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As Era of "Extend & Pretend" Ends, More CRE Shopping Begins 
More Opportunities in Distressed Investment Coming To Market Ahead of Glut of Maturing CRE Debt 

As the "extend and pretend" period of the Great Recession wanes into a period of true loan modifications, 
lenders and noteholders appear to be forcing more distressed loans into the marketplace. And in turn, 
institutional investors, who were disappointed in the relatively slim pickings available in the distressed markets 
after raising enormous sums targetd for acqiuisition in 2009 and 2010, seem to be back on the hunt for more 
opportunities in investment-grade commercial real estate. 
 
SilverLeaf Financial, a private equity firm specializing in buying distressed debt, this week acquired six non-
performing notes secured by various apartment complexes in Georgia. The aggregate unpaid balance of the 
notes totals $16.6 million. Shane Baldwin, a principal of SilverLeaf, said depressed market conditions coupled 
with overleverage factored into the default. 
 
"We liked the collateral, and felt comfortable with the location of the apartment complexes. Our investment 
platform incorporates a strategy in which we acquire loans and loan portfolios that are priced below the intrinsic 
value," Baldwin said. "In the event we exhaust our work-out or restructuring options, the hope is we own the real 
estate at a very good value." 
 
Taking title a property figured extensively in another transaction this week, Global Fund Investments and MMG 
Equity Partners foreclosed on Harbour Village, a 112,886-square-foot shopping center in Jacksonville, FL, 
anchored by The Fresh Market and Stein Mart. After acquiring the conduit loan from a special servicer in an off-
market transaction in April, the Global / MMG partnership set about the foreclosure process to take title to the 
property. 
 
Gabriel Navarro, MMG principal, said, "We're happy to have completed the foreclosure process and take title to 
one of the best-built and well located shopping centers in Jacksonville. This transaction is another example of 
our ability to move very quickly and work within nontraditional transaction guidelines and timeframes." 
 

MARK HESCHMEYER, EDITOR WWW.COSTAR.COM AUGUST 25, 2011 

http://twitter.com/mheschmeyer
mailto:mheschmeyer@costar.com
http://www.costar.com/news/
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According to the latest CoStar Commercial Repeat-Sale Indices, transaction activity increased 24% from 2,176 
sale pairs in the first quarter of 2011 to 2,690 sale pairs in the second quarter of 2011. Investment grade 
transaction activity drove most of the increase. Noteworthy in the investment grade index is that the percent of 
distressed sales increased to 34% of the activity in June 2011 from 32.2% in May 2011. 
 
In March, CoStar Group forecast $45 billion to $60 billion worth of distress transactions in 2011. 
 
Bank "extend and pretend" strategies through 2008-'10 moved a glut of loan maturities to this year. As of year-
end 2010, CoStar forecasted more than $850 billion in commercial real estate loan maturities this year. And 
2011 has produced a strong stream of newly delinquent loans on top of already significant increases in loan 
modification and liquidation activity. 
 
During "extend and pretend" lenders and services simply extended maturity dates as a way to wait out the Great 
Recession. Then in the second half of last year, the number of "true" modifications of principal and interest rate 
reductions began to make up an increased share of activity. This also opened the doors for banks to start 
releasing loans they did not want to modify back into the marketplace. 
 
Thus the opportunities for investors to acquire properties through foreclosures on attractive terms has also 
increased, according to a white paper Urdang, the real estate arm for BNY Mellon Asset Management, released 
this week. 
 
David Rabin, managing director, private real estate, at Urdang Capital Management, and the a co-author of the 
report, said, "With banks increasingly willing to sell these properties and with commercial mortgage backed 
securities (CMBS) delinquencies at an all-time high, we believe there will be increasing opportunities to purchase 
or recapitalize over-leveraged assets at an attractive cost basis." 
 
"The ability to acquire these properties at attractive costs is possible because of the significant amount of 
commercial real estate debt that is scheduled to mature over the next four years," said David Blum, managing 
director, portfolio management, at Urdang Capital and the other co-author of the white paper. "Many of these 
properties have experienced deferred capital expenditures, which will require owners to invest additional equity 
or dispose of their assets." 
 
Also contributing to the attractiveness of selectively acquiring commercial real estate is that, aside from a handful 
of high-end properties in top tier U.S. markets, commercial real estate values generally remain well below peaks 
reached during the period of 2005 to 2007, according to the authors. The report attributed this drag on 
commercial real estate to the downward pull exerted by sales of distressed properties. 
 
"This drop in values has put many otherwise healthy properties in a position where they will require infusions of 
additional equity so maturing mortgages can be refinanced," Blum said. "This gives new investors the opportunity 
to have a lower cost basis than those who bought similar properties a few years ago, providing them with the 
ability to offer lower rental rates than comparable properties with greater debt burdens." 

Tweeting news live most business days, follow me 

It's Time to Take Some Haircuts and Move On 
By: Mark Fitzgerald and Steve Miller 
The overall CMBS delinquency rate remained relatively flat in May at 9.2%, after reaching all-time highs in 20 of 
the previous 25 months. Headline delinquency rates have begun to moderate, as new CMBS issuance and the 
modification and liquidation of existing troubled loans offset newly delinquent loans. 
 
Earlier in the cycle, special servicers relied almost exclusively on maturity and interest-only (IO) term extensions 
for their loan modifications; from 2009Q1 to 2010Q1, over 93% of modifications utilized one (or both) of these 
techniques. 
 
However, beginning in the second quarter of 2010, while the rapid ascent in the overall number of modifications 
continued, principal and contract rate reductions began to take up an increased share of modification activity. 

http://twitter.com/mheschmeyer
mailto:mark.fitzgerald@pprglobal.com?subject=Haircuts
mailto:steve.miller@pprglobal.com?subject=Haircuts


 

NATIONWIDE AUCTIONS
BID ONLINE SEPT. 26 – 27 

Nationwide Commercial REO Properties & Non-Performing Notes. 

To sell your commercial real estate or note portfolio, contact sales@auction.com.
All properties and notes will be auctioned individually.
Auction.com, LLC (fka Real Estate Disposition, LLC), 1 Mauchly, Irvine, CA 92618. CA Auction.com RE Brkr 01093886; Auction Company SB 0475258, Mark Buleziuk SB  0418863, Michael E. Carr SB 0447257,  TX Auction.com RE Brkr 0580708; Auctioneer Mark Buleziuk 
16063, Michael E. Carr 16354,  IL Auction.com RE Brkr 478.012986; City of Chicago Auctioneer Mark Buleziuk 1717389, Michael E. Carr 1845772,  IN RE Brkr RC51100011; Auction Firm AC 31100002; Auctioneer Michael E. Carr  AU10800046, Mark P. Buleziuk AU10900036

FREE AUCTION.COM IPAD APP. 
Easily find and map properties near you. Download it today!

IN NOTES & COMMERCIAL REO

$2+ BILLION

www.auction.com/CRE

325+ NONPERFORMING NOTES & COMMERCIAL REO PROPERTIES
BID ONLINE SEPT. 19 – OCTOBER 6

CLICK HERE to view the complete Notes & Commercial list of assets

2 Office Buildings 
West Palm Beach, FL
Starting Bid: ... $5,000,000
Size: .......................177,517 SF
Type: ............................... Office

Office Buildings - Raleigh, NC
Starting Bid: . $10,500,000
Current Balance:  $27,509,144
Status:  ........... Non-Performing
Size: .......................393,589 SF

Multi-Family - Miami, FL
Starting Bid: ... $4,750,000
Current Balance:  $19,660,708
Status:  ........... Non-Performing
Size: ..........................491 Units

Stonecrest Shopping Center
Lithonia, GA
Starting Bid: ... $3,500,000
Size: .......................107,359 SF
Type: ............................... Retail

175+ NON-PERFORMING NOTES
SECURED BY COMMERCIAL REAL ESTATE

165+ COMMERCIAL REAL ESTATE 
PROPERTIES MUST BE SOLD
FEATURED COMMERCIAL REAL ESTATE: FEATURED NOTES:

CLICK HERE 
to learn how to 
submit a BOV

http://www.auction.com/cre.php?utm_source=Costar.com&utm_medium=Watchlist&utm_campaign=SeptemberCRE
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For the CRE industry, the increase in the number of "true modifications," as opposed to simply extending the 
maturity or IO term of the loan, is likely a welcome sign as it helps to speed along the deleveraging process and 
assist distressed borrowers. While loans generally received term/IO extensions in 2009 and 2010, the treatment 
of those same loans in today's environment would likely be more varied — with many loans finding a more 
receptive environment today than existed in the eye of the storm. 
 
The "extend and pretend" moniker, while true, did not really measure the degree of "pretending," as the 
overwhelming majority of loans got similar treatment. Now we see differential approaches. 
 
Despite the obvious opposition from many servicers and CMBS investors to reductions in principal and/or rate, 
the realization that impairment is permanent for many of these loans has led to increased "true modifications." 
Principal/rate reductions have increased despite the fact that the costs are onerous, and have actually increased 
slightly since 2009 
 
Investors in peak vintage (2005–07) bonds must be aware that there are likely to be many more modifications 
coming that will reduce the returns on various CMBS bonds. One potential indicator to gauge how quickly these 
may come could be made by examining the special servicer on the deal; to date, there has been significant 
differentiation among the largest five special servicers in their propensity to make "true modifications." For 
example, LNR is three times as likely to use principal/rate reductions in its modifications, compared to other 
special servicers. 
 
Conclusion: Initial 
modifications were 
short-term 
solutions and 
logical, given the 
economic 
uncertainty and 
the relative 
confusion 
regarding special 
servicers' 
culpability and 
latitude in seeking 
solutions in the 
best interests of all 
constituents. 
 
The market is now 
morphing into the 
next phase, better 
distinguishing the 
winners, also-rans, 
and outright 
losers. Loosely 
translated: 
Winners, if 
needed, will likely 
get more time; also-rans will likely get rate or principal reductions that should allow them to become creditworthy 
loans again; and outright losers will be foreclosed and sold, or result in hefty discounted payoffs. 

On Second Thought: Analyst Rethink Their 2011 Outlooks 
Just as the commercial real estate markets were starting to deem the recovery well-established, along came a 
barrage of disappointing news in the past month. 
 



http://bit.ly/ruPS7h
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Downward revisions to gross domestic product, fiscal turmoil in Europe, the political fiasco over the debt ceiling 
limit, Standard & Poor's U.S. debt downgrade, then a wild ride in the investments markets has economist and 
analysts rethinking their outlooks for the rest of the year. 
 
Fannie Mae led the way this week in its Monthly Economics and Mortgage Markets Outlook. 
 
"While we expect the meager recovery to continue into a third year, we have downgraded our outlook 
substantially for the rest of this year and next. For all of 2011, economic growth is expected to downshift to 1.4% 
from 3.1% in 2010—nearly a full percentage point lower than our projection in the prior forecast." 
 
"Growth is expected to pick up in 2012, but only to about 2%, compared with 3.1% projected in the July forecast. 
This downgrade reflects a substantial risk of recession in coming quarters," Fannie Mae wrote. "The sluggish 
pace of economic growth implies that the economy is vulnerable to additional shocks, especially the renewed 
concerns about the European sovereign debt crisis." 
 
Lower mortgage rates are not expected to boost housing demand, which will likely remain sluggish until we see 
sustained, strong employment gains, Fannie Mae wrote. 
 
"With modest improvement in home sales in 2012 and only a gradual improvement in inventory, we expect home 
prices to resume their declines in the second half of 2011 before stabilizing in early 2012," Fannie Mae said. 
"There is some risk that the stabilization in home prices will be delayed if the labor markets deteriorate further." 
 
Freddie Mac, wasn't nearly as downbeat as its counterpart and said this week that the likelihood of an extended 
period of both relatively low short- and long-term interest rates is helpful news for the housing market's recovery. 
 
"While the capital markets have experienced sizeable movements up and down in recent weeks, these swings 
are unlikely to lead to whiplash or hospitalization for individual investors," said Frank Nothaft, Freddie Mac, vice 
president and chief economist. "Heightened uncertainty, unfortunately, can be harmful to the overall economy. 
Perhaps it's best not to look up or down, but keep one's eyes on the track ahead." 
 
While the first half of the year saw a budding commercial real estate recovery, the downbeat news this summer 
is also threatening to delay that progress, accounting consultancy firm Deloitte wrote in a commercial real estate 
outlook it published this week. 
 
With the economy unlikely to be a short-term catalyst, strategies based on more realistic expectations of a 
modest and gradual return to growth are key, said Bob O'Brien, Deloitte vice chairman and real estate sector 
leader. 
 
"It's important to remember that commercial real estate was the first sector to be hit hard by the downturn so it is 
further along in rebounding than other businesses," O'Brien said. "At the same time, the wall of debt maturity that 
will come due between now and 2015 still may present short and longer term challenges for the remainder of this 
year and into 2012." 
 
Christopher Lee, president and CEO of real estate consulting firm CEL & Associates wrote this week that the 
prospects for a real estate recovery could wait until 2013. 
 
"Life isn't about waiting for the storm to pass…it is about learning to dance in the rain," Lee wrote this week in his 
Strategic Advantage newsletter. "We are in a perfect storm of financial and economic turmoil and chaos that 
continues to create challenges for the country and the real estate industry." 
 
According to Jones Lang LaSalle's Global Capital Flows report that also came out this week, cross-border 
commercial real estate transactions rose 50% to comprise half of the $103.5 billion of direct investment 
transactions completed in the second quarter of 2011, 
 
Given the strong start to the year, Jones Lang LaSalle said it still expects market volumes to reach its full year 
forecast of $440 billion, so long as current market volatility and uncertainty abates and there are no further 
significant economic setbacks. 
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In an era of instability, good quality commercial property will benefit, but deals, particularly larger ones, will take 
longer to complete, JLL said. 
 
"In the first half of this year, we saw firms investing domestically and the private equity and unlisted funds 
investing across borders," said Arthur de Haast, head of the International Capital Group at Jones Lang LaSalle. 
"Funds are being more cautious with a focus on investing primarily at home and trusting experienced managers 
with their cross border investments. This trend should continue through the second half of the year if the 
economic environment remains uncertain." 
 
"Risk aversion has risen over the past few months, meaning large deals are taking longer to close," de Haast 
added. "While we're seeing more transaction flow, in the second quarter there was a notable absence of big 
ticket, single-asset transactions." 
 
"While a significant number of large transactions are in the pipeline for the second half, the volatility of markets 
could cause further delay" de Haast said. 

Tweeting news live most business days, follow me 

Bank Owned Auction 

 
 

http://twitter.com/mheschmeyer
http://bit.ly/ncnxWH
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Cerberus – Chatham Abruptly Cancel $1.2 Bil. Innkeepers USA Deal 
In a move that caught the hotel industry off guard, Cerberus Capital Management and Chatham Lodging Trust 
terminated their commitment and obligation to acquire interests in 64 hotels owned by Innkeepers USA Trust 
through a bankruptcy-court approved sale. 
 
The joint venture was to acquire the hotels with 8,329 rooms for $1.125 billion from subsidiaries of Innkeepers 
USA Trust, including the assumption of $724 million of debt. 
 
In joint statement, Chatham and Cerberus jointly determined to terminate the agreement in accordance with the 
terms of the agreement "as a result of the occurrence of a condition, change or development that could 
reasonably be expected to have a material adverse effect on Innkeepers' business, assets, liabilities (actual or 
contingent), operations, condition (financial or otherwise) or prospects." 
 
Marc A. Beilinson, Innkeepers' chief restructuring officer, responded that Innkeepers "has no doubt that 
Cerberus/Chatham terminated the commitment letter inappropriately. Accordingly, we are evaluating all legal and 
equitable remedies against Cerberus/Chatham." 
 
In their notice of termination, Cerberus/Chatham provided no basis for the termination Beilinson said. 
 
"Throughout our restructuring process, Innkeepers has maintained normal business operations at all of its 
properties, including the completion of all property improvement work on time and under budget as well as 
having successfully maintained its supportive relationships with its franchisors," Beilinson said: 
"Cerberus/Chatham cannot dispute this fact and cannot support any argument that recent volatility in the global 
markets has negatively impacted the 64 hotels subject to the fixed/floating transaction." 
 
Beilinson added that Innkeepers has also begun evaluating all of its options with respect to the hotels subject to 
the sale agreement, including a process to re-market the 64 hotels over the course of the next few months. 
 
Earlier this month, Chatham issued a press release announcing its second quarter results saying at that time 
they knew the 64-hotel portfolio in which they were acquiring an interest "inside and out." 
 
"We know this portfolio inside and out, having bought or built and sold these properties once already," said 
Jeffrey H. Fisher, Chatham's CEO and president. "To be able to round-trip this investment at a significant 
discount to both replacement cost and the value we sold at in 2007 means we will be able to generate excellent 
returns for our shareholders and our partner. These deals are truly transformative for Chatham, doubling our 
investment portfolio and demonstrating our ability to continue to execute on our original business plan of buying 
undervalued, premium branded, select-service hotels in major coastal locations using our vast relationships in 
the lodging industry. 
 
Chatham added that it expected to close on the acquisition of an approximate 9% interest in a joint venture for 
$37 million with affiliates of Cerberus in the next couple of weeks. 
 
In the joint venture deal, Chatham had an option, during the 120 days following the closing of the joint venture's 
purchase, to purchase certain additional hotels from a subset of the joint venture's pool. 
 
Separately this month, Chatham did complete the purchase of five Innkeepers hotels. 

Tweeting news live most business days, follow me 

U.S. Open an Ace for USTA National Tennis Facility 
With the U.S. Open Tennis Tournament set to get under way next week, here is a look at what it means for the 
real estate where the tournament occurs. 
 
This past spring, Fitch Ratings served up an 'A' rating on the USTA National Tennis Center's (NTC) 
approximately $111 million civic facility revenue bonds outstanding. The 2003, 2004, and 2007 bonds were 
issued through the New York City Industrial Development Agency (IDA).  

http://twitter.com/mheschmeyer
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The growth of the U.S. Open as an event and the NTC's popularity has occurred during local and national 
recessions, illustrating its strong resiliency of demand, Fitch said. The rating also incorporates the legal 
framework of the NTC as an operating entity of the United States Tennis Association (USTA). The financial 
strength of the NTC and affiliates as a consolidated entity is also reflected in the rating. 
 
Pledged revenues in 2010, consisting of ticket and broadcast revenues, generated a maximum annual debt 
service (MADS) multiple of 7.46x. U.S Open Ticket revenues alone cover MADS at 2.97x in fiscal 2010. 
Maximum annual debt service is approximately $19.5 million and Fitch expects coverage to remain strong at or 
above historical levels. 
 
The USTA's proven fan base drives its high coverage levels and economic profile. Paid attendance for the U.S. 
Open has increased steadily throughout the decade, to approximately 700,000. Attendance during the most 
recent downturn was extremely stable, only marginally sliding by 0.9% in 2010 from 2009. 
 
In addition, the majority of broadcast revenues are secured through 2014. Per the 2011 budget, the USTA is 
conservatively forecasting comparable U.S. Open ticket sales when compared to fiscal 2010. While the mix of 
luxury box contracts leans heavily toward the financial services industry, 2009 and 2010 U.S. Open revenues 
showed no meaningful deviation from their long-term trend despite a period of crisis for the financial services 
sector. 
 
Projects completed with the most recent bond issuance include new locker rooms and fitness facilities at Arthur 
Ashe Stadium, expanded seating at several venues, and the completion of a 243,000 square foot indoor tennis 
facility. Fitch expects the management to continue to proactively invest in the NTC to maintain the overall high 
quality of entertainment and preserve the fan experience. Currently the NTC has a manageable capital plan and 
Fitch anticipates no additional leveraging through fiscal 2012. 
 
Created in 1978 as an operating entity of the USTA, NTC is a 501(c)(3) entity that operates and maintains the 
USTA Billie Jean King NTC. The USTA has owned and operated the U.S. National Tennis Championships since 
1881 without interruption, and the tournament has been known as the U.S. Open since 1968. 
 
The tournament moved from the West Side Tennis Club in Forest Hills (Queens), NY, to the NTC at Flushing 
Meadows (Queens), NY, in 1978. The U.S. Open is one of the four so-called "Grand Slam" tennis events, which 
also include Wimbledon, the French Open, and the Australian Open. 

Tweeting news live most business days, follow me 

Hersha Selling Non-Core Hotel Portfolio to Starwood 
Hersha Hospitality Trust agreed to sell 18 hotels with 1,924 rooms to an affiliate of Starwood Capital Group for 
$155 million, including the assumption of outstanding mortgage debt. The deal comes to about $80,560/room. 
 
The transaction is part of Hersha's portfolio repositioning and capital recycling program. 
 
"The sale of these 18 properties represents a major step in the transformation of our portfolio as we continue to 
execute on our non-core disposition program," said Jay H. Shah, the company's CEO. "The ongoing realignment 
of our portfolio toward urban gateway markets with higher growth opportunities is anticipated to result in higher 
RevPAR, improved Hotel EBITDA margins, lower debt and a higher net asset value for the entire portfolio. We 
are greatly encouraged by the progress we have made and will continue to seek opportunities to further execute 
on our capital recycling strategy and to increase our concentration in core urban gateway cities." 
 
The company estimates that it is selling these hotels at a trailing 12 month net operating income capitalization 
rate of 8.4% and a trailing 12 month Hotel EBITDA multiple of 10.3 times. 
 
The sale of these non-core assets significantly improves the company's hotel operating metrics and further 
reduces the average age of the portfolio following the completion of the anticipated sale of the 18 non-core 

http://twitter.com/mheschmeyer
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hotels to less than seven years old, while the average age of the non-core hotels to be sold approximates 11.5 
years. 
 
For the second quarter ended June 30, 2011, Average Daily Rate ("ADR") for the consolidated non-core hotels 
being sold (14 hotels) was $107.01, 32.2% less than the ADR for the remainder of the consolidated portfolio (53 
hotels), which was $157.91. 
 
Hotel EBITDA margins of 34.4% for the consolidated non-core hotels being sold were 810 basis points less than 
the Hotel EBITDA margins for the remainder of the consolidated portfolio, which were 42.5%. 
 
Upon the sale of the 18 non-core hotels, the company expects to generate net proceeds of $54 million, reduce 
its consolidated mortgage debt by $61.5 million and reduce its proportionate share of unconsolidated mortgage 
debt by $18.3 million. 
 
The company anticipates utilizing the net proceeds from these sales for further debt reduction and for general 
corporate purposes. 
 
The transaction is expected to close by the end of the fourth quarter of 2011. 
 
The hotels being sold include. 

 Hilton Garden Inn, Glastonbury, CT, 150 
rooms 

 Summerfield Suites, Charlotte, NC, 135 

 Holiday Inn, Norwich, CT, 134 

 Residence Inn, Mystic, CT, 133 

 Hilton Garden Inn, Edison, NJ, 132 

 Springhill Suites, Williamsburg, VA, 120 

 Courtyard by Marriott, Scranton, PA, 120 

 Fairfield Inn, Laurel, MD, 109 

 Residence Inn, Williamsburg, VA, 108 

 Fairfield Inn, Bethlehem, PA, 103 

 Hampton Inn, Carlisle, PA, 97 

 Residence Inn, North Dartmouth, MA, 96 

 Residence Inn, Southington, CT, 94 

 Holiday Inn Express, Malvern, PA, 88 

 Springhill Suites, Waterford, CT, 80 

 Residence Inn, Danbury, CT, 78 

 Hampton Inn, Selinsgrove, PA, 75 

 Hampton Inn, Danville, PA, 72 

 

Tweeting news live most business days, follow me 

Apple REIT Cos. Considering Merger of its Non-Listed Hotel REITs 
Apple Real Estate Investment Trust Cos. in Richmond, VA, is evaluating a potential consolidation of four of its 
five non-listed hotel REITs: Apple REIT Six, Seven, Eight and Nine. A potential consolidation could also include 
a listing of the stock of the combined enterprise for trading on a national exchange. 
 
As of June 30, the four REITS owned a combined 254 hotels with 30,976 rooms across the country. 
 
The company said it has not made a decision to pursue any particular transaction, and there can be no 
assurance that the evaluation of a potential consolidation transaction would result in any other strategic 
alternative. 
 
In May, the Financial Industry Regulatory Authority (FINRA) filed a complaint against David Lerner Associates 
Inc., related to its sales practices relative to the units of Apple Real Estate Investment Trust other REIT, Apple 
REIT Ten Inc. David Lerner Associates was the sole distributor (managing dealer) of the Apple companies. While 
the Apple Cos. is unaffiliated with David Lerner Associates, it does rely upon David Lerner Associates for the 
administration of its REIT units. Apple Cos has been cooperating with regulatory or governmental inquiries 
regarding David Lerner Associates. 
 
Apple REIT Cos. is facing class actions suits related to David Lerner Associates' sales of its REIT units. Apple 
REIT Cos. is contesting the suits. 

Tweeting news live most business days, follow me 
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Freddie Mac Offering New CMBS 
Freddie Mac plans to go to market this week with its third multifamily mortgage backed offering of structured 
pass-through certificates (K Certificates), the mortgages of which have a 7-year term. 
 
Freddie Mac expects $1 billion offering to price this week and settle on or about Sept. 14. 
 
The K-703 certificates are backed by 71 recently originated multifamily mortgages and are guaranteed by 
Freddie Mac. Rating agencies Fitch and Moody's Investors Service were engaged to rate the transaction. 
 
The three largest properties backing the mortgages are as follows. 

 The Pavilions, with a loan balance of $82.9 million, is a 932-unit complex in Manchester, CT; 

 The Park at Arlington Ridge II, with a loan balance of $53.5 million, is a 395-unit complex in Arlington, 
VA; and 

 Casoleil Apartments, with a loan balance of $48.2 million, is a 346-unit complex in San Diego. 
 
Wells Fargo Securities and Credit Suisse Securities are co-lead managers and joint bookrunners for the 
transaction. Barclays Capital Inc., Jefferies & Co., J.P. Morgan Securities and Merrill Lynch, Pierce, Fenner & 
Smith Inc. will serve as co-managers. 

Tweeting news live most business days, follow me 

Delinquencies Drop for Third Straight Month for U.S. CREL CDOs 
Delinquencies for U.S. commercial real estate loan CDOs declined for the third straight month, according to the 
latest index results from Fitch Ratings. July delinquencies fell to 11.8% from 12.6% in June. Asset managers 
reported 12 new delinquent assets last month, including nine newly impaired CMBS bonds. 
 
While new delinquencies included one term default, two matured balloons, and nine impaired securities, 14 
formerly delinquent assets were removed from the index. 
 
However, "some loans that were brought current or extended may resurface and cause CRE CDO delinquencies 
to rise if these workouts prove to only postpone an inevitable default," said Fitch director Stacey McGovern. 
 
In July, CREL CDO asset managers reported $31 million in realized losses. The highest loss was related to the 
discounted sale of a participation in a loan secured by a recently constructed hotel in Atlantic City, NJ. The 
remaining portion of the loan remains in the CDO. The next largest loss was related to the sale of a whole loan 
on a New York City hotel. 
 
Office, the largest property type at 24% by balance, remains at the lowest delinquency rate among all property 
types. Conversely, loans from non-cash flowing property types such as land, condominium conversions, and 
construction, which depend on either interest reserves and/or borrower coming out of pocket, have the highest 
delinquency rates. 
 
Current delinquencies by asset type are as follows: 

 Land: 35% (5% of total collateral), 

 Condo: 27% (2%), 

 Construction: 21% (1%), 

 Multifamily: 15% (15%), 

 Hotel: 12% (16%), 

 Rated Debt: 11% (21%), 

 Industrial: 10% (1%), 

 Retail: 9% (7%), 

 Office: 6% (24%) and 

 Other: 11% (5%). 
 

Tweeting news live most business days, follow me 

http://twitter.com/mheschmeyer
http://twitter.com/mheschmeyer


 

THE WATCH LIST NEWSLETTER 10 

 

Banks Gradually Recovering from Severe Recession, CRE Not Benefitting 
The number of banks on the FDIC's "Problem List" fell for the first time in 19 quarters. The number of "problem" 
institutions declined from 888 to 865. This is the first time since the third quarter of 2006 that the number of 
problem banks fell, according to the Federal Deposit Insurance Corp. Quarterly Banking Profile released this 
week. 
 
Total assets of "problem" institutions declined from $397 billion to $372 billion. Twenty-two insured institutions 
failed during the second quarter, four fewer than in the previous quarter, and the fewest since the first quarter of 
2009. This is the fourth quarter in a row that the number of failures has declined. Through the first six months of 
2011, there have been 48 insured institution failures, compared to 86 failures in the same period of 2010. 
 
The decrease in problem banks is coming as commercial banks and savings institutions have now reported eight 
consecutive quarters of earnings that registered a year-over-year increases. 
 
Banks insured by the FDIC reported an aggregate profit of $28.8 billion in the second quarter of 2011, a $7.9 
billion improvement from the $20.9 billion in net income the industry reported in the second quarter of 2010. 
 
A majority of all institutions (60%) reported improvements in their quarterly net income from a year ago. Also, the 
share of institutions reporting net losses for the quarter fell to 15.2%, down from 20.8% a year earlier. The 
average return on assets (ROA), a basic yardstick of profitability, rose to 0.85%, from 0.63% a year ago. 
 
"Banks have continued to make gradual but steady progress in recovering from the financial market turmoil and 
severe recession that unfolded from 2007 through 2009," said FDIC Acting Chairman Martin J. Gruenberg. He 
added that "this trend has expanded to include a growing proportion of insured institutions." 
 
As has been the case in each of the last seven quarters, lower provisions for loan losses were responsible for 
most of the year-over-year improvement in earnings. 
 
Second-quarter loss provisions totaled $19 billion, less than half the $40.4 billion that insured institutions set 
aside for losses in the second quarter of 2010. However, net operating revenue (net interest income plus total 
noninterest income) was $3 billion (1.8%) lower than a year earlier, and realized gains on securities declined by 
$1.3 billion (61.1%). 
 
Asset quality showed further improvement as noncurrent loans and leases (those 90 days or more past due or in 
nonaccrual status) fell for a fifth consecutive quarter. Insured banks and thrifts charged off $28.8 billion in 
uncollectible loans during the quarter, down $20.9 billion (42.1%) from a year earlier. 
 
Loan portfolios grew for the first time in three years. Loan balances posted a quarterly increase for only the 
second time in the last 12 quarters. However, the increases came in business, credit card and auto loans. Loans 
secured by real estate continued to decline in the second quarter. Nonfarm, nonresidential loan portfolios were 
down 2% from the second quarter of 2010. 

Tweeting news live most business days, follow me 

Four More Banks Fail with Losses of $375 Mil. Expected 
Regulators closed four more banks in the past week: First Southern National Bank in Georgia, Lydian Private 
Bank in Florida, First Choice Bank in Illinois and Public Savings Bank in Pennsylvania. 
 
In Florida, the Office of the Comptroller of the Currency (OCC) appointed the Federal Deposit Insurance Corp. 
(FDIC) as receiver for Lydian Private Bank, a federal savings association in Palm Beach. As of June 30, 2011, 
the bank had $1.7 billion of total assets. 
 
The OCC acted after finding that the institution had experienced substantial dissipation of assets and earnings 
due to unsafe and unsound practices. The OCC also found that the institution incurred losses that depleted its 
capital, was critically undercapitalized, and there was no reasonable prospect that the institution would become 
adequately capitalized without federal assistance. 

http://twitter.com/mheschmeyer
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Sabadell United Bank in Miami acquired Lydian Private Bank in a deal covered by a loss-share agreement under 
which the FDIC will bear 80% of impairment losses on $907.1 million of loans. 
 
Sabadell United Bank acquired assets totaling $1.6 billion net at a discount of $176 million. Nearly all of the 
Lydian's loans and leases were tied to residential real estate. 
 
Sabadell United will be adding Lydian Private Bank branches in Palm Beach, Palm Beach Gardens, Tampa, 
Sarasota, Naples and Coral Gables. The acquisition expands Sabadell United Bank's network of branches to 25 
locations in six counties. 
 
"This is a strategic acquisition that will give us a broader geographic service area, and expanded private banking 
services. Lydian Private Bank's business model fits in well with our commitment to be a trusted advisor for 
professionals, commercial enterprises and high-net-worth individuals. This transaction will give us locations on 
Florida's West Coast, expands our 20-year presence in Palm Beach County, and is part of our strategy to seek 
acquisitions and become a significant statewide bank," said Mario Trueba, Sabadell United's President and CEO. 
 
The FDIC estimates that the cost to its Deposit Insurance Fund (DIF) will be $293.2 million. 
 
Lydian Private Bank is the 10th bank failure in Florida this year. 
 
In Georgia, the OCC appointed the FDIC as receiver for First Southern National Bank in Statesboro. As of June 
30, the bank had $165 million of total assets. 
 
The OCC acted after finding that the bank had experienced substantial dissipation of assets and earnings due to 
unsafe and unsound practices. The OCC also found that the bank was likely to incur losses that would deplete 
its capital. Also, the bank was significantly undercapitalized, and there was no reasonable prospect that the bank 
would become adequately capitalized without federal assistance. 
 
Heritage Financial Group Inc., the holding company for HeritageBank of the South in Albany, GA, acquired 
substantially all of the assets of First Southern. 
 
In the acquisition, HeritageBank of the South acquired $120 million in loans. The FDIC and HeritageBank 
entered into a loss-share agreement under which the FDIC will reimburse HeritageBank for 80% of the losses on 
First Southern's covered loans and other real estate owned. 
 
"First Southern marks the third FDIC-assisted acquisition we have completed, which, along with our other 
transactions, have greatly expanded our footprint across southern Georgia and have strengthened our presence 
in attractive markets such as Statesboro," said Leonard Dorminey, president and CEO of Heritage Financial 
Group. "These steps have enhanced our regional footprint and have increased our asset base significantly." 
 
The FDIC estimates that the cost to its DIF will be $39.6 million. 
 
First Southern is the 17th Georgia bank failure this year. 
 
In Illinois, Inland Bank & Trust in Oak Brook acquired First Choice Bank in Geneva after it was closed by the 
Illinois Department of Financial and Professional Regulation—Division of Banking, which appointed the FDIC as 
receiver. 
 
The sole branch of First Choice Bank had $141 million in total assets as of June 30. 
 
The FDIC estimates that the cost to its DIF will be $31 million. 
 
First Choice Bank was the seventh bank in Illinois to fail this year. 
 
Lastly in Pennsylvania, Public Savings Bank in Huntingdon Valley was closed by the Pennsylvania Department 
of Banking, which appointed the FDIC as receiver. Capital Bank in Rockville, MD, agreed to purchase the one-
branch bank. 
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As of June 30, Public Savings Bank had $46.8 million in total assets. 
 
The FDIC estimates that the cost to its DIF will be $11 million. 
 
Public Savings Bank was the first bank in Pennsylvania to fail this year. 

Tweeting news live most business days, follow me 

Nasdaq Warns Two Bank Holding Companies 
Failure to file their quarterly and or annual financial reports in a timely manner, has prompted The Nasdaq Stock 
Market to send noncompliance letters to Dearborn Bancorp Inc., the holding company for Fidelity Bank in 
Dearborn, MI, and Waccamaw Bankshares Inc., the bank holding company for Waccamaw Bank in Whiteville, 
NC. 
 
Dearborn Bancorp received a letter from Nasdaq because it had not filed its quarterly report for the period ended 
June 30, 2011, with the Securities and Exchange Commission on time. 
 
Under Nasdaq rules, the company has until Oct. 17, 2011, to submit a plan to regain compliance. 
 
The Federal Deposit Insurance Corp. is currently performing its annual examination of Fidelity Bank and 
because of that, Dearborn Bancorp said it could not reasonably determine or estimate its financial results for the 
three months ended June 30. 
 
Fidelity Bank with $896 million in assets operates 15 offices in Wayne, Oakland, Macomb and Washtenaw 
counties in Michigan. The bank has reported profits of more than $1 million for the first half of the year. 
 
Waccamaw Bankshares also received a non-compliance notice because it had not filed its quarterly report for 
the quarter ended June 30. 
 
In addition, in June, Nasdaq denied Waccamaw's request for continued listing on Nasdaq because it has not filed 
its annual report for 2010 or its quarterly report for the quarter ended March 31. 
 
The company appealed the June 24 delisting but Nasdaq has not yet issued a decision. 
 
The bank holding company said that three complex transactions it completed in 2010 are at the center of the 
delays — the sale of problem loans, purchase of home equity lines of credit, and a private placement of 
preferred stock. 
 
Waccamaw Bank with $596 million in assets reported losing $9 million in 2010 and more than $10 million in the 
first two quarters of this year. 

Tweeting news live most business days, follow me 

GA Keen Retained To Dispose of Pierre Deux Locations 
GA Keen Realty Advisors, a division of Great American Group Inc., was retained to assist in the marketing and 
disposition of 22 leased properties and two warehouse locations formerly operated by Pierre Deux. 
 
A retail chain of French furnishing stores that operated across 13 states, Pierre Deux ceased business 
operations and filed for Chapter 7 bankruptcy protection this past June. 
 
"All of the properties are in great locations, and at a range of 1,600 to 5,000 square feet in size, we expect these 
sites to attract a great deal of interest from retailers," said Matthew Bordwin, co-president of GA Keen Realty 
Advisors. "While we expect there will be more interest in the spaces from furniture and apparel retailers, the 
sizes of the properties may appeal to other potential tenants beyond these retail segments." 

http://twitter.com/mheschmeyer
http://twitter.com/mheschmeyer
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GA Keen also will be marketing two former Pierre Deux warehouse properties in Secaucus, NJ: an 18,810-
square-foot warehouse at 180 Seaview Drive and a 38,720-square-foot property at 40 Enterprise Ave., where 
the lease allows for operation of a 2,700-square-foot warehouse outlet. 
 
GA Keen is working in conjunction with Great American Group LLC, which is conducting going-out-of-business 
sales at each of the retail sites. 
 
The former Pierre Deux sites are in several states including California, Colorado, Connecticut, Georgia, Illinois, 
Maryland, Massachusetts, New Jersey, New York, North Carolina, Pennsylvania, Texas and Virginia. 

Tweeting news live most business days, follow me 

Loans and Properties Under Surveillance 

 
 

Watch List: Largest New Specially Serviced 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 Location 
Property 
Type Cur. Bal. CMBS 

Special 
Servicer 

Reason 
for 
Transfer Notes 

http://twitter.com/mheschmeyer
mailto:sales@trepp.com
mailto:sales@trepp.com
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Jameson 
Inns Pool Various Hotels $170,567,882 

WBCMT 
2006-
WHL7 Wells Fargo 

Imminent 
maturity 
default 

There are 96 
Jameson Inns and 8 
Signature Inns. The 
properties are in 12 
states across the 
Southeast and 
Midwest. 

Broadreach 
Pool Various Office $148,156,835 

WBCMT 
2006-
WHL7 

CWCapital 
Asset 
Management 

Maturity 
default 

All properties are in 
Southern California 

Central 
Parke Pool Cincinnati, OH 

Mixed 
Use $83,341,442 

WBCMT 
2006-
C25 

CWCapital 
Asset 
Management 

Imminent 
default 

An 11bldg 
development 
consisting of multi-
story office 
buildings, a 6-level 
garage, 1- and 2-
story R&D bldgs 
and medical office 
facilities. 

Albertson's 
Newkirk 
Portfolio Various Retail $63,431,691 

COMM 
2006-
FL12 

LNR 
Partners 

Imminent 
maturity 
default 

50 retail centers 
with a total of 2.38 
ml SF. 

Hawaiian 
Retail 
Portfolio Kehei, HI Retail $63,000,000 

GCCFC 
2007-
GG9 

LNR 
Partners 

Imminent 
maturity 
default 

3 retail and office 
properties totaling 
292,220 SF. 

Sheraton 
Reston 
Hotel 

11810 Sunrise 
Valley Drive, 
Reston, VA Hotel $60,000,000 

JPM 
2006-
LDP9 

LNR 
Partners, Inc 

Imminent 
maturity 
default   

20 
Technology 
Park 

20 Technology 
Parkway 
South, 
Norcross, GA Office $36,500,000 

JPM 
2006-
LDP9 

LNR 
Partners 

Imminent 
default   

Longford 
Medical 
Center 

7455 W. 
Washington 
Ave., Las 
Vegas, NV Office $36,200,000 

COMM 
2006-C8 

LNR 
Partners, 
Inc. 

Imminent 
default 

Frequent delinquent 
payments. 

Hotel 
Teatro 

1100 14th St., 
Denver, CO Hotel $24,225,000 

JPM 
2007-
LDP10 

J.E. Robert 
Company 
Inc. 

Imminent 
default 

Debt service 
remains below 
threshold. 

Bossier 
Corners 

2001 Airline 
Drive, Bossier 
City, LA Retail $22,330,395 

CGCMT 
2006-C4 

J.E. Robert 
Company 
Inc. 

Imminent 
default 

Economically the 
center is 81% 
occupied, with 66% 
physically occupied. 

Riverview 
Plaza 

16000, 16040, 
16300 
Christensen 
Road, Tukwila, 
WA Office $21,850,000 

WBCMT 
2007-
C30 

CWCapital 
Asset 
Management 

Monetary 
default   

Interstate 
Northwest 
Business 
Park 

120 Interstate 
North Parkway, 
Atlanta, GA Office $20,300,000 

JPM 
2006-
LDP9 

LNR 
Partners 

Imminent 
default 

The loan is 
scheduled to mature 
on 10/05/11. 

Watch List Ads Deliver Results 
Watch List Newsletter is widely praised as the most insightful and useful news in the ever-evolving commercial 
real estate marketplace. 

KEY BENEFITS OF ADVERTISING: 

 Email and Web Exposure — More than 55,000 readers are notified when a new pdf newsletter is 
published through the Watch List E-Mail Alert. As an advertiser, your company name, a link and brief 
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description are included in the e-mail alert. The e-mail is opened a total about 75% of the time on 
average. The ads in the newsletter generate nearly one-of every three click thrus on average. In fact, 
advertisements on average generate more visitors and viewers than most of the news stories in the 
newsletter and email alert. 

 Visibility —The pdf Watch List Newsletter itself is downloaded by thousands of individuals weekly. And 
the stories in the newsletter are read about 75,000 times a month on average. 

 Eye-Catching — In the pdf newsletter you get a half- or full-page, four-color ad on a page with news. 
Your ad; your design; your message. The ad can be linked to individual email addresses and/or any web 
page of your choice. 

 Internet Based —Your Watch List ad is also embedded directly into some of the Watch List stories on 
CoStar's Watch List news page on the web. That means thousands of more readers who can link directly 
through to your web site. 

 Affordable —Cost: $1,000 per week for a half-page ad or $1,500/week for a full-page ad for a minimum 
of a 4-week run and it can go down from there for longer runs. 

 
For more information, email me at Mark Heschmeyer. 

mailto:mheschmeyer@costar.com?subject=Watch%20List%20Advertising

