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Owners Report Scattered Office Leasing Success in Q1 
What First Quarter Reports Tell Us About Office Leasing Conditions 

Many of the nation's most prominent REITs and real estate companies reported continuing softness in the office 
leasing market during the first quarter. And while expectations for a continued slow recovery should result in 
expected hiring and improved leasing demand later this year, they acknowledge that economic uncertainties 
could drag down any success they might have been expecting. 
 
CoStar Group culled through first quarter earnings press releases, conference calls, supplemental portfolio filings 
and quarterly reports of 15 publicly held firms with office property concentrations. 
 
While many of them reported some improvement in office occupancy, not all of those gains came from leasing. 
Many of the firms have taken advantage of improving conditions across many markets to reposition their 
portfolios by investing in stronger markets and higher class properties. 
 
Effective renewal rental rates generally came down across the country with in-place rent escalation clauses 
softening some of the impact of lease rollovers on net operating incomes. In addition, most of the firms reported 
positive results in reducing their leasing costs. 
 
Many of the firms reported that office leasing was strongest among technology and life science firms, while 
government leasing activity was soft. 
 
The following highlights from firms across the country provide insight on current office leasing conditions. 

ALEXANDRIA REAL ESTATE EQUITIES: LIFE SCIENCE LEASING COMES TO LIFE 

Solid demand for life science space in key high tech cluster markets drove Alexandria's quarter. The California-
based REIT executed 63 leases for 912,000 rentable square feet at 45 different properties, including 394,000 
rentable square feet of development and redevelopment space. This was the fourth-highest quarter of leasing 
activity in company history. 
 
Rental rates for this renewed/re-leased space were on average 2.8% lower on a cash basis and 3.3% higher on 
GAAP basis than rental rates for the respective expiring leases. Importantly, excluding one lease for 18,000 
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rentable square feet related to a tenant in San Diego's Sorrento Valley submarket, rental rates for renewed/re-
leased space were on average 7.6% and 1.1% higher than rental rates for expiring leases on a GAAP and cash 
basis, respectively. 
 
In addition, Alexandria reported that it granted tenant concessions, including free rent averaging 1.5 months, with 
respect to the 912,000 rentable square feet leased during the three months ended March 31. Approximately 68% 
of the number of leases executed had no tenant concessions. 

BOSTON PROPERTIES: THANK GOODNESS FOR BOSTON AND SAN FRANCISCO 

Leasing trends continued to improve for Boston Properties in the Cambridge of Boston and in San Francisco, 
suggesting there are sectors of the economy that are growing despite the uncertain and challenging 
macroeconomic issues, the company said. These submarkets are experiencing stronger leasing velocity, 
additional space demand, increasing rental rates and/or lower transaction concessions. 
 
In the midtown Manhattan market, though, leasing activity in the first quarter was lower than recent historical 
averages and the firm's office availability rate increased slightly. 
 
In Washington, DC, the leasing activity in the public sector market has been adversely impacted by the federal 
budgetary uncertainty and the reductions in discretionary spending programs. Leasing activity in the private 
sector market continued to be slow and Boston Properties said it do not expect to see improvement in overall 
market conditions for Washington during the remainder of 2012. 
 
In the first quarter 2012, Boston Properties reported 1.1 million square feet of leased space commenced revenue 
recognition, including leases for 993,000 square feet of second generation space and leases for 97,000 square 
feet of first generation space, stemming mostly from the completion of development projects. 
 
Of the 1.1 million square feet, leases for 139,000 square feet were signed during the first quarter of 2012 and 
leases for the remainder of this space were signed in prior periods. 
 
The second generation leases that commenced revenue recognition in the first quarter of 2012 had an average 
lease term of 108 months and included an average of 190 days of free rent and total transaction costs, including 
tenant improvements and leasing commissions, of $51 per square foot. 
 
Transaction costs were relatively high due to a greater percentage of new leases compared to renewals and a 
longer average lease length resulting in higher tenant concessions and brokerage commissions. 
 
The starting gross rents for the 873,000 square feet of second generation leases that had been occupied within 
the prior 12 months increased on average by 18.86% compared to the ending gross rents from the previous 
leases for this space. 
 
Lease terms are highly dependent on location (i.e., whether the property is in a CBD or suburban location), 
whether the lease is a renewal or with a new tenant, and the length of the lease term, the company said. 

BRANDYWINE REALTY TRUST: VOLUME OF DEALS DROPS, TI COSTS IMPROVE 

Reduced available financing and higher borrowing costs, coupled with a sluggish economic recovery, combined 
to reduce the volume of real estate transactions, according to Brandywine Realty Trust. The REIT said vacancy 
rates could increase through 2012 and possibly beyond as the current economy negatively impacts tenants. 
 
It also said it expected that economic conditions could increase amounts of past due accounts, tenant defaults 
and result in lower occupancy and reduced effective rents. 
 
Occupancy at its properties ended the quarter at 86.7% up from 85.8% last summer. The REIT signed 560,871 
square feet of new leases and renewed 421,383 square feet. Those numbers were lower than a year ago of 
613,988 square feet and 475,439 square feet respectively. 
 
New rental rates in the first quarter were 2.1% lower than a year ago and renewals were 5.6% lower than 
expiring leases. That compares to gains last summer of 1.8% on new leases and a decrease of only 1.7% on 
renewals. 



FEATURED NON-PERFORMING NOTE:

Auction.com, LLC, 1 Mauchly, Irvine, CA 92618 (800) 499-6199.  CA Auction.com RE Brkr 01093886; NY Auction.com RE Brkr 10991207955; Auctioneer Michael 
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Dearborn, MI 
ITEM #: B073-465 

Starting Bid: ...$7,500,000
Size: ..................... 203,306 SF  
Type: ..............................Office

Macon, GA 
ITEM #: B073-307

Starting Bid: ...$2,500,000 
Size: ..................... 125,266 SF  
Type: ..............................Retail 

FEATURED COMMERCIAL REAL ESTATE:

Stamford, CT  - ITEM #: N074-520  
Starting Bid: ........................................$6,500,000
Current Balance: ..................................... $30,000,000
Size: ........................................................... 105,738 SF
Collateral Type: ....................................................Office
Loan Status: ........................................Non-Performing

Trevose, PA 
ITEM #: B074-100B 

Starting Bid: ..$2,500,000
Units: ..................... 66,285 SF 
Type: ..............................Office

Middletown, NY
ITEM #: B074-102 

Starting Bid: ...$2,000,000
Size: ....................... 95,000 SF 
Type: ..............................Retail 

FEATURED COMMERCIAL NOTE: FEATURED COMMERCIAL REAL ESTATE:

CLICK TO SEARCH 110+ ASSETS IN 29 STATES 

CLICK TO SEARCH 20+ ASSETS IN CT, MA, MD, NJ, NY & PA

The Nation’s Leading Real Estate 
Auctioneer and Loan Sale Advisor

UPCOMING AUCTIONS
$200M+ MOBILE HOME PARK COMMERCIAL & NOTE AUCTION ............................................................................... June 26-28
$300M+ NATIONAL COMMERCIAL & NOTE AUCTION .............................................................................................................July 16-18

BROKERS AND OWNERS, SELL YOUR COMMERCIAL PROPERTY OR LISTING WITH 
AUCTION.COM. BROKERS RETAIN YOUR COMMISSION. NO AUCTION LISTING FEES. 
CALL 888-774-3852 OR VISIT WWW.AUCTION.COM/COMMERCIAL.

Las Vegas, NV  -  ITEM #: N073-558  
Starting Bid: ............................................$650,000
Current Balance:  ...................................... $2,530,125
Size: ............................................................. 59,900 SF 
Collateral Type: ......................................... Self-Storage 
Loan Status: ........................................Non-Performing

NATIONAL COMMERCIAL & NOTE AUCTION JUNE 4-7 & 11-13

NORTHEAST COMMERCIAL & NOTE AUCTION  JUNE 12 - 14

http://www.auction.com/commercial.php?utm_source=Costar.com&utm_medium=Watchlist&utm_campaign=MayCRE
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Tenant improvement costs were $13.03 per square foot this past quarter, down significantly from $17.98 per 
square foot last summer. 

BROOKFIELD OFFICE PROPERTIES: TWO BIG WINS IN NYC 

Brookfield Office Properties leased 1.1 million square feet of space during the quarter at an average net rent of 
$28.71 per square foot, representing a 33% increase over expiring net rents in the period. The portfolio 
occupancy rate finished the quarter at 92.9%. 
 
A highlight from the quarter included Investment Technology Group leasing 132,000 square feet for a 17-year 
term at One Liberty Plaza in New York. 
 
After the quarter ended, Brookfield signed a 1.2-million-square-foot lease with Morgan Stanley at One New York 
Plaza in New York, transferring from a sublease at the property to a direct lease with Brookfield. The new deal 
includes more than 300,000 square feet of expansion space. 

COMMONWEALTH REIT: STABILIZING BUT WEAK CONDITIONS 

During the past quarter, leasing market conditions for Commonwealth REIT's with office across the country, 
appeared to be stabilizing but remained weak. As of March 31, 84.8% of Commonwealth REIT's total office 
square footage was leased, compared to 84.3% leased a year ago. The average effective rental rate per square 
foot for CBD buildings was up 40 cents to $29.55 and down 7 cents for suburban office buildings at $21.17. 
 
The company renewed leases for 904,000 square feet and entered new leases for 1.02 million square feet, at 
weighted average rental rates that were 8% less than rents previously charged for the same space. 
 
Commitments for tenant improvements, leasing costs and concessions for leases entered during 2012 totaled 
$37.3 million, or $19.39 per square foot on average ($3.08 per square foot per year of the lease term). 
 
The REIT said it believed that the current high unemployment rate and weak leasing market conditions may lead 
to decreases in occupancy and effective rents through the majority of 2012. However, it expected occupancies to 
begin to improve in late 2012 and 2013. 

CORPORATE OFFICE PROPERTIES TRUST: SOFT GOVERNMENT LEASING 

Leasing volume decreased for Corporate Office Properties Trust, which leased a total of 569,638 square feet in 
the first quarter of the year, of which 319,871 square feet was renewals. That compared to 783,852 square feet 
of total leasing a year ago. It finished the quarter with occupancy at 87%, the same as a year ago. 
 
COPT, which focuses primarily on serving the specialized requirements of U.S. government and defense 
information technology tenants, continues to operate in a challenging economic environment, but was pleaased 
with its quarterly results, according to Roger A. Waesche, Jr., president and CEO of COPT. 
 
On its lease renewals, the company posted a first quarter retention rate of 59.3% vs. 66.5% a year ago. The 
average committed cost per square foot in the first quarter on renewed leases was $7.52 vs. $10.69 a year ago. 

DOUGLAS EMMETT: RENT ESCALATION CLAUSES OFFSET LOWER RENEWAL RATES 

Southern California-based Douglas Emmett has been posting steady improvements in its overall rental activities. 
Average straight line rents ended the quarter at $32.86/square foot up 10 cents from a year ago and up more 
than 50 cents from two years ago. 
 
Annualized lease transaction costs have been declining for two years and ended the quarter at $3.63/sq.ft. 
 
"Office rental rates in our markets generally peaked in 2007 and early 2008, so that rental rates on new leases 
since that period have generally been less than the rental rates on the expiring leases for the same space," the 
company reported. "During the first quarter of 2012, the average straight-line rent under new and renewal leases 
we signed was 6.9% lower than the average straight-line rent under the expiring leases for the same space. 
However, net changes in our office rental rates have not had a significant impact on our revenues in recent 
periods, as the negative effect of rent roll downs, which affect 11% to 14% of our office portfolio each year, have 
been essentially offset by the positive impact of the annual 3% to 5% rent escalations contained in virtually all of 
our continuing in-place office leases." 
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FIRST POTOMAC REALTY TRUST: THINGS SHOULD IMPROVE AS YEAR GOES ON 

During the three months ended March 31, this Mid-Atlantic office REIT executed 576,000 square feet of leases, 
which consisted of 340,000 square feet of new leases and 236,000 square feet of renewal leases. 
 
The 236,000 square feet of renewal leases in the quarter reflects a 51% retention rate. The renewal rate during 
first-quarter 2012 was lower than its historical renewal rates of 75% primarily due to the timing of several known 
larger lease expirations. 
 
First Potomac said it anticipates the renewal rate will increase to more in-line with prior levels throughout the 
balance of 2012. The weighted average rental rate on the company's renewed leases decreased 3% compared 
with the expiring leases. 
 
Same-property net operating income increased 2% for the three months ended March 31, compared with the 
same period in 2011, primarily due to an increase in rental rates. 

FRANKLIN STREET PROPERTIES CORP.: ECONOMIC UNCERTAINTIES WEIGH DOWN RESULTS 

Although occupancy levels in Franklin Street Properties portfolio improved in 2011 and the first quarter of 2012, 
the company said that future economic factors may negatively affect real estate values, occupancy levels and 
property income. 
 
Its real estate portfolio was 89% leased as of March 31 vs. 88.4% leased a year ago. 
 
"We continue to make leasing progress in our portfolio and continue to have as our objective to move overall 
occupancy levels in the portfolio back to the 90+ percentage range during 2012," the company stated. 
 
The company's average annualized rent per leased square foot also has shown improvement ending the quarter 
at $21.75 vs. $19.43 a year earlier. 

KILROY REALTY CORP.: RENEWAL RATES STABILIZING AT 5%-10% ABOVE MARKET 

Kilroy Realty reported that rental rates have stabilized in many of its California and Seattle submarkets over the 
last several quarters and that the weighted average cash rental rates for its overall portfolio, including recently 
acquired properties, were 5% to 10% above the current average market rental rates. 
 
"Although real estate fundamentals continue to be challenging in some of our regional submarkets, we have 
generally seen a modest decrease in vacancy rates and lease concession packages and are starting to see an 
increase in rental rates," the company stated. 
 
It commenced 356,321 square feet of office leases in the first quarter vs. 232,320 a year ago. 
 
In its second generation office leasing activity, Kilroy reported a 61% retention rate with changes in cash rents 
from expiring leases down 3.1% vs. 65% retention rate and a slight increase in cash rents a year ago. 

LIBERTY PROPERTY TRUST: FLAT DEMAND BUT STRONGER THAN A YEAR AGO 

Economic disruption continues to adversely impact this Philadelphia-based REIT's business. Rental demand 
remained relatively flat in the first quarter compared to the same three months a year ago. 
 
In the first quarter, Liberty Property Trust leased 4.3 million square feet and attained occupancy of 90.5% for 
properties in operation. That compares favorably to 3.4 million square feet of activity a year ago and occupancy 
of 88.7%. 
 
Straight line rents on renewal and replacement leases were on average 4% lower than rents on expiring leases. 
That was considerably less than a decrease of 10% a year ago. 

MACK CALI REALTY CORP.: LEASING COSTS COMING DOWN; DEMAND REMAINS WEAK 

Mack Cali's core New York/New Jersey office leasing markets continue to be weak. The percentage leased in its 
consolidated portfolio of stabilized operating properties was 87.9% at quarter's end vs. 88.2% a year ago. 
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The company said it believes that vacancy rates may continue to increase and rental rates may continue to 
decline in some of its markets through 2012 and possibly beyond. 
 
Mack Cali had 1.3 million square feet of leases expire in the first quarter and commenced 1.1 million for negative 
net absorption - results that were similar to a year ago. On renewal leases, the company reported a retention 
rate of 61.5% based on square footage vs. 62.4% a year ago. 
 
Its weighted average base rent at the end of the first quarter was $23.38/square foot with an average leasing 
cost per square foot per year of $3.85. That compares to $24.97 and $4.23 a year ago. 

MPG OFFICE TRUST INC.: CONTINUED STRUGGLES 

This primarily Southern California office REIT saw its overall occupancy in the first quarter fall to 80.2% vs. 
83.5% a year ago. 
 
In its primary portfolio of 7.4 million square feet in Los Angeles' CBD, MPG Office Trust ended the quarter with 
an annualized base rent per square foot at $22.56 vs. $23.16 a year ago when it owned 8.6 million square feet of 
space. 
 
More notable for the REIT in the first quarter was the continued whittling of its office portfolio as it continued to 
struggle with debt burdens. It lost two office buildings in foreclosure proceedings and had another placed in 
receivership. It sold its interest in two additional buildings and entered into joint ventures on three others. In April, 
it also had another property placed into receivership and sold two properties pursuant to a deed-in-lieu of 
foreclosure agreements. 

PARKWAY PROPERTIES INC.: OCCUPANCY UP, LEASING DOWN 

As of April 1, occupancy of Parkway Properties' primarily Sunbelt area office portfolio was 85.9% compared to 
83.8% a year ago. 
 
During the first quarter, 27 new leases were signed totaling 203,000 rentable square feet at an average rent per 
square foot of $22.43 and at an average cost of $5.49 per square foot per year of the term. 
 
It signed 46 renewal leases totaling 140,000 rentable square feet at an average rent per square foot of $22.41, 
representing a 7.9% rate decrease, and at an average cost of $1.99 per square foot per year of the lease term. 
 
Eleven expansion leases were signed totaling 25,000 rentable square feet at an average rent per square foot of 
$24.27 and at an average cost of $5.35 per square foot per year of the lease term. 
 
For Parkway's core properties owned as of April 1, the company estimated that it had a 58 cents per square foot 
embedded loss. (Embedded loss is defined as the difference between the weighted average in-place cash rents 
including operating expense reimbursements and the weighted average estimated market rental rate.) 
 
Parkway's customer retention rate was 46.8% for the quarter, as compared to 48.1% a year ago. 
 
"We are making progress on our strategic initiatives through our asset disposition efforts and resulting 
repositioning of the portfolio. ...This will take time, but we will continue to seek to deploy capital into higher 
growth markets as we position the company to add value and build cash flow," said James R. Heistand, 
president and CEO of Parkway. "Our teams in each of our submarkets are committed to improving leasing 
results and enhancing our operations at the local level." 

VORNADO REALTY TRUST: DC, NEW YORK RENTS UP 

Vornado leased 1.22 million square feet of office space in its primary New York and Washington, DC, markets 
vs. 1.08 million a year ago. Initial cash rents were coming in at $53.63/square foot in New York vs. $50.38 a year 
ago. In Washington, DC, initial rents came in at $40.42 vs. $37.57 a year ago. 
 
Tenant improvement and leasing commission costs averaged $4.66/square foot per year in New York and $5.28 
in Washington, DC. Those costs are up from a year ago when the costs were $4.17 and $3.17 respectively. 
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The Shift to Smaller Office Suites 
By: Walter Page 
Since 2002 the size required by the typical office tenant has declined by 10% from 5,000 SF to 4,500 SF (see 
Exhibit 1). This raises two questions: Why has this decline in tenant size occurred, and what are the strategic 
implications should the decline continue? 
 
 In typical economist fashion, let’s assume 
that the reduction in lease size is mainly 
due to more efficient space usage per job, 
rather than a shift to smaller employers. 
This finding suggests that the impact of 
alternative office-space utilization strategies 
– including office hoteling and work-from-
home programs, a shift from paper to 
electronic information storage, and a 
general reduction in personal space – is 
now negatively impacting the demand for 
office space. 
 
In fact, these factors are often cited by both 
office owners and brokers as reasons for 
space reductions when tenants renew 
leases for slightly smaller square footages. 
The reduction in space per tenant has 
occurred despite a trend toward more 
meeting space in offices and lower office 
rental rates, which are factors that would 
have normally caused lease sizes to increase. 
 
Upon further analysis of our lease data, the reduction in size was concentrated in Class C properties, as space 
usage per tenant in these 1 & 2 Star properties fell 20% from 2,500 SF in 2002 to under 2,000 SF in 2011. In 
comparison, Class B space utilization per tenant was down by only 12%, while Class A lease size per tenant was 
up by about 4%. There are several strategic implications that can be drawn from this trend. 
 
First, the demand for office construction is likely to be lower in this recovery than in the past. In fact, PPR’s office 
forecast calls for a 1% per year average reduction in the office space per job utilization rate through 2020, as a 
reduction in shadow supply and space per employee is factored into our forecasts. 
 
Second, this means that tenant renewal rates could fall, as tenants are not willing to lease space that is not 
needed. Finally, the office market is likely to compensate for shrinking tenant size by splitting up large, hard-to-
lease suites. 

Banks Finally Willing To Catch Up on CRE Borrowing Demand 
Having experienced stronger demand over the past three months, banks have started easing their lending 
standards for commercial real estate. 
 
The move is another signal that banks are more willing to start growing their CRE loan portfolios as they have in 
other lending areas. 
 
The banking sector overall also has substantially improved its liquidity position over the past few years. Indeed, 
large banks in the aggregate have more than doubled their holdings of cash and securities since 2009, according 
to remarks last week by Ben S. Bernanke, chairman of the Federal Reserve System. The credit quality of large 
banks' assets is looking better as well, although the improvements have been uneven across types of loans. 
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In the aggregate, delinquency rates on loan portfolios at large banks have declined substantially from their 
peaks. However, while delinquencies on commercial and industrial (C&I) loans and consumer loans have fallen 
to the lower end of their historical ranges, delinquencies on loans backed by commercial or residential real estate 
have declined only moderately and remain elevated, Bernanke said. 
 
Notwithstanding the various headwinds, credit conditions in the United States have improved significantly in a 
number of areas. Many--though certainly not all--businesses and households are finding it easier to borrow than 
they did a few years ago, in part because of better conditions in financial markets more broadly. 
 
"In a market that has been in flux for the last few years, the lending environment continues to be the shining 
beacon of hope," said Gary Goss, senior vice president debt placement services at Cassidy Turley San Diego. 
"The abundance of competitive lending sources and very low interest rates, combined with an absence of 
significantly damaging global economic news over the past few months, has created an excellent environment to 
finance commercial real estate." 
 
"Twelve months ago, lenders (for the most part) were seeking permanent debt for multi-family, industrial, retail 
and office property types alone," Goss said. "In recent months, we have noticed a rise in multiple lending sources 
offering programs for construction, hospitality and special use properties and we expect them to continue to 
expand their lending types as a way to satisfy their huge appetite for accumulating loans. Mezzanine debt and 
Joint Venture Equity financing is also plentiful and is playing a major role in making up for the downward shift in 
lower leverage senior debt." 
 
Overall, at this point in time, the debt markets appear to be in a very good state as clients see this as an 
opportunity to capitalize on favorable financing conditions, Goss added. 
 
Signs of improvement notwithstanding, the boost in loan growth is not without a potential downside. 
 
While loan growth adds to a bank's earning assets, growing loans faster than deposits can also put pressure on 
banks' liquidity, according to Moody's Investors Service. 
 
"Despite our favorable view of recent loan growth, as the economy recovers, history suggests that underwriting 
standards will deteriorate," Moody's analyst wrote in their most recent weekly credit markets report. "Already, a 
number of banks mentioned in their recent quarterly earnings teleconferences that loan pricing competition has 
increased. Our experience has been that after affecting price, competition typically weakens loan structures and 
covenants. Once that occurs, it will translate into asset quality problems down the road. Therefore, a leading 
indicator for banks' asset quality will be the pace of their loan growth relative to overall economic growth." 
 
For now, though, Moody's said that is not a worry because U.S. banks' are in the enviable position of having 
more deposits than loans. 
 
The recent loan growth is also positive because it typically represents customer growth. An indication that this is 
particularly true now is the fact that most banks have not reported an increase in credit line utilization rates. 

U.S. CMBS REOs Top $11 Billion; One-Third of All Delinquencies 
The volume of real estate-owned (REO) assets for lenders reached 11 billion for the first time and now 
represents one-third of all delinquencies outstanding, according to Fitch Ratings. 
 
A closer look reveals stark differences in REO trends by state. For instance, in states where non-judicial (power-
of-sale) foreclosure is allowed, the inventory of REO assets increased by 64% since the start of last year. 
 
Conversely, the inventory in judicial-only states (where the foreclosure process can be notably slower) jumped by 
111%. 
 
For the current inventory of REO assets, it took an average 179 days to foreclose on properties in power-of-sale 
states, versus 323 days in judicial-only states. This suggests that the current REO inventory from judicial-only 
states represents older stock that is finally making its way through the system. 
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While REO assets typically experience higher loss severities than non-REO dispositions, the liquidation of these 
assets will eventually help bring down the delinquency rate, according to Fitch Ratings. 
 
There were a couple surprises in the states possessing the highest percentages of REO assets. Georgia topped 
the list at 9.1%, followed by Nevada (8.8%), Arizona (7.3%), Michigan (5.6%), and Colorado (4.7%). These 
states are all power-of-sale states, where a special servicer is often more inclined to pursue foreclosure as a 
remedy. 
 
However, the $363 million Bank of America Plaza in Atlanta and $136 million Citadel Mall in Colorado Springs 
were the major drivers behind the higher rates for Georgia and Colorado. Without those loans, Georgia would 
have placed third at 5.8%. 
 
In addition, at 2.4% Colorado would have dropped seven places behind a host of others, including Florida, 
Texas, Illinois, Pennsylvania, California, Massachusetts, and Ohio. 
 
The metro areas with the largest dollar amount of REO assets (by loan balance) were Atlanta, the Inland Empire, 
Phoenix, Las Vegas, and Chicago. 
 
Updated appraisals were available for nearly all REO assets in Fitch Ratings' universe and revealed an average 
value decline of 57% from issuance appraisals and values about 35% below current scheduled loan balances 
(approximately 70% of the REO assets were from 2006 and 2007, when pro forma underwriting was prevalent). 
 
Among the major property types, retail REO values have fared the worst, with average declines of 65% from 
issuance, while multifamily came out on top with values drops of 46%. 
 
Office, industrial, and lodging REO assets saw value drops of 57%, 55%, and 50%, respectively. 
 
Among MSAs that had at least a modest REO sample size, value declines were steepest in Detroit (73% 
average decline) as well as Cape Coral-Fort Myers and Miami-Fort Lauderdale-Miami Beach, FL, which reported 
value declines of 71% and 65%, respectively. The Phoenix, Cincinnati, and Inland Empire metros also topped 
60% in reported value declines. Texas markets fared the best with the Dallas-Fort Worth and Houston metros 
reporting value declines of 41% and 44%, respectively. 

OVERALL U.S. CMBS DELINQUENCY RATE RISES AGAIN; OFFICE OF MOST CONCERN 

U.S. CMBS delinquencies rose for the second straight month according to the latest index results from Fitch 
Ratings. 
 
Late-pays rose 10 basis points (bps) in April to 8.53% from 8.43% in March following seven straight months of 
declines. This was largely expected with five-year loans originated in 2007 coming due. 
 
Loans on industrial properties experienced the largest improvement in April, dropping into the number three spot 
in the property type delinquency ranking. 
 
Multifamily performance improved by nearly a full percentage point (a 97-bp drop). Hotels also continued to 
improve, albeit modestly. 
 
Office remains the most cause for concern, jumping another 37 bps in April, followed by retail, which experienced 
a 16-bp uptick in late-pays. 
 
Not captured in the office delinquency rate are two recent delinquency-index entrants officially classified as 
mixed use, but which contain significant office components. 
 
Solana in Westlake, TX ($360 million loan). The collateral is a large mixed-use development northwest of 
Dallas/Fort Worth airport consisting of 11 office buildings, a retail center, a health club and a 294-key Marriott 
hotel. Excluding the hotel, the project area is 1.84 million square feet. The project is currently 64% leased, down 
from 84% in December 2011 as a result of the lease expiration and departure of a major tenant. A receiver was 
appointed last November. 
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One Congress Street in Boston ($190 million). The loan transferred to special servicing effective last November 
due to imminent monetary default, which occurred two months later. The collateral is a 1.2 million-square-foot 
parking garage in downtown Boston near city hall. The property also features 285,000 square feet of office and 
limited ground floor retail. As of January, the office/retail component was 33% occupied. Discussions are 
ongoing regarding a loan restructure. 
 
The largest new delinquencies in April were two loans that became 60-days past due-One Congress Street 
(noted above) and the $185 million Bethany Maryland Portfolio II loan secured by three multifamily properties 
with a combined 1,909 units. 
 
Current and prior month delinquency rates for each of the major property types are as follows. 

 Multifamily: 11.64% (from 12.61% in March) 

 Hotel: 10.20% (from 10.35%) 

 Industrial: 9.34% (from 10.91%) 

 Office: 8.36% (from 7.99%) 

 Retail: 7.39% (from 7.23%) 

$15.7 Bil. ResCap Files Ch.11; To Sell All Assets 
Residential Capital LLC, known as ResCap, a subsidiary of Ally Financial Inc. and the fifth largest mortgage 
originator and servicer in the country, filed for Chapter 11 protection along with 50 of its subsidiaries listing 
assets of $15.7 billion 
 
Only Bank of America, JPMorgan Chase, Wells Fargo Bank and CitiMortgage service more mortgage loans than 
ResCap, which services more than 2.4 million mortgage loans with an aggregate unpaid principal balance of 
$374 billion. About 68% of the mortgage loans serviced by ResCap are owned, insured or guaranteed by the 
federal government sponsored or owned entities, Fannie Mae, Freddie Mac and Ginnie Mae. 
 
In addition, ResCap and affiliates, including Ally Bank, were collectively the 10th largest originator of residential 
mortgage loans in the U.S., producing $56.3 billion and $8.6 billion in loan origination volume during the year 
ended Dec. 31, 2011 and the three months ended March 31, 2012, respectively. 
 
ResCap's mortgage origination, servicing and other business activities, conducted through its subsidiaries, 
including GMAC Mortgage, will continue to operate as the Chapter 11 proceeds. 
 
The Chapter 11 filings were expected as part of ResCap's plan to sell substantially all of its assets. 
 
It has agreed to sell its mortgage origination and servicing businesses to Nationstar Mortgage LLC as the 
stalking horse bidder. And it has agreed to sell its legacy portfolio, consisting mainly of mortgage loans and other 
residual financial assets, to Ally Financial as stalking horse bidder. 
 
Together, the asset sales are expected to generate approximately $4 billion in proceeds. 
 
Ally Financial has agreed to make a cash contribution of $750 million to the ResCap Chapter 11 estate upon 
confirmation of the plan and make a stalking horse bid for up to $1.6 billion of ResCap-owned mortgages 
currently marked at 45% of unpaid principal balance; and provide ResCap a $150 million debtor in possession 
financing (DIP) facility. 
 
Ally is expected to record an associated charge of approximately $1.3 billion in the second quarter of 2012. The 
estimated charge is primarily driven by a write-down to zero of Ally's approximate $400 million equity investment 
in ResCap. 
 
Formerly GMAC, Ally Financial Inc. is a leading automotive financial services with $186 billion in assets. 
 
Nationstar expects the acquired Mortgage Servicing Assets to total $374 billion, including $201 billion in primary 
residential mortgage servicing rights and $173 billion in subservicing contracts as measured by unpaid principal 
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balances, $1.8 billion of related servicing advance receivables and certain other complimentary assets. The 
transaction is expected to close in late 2012, subject to the auction process. 
 
The cash purchase price of the mortgage servicing rights and subservicing contracts would be $700 million 
based on unpaid principal balances. The cash purchase price of the related servicing advance receivables would 
be $180 million. 
 
Upon closing, the acquisition will make Nationstar the largest non-bank residential mortgage loan servicer and 
one of the largest residential mortgage loan originators in the United States. With this transaction, Nationstar 
anticipates adding more than 2.4 million customers to a customer base of over 1 million, and growing its total 
servicing and sub-servicing book to approximately $550 billion. 
 
ResCap has also secured a $1.45 billion in DIP financing from Barclays Bank PLC to provide it with sufficient 
liquidity to consummate the contemplated asset sales. 
 
At present, institutional investors holding more than 25% of at least one class in each of 290 securitizations have 
agreed to support the reorganization. These 290 securitizations have an aggregate original principal balance of 
$165 billion out of a total of 392 securitizations, with an aggregate original principal balance of $221 billion 
ResCap holds. 
 
The firm said under the Chapter 11 process it expects to continue to operate as a going concern, originating new 
mortgage loans, servicing its more than 2.4 million consumer mortgage loans, and offering loan modifications 
that allow homeowners to stay in their homes. Post-reorganization and under new ownership, the firm expects to 
continue to play a role in providing financing for home ownership and address legacy litigation and other 
liabilities. 

A $1 Bil. War Chest for Net Leased Properties 
Fast growing Realty Income Corp. likely will be growing even faster. The Escondido, CA-based buyer of net-
leased commercial properties entered into a new $1 billion unsecured acquisition credit facility to replace its 
existing $425 million credit facility. 
 
Under the terms of the new credit facility, total funds available will be $1 billion, plus an additional $500 million 
accordion expansion feature. The initial term of the new facility runs for four years through May 10, 2016, plus a 
one-year extension option thereafter. 
 
Under the new credit facility, the company's current investment grade credit ratings will provide for a borrowing 
rate of LIBOR (London Interbank Offer Rate) plus 107.5 basis points with a facility commitment fee of 17.5 basis 
points, for all-in drawn pricing of 125 basis points over LIBOR. This borrowing rate is a significant reduction from 
the previous all-in drawn pricing of 220 basis points over LIBOR. 
 
Wells Fargo Securities LLC arranged the credit facility with Bank of America and Regions Bank co-syndication 
agents. Other participating banks include: The Bank of New York Mellon, U.S. Bank, J.P. Morgan Chase Bank, 
Royal Bank of Canada, Union Bank, Branch Banking and Trust Co., BBVA Compass Bank, PNC Bank, 
Sumitomo Mitsui, Capital One Bank, Raymond James and Comerica Bank. 
 
Realty Income has no debt maturities until 2013. 
 
On its earnings conference call last month, John Case, executive vice president and chief investing officer, said 
the company is ready to step up its 2012 acquisitions. 
 
"While we only invested $10.7 million in the first quarter, we expect to see a very active closing calendar over the 
next two to three months. Our quarterly closing activities typically driven by the timing of our larger portfolio of 
transactions of which they were none in the first quarter of this year," Case said. 
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"We have seen a broad range of investment possibilities; we sourced approximately $6 billion in acquisitions 
opportunity so far this year. Again, this is everything that is come in the door, that acquisitions team has 
reviewed," Case said. "This activity is comprised of 1,300 properties, leased to 115 tenants, and 33 industries." 
 
"The majority of what we're seeing continue to be retail and distribution property. And about half of the properties 
were analyzing are leased to investment-grade tenants. While we are no longer evaluating the majority of these 
acquisitions, we continue to pursue a number of these investments," he said. 
 
"Given our level of activity to date this year, we're raising our acquisition estimates for 2012 to $650 million from 
our previously announced $500 million," Case said. 

OMB Cracking Down on Government Expansion 
The Office of Management and Budget this week issued new guidance to federal agencies that effectively freeze 
their ability to expand their real estate footprint. 
 
The guidance directs agencies to move swiftly to dispose of excess properties held by the federal government, 
and to make more efficient use of existing government real estate. To accomplish this, the guidance freezes the 
Federal real estate footprint -- prohibiting agencies from increasing the size of their civilian real estate 
inventories, except under limited circumstances. 
 
Already in past OMB guidance affecting real estate, federal agencies have saved $1.5 billion through a 
combination of sales, consolidations, canceled projects, and reduced maintenance and utility costs. And now 
according to OMB, they are on track to shed $3.5 billion in real estate costs by the end of this year. 
 
The OMB's new guidance also addresses actions to increase efficiency and strengthen accountability in the 
areas of travel, conferences and fleet management. 
 
"Today's guidance is part of our aggressive efforts to ensure taxpayer dollars are spent wisely without sacrificing 
the ability of the government to deliver for the American people," wrote Jeff Zients, acting director of OMB. "And 
by reinvesting immediate savings in program integrity efforts that increase transparency and accountability and 
reduce waste, fraud, and abuse, we will realize even greater savings over time." 

Gaia, Starwood Recapitalize 9,500-Unit Multifamily Portfolio 
Gaia Real Estate and an affiliate of Starwood Capital Group agreed to invest $22.5 million of new equity to 
acquire and recapitalize PJ Finance Co., which filed for Chapter 11 bankruptcy protection in March 2011 and 
reemerged as a going concern on May 11, 2012. 
 
PJ Finance's assets include a multifamily portfolio consisting of more than 9,500 multifamily units in major 
metropolitan areas throughout the high-growth Sunbelt region. More than 45% of units are in Dallas, with 
additional concentrations in Phoenix (19%), Atlanta (8%), Houston (8%), and Fort Lauderdale (7%), Corpus 
Christi (6%), Nashville (5%), and Orlando (3%). 
 
The portfolio was originally acquired in 2001 and recapitalized with more than $540 million of securitized debt 
financing in 2006, at a valuation of $580 million. During the downturn the portfolio struggled under its heavy debt 
load and occupancy suffered as capital was unavailable to turnover units for new tenants. At one point, more 
than 1,700 units were taken offline and occupancy troughed at 72% in markets that enjoyed substantially (90%+) 
lower vacancies. 
 
As part of the recapitalization agreement, the debt has been restructured into three tiers; first tier in the amount 
of $423 million, the second tier in the amount of $52 million, and the third in the amount of $28 million. Interest 
only shall be payable on the first tier during the term of the loan, with no interest payable on the second and third 
tier. The loan matures in 2020. 
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While in Chapter 11, $14 million was re-invested into the portfolio, and current occupancy improved to more than 
90% as nearly 1,000 units were brought back online. 
 
Gaia and Starwood will invest their capital as part of the restructuring to recapitalize the company and continue 
the stabilization of the portfolio. The new equity will earn a 16% preferred return and all principal and interest will 
be senior to the loan's principal. The capital will be used primarily for deferred maintenance, capital 
improvements and renovation work. 
 
Over the next eight years, Starwood and Gaia plan to implement a $45 million capital improvement plan. Gaia 
and Starwood have engaged Pinnacle Co., one of the largest property management companies in the United 
States to manage the portfolio and assist in executing the improvement plan. 

Sonabank Ditches HarVest Bank's Nonperforming Loans 
Sonabank has sold substantially all of the non-performing loans of HarVest Bank of Maryland after acquiring the 
banks just two weeks ago in an FDIC-assisted transaction 
 
In a bulk purchase, Garrison Investment Group of New York purchased $19 million of non-performing loans, 
which represented 20% of the total loans assumed by Sonabank. 
 
"Garrison's purchase of the non-performing loans was factored into our winning no-loss share bid. After closing 
the bulk sale, we can focus on integrating and growing our Maryland franchise," said Sonabank CEO Georgia 
Derrico. 
 
Garrison Investment Group is a credit and asset-based investor with $3 billion of assets under management. The 
firm invests across a wide range of asset classes including middle market corporate loans, C&I and consumer 
loans and commercial real estate. 

Off 5th On for Seven Simon Centers 
Saks Fifth Avenue Off 5th will open a total of seven new stores in the next two years in Simon Property Group 
Inc.'s Premium Outlets division including new centers and existing centers. 
 
The first new opening will be a 28,000-square-foot Saks Fifth Avenue Off 5th opening on June 14 at the grand 
opening of Merrimack Premium Outlets in Merrimack, NH. 
 
Other New Centers and Expected Opening Dates: 

 Phoenix Premium Outlets, Chandler, AZ, Spring 2013 

 St. Louis Premium Outlets, Chesterfield, MO, 2013 

 Tampa Premium Outlets, Wesley Chapel, FL, 2014 
 
Expansions: 

 Orlando Premium Outlets - Vineland Ave., Orlando, FL, 2013 

 Chicago Premium Outlets, Aurora, IL, 2014 

 Las Vegas Premium Outlets, North Las Vegas, NV 2015 
 
In addition, Saks Fifth Avenue Off 5th has made a long-term commitment to Simon's Potomac Mills in Northern 
Virginia by finalizing its intention to move within the center to a new space on the front side of the property 
located between a mall entrance and Costco. 
 
There are 34 Saks Fifth Avenue Off 5th locations within the Simon portfolio in its Premium Outlets and The Mills 
divisions. 
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Loans and Properties Under Surveillance 

 

Watch List: Multifamily & Retail Liquidated Loan Losses 
The following multifamily and retail property loans were all disposed of at a loss since April 2012. 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 Address City State 
Property 
Type 

Bal. Before 
Disposition 

Loss 
Amount 

Empirian Chesapeake 150 Coveside Lane Chesapeake VA Multifamily $62,869,805 $17,088,207 

Empirian at Steele Park 
411 E. Indian School 
Road Phoenix AZ Multifamily $37,916,512 $9,870,421 

Citadel Crossing 501-975 Academy Blvd. 
Colorado 
Springs CO Retail $31,367,359 $315,420 

Colonnade at 
Germantown 7491 Wyndhurst Place Germantown TN Multifamily $21,804,457 $2,544,729 

1030 West North Ave 1030 W. North Ave. Chicago IL Retail $19,665,549 $12,776,867 

Chestnut Hill Tower 7600 Stenton Ave. Philadelphia PA Multifamily $15,382,058 $2,202,493 

Lincoln Park West 
Shopping Center 7738-7853 NW 44th St. Sunrise FL Retail $14,829,309 $11,153,569 

Martin's Landing 
3520 Cleveland Heights 
Blvd. Lakeland FL Multifamily $13,867,839 $10,973,580 

Oxnard Marketplace - 
Lot 17 1701-1741 Ventura Blvd. Oxnard CA Retail $10,340,694 $2,141,929 

Commons on 
Edgebrook Apartments 

3927 Arlington Square 
Drive Houston TX Multifamily $8,289,574 $4,531,825 

Oxnard Marketplace - 
Lot 18 

1700 - 1742 Ventura 
Blvd. Oxnard CA Retail $6,932,700 $4,079,451 

Ashford Park 
Apartments 2700 S. Dairy Ashford Houston TX Multifamily $5,469,863 $2,824,677 

http://bit.ly/t0dxKa
http://bit.ly/t0dxKa
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Property Address City State 
Property 
Type 

Bal. Before 
Disposition 

Loss 
Amount 

Palm Johnson Plaza 9930 Johnson St. 
Pembroke 
Pines FL Retail $4,898,216 $3,256,730 

Greenwood Shoppes 806 N. U.S. Highway 31 Greenwood IN Retail $323,465 $323,465 

Leverage the Reach and Impact of Watch List for your Advertising Needs 
Watch List reports on the latest on every aspect of real estate: banks, finance, forecasts, securitization, 
corporate expansions and downsizing by calling on the knowledge and experienced advice of its more than 
90,000 senior-level industry readers. In this way, veteran journalist Mark Heschmeyer has created a way for the 
―gold standard‖ of industry professionals to be engaged in the news. As a result they are more than readers—
they are participants and consider this product ―a critical piece of their corporate intelligence.‖ 
 
The newsletter format is designed for our industry’s mobile audience. Quick access to editorial and ad links are 
available in an easy-to-read format on mobile devices and full-color photos and space ads are used in the 
downloadable PDF. 
 
This is the industry’s most widely circulated publication and is also the most affordable. Full-page, color ads start 
as low as $1,000…that’s 75% less than other leading trade publications with 22x more readers! 
 
If you are ready to put Watch List to work for you, email Mark Heschmeyer or call us TODAY at 330-646-4083. 

Limited ad space available. 
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