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The commercial
real estate
dilemma

By David Ellis, staff writer

February 4, 2010: 4:32 AM ET

NEW YORK (CNNMoney.com) -- Luckily for
banks, the commercial real estate time bomb
just keeps on ticking.

Industry observers have issued dire
warnings for more than a year, suggesting
that lenders are on a collision course with
potentially billions of dollars worth of
commercial real estate losses.

But for all the gloomy talk, the fallout has
remained relatively well contained.

Banks have already recognized about $50
billion in losses, or about 60% of the
estimated cumulative losses, according to
real estate research firm Foresight Analytics.

And despite a steep drop in the price of
apartments, office buildings and industrial
properties nationwide over the past year,
there have been recent indicators to suggest
that the market may have finally hit bottom.

After 13 months of consecutive declines,
overall commercial property values climbed
1%, according to the most recent monthly
reading by Moody's/REAL Commercial
Property Price Index.

Even well-respected bankers have offered a
glass half-full outlook on the state of the

commercial real estate market.

"Commercial real estate is a train wreck, but
it's already happened," JPMorgan Chase (JPM,
Fortune 500) chief executive officer Jamie
Dimon said during a company-sponsored
conference last month.

But some commercial real estate industry
experts have been quick to caution that the
problems aren't over yet.

High-profile purchases that were made at

the height of the real estate bubble have
started to implode left and right. Last month,
owners of New York City's Stuyvesant Town
and Peter Cooper apartment complexes went
into default.

Farther south, lenders that helped finance
the Four Seasons Resort and Club just
outside of Dallas are moving ever closer to
foreclosing on the swanky 400-acre

property.

And with the nation's unemployment rate
still hovering at 10% and consumer spending
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still at sickly levels, it stands to reason that
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borrowers that deal in retail stores and
office buildings will feel even more squeezed
before long.

"Businesses just aren't taking office space
and consumers aren't buying things at retail
stores," said Mark Riedy, the executive
director for the Burnham-Moores Center for
Real Estate at the University of San Diego.

That's a deadly prospect for the thousands
of community and regional banks nationwide
that hold roughly $860 billion in commercial
mortgages and construction and
development loans.

Georgia's Synovus Financial (SNV), Zions
Bancorp (ZION) of Utah and Buffalo, N.Y .-
based M&T Bank (MTB)are just a few banks
whose loan portfolios are highly
concentrated in commercial real estate,
according to credit rating agency Standard &
Poor's.

But trying to gauge the scope of those
problems has proven difficult as banks have
been slow to recognize losses on many of
those loans.

That's because many lenders have not seen
the need to foreclose on a borrower that is
still current on their payments even if they
are upside down on their loan, or owing
more than their property is worth, experts
said.

At the encouragement of industry
regulators, banks have extended the terms
of many of their commercial real estate
loans, hoping that property values or
occupancy levels will improve before long.

"There is an element of 'extend and pretend'

going on," said Tanya Azarchs, credit analyst
and managing director for Standard &

Poor's. "It is in their [banks'] interest to do
that."

Unfortunately, the consensus is that neither
prices nor occupancy rates will improve
anytime soon.

Estimates published last November by the
Urban Land Institute and
PricewaterhouseCoopers suggest that ¢
ommercial real estate vacancies will
continue to increase in 2010, while prices
could tumble further during the year. Prices
could fall as low as half their peak levels
from 2007.

If that happens, that would only darken
borrowers' hopes that banks will refinance
their outstanding loans. And some $1.4
trillion is commercial real estate debt is
expected to come due over the next three
years.

Matt Anderson, partner at Foresight
Analytics, said that can mean only one thing
for banks: more losses.
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"When you combine that with [property]
value declines, you have a big problem," he
said.
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