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Ofﬁce outlook cloudy asl_foreclosures loan workouts loom

BY YUDISLAIDY FERNANDEZ

It’s ‘hard to forecast the fu-
ture of office properties in the
local .commercial market, of-
fice analysts say, but more loan
modifications and foreclosures
are on the horizon as lenders
make decisions on distressed
assets on their books.

Jonathan Kingsley, managing
director. and executive vice
president of commercial realty
advisory firm Grubb & Ellis,
says the volume of foreclosures
is expected to increase as well
as the number of commercral
loan workouts.

‘A trend Mr. Kingsley says he
is starting to see is that lenders
are more likely to do workouts
to help borrowers who they are
confident can ride the‘ ecopomic
storm, while those borrowers
under water are likely to lose
their properties as the. banks
prefer to foreclose and find a
new buyer

When determmmg value; he

says those. properties -with ‘a’

market value 50% or less than
the purchase price “pretty much
have .no chance of recovery.”
But:if the current value is only

20% to 30% less than the origi--

nal price tag, Mr. Kingsley ex-
plained, there’s a greater chance
of recovery.

Grubb & Ellis reports in its
‘2010 real estate forecast re-
leased Monday that as lenders
who delayed working through
distressed assets start putting
them on the market this year,
sales volume is expected to rise
by 20% to 30% from 2009.
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Prices, already 40% down from
their peak in 2007, could de-
cline ‘another 10% to 20% as
these properties are sold-at
lower prices to meet buyers’

expectations, accordmg to the

report.

‘As a result of more com-
mercial property sales, the in-
vestment market will begin to
see atecovery, the report fore-
casts, indicating that high-le-
veraged buildings without the
needed capital to attract new
tenants ate likely to reach new
hands.

~As sales volume increases
this year .because of sales of
distressed assets moving

through' the foreclosure pro- :

cess, the discounted -sale
prices of many of thesé prop-
erties are to push the' cap: rate

‘It s deflmtely a good time to be a buyer and tenant,’ says Scott
Mii cial realty f|rm Scott Minchew & Co.

PnomomesyofScuancnew

on all m.a_lor property types
above 8%, the forecast indi-

-cates.

Timing:is anotﬁer factor that
will determine what sells and

" when it sells.

Some ' lenders dlsposmg of
assets aren’t willing to sell at
deep discounts,  said  Mr.

‘Kingsley of Grubb &'Ellis. Of-

ten the banks prefer to keep the
properties in service and man-
age them effcctrvely until the
best offer comes along,'
. The process can- ‘be. 'me con-
surhing, hé says:
“Nobody wants: to make that
decision early on. They [lend-
ers]-want " to, :do- their best to
bring the property to the ‘best

“value,” he said;:

Scott Mmchew, presrdent of

eramr ‘based commercial re-
;;alty firm Scott Minchew &
‘Co.;
'propertres ‘that hit the' market|

saysithose commercial

will definitely have an audi-
erice as right now an array of
buyers is waiting. Institutional

-investors-and foreign nation-

als will make up the pool of
buyers, he says, which could
range from those willing to
pay market values to bottom

feeders. " .

“It’s definitely a good time to
be a buyer and tenant and a
tough time to be a seller and
landlord,” Mr. Minchew said.

Every deal s gomg to be
different, he added, because
it depends on factors like how
aggressive some buyers are
and the position the bank is
in. .
“Everybody has their own
parameters they have to
meet,” he says. “Every deal is
going to be somewhat differ-
ent...”

Banks that can hold off on
selling certain properties will
wait for the right deal, he
says, “but those who can’t
will have to cut their losses
and run.”

. Alex Zylberglait, vice presi-
dent of investments and direc-
tor at commercial realty firm
Marcus & Millichap, agrees the
future of many office assets
will be determined on a-case-
by-case’ basis.

Some lenders are going to
agree to loan workouts, such
as restructuring the debt, ex-
tensions; forbearance, or
new -terms .on the debt, he
said.

Butin mstances 1 which a
borrower with a particular
commercial. property in
trouble has other well-per-
forming assets, ~ Mr:
Zylberglait said, the bank
might ask for additional capi-
tal. In cases in which the bank
sees the borrower is in dis-
tress and unable to pay the
debt, he said, the bank will

‘take the property back to re-

gain control of its future.

Deep-pocketed investors
are definitely out there, Mr.
Zylberglait says. The prob-
lem is not the money but the
deal.

With the uncertainty in the
commercial market, some in-

vestors may not want to buy |-

at higher prices without
knowing if the investment will
have a high return down the
line.

If overleveraged properties
do start selling at deep dis-
counts, Mr. Zylberglait says,
it’s going to impact the local
office market, already experi-
encing higher -vacancies and
lower rental rates packed with

. No[)ody' wants to .
make that decision
early Ofl [Lenders]
want to do.their best.to.
[)rzng the. property to
tlze best value. B oy
JonnﬂmnKins]e’y

concessions.

If the wave of distressed
commercial assets is as some
anticipate,  Scott Colomney,
president of Fort Lauderdale-
based Foreclosure Response
Team, $ays short sales could -
become a ‘popular option as
they did in 2009 for the hous-
ing market.

Mr. Coloney says his loss
mitigation team and real estate
professionals negotiate with the
lender to sell the property at the
best price the borrower -and
lender can reach. :

He foresees more opportuni-~
ties in the commercial market
on the horizon as commercial
property owners unable to raise
more capital to restructure their
debt in today’s market find
themselves facing foreclosure.

The buyers are waiting. on
the sidelines, Mr. Coloney
says.

Although the buyer pool in
the US has shrunk, he says,
many international investors, ~
such as Canadians, are looking
for commercial properties
priced right to snatch.

“We are doing a lot with the
Internet to reach those interna~
tional buyers..."
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