8c  new york real estate journal « shopping centers « august 21-27, 2007

Northeast's number @website rejournal.com

acquisitions

Changing of the guard: The coming months are
extremely important for investors and lenders

Katz
Properties

Looking forward, the coming
months are extremely important to
both investors and lenders as we
see where the market is headed.
This summer has affected both
sides of the equation as treasuries
have spanned 60 basis points and
CMBS lending has tightened up.
As with any business, people win
and people lose. The beneficiaries
in this setting are cash laden buyers

on the investment side, and both
commercial banks and life com-
panies on the debt side. The losers
this summer are leverage investors
and CMBS lenders, whose deals
in recent months have come to a
screeching halt.

For the past 5 years this was not
the case as leverage buyers and
CMBS lenders had flourished with
low treasury rates and spreads. That
combination has quickly dissolved.
The sub prime crisis has generated
increased scrutiny by rating agencies
and lack of debt-investor interest
caused in many cases by their heavy
exposure to now suspect rated debt
has caused swap spreads to inflate.
Thissituationhasled CMBS lenders
to test the waters with both property
buyers and mortgage buyers trying

From an acquisition standpoint,
on book lenders although tougher
iIn underwriting and willing to give
less debt leverage have a

distinct advantage, as they can
nowv price themselves just below
Wall Street and guarantee the
deal will close from their end.

to find an environment where both
cando business. This hasopened an
opportunity for book lenders (com-
mercial banks, life companies) to
make their way to the top of property
investor’s good graces. There have
been many horror stories recently
from borrowers whose sure deals
have been re-traded on both rates

and debt proceeds. This causes a
lack of confidence by investors
who need to have definitive debt in
place to make acquisitions work.
From an acquisition standpoint, on
book lenders although tougher in
underwriting and willing to give
less debt leverage have a distinct
advantage, as they can now price
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themselves just below Wall Street
and guarantee the deal will close
from their end.

This summer, we have also seen
cash laden buyers rewarded as
leverage buyers have walked from
numerous deals that were only at-
tractive with high leverage. Cash
heavy buyers who have been patient
in recent years are in a position of
tremendous power and will be able
to scoop up many trophy properties
inallassetclasses. These buyerswho
have been accustomed to 6%-8%
annual returns and are comfortable
with conservative IRRs will have
free reign in the months ahead with
leverage buyers now needing to be
the patient ones. We have yet to see
cap rates make a significant ride up
to satisfy leverage buyers and that
in my opinion is at least six to nine
months away.

Over the past few
years these buyers
have been part of

a frenzy, acquiring
as many properties
as they can handle.
The coming months
will give them an
opportunity to look
through their
portfolios to find
value and work
diligently on
improving cash
flow. In addition
these buyers should
work on stabilizing
their current assets
which they have
neglected in the
past and prepare for
what we all hope
will be a bigger
wave of deal
making in the future.

Leverage buyers now can view
this as an opportunity to focus
on improving their current busi-
ness operations. Over the past few
years these buyers have been part
of a frenzy, acquiring as many
properties as they can handle. The
coming months will give them an
opportunity to look through their
portfolios to find value and work
diligently on improving cash flow.
In addition these buyers should
work on stabilizing their current
assets which they have neglected in
the past and prepare for what we all
hope will be a bigger wave of deal
making in the future.

Daniel Katz is principal partner
with Katz Properties, New York, N.Y.




