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The challenge of growing business in a down economy

By Dan Rafier, Editor

It's not easy to build business in a
down year. Ask any commercial real
estate developer or broker in the Mid-
west. But commercial real estate pro-
fessionals do have dllies in their efforts
to nab new business, the commercial
real estate attorneys working in cities
across the region.

Minnesota Real Estate Journal recently
spoke to three of these commercial
real estate specialists about the chal-
lenges that their real estate clients are
facing as 2011 moves into its second

half.

Bill Gagliano

Chair of thereal estate group at
Ulmer & Berne

Cleveland

The continual challenge of securing
financing: Theissues seemto be smilar
totheissuesof last year. It'sall about the
difficulty of growing the business in
what is still adown rea estate economy.
A big part of this challenge isthe financ-
ing side of things.

The best companies are able to find
the financing they need. There are alot
of opportunities out there that people
aren't aware of. Essentialy, it's about
looking hard and finding the means to
make a deal.

What it takes to nab those financing
dollars. People who are cash strong and
have less of a need for financing are

findingit easier to get
financing. They are
finding alot of great
deals out there.

Signs of life: The
growth that we are
seeing in some sec-
tors of the commer-
cial real estate busi-
ness isn't necessarily
all acrossthe board. We are experiencing
agood market asfar as multi-family res-
idential goes. Financing seems to be
there for those projects. Multi-family
occupancy is up, while vacancies are
around 3 percent in the Cleveland mar-
ket. And so, the multi-family market has
been strong.

Gagliano

The fundamentals matter: Those
with good projects that pencil out well
are finding that getting their loansis not
as difficult as it may have been in 2009
and 2010. Financing is till anissue. It's
more of abusinessissuethenitisalega
issue. Where it becomes alega issueis
in our attempts to help those clients ook
at alternative sources for financing, the
tax credit area, the energy credits, the
historical and low-income tax credits,
the new markets tax credits. Those are
all areas where there are some opportu-
nities to plug the financing gaps. A rea
estate attorney can help educate the
clientsin that area. Thisyear isthe same
aslast year: Thereisagenera sense that
weare getting better. But it's still sources

Griffith

Ranum

of capital and sources of financing that
are driving everything.

Making a case: If you are talking
about the acquisition of an exiting proj-
ect, you are looking at underwriting
standards that are tougher than they may
have been in 2005 and 2006 but aren’t as
bad as they were in 2009 and 2008.
Every lender says, and every third-party
investor says, that you need to have
enough skin in the game. Anybody who
is buying or is devel oping property that
they aready own better be able to show
and demonstrate that they have a sub-
stantial enough investment in the proper-
ty themselves, some equity beyond the
traditional 20 percent equity require-
ments. Everyone wants to know that the
individual is taking a risk. Everyone
wants to know that the risk isn't falling
entirely on third-party investors or
lenders. It also helps to have a strong
property in a strong market. It helps to
have a good market study. Having a
good appraisal from a recognized
appraisal firm as to what the property



would be worth as developed is aso
important.

Better times? Everybody says that
they are seeing growth in most of the
commercial sectors. Leasing seemsto be
picking up. There are tenants coming
back into the market, office tenants, new
companies. Everybody is predicting that
there will be an improved market for
office buildings. Thereare alot of things
going on in downtown Cleveland, alot
of public/private projects. Thisisall pos-
itive news.

Mary Ranum, chair of the real estate
group at Fredrikson & Byron
Minneapalis

The downward pull of a weak hous-
ing market: Our housing developer
clients are dealing with a weak housing
market and slow salesin their communi-
ties. They are trying to work on continu-
ing to have viable operations when the
market isasdow asitis. We areworking
with them, as we are with many of our
clients, to negotiate modifications to
agreements with land sellers. We are
working with them on negotiating con-
cessions and moratoriums with lenders.
The whole housing market is slow. We
are dealing with all manner of workouts,
amendments and modifications. We
have some housing clients we had three
or four years ago who are no longer in
business. They didn't make it through
this most recent downturn.

Hope: With commercial develop-
ment, thereisalittlebit of activity. There
is a little bit of activity in the
medical/office building area, especialy,
with some build-to-suit projects. There
isalittle bit of other types of develop-
ment going on, too. Of course, it's not
near the level of activity we saw before
the downturn, but there has been a dight
increase in activity.

Troubled loans: We continue to do
work for lenders who working through

troubled |oans. We continue to do alot of
work with foreclosures and workouts.
We are starting to see some activity by
investors and investment funds looking
to purchase distressed assets at a low
price. They are trying to make some-
thing of those distressed assets. With the
low price, they find that they can now get
into those assets.

Widespread pain: We do haveawide
range of clients. My colleagues and |
represent all sectors of the real estate
industry. It's a different story for differ-
ent sectors, but everyone has experi-
enced the slowdown and has made sig-
nificant adjustments because of it. No
matter how they touch the industry, they
have suffered from the dowdown.

No housing rescue: | remember when
thiswhole crisis began. There were pun-
dits who were theorizing that three or
four years later the housing market
would lead us back out. That's certainly
not been the case. We haven't worked
our way through the foreclosure invento-
ry that is out there. There are so many
homes on market, there is little reason
for developers to be building new ones.
We have some clients who are in the
office warehouse, industrial and com-
mercial aressthat are doing alittle bit of
activity. This activity is driven by very
strong fundamentals with a committed
user. There is very little spec building
going on, of course. It is a committed
tenant or owner who might need a new
facility or new space that might lead a
developer to do something new.

The strong survive: There are the
few companies that continue to grow.
We have arestaurant client that has con-
tinued to add new stores throughout the
downturn. We have a large retail client
that has continued to grow. There are a
few companies who continue to add new
retail or new locations because they have
weathered the downturn very well. We
are very happy to have those companies
as clients. They have either the right

product mix or the right price point to
continue to do well.

Bill Griffith, chair of thereal estate and
land use practice group at

Larkin Hoffman Daly & Lindgren
Minneapolis

Public support: | am working with a
number of clients on obtaining public
support or public subsidiesfor their proj-
ects. In an era of tight lending and tight
financing, one of the ways good projects
go forward is by securing some sort of
public commitment. Sometimes that
means public infrastructure like roads or
sewers. Sometimes, such as in the new
(Radisson Blu) hotel at Mall of America,
it means public parking. That hotel will
be built over public parking. Other cases
involved worker retraining. There are a
number of programs that can be
accessed at the state and local level.
Clients are saying that a project that
might have been financeable two years
ago no longer is because of tight lending
requirements. Sometimes that means
public financing is necessary. Is that
sgtrictly lega? No, itisamix of legal and
financial. For instance, it took from April
1st of last year when the government
signed the jobs bill — there was a provi-
sion in there that hel ped finance the new
hotel — until May 1 of this year to close
the deal. It took 13 months to put the
package together. It was a very compli-
cated deal, but it was a great project and
an excellent example of what it takes to
get something done in this environment.

Lower volume: Some projects are
getting done. Some projects are getting
financing. Basically, the good projects
are getting done, but it's not at the vol-
ume we experienced before the econo-
my slowed down.

What makes a good project: Spe-
cialty projects are getting financing. A
ballpark, for instance, might get financ-
ing. That is a big project. We had two
large ballparks — at the University of



Minnesota and for the Minnesota Twins
—donerecently. We have athird big proj-
ect in the possible Vikings stadium.
More typicaly, multi-family has been a
strong sector. The strength in that sector,
and the availability of financing, is driv-
en by low vacancy rates. Senior housing
has been a strong sector largely by
demographics. Then there are the spe-
ciaty projects like student housing near
the University of Minnesota. Beyond
that, there are projects in different cor-
ners of the metropolitan area that are
being driven by the public sector: the
light rail project, the renovation of Union
Depot in St. Paul. These are projects that
may have been deferred during the eco-

nomic dowdown but are gaining traction
today.

New activity: \We are seeing a modest
increase in activity. That started this
spring, not the first of the year, but in the
last couple of months. Some of that has
been projects that had been put on hold.
There is one that | was working on
today, a multi-family project that had
been on hold for three years and is now
going through permitting. The develop-
ers are now looking for expedited per-
mitting to meet the multi-family demand
that now existsin the market. But we are
also seeing projects that weren't permit-
ted or approved and are now ready to go.

We still have the same market demand
we had three years ago, but now we have
the ability to finance it. There has been a
loosening in lending requirements for
these types of projects. It's certainly not
overwhelming, but thre has been a mod-
est improvement in the commercial mar-
ket.



