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By Mike Tingus

If you’ve been watching commercial real estate in
North Los Angeles, you’ve probably noticed that over
the last 90 days some blocks have begun to fall in what

has traditionally been a very vibrant and healthy market.
Though not on the scale of other parts of Southern Cali-

fornia or the nation, distressed properties are now hitting
the local market, and it is likely we will see more in the
next 12 to 24 months.

The word “foreclosure” is a powerful one, evoking
expectations of boarded-up buildings and fire sales at
unheard of low prices. But the reality today is quite a bit
different.

For one thing, there is no Resolution Trust Corporation
(RTC) as was formed in the early ‘90s to clean up the S&L
crisis. The RTC was charged with selling off distressed
assets at whatever price it could get, but regulations in
place today are engineered to sell off distressed assets, not
at any price possible, but at fair market value. So buyers in
the market are not going to find amazing, distressed deals.

They will find pricing that is somewhere between whole-
sale and retail. I like to tell my clients it’s the difference
between going to Costco and going to Gelson’s.

To understand why this is so, let’s look at what happens
to an asset when the owner defaults. After the required 90
days plus a 21-day waiting period following a notice of
default, the property is offered in a trustee sale with a mini-
mum bid amount based upon the outstanding loan bal-
ance and interest and expenses accrued. At a recent trustee
sale, for example, the minimum bid for a property with an
outstanding loan balance of $970,000 was $1,032,572,
and the building did not sell.

In reality, few sales take place at this level. Most buyers
are not willing to buy a property sight unseen or to pay
cash, both of which are standard operating procedure for
trustee sales. So typically, the distressed asset will go back
to the bank at this point.

Here’s where it gets tricky. Once the bank takes the
property back, it is not really distressed anymore. The bank
has time to perform a market analysis, set a price and wait
for the right buyer to turn up. At the same time, FDIC regu-

lations place certain restrictions on bank-held properties
that may further limit a buyer’s negotiating power.

According to FDIC regulations, banks must use three
broker opinions of value (BOV) and an appraisal to estab-
lish a property’s value. Let’s say the property carries an out-
standing loan balance of $500,000, but the BOV establish-
es a value of $1 million. The bank will likely offer the
building at a list price of about $1 million. Conversely, if
the loan balance is $800,000 on a property that is now
worth $500,000, and the FDIC signed off on the sale price
based on that value, the bank will likely list it in the neigh-
borhood of $500,000.

If a property sells for an amount in excess of the out-
standing loan balance, the excess, less interest and other
expenses, must be returned to the original borrower who
defaulted. If it sells for less than the outstanding loan bal-
ance, the FDIC will pick up 80 percent of the shortfall and
the bank will incur the remaining 20 percent as a loss.

So the bank is not necessarily looking to turn a profit. It

Please see page 27
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Vacancy rates continue to rise in
most commercial sectors and are
not expected to level out in most

markets until the end of this year or early
2011, according to the National Associa-
tion of Realtors.
LawrenceYun, NAR chief economist,

said there is one bright spot in commercial
real estate. “The multifamily sector can
expect increased demand as the economy
creates jobs and new households are
formed, likely in the second half of this
year,” he said. “However, the office, ware-
house and retail sectors continue to expe-
rience the delayed effects of the recession.
These sectors should see gradual improve-
ment after jobs pick up and create addi-
tional demand for space, meaning a
broader improvement in commercial real
estate is likely in 2011.”
The Society of Industrial and Office

Realtors, in its SIOR Commercial Real
Estate Index, an attitudinal survey of near-
ly 700 local market experts, confirms that
significant fallout from the recession
remains, but to a lesser extent.
The SIOR index, measuring 10 vari-

ables, increased 2.7 percentage points to
38.2 in the first quarter, compared with a
level of 100 that represents a balanced
marketplace. This is the second gain fol-
lowing nearly three years of declines; the
last time the market was in equilibrium
was in the third quarter of 2007.
Development activity remains at a

standstill with nine out of 10 respondents
saying that it is virtually nonexistent in
their markets.
Looking at the overall market, commer-

cial vacancy rates appear to be approach-
ing a plateau, according to NAR’s latest
COMMERCIAL REAL ESTATE OUTLOOK.
The NAR forecast for four major commer-
cial sectors analyzes quarterly data in the
office, industrial, retail and multifamily
markets. Historic data were provided by
CBRE Econometric Advisors.
Office Market
With an elevated level of sublease

space available, vacancy rates in the office
sector are projected to increase from 16.9
percent in the first quarter of this year to
17.6 percent in the first quarter of 2011,
but should ease later next year.
Annual office rent is likely to fall 2.3

percent this year and decline another 2.1
percent in 2011. In 57 markets tracked,
net absorption of office space, which
includes the leasing of new space coming
on the market as well as space in existing
properties, is forecast to be a negative 24.6
million square feet this year and then a
positive 25.5 million in 2011.
Industrial Market
Leasing activity in the industrial sector

is below historical levels with higher
vacancies, more tenant concessions from
landlords and a steeper decline in rental
rates. In addition, obsolete structures
remain on the market. Industrial vacancy

rates are expected to rise from 14.3 per-
cent in the first quarter of 2010 to 14.8
percent in the first quarter of 2011, then
decline modestly as the year progresses.
Annual industrial rent will probably

drop 6.3 percent this year, and decline
another 1.5 percent in 2011. Net absorp-
tion of industrial space in 58 markets
tracked is seen at a negative 90.0 million
square feet this year and a positive 135.6
million in 2011.
Retail Market
Retail vacancy rates should rise mod-

estly from 12.6 percent in the first quarter
of this year to 12.8 percent in the first
quarter of 2011, and should hold at that
level for most of next year.
Average retail rent is projected to

decline 1.5 percent in 2010, then edge up
by 0.4 percent next year. Net absorption of
retail space in 53 tracked markets is likely
to be a negative 3.7 million square feet
this year and then a positive 8.9 million in
2011.
Multifamily Market
The apartment rental market – multi-

family housing – is expected to benefit
from an improving economy and job mar-
ket. Multifamily vacancy rates are forecast
to decline from 7.3 percent in the first
quarter of this year to 6.3 percent in the
first quarter of 2011.
With recent additions to supply, aver-

age rent is likely to slip 1.5 percent this
year, and then rise 1.2 percent in 2011.

Multifamily net absorption should be
145,700 units in 59 tracked metro areas
this year, and another 214,500 in 2011.
The COMMERCIAL REAL ESTATE

OUTLOOK is published by the NAR
Research Division for the commercial
community. NAR’s Commercial Division,
formed in 1990, provides targeted prod-
ucts and services to meet the needs of the
commercial market and constituency
within NAR.
The NAR commercial components

include commercial members; commercial
committees, subcommittees and forums;
commercial real estate boards and struc-
tures; and the NAR commercial affiliate
organizations – CCIM Institute, Institute of
Real Estate Management, Realtors Land
Institute, Society of Industrial and Office
Realtors, and Counselors of Real Estate.
Approximately 79,000 NAR and insti-

tute affiliate members offer commercial
brokerage services.
The National Association of Realtors,

“TheVoice for Real Estate,” is America’s
largest trade association, representing 1.1
million members involved in all aspects of
the residential and commercial real estate
industries.

Information about NAR is available at
www.realtor.org. This and other news
releases are posted in the News Media
section. Statistical data, charts and surveys
also may be found by clicking on
Research.
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Congratulations to the Boys & Girls Club  
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From Your Founding Fathers, 
 

Roger Greaves, Brad Rosenheim and Bob Voit 

Experts Predict Some Commercial Real Estate
Market Improvements in 2011
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LADWP 2010 Business Development Expo

How to Do Business with the 
Los Angeles Department of Water and Power

Join us at the Business Development Expo and receive valuable information on 
how to do business with the Los Angeles Department of Water and Power (LADWP), 
the nation’s largest municipally-owned utility. Each year, approximately one billion 
dollars in contracts is awarded to business enterprises, including minority, women-
owned and small businesses. There will be excellent opportunities for vendor 
introductions, vendor registration, and networking. Also exhibits on conservation 
and energy-saving programs and services will be featured.

Please R.S.V.P. no later than Wednesday, June 9th at DWP.WKY@LADWP.COM.

For more information, please call (213) 367-EXPO or visit our website at 
www.ladwp.com/businessexpo for a current listing of opportunities open for bid. 

4:00 pm – 5:00 pm ....... Registration
5:00 pm – 5:30 pm ....... Presentation/Announcements
5:30 pm – 8:30 pm ....... Networking

Refreshments Will Be Served

LADWP Headquarters (John Ferraro Building)
111 North Hope Street, Los Angeles, CA 90012

Auditorium, A-Level Lobby
Free Parking in Customer Lot, Gate 6 (Enter on Hope Street)
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Earlier this year, NAIOP announced itsFour-Point Promise.
The Promise captures the specific steps

NAIOP has chosen to focus on this year to
protect the interests of its members and
the industry-at-large, and to provide solu-
tions that sustain its members businesses
and facilitate returning the industry to
good health.
"NAIOP recognizes the unprecedented

challenges facing the commercial real
estate development industry," said Thomas
J. Bisacquino, NAIOP president. "The
obstacles - frozen capital sources, a turbu-
lent global economy and the decline in
transactions and employment - are begin-
ning to show signs of improvement, yet
their sustained impact will yield a consid-
erable recovery period. In difficult times,
NAIOP members need their association
more than ever."
NAIOP’s promise:
1. Seek Solutions to the Credit and

Capital Crisis
NAIOP's government affairs team will

continue to work for public policy solu-
tions that increase capital sources, create
jobs and assist commercial real estate in
its recovery. In addition, NAIOP maintains
a Commercial Credit and Capital Advisory
Board of experts to interpret trends and
advise members on strategies for access-
ing capital.

2. Provide Critical Education and
Information
NAIOP has expanded its array and

delivery method of industry education to
include online courses andWebinars,
chapter-delivered programs and tradition-
al, live courses and conferences. NAIOP
will continue its popular online "Solutions
Series" briefings that offer real-time view-
points and practical strategies about
industry trends, opportunities and strate-
gies.

3. Identify Innovation andTrends that
Yield Opportunity
NAIOP will share news on innovation,

positive trends and key strategies that will
advance the industry via member commu-
nications and the NAIOPWeb site. The
NAIOP Research Foundation will contin-
ue to produce forward-looking studies and
vital reports that identify future develop-
ment opportunities, assess employment
trends and reveal the vital role commer-
cial real estate plays in the economy.

4. Protect the NAIOP Member
Advantage
NAIOP is offering complimentary

membership to long-standing NAIOP
members who become unemployed,
while they are seeking employment within
the industry. Additionally, NAIOP will
dedicate resources to support Developing
Leader members (members age 35 and
less) and strengthen the chapter structure
so that members are afforded local,
regional and North American networking
and education opportunities.
"NAIOP's commitment to its members

parallels the valuable, enduring role com-
mercial real estate plays in our nation's
economy," said Bisacquino. “Commercial
real estate has a tremendous impact on
our nation's economy, with construction-
related spending reaching $549 billion
and adding 839 million square feet of
existing building space in 2007, the latest
comprehensive data available.”

NAIOP, the Commercial Real Estate
Development Association, is the leading
organization for developers, owners and
related professionals in office, industrial
and mixed-use real estate. NAIOP com-
prises 15,000 members in North America.
NAIOP advances responsible commercial
real estate development and advocates for
effective public policy. For more informa-
tion, visit www.naiop.org.

NAIOP’s Four-Point Promise
Outlines Actions to Guide

Industry Through Tough Economy

Real Estate

hopes to limit its losses, and that is where
the rubber meets the road when a buyer
sits down to negotiate. Buyers whose strate-
gy is to make offers at 20 percent below the
listing price are simply not succeeding, but
in today’s market, it isn’t necessary to low-
ball offers on REO properties to get great
value.
Property values have fallen anywhere

from 20 percent to 40 percent below their
2007 highs depending on the building
type, quality and location, and banks are
setting prices for REOs based on these fun-
damentals. Although we may continue to
see more price pressure as more foreclo-
sures hit the market, the Los Angeles North
region simply doesn’t have enough product
to drive prices significantly lower than cur-
rent levels.
It’s also important to remember that, his-

torically, the low reached in every real
estate cycle is still higher than the low of
the previous cycle, and the high is much
greater too. Those who are buying now are
buying equity, not debt, as was the case for

the past five years, and so they are already
ahead of the game.
I tell my clients to ask themselves these

questions: Is my holding power at least 5-7
years? What is the true value of this proper-
ty and what is the marketability of the
property should the market turn sour?What
are the advantages of leasing versus own-
ing for me and my business?
Keep in mind, you make money when

you buy, not when you sell. If your busi-
ness is doing well, if you have the capital
reserves, if you find the right property in the
right market for you, then today’s prices,
coupled with historically low interest rates
make this the right time to buy!

Mike Tingus is president and managing
principal of Lee & Associates-LA North/
Ventura, Inc., a full-service commercial
brokerage with offices in Sherman Oaks,
Calabasas, Ventura County and Antelope
Valley. He has transacted more than $1 bil-
lion in commercial real estate sales over the
course of his career. He can be reached at
(818) 223.4380 or by e-mail at
mtingus@lee-re.com.

Continued from page 25

If You’re Still Waiting
for a Fire Sale
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By Tim Russell

Finding the right property in residen-
tial real estate is a little easier than in
commercial real estate. For one

thing, many commercial properties are
not listed in the multiple listing service.
This makes it difficult to actually see
everything out there without talking with
a lot of realtors. It makes sense for most
to enlist the services of a buyer's agent to
help you find everything that is available.
Agent commissions in commercial real
estate are much more negotiable than in
residential real estate. They'll also be
able to help you determine the proper-
ties that are zoned for the type of busi-
ness you're in, parking space require-
ments, advertising regulations, etc.

Classes of Office Space
Office space is divided into three class-

es -- Class A, Class B, and Class C. The
classes are just what they imply, that is
higher quality at the A end and lower
quality at the C end. The classes are based
on the age of the building, the type of con-
struction, the location, the amount of ren-
ovation, and the amenities that the build-
ing provides. You may also run across
what is now being referred to as Class E
Office Space in some cities. These are old
buildings class B buildings that are being
considerably renovated to become spaces
with a totally different look. They usually
have very high ceilings, lots of large win-
dows, and lots of wood. They seem to
appeal to the high tech and dot-com

groups. (Hence the "E" designation.)
The dollars per square foot will vary

quite a bit from one class to the next, so
consider the amenities, location, as well
as the "look" you need before starting your
search.

See as many spaces as you can, and
pull out the list you created earlier in the
planning process. Make sure you have pri-
oritized the features that are most impor-
tant to you and your business, and give
them the most consideration when look-
ing over the properties. Don't let yourself
be blinded by one spectacular feature in a
property when some of the other equally
important features are less spectacular
than what you need. You can even create
a scoring system to help you compare
each property equally. Regardless, of the
system you use, take notes about the
plusses and minuses of each site, and take
photos to help keep them straight in your
head.Visit the sites on your short list often
and at different times of the day to observe
the changes in traffic, noise, and other
potential problems. Don't let your emo-
tions rule your decision!

Don't forget to also investigate "build-
to-lease" options also called "build-to-suit
leases". If you find the right developer you
can tailor the space to your needs and
then lease it. This option will require a lot
of work on your part to make sure you're
getting the quality and structure that will
suit your needs. Keep in mind too, that the
developer you work with will probably
not own the building for the length of your
lease.

Inspect the Property
So you've found a good spot -- you

think. You like the location. It's passed all
of the tests so far. So what else do you
have to look at before you sign on the dot-
ted line? Here are some things to make
sure are on your list of questions.

• First of all, how old is the building?
With age can come problems and difficul-
ties in incorporating new technologies.

• Are there structural problems? Talk
with other tenants and see if they've had
any problems either with the building
itself, or even with the landlord.

• Does the roof leak?
• How old are the HVAC systems?Will

you be dealing with periods of no air in
the summer and no heat in the winter?

• Is it wired for computer networks,
internet access, or other electronic items?
If not, will you have difficulty wiring it
because of the types of wall materials or
ceiling?

Is there adequate security? Security fea-
tures can include:

• steel security doors
• security gates that fold out of the way

during office hours
• alarm systems that can be monitored

by a security firm or the local police

department
• video cameras to watch entrances

and exits
• bullet-proof glass
• fenced parking
• external lighting all around the

building
• security guards
If you're buying the property you need

to dig even deeper. Sometimes literally!
For instance, you may need to do a Phase
1, 2, or 3 site assessment to make sure
there is no environmental contamination
that you will be dealing with. Sometimes
the lending institute you are getting your
loan from will require it.

So what do these assessments entail? A
Phase 1 assessment involves reviewing the
past uses of the land, and government
environment records concerning the prop-
erty, and a simple observation of the prop-
erty. If this first assessment shows up any
potential contaminations or problems then
a Phase 2 assessment is needed. Phase 2
involves air, water, and soil samples. The
third type of assessment, sometimes
referred to as a Transaction Assessment,
only takes into account the use you are
proposing for the site. It does not take into
account any past uses or problems. This is
the assessment you would need if the site
has previously passed a Phase 1 assess-
ment and had no problems.

It is also recommended by most in the
real estate profession that any property,
whether it is being leased or purchased,
be inspected by a professional inspection
firm.

The Building Owners and Managers Association Greater Los Angeles
700 South Flower Street, Suite 1408 • Los Angeles, California 90017
Phone: (213) 629-2662 • Fax: (213) 624-1031 • www.bomagla.org

The Building Owners and Managers Association Greater Los Angeles

• Is the leading legislative advocate for owners and managers of
commercial real estate in Los Angeles County.

• Provides industry leading educational programs and seminars
for commercial property managers and building owners.

• Produces quality networking and social events
which help our members develop and

strengthen business relationships.

If you aren’t getting ahead, you are falling behind.
The San Fernando Valley Business Journal will keep you ahead of

your competition. It is a publication filled with
insight and information that you need to read,

but more important, one that you will want to read.

Subscribe today.
As part of your subscription, you will also have access
to the San Fernando Valley Business Journal online,

daily electronic business news updates and
the Book of Lists at the end of the year.

Staying still isn’t an option

West Valley Region  
18107 Sherman Way, Suite 100 

 Reseda, CA 91335 
Brian Pendleton, tel: 818.708.5844 

www.crala.org

Community Redevelopment Agency  
of the CITY OF LOS ANGELES

Finding and Inspecting Your Space
Real Estate

If you're buying the property, you
need to dig even deeper. You may
need to do a Phase 1, 2, or 3 site
assessment to make sure there is
no environmental contamination
that you will be dealing with.

25-29 Real Estate Supp:Layout 1 6/3/2010 10:09 AM Page 28

http://www.bomagla.org
http://www.crala.org


Real Estate

The commercial real estate market is
experiencing its worst liquidity
challenge in almost 20 years, and it

is vital that Congress take action to pre-
vent a deepening crisis, the National
Association of Realtors said in testimony
to the U.S. House of Representatives
Subcommittee on Oversight and Investi-
gations today.

During a field hearing here, G. Joseph
Cosenza, an owner of Inland Real Estate
Group in Oak Brook, Ill., testified on
behalf of NAR and the Illinois Association
of Realtors®. Cosenza said the crisis is
driven by a confluence of high unem-
ployment, a slow economy, weakening
commercial property fundamentals, and
an increase in commercial loan delin-
quencies.

“Commercial real estate is the basis for
much of the growth in the American
industry and economy, and having a
stable and well-functioning commercial
market is crucial to our nation’s econom-
ic recovery,” Cosenza said. “But the
market is now in the midst of a financial
meltdown and many property owners are
underwater. We cannot regain our footing
until action is taken on such issues as an
enhancement of liquidity and extensions
of terms for performing properties.”

Cosenza outlined a number of propos-
als he urged the congressional panel to
consider.

First, NAR supports changes that will
boost lending to the commercial real
estate and small business markets, he
said. Currently, due to the slumping econ-
omy and falling commercial real estate
values, many commercial banks have
tightened their credit standards and
reduced their loan volumes. Credit
unions have often filled this need in the
past, but they are hampered by a business
lending cap of 12.25 percent of total
assets. NAR strongly supports H.R. 3380,
“Promoting Lending to America’s Small
Businesses Act,” which would increase
the cap on credit union lending to 25 per-
cent of total assets.

Cosenza also pointed out that com-
mercial loans are often short term, and
property owners must refinance frequent-
ly. “More than half of the outstanding
business loans held by credit unions have
been extended by those approaching, or
at, the cap. That means that credit unions
with experience in handling commercial
loans are unable to continue helping us
get out of this crisis,” Cosenza said.

In addition, lenders should be encour-
aged to extend the term of current loans,
he said, but they have been wary of offer-
ing extensions because of oversight and
regulatory concerns.

He said incentives and improved cash
flow for investors of commercial property
would help fend off some of the chal-
lenges the market faces and soften some
of the commercial liquidity crisis. “The
most effective means of improving the
cash flow on real property is to provide
more generous depreciation allowances.
NAR believes that some combination of
accelerated depreciation (or shorter
recovery periods) and passive loss relief
would be significant investor incentives,”
Cosenza stated.

NAR also supports developing a mort-
gage insurance program for commercial
debt and an extension of the Term Asset-

Backed Securities Loan Facility (TALF)
program. A proposed mortgage insurance
program would provide insur-
ance on the difference between
the current value of a commer-
cial property and the debt serv-
ice. NAR believes an extension
of TALF will help stimulate the
commercial mortgage-backed
securities market and that the
program requirements should be less bur-
densome for investors.

“The commercial real estate sector
supports more than 9 million jobs and

generates billions of dollars in federal,
state and local tax revenue,” said Cosen-

za. “NAR believes the commercial market
is vital to American life and urges Con-

gress to act quickly on these
crucial issues.”

The National Association of
Realtors, “TheVoice for Real
Estate,” is America’s largest trade
association, representing 1.1
million members involved in all

aspects of the residential and commercial
real estate industries.

HelpYour Business
Take Flight

Publication Date:
September 13, 2010

The Private Aviation section is the best way to
reach the affluent executive travelers in Southern
California. This informative and stylish four-color,
section is a resource for individuals whose lifestyles

and business practices
demand private air
transportation.

The Private Aviation section is distributed to more
than 90,000 readers of the Los Angeles and
San Fernando Valley Business Journals.

For customized pricing options, contact

Rita Bishop at (818) 676-1750 ext 26
or rbishop@sfvbj.com
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NAR Proposes Solutions to Congress to Combat
Commercial Real Estate Crisis
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NAR also supports developing a mortgage
insurance program for commercial debt and
an extension of the Term Asset-Backed
Securities Loan Facility (TALF) program.
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