8 million loan to a sponsor entity 
controlled by Bain Capital Partners and Catteron Partners that backs CMBS deal BAMLL-DB 2012-OSI. 
 
The loan has a 5-year term and matures in April 2017. The loan has both fixed- and floating-rate components 
and is secured by, among other things, cross-collateralized and cross-defaulted first mortgage liens on 261 
restaurants in 34 states and are all master leased to an affiliate of OSI Restaurant Partners LLC. 
 
The portfolio of brands consists of Outback Steakhouse, Carrabba's Italian Grill, Bonefish Grill, Fleming's Prime 
Steakhouse & Wine Bar and Roy's Hawaiian Fusion. The collateral for this CMBS transaction consists of a 
sample of all brands, although it is largely made up of Outback Steakhouse and Carrabba's Italian Grill. There 
are also 10 assets tenanted by brands not owned or operated by OSI. 

UBS, BARCLAYS READYING NEXT MULTI-BORROWER DEAL 

Still in the premarketing stage, UBS Securities LLC or Barclays Capital Inc. are preparing CMBS deal UBS 
Commercial Mortgage Trust 2012-C1. While not in final form, the 10 largest loans that will likely make up the 
pool total $777 million. 
 
The three largest loans are as follows. 
 

 The Dream Hotel loan is a $120 million, fixed-rate loan secured by the borrower's fee interest in the land 
the Dream Hotel at 346 W. 17th St. in New York. The borrower / sponsor is affiliated with Standard Trust, 
which has more than $1 billion in reported assets with significant hospitality holdings, including five 
hotels in New York City, two properties in India, and one in Thailand. The borrower purchased the land 
and improvements in April 2006 and has spent $220.6 million to renovate the improvements and convert 
the improvements into a 12-story, 316-room luxury boutique hotel, including 16 suites. The Dream Hotel 
is managed by Hampshire Hotels and Resorts, an affiliate of the borrower. 

 
 The Civic Opera House loan is a $95 million fixed rate loan secured by a 916,039-square-foot Class B, 

CBD office property at 20 N. Wacker Drive in Chicago. The loan has a 10-year term and amortizes on a 
30-year schedule. The Civic Opera House Loan accrues interest at a fixed rate equal to 5.883%. Loan 
proceeds, with an additional equity contribution of $49.4 million and a credit from the seller of $5.1 
million, were used to acquire The Civic Opera House Property for a purchase price of $125.78 million, 
fund upfront reserves of $19.7 million, and pay closing costs and fees of approximately $4.1 million. The 
borrower, is affiliated with Michael Silberberg, a senior partner at Silberberg & Kirschner LLP, a New 
York law firm. Since 1988, Silberberg has privately invested, syndicated and managed commercial and 
residential multifamily projects across the country, and has participated in a number of private equity and 
loan transactions. 

 
 The Trinity Centre loan is a $160 million fixed rate loan secured by a 900,744-square-foot Class B, CBD 

office property at 111 and 115 Broadway in New York. The loan has a 10-year term, an initial interest-
only period of 24 months and amortizes on a 28-year schedule thereafter. The loan accrues interest at a 
fixed rate equal to 5.8975%. The borrower is affiliated with Capital Properties, a privately owned real 
estate investment, development and management firm, and Saxon Partners, a Boston area developer. 
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Bank-Ordered Auction 80+ Properties in North and South Carolina 

 

Private Equity Funds Expect CRE Return Growth To Slow 
One-year returns from private equity real estate funds have shown remarkable improvement since the real estate 
bubble burst in the latter half of the decade, despite underperforming every other major asset class, according to 
PitchBook/BMC Group's annual private equity report. 
 
PitchBook is an independent private equity news and data provider; BMC Group is a leading global provider of 
information management solutions. 
 
Real estate funds were the hardest hit by the financial crisis. Although funds with vintages at the start of the 
decade performed well, those raised during the middle of the decade bare scars from the burst of the real estate 
bubble. 
 
As the overall economy recovers, however, so too has real estate investment. This is partly reflected in the 
increasingly higher total value to paid-in (TVPI) multiples and internal rate of returns (IRR) for younger fund 
vintages. 
 
Funds from vintage years, like 2000 and 2001, have performed well, especially the 2001 vintage, which has a 
TVPI of 1.86x. 2000 and 2001 vintages funds have also distributed more capital back to their limited partners 
than was contributed to the funds by those limited partners, as indicated by cash-on-cash (DPI) multiples higher 
than 1x. These are the only two vintages for real estate funds to have accomplished this feat since 2000. 
 
Funds with vintages from 2005 to 2008 have TVPIs significantly less than 1x, so they are currently valued below 
the amount that their limited partners contributed. 

http://bit.ly/GFd5Za
http://bit.ly/GFd5Za
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However, younger funds, like 2009 and 2010 vintage funds, have already been able to generate higher TVPIs. 
Coupled with higher IRRs for the same vintages, this is a solid sign of a recovery from the financial crisis, 
according to PitchBook/BMC Group 
 
Also released this week was the Pension Real Estate Association (PREA) Consensus Forecast, which was the 
result of PREA's survey of a subset of their member firms about their forecasts of the U.S. commercial real 
estate markets. The survey was conducted in February 2012 and asked about the firms' latest forecasts of real 
estate returns as represented by the NCREIF Property Index (NPI). 
 
The average forecaster's outlook for 2012 has improved markedly from last quarter's survey with an expected 
return to the NPI of 9.3%, 140 basis points above the expectation three months ago. 
 
While a substantial improvement, this is not far above the long-term average return to the NPI. All four property 
types saw their average forecast return for 2012 improve from last quarter's survey, indicating a broad based 
increase in expectations. 
 
Despite the increased bullishness for 2012, the average forecast still predicts a gradual slowing in returns 
through 2013 and 2014. 
 
Apartments are expected to lead the pack by a wide margin in 2012, driven by an expected appreciation in 
values of 5.5% for the year. There is also widespread agreement amongst the responding forecasters that, 
despite cap rate compression in 2011, the apartment sector still has significant gains left; over 80% of 
respondents forecast multifamily as having the highest returns for this year. 
 
It is interesting that retail is tied with office for the second highest average forecast return for 2012, but of the 
forecasters looking at all property types not a single one ranked retail as having the highest return for 2012. 
Retail is often ranked as having strong potential returns for the coming year, but never the strongest – the sector 
apparently suffers from an "always a bridesmaid, never a bride" syndrome across the sample of forecasters. 
Retail, however, is forecast to drop off substantially going forward with the lowest average return forecasts 
among the property types in both 2013 and 2014. 
 
Looking past this year to longer term expectations reveals a different picture. Over a 5-year horizon to 2016, 
office has the highest average return forecast, with industrial second. 
 
There is also more disagreement amongst forecasters about the best performing sector over the next five years. 
More than one-third of respondents see office as producing the highest returns over five years, with the same 
proportion choosing apartment. Almost one-quarter see industrial as the best performer through 2016. 

Multifamily Mortgage Activity Enjoys Upswing after 3-Year Slump 
The multifamily mortgage market continues to experience an increase in lending activity from a variety of 
participants. Although the GSEs and FHA have primary participants, there has also been renewed interest from 
portfolio lenders, banks and thrifts and commercial mortgage-backed securities issuers, according to new 
research from Fannie Mae. 
 
Based on publicly-available company reports, Kim Betancourt, director multifamily economics and market 
research for Fannie Mae, said Fannie Mae and Freddie Mac saw the first increase in their total dollar volume of 
multifamily mortgage and securities acquisitions (purchases and securitizations) last year after three consecutive 
years of declines. In 2011, Fannie Mae acquired $24.4 billion in multifamily mortgage loans and Freddie Mac 
acquired $20.3 billion. 
 
During 2011, there was also an increase in multifamily CMBS issuance, totaling 16 deals. The multifamily 
collateral underlying the securities consisted of traditional multifamily units, manufactured housing parks and 
mixed-use properties. Although the conduits saw an increase in activity earlier in the year, issuance stalled 
during the third quarter of 2011, partly exacerbated by the Standard & Poor's ratings withdrawal on the $1.48 
billion Goldman Sachs-Citicorp CMBS deal. 
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While multifamily CMBS saw an increase last year, it is important to note that the segment is still far from its 
previous issuance levels. For example, multifamily CMBS issuance levels were approximately $36 billion 
annually in 2006 and 2007. 
 
Life insurers had their second best year on record in multifamily in 2011, reaching $11.1 billion in commitments 
on 517 loans. This is a significant increase from $4.6 billion in commitments on 244 multifamily loans in 2010. In 
2006, during the height of the last commercial real estate cycle, the life insurers had their best year on record in 
multifamily commitments, reaching $11.2 billion. 
 
Throughout 2011, the life insurers were determinedly competitive in their pursuit of multifamily commitments. At 
$11.1 billion, multifamily represented nearly 25% of all life insurer commercial real estate loan commitments last 
year. 
 
Banks and thrifts saw a significant increase in total net multifamily real estate holdings during 2011, with the 
FDIC reporting a net increase of $5.8 billion. Fourth-quarter 2011 net multifamily holdings rose by $1.6 billion, 
slightly higher than the $1.1 billion increase during the third-quarter, but still below the second quarter's revised 
increase of $3.6 billion. 
 
Betancourt said Fannie Mae expects the 2012 multifamily mortgage activity level to be similar to 2011 for a 
number of reasons, including interest rates likely remaining near or at current levels; low cap rates keeping 
apartment buyers and sellers in the market; apartment sales staying healthy due to an ongoing dearth of new 
apartment construction coming online resulting in fewer new competing apartment units; and continued 
improvement in job growth. 

AS LENDING HAS INCREASED; DELINQUENCIES HAVE DECLINED 

Commercial and multifamily mortgage delinquency rates declined during the fourth quarter of 2011, and have 
fared better through the credit crunch and recession than any other major type of loan held by banks and thrifts, 
according to two reports released by the Mortgage Bankers Association (MBA). 
 
During the fourth quarter, the 60+ day delinquency rate for loans held in life company portfolios fell 0.02 
percentage points to 0.17%. The 60+ day delinquency rate for multifamily loans held or insured by Freddie Mac 
fell 0.11 percentage points to 0.22%. The 90+ day delinquency rate for loans held by FDIC-insured banks and 
thrifts fell 0.20% to 3.55%. The 30+ day delinquency rate for loans held in commercial mortgage-backed 
securities (CMBS) fell 0.36 percentage points to 8.56%. The 60+ day delinquency rate for multifamily loans held 
or insured by Fannie Mae increased 0.02 percentage points to 0.59%. These and other figures come from MBA's 
Commercial Real Estate/Multifamily Finance Mortgage Delinquency Rates for Major Investor Groups report. 
 
"Commercial and multifamily mortgage delinquency rates continue to stabilize and improve in parallel with the 
broader economy," said Jamie Woodwell, MBA's vice president of commercial real estate research. "And counter 
to what many have predicted, commercial mortgages have proved to be neither 'the next shoe to drop' nor a 
'ticking time bomb' for the banking sector or the economy as a whole. The data show that, to the contrary, 
commercial and multifamily mortgages have generally performed well for most investor groups and have been 
the best performing loans held by banks and thrifts through this recession." 
 
Over the course of 2011, and throughout the credit crunch and recession, commercial and multifamily mortgages 
have had the lowest charge-off rates of any type of loan held by commercial banks and thrifts. In 2011, banks 
and thrifts charged off 0.84% of their balance of commercial mortgages and 0.74% of their multifamily 
mortgages, compared to charge-off rates of 1.22% and 1.24% respectively in 2010. 
 
By contrast they charged off 0.89% of their balance of commercial and industrial loans, approximately 1.43% of 
their one-four family residential loans, 1.25% of other (non-credit card) loans to individuals, 3.33% of their 
construction loans and 5.45% of their credit card loans. Commercial and multifamily charge-off rates tend not to 
rise as rapidly as other charge-off rates during the onset of a recession and tend not to decline as rapidly as 
others during the onset of a recovery. 
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Real Money: MIG Real Estate Plans $600 Million in Investments in 2012 
MIG Real Estate, a Newport Beach, CA-based real estate investment company, plans to invest up to $600 
million in property acquisitions in 2012. MIG has acquired more than $400 million of real estate properties since 
April 2009, with approximately $200 million closing in 2011. 
 
In 2012, MIG will continue to be active in several of its primary markets in California, Arizona, Colorado and 
Hawaii, with expansion into Seattle, Portland and Salt Lake City. Recently, the company decided to also enter 
the major Texas markets – Dallas, Houston, Austin and San Antonio as well as key markets in the Southeast 
where its primary focus will be multifamily and hotels. 
 
"We want to triple acquisition volume over 2011, with growth provided from our established markets, as well as 
expansion into the Pacific Northwest, Texas and other select Sunbelt markets" said Greg Merage, CEO of MIG 
Real Estate. 
 
The company will primarily target well-located, value-added properties in markets displaying improving economic 
conditions. MIG's current real estate investment portfolio mix is approximately 33% office, 20% hotel, 24% 
multifamily properties and 23% retail centers. 

ADDITIONAL FUND RAISINGS, FINANCINGS & NOTE PURCHASES 

Simon Property Group Inc. in Indianapolis closed its $2.9 billion equity and debt offering tied to its now also 
completed acquisition of a 28.7% equity stake in Klepierre from BNP Paribas and its joint venture partner 
Farallon Capital Management's stake in 26 assets of The Mills LP. 
 
NorthStar Realty Finance Corp. in New York is raising $370 million through the sale of 8.25% Series B 
preferred stock. The company intends to use the net proceeds to repurchase or pay its liabilities. 
 
Host Hotels & Resorts Inc. sold $350 million of 5-1/4% senior notes due 2022. The cash will be used to repay 
the $113 million principal amount outstanding of the 7.5% mortgage secured by the JW Marriott, Washington 
DC, and to redeem $250 million of our 6-7/8% Series S senior notes due in 2014. 
 
American Capital Mortgage Investment Corp. in Bethesda, MD, is raising $260 million in a public offering of 
common stock. The company expects to use the net proceeds to invest in mortgage investments. 
 
Essex Property Trust Inc. in Palo Alto entered into a note purchase agreement to issue $200 million of senior 
unsecured notes. The money will be used to repay a portion of the outstanding indebtedness under its $425 
million unsecured line of credit. 
 
Colony Financial Inc. in Los Angeles sold $130 million of 8.5% Series A cumulative perpetual preferred stock. 
The company intends to use the proceeds to repay debt. 
 
Aviv REIT Inc. in Chicago sold $100 million of its 7-3/4% senior notes due 2019. The size of the offering was 
increased by $25 million aggregate principal amount of notes subsequent to the initial announcement of the 
proposed offering. The company intends to use the net proceeds repay secured mortgage debt. 
 
Kilroy Realty Corp. in Los Angeles sold $100 million of 6.875% Series G cumulative redeemable preferred 
stock. The company intends to use the net proceeds to redeem a portion of the outstanding shares of its 7.8% 
and 7.5% preferred stock. 
 
KKR Financial Holdings LLC in San Francisco raised $100 million in a senior notes offering. Interest on the 
Notes will be paid quarterly at a rate of 7.5% per year. The company intends to use the net proceeds for general 
corporate purposes. 
 
WNC & Associates Inc. in Irvine, CA, closed WNC Institutional Tax Credit Fund 35. The $100 million multi-
investor low income housing tax credit fund will finance 18 affordable housing properties, totaling 1,134 units. 
The 18-property portfolio encompasses 12 properties for families and six properties for seniors located in 
markets throughout all regions of the continental United States. Nine properties are newly constructed and nine 
are rehab properties. Total development costs are approximately $155 million. 
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First Potomac Realty Trust in Bethesda, MD, sold $40 million of its 7.75% Series A cumulative redeemable 
perpetual preferred shares. First Potomac expects to use the net proceeds to repay debt. 
 
Stonegate Mortgage in Indianapolis completed a private equity transaction with Long Ridge Equity Partners, a 
New York-based private investment firm. Stonegate plans to use the capital to expand its portfolio of mortgage 
servicing rights and continue its growth in the correspondent and wholesale loan origination channels. 
 
Resource Real Estate Opportunity REIT Inc. agreed to purchase, at a discount, a non-performing promissory 
note from U.S. Bank secured by Deerfield Luxury Townhomes, a 166-unit multifamily townhome community in 
Hermantown, MN. The contract purchase price for the note is $10.3 million. The note was originated in March 
2007 in the original principal amount of $19.75 million. The borrower, Deerfield Luxury Townhomes LLC was in 
default on the note for failure to make monthly debt service payments. 
 
Cohen Real Estate Capital LLC in Orlando acquired promissory notes from a local Central Florida bank with 
original face amounts of $2.8 million secured by a newly renovated luxury 12-unit apartment building and a two 
commercial buildings having close to 4,000 square feet of mixed-use space, including the historic Burton's Bar. 
Simultaneous with closing, CREC entered into a forbearance agreement and a discounted settlement with the 
borrower and the apartments were immediately sold to a local investor. 
 
Winthrop Realty Trust acquired at par the mortgage loan secured by the approximately 6,750-square-foot retail 
condominium space at 39 S. State St. in Chicago, commonly referred to as the Mentor Building. The loan has an 
outstanding principal balance of $2.52 million, bears interest at 7.5% per annum and matures on Sept. 10, 2012. 
The property, which is adjacent to the Sullivan Center property in which Winthrop holds a mezzanine loan and 
profits participation (through a joint venture), is net leased to American Apparel Retail Inc. through October 2020. 

Sponsor Puts 9 Major Properties in North Carolina into Ch11 
The borrowers for a group of nine office, industrial and retail properties in Charlotte, NC, which are represented 
by American Asset Corp. (AAC) have filed for Chapter 11 reorganization in the U.S. Bankruptcy Court in Raleigh, 
NC. 
 
Their goal of the filing is to restructure existing loans with Bank of America that they have been unable to do in 
private negotiations. 
 
"The fact that we're using Chapter 11 reorganization is a product of the meltdown of the financial markets and 
the subsequent disarray in the banking system. These properties have continued to perform well as we are 
leasing space and creating cashflow as originally planned," said Count Arco, CEO of American Asset Corp. 
"However Chapter 11 is the only way, in the absence of a consensual agreement with the bank, to be able to put 
the necessary new money in the property to finish the original leasing plans and seek conventional financing." 
 
Prior to this filing, the bank hired CBRE to liquidate the loans at a discount and CBRE marketed the loans world-
wide, according to AAC. At the end of this extensive loan sale process, the bank had numerous offers but was 
not able to close a sale with any of the prospective buyers presented by CBRE. 
 
"We have been forced to use the legal system in order to resolve a loan amendment process. We are confident 
that this portfolio of properties will continue to do well and that the loan amendment process will allow us to 
achieve what we've always intended, operate fiscally sound properties," said Arco. 
 
The entities filing for Chapter 11 reorganization  are as follows. 

 Brier Creek Corporate Center Associates LP  

 Brier Creek Office #4 LLC 

 Brier Creek Office #6 LLC 

 Service Retail at Brier Creek LLC 

 Service Retail at Whitehall II LP 

 Shopton Ridge 30-C LLC 

 Whitehall Corporate Center #4 LLC 
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 Whitehall Corporate Center #5 LLC 

 Whitehall Corporate Center #6 LLC 

Pacific Office Properties Delisted from NYSE Amex 
Pacific Office Properties Trust Inc. in San Diego was notified by the NYSE Amex of the withdrawal of the 
company's common stock from listing on the exchange. 
 
The company's stock is now traded on the OTCQB tier of the OTC Marketplace. 
 
The delisting came as a result of the company's total equity amounting to less than $2 million and that it had also 
reported losses in two out of its three most recent fiscal years. 
 
Originally, Pacific Office Properties had intended to regain compliance to remain listed. 
 
In the end, the company said that it would not be able to make enough progress to regain compliance in the 
projected timeframe. 
 
Pacific Office Properties own seven office buildings with 1.5 million square feet and is joint venture partner in 
another 41 office buildings with 3.45 million square feet principally in selected long-term growth markets in 
southern California and Hawaii. 
 
For the nine months ended Sept. 30, 2011, the company reported losses of $23 million up from a loss of $17.5 
million for the same period in 2010. 

Jobs Up in Smoke: Reynolds American To Cut 10% of Workforce 
Reynolds American Inc. in Winston-Salem, NC and several of its operating companies have completed a three-
month business analysis designed to identify resources to reinvest in the businesses to sustain growth. 
 
The business analysis included Reynolds American Inc., RAI Services Co. and most departments within R.J. 
Reynolds Tobacco Co. 
 
As a result of this initiative, the total U.S. workforce of RAI and its subsidiaries will decline by a net of about 10% 
by the end of 2014. That would amount to about 540 workers based on RAI's year-end 2011 employee count. 
 
Job eliminations during that period will be partially offset by the hiring of new employees as and where needed. A 
majority of the people leaving the companies are doing so on a voluntary basis. 
 
The company said it expects to generate savings of about $25 million associated with the workforce restructuring 
by year-end 2012. Those savings will increase to about $70 million annually in 2015. 
 
"Our businesses' four key brands are all on a growth trajectory," said Daniel M. Delen, Reynolds American's 
president and CEO. "In order to sustain that growth, we need to ensure we have the financial resources and 
employees aligned behind the right programs and processes. While this analysis was difficult because of the 
impact on jobs, we are pleased that the majority of people leaving the companies will be doing so on a voluntary 
basis. 
 
"We are committed to a long-term, highly successful future for RAI and its operating companies. Our industry is 
in transition and in order for us to maintain our momentum, we must have the flexibility to move quickly when 
marketplace opportunities present themselves," Delen said. 
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Loans and Properties Under Surveillance 

 

Upcoming Corporate Facility Closures & Downsizings 

Company Address 

Closure 
or 
Layoff 

Owned 
or 
Leased 

Bldg. 
RBA 

No. 
Impacted 

Impact 
Date 

American Medical 
Response West 

470 Dubois St. S-D, San Rafael, 
CA Layoff Leased 7,804 55 4/1/2012 

American Medical 
Response West 

1670 Las Plumas Ave., San Jose, 
CA Layoff Leased 101,600 189 4/1/2012 

American Medical 
Response West 

5143 Port Chicago Hwy, Concord, 
CA Layoff Leased 22,354 139 4/1/2012 

Applied Materials 
3320-40, 3101-03 Scott Blvd., 
Santa Clara, CA Layoff Owned 

85,540; 
50,000 21 4/15/2012 

Bally Total Fitness 
12440 E. Imperial Hwy, Suite 300, 
Norwalk, CA Closure Leased 450,000 71 4/23/2012 

Buongiorno U.S. 
485 Alberto Way, Suite 210, Los 
Gatos, CA Closure Leased 28,131 23 4/30/2012 

Carriage Inn at 
Ridgecrest Hotel (Atlas 
Hotels Inc.) 

901 N. China Lake Blvd., 
Ridgecrest, CA Layoff Owned 112,974 62 4/9/2012 

Fireside Bank 
5050 Hopyard Road, Suite 200, 
Pleasanton, CA Closure Leased 130,307 91 4/30/2012 

Goodby Silverstein & 
Partners 

720 California St., San Francisco, 
CA Layoff Leased 92,690 123 4/10/2012 

Jerry's Famous Deli 
3210 Park Center Drive, Costa 
Mesa, CA Closure Leased 9,421 52 4/30/2012 

Marriott (Ritz-Carlton, 
Lake Tahoe) 

13031 Ritz-Carlton Highlands 
Court, Truckee, CA Layoff Owned 642,000 280 4/16/2012 

http://bit.ly/t0dxKa
http://bit.ly/t0dxKa
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Company Address 

Closure 
or 
Layoff 

Owned 
or 
Leased 

Bldg. 
RBA 

No. 
Impacted 

Impact 
Date 

Mills-Peninsula Health 
Services 

101 S. San Mateo Drive, San 
Mateo, CA Layoff Leased 70,338 44 4/1/2012 

Mills-Peninsula Health 
Services 

1609 Trousdale Drive, Burlingame, 
CA Layoff Owned 10,683 46 4/1/2012 

Niewil Inc. (McDonalds) 
700 World Way (Terminal 7), Los 
Angeles, CA Closure Leased 207,000 62 4/15/2012 

Omnicare 
4217 Coronado Ave., Suite A, 
Stockton, CA Layoff Leased 12,000 95 4/11/2012 

Palm Inc. 
950 W. Maude Ave., Sunnyvale, 
CA Layoff Leased 143,822 219 4/28/2012 

Raytheon Company's 
Space and Airborne 
Systems 

2000 E. El Segundo Blvd., El 
Segundo, CA Layoff Owned 2,236,358 114 4/20/2012 

Skyline Corp. (Layton 
Travel Trailers #32) 425 S. Palm, Hemet, CA Closure Owned 61,250 82 4/7/2012 

Tellabs 
4555 Great America Parkway, 
Suite 150, Santa Clara, CA Closure Leased 319,218 205 4/4/2012 

Tellabs 
1465 N. Mcdowell Blvd., Suite 100, 
Petaluma, CA Closure Leased 140,448 44 4/4/2012 

The Cheesecake 
Factory Bakery 

26950 Agoura Road, Agoura Hills, 
CA Layoff Owned 50,428 135 4/2/2012 

Watch List: Troubled Large Loans 
The following information for these lead listings was provided by Trepp LLC, an industry leader in providing surveillance data 
on loan and commercial real estate performance underlying the CMBS market. 
 

Property 
Name Address Cur. Bal. CMBS 

Special 
Servicer Reason for Transfer 

Aegon 
Center 

400 W. Market St., 
Louisville, KY $105,036,216 

GCCFC 
2004-GG1 

CWCapital 
Asset 
Management 

Aegon will downsize its operation 
at the  property. Aegon currently 
leases 247,834 sf (39% of GLA) 
under a lease expiring 12/31/12. 
Aegon may retain a small position 
in the building, but amount is 
unknown. 

Stratford 
Square Mall 

152 Stratford Square, 
Bloomington, IL $104,500,000 

JPMC 
2007-FL1 Berkadia Imminent maturity default. 

NEC 
America 
Corporate 
Center 

6535 and 6555 North 
State Highway 161, 
Irving, TX $96,534,744 

JPMCC 
2005-
LDP5 

CWCapital 
Asset 
Management 

Technical default. The reserve 
account is under funded by $2.46 
mil. 

Water's 
Edge 

5510 & 5570 Lincoln 
Blvd., Playa Vista, CA $74,108,755 

JPMCC 
2005-
LDP1 

C-III Asset 
Management Monetary default. 

AZ 
Office/Retail 
Portfolio 

8900 E. Pinnacle Peak 
Road; 7001 E. Indian 
Bend Road, 
Scottsdale, AZ $72,000,000 

MSCI 
2006-
HQ10 

LNR 
Partners 

Imminent default.; 2/07/12 Q4 
OSAr reports 81.28% occupancy 
and DSCr .77 property 
performance improving 

100 West 
Putnam 
Avenue 

100 W. Putnam Ave., 
Greenwich, CT $67,000,000 

CSMC 
2007-TFL2 Talmage Imminent maturity default. 

West Oaks 
Mall 

9401 West Colonial 
Drive, Ocoee, FL $66,659,365 

WBCMT 
2003-C9 

CWCapital 
Asset 
Management 

Imminent default.; Property DSCR 
as of Q3 2011 was 0.72x 

Green Oak 
Village 
Place 

9608 Village Place 
Blvd., Brighton, MI $65,199,085 

BACM 
2007-5 

C-III Asset 
Management Imminent default. 



 

THE WATCH LIST NEWSLETTER 15 

 

Property 
Name Address Cur. Bal. CMBS 

Special 
Servicer Reason for Transfer 

The James 
Hotel 

55 E. Ontario St., 
Chicago, IL $55,000,000 

WBCMT 
2007-
WHALE 8 Wells Fargo Imminent maturity. 

Raleigh Flex 
Portfolio 

3100, 3150 and 3200 
Spring Forest Road, 
Raleigh, NC $53,700,000 

LBUBS 
2007-C2 

Orix Capital 
Markets Imminent maturity default. 

Park 
Jefferson 
Apartments 

3001 E. Jefferson 
Blvd, South Bend, IN $30,393,587 

JPMCC 
2005-
CIBC13 

LNR 
Partners Imminent default. 

Oheka 
Castle 

135 W. Gate Drive, 
Huntington, NY $28,071,933 

JPMCC 
2007-
LDP12 

C-III Asset 
Management 

Imminent default.. Loan was UW at 
35% occupancy. Q2 2011 shows 
occupancy 23.32% with a RevPAR 
of $58. 

Alanza 
Place 
Apartments 

1121 N. 44th St., 
Phoenix, AZ $24,925,000 

GSMS 
2005-GG4 

LNR 
Partners Imminent default. 
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