16

Developers
becomelenders

B2 iy B4 e |62 i |6

NYCfirms help
rebuild Haiti

~ wwwTheRcalDeal.com

New York Rear Estate News

Vol.8 No.8 -March 2010 $3.00

Michael Stoler

Want distressed debt? Pay up
While banks are putting loans up for sale,
bargain hunters should look elsewhere

ike flavors of ice cream, every year
real estate investors choose a pre-
fen'cd asset class, from mulhfa.mxly

-2 Feebuildi

ciallyifthe default interest rate s in excess

of 16 percent.
A few lenders, including Capita One,

Dime S Bank of Willi: and

retail
1o hotels. The flavor for 2010 is obviously
the distressed debt ornote.

Investors are coming from divergent
back Butweall know thatthe cast
of characters sceking distressed debt (ora
mortgage that is more than 90 days past
due) have one thing in common: They all

New York Community Bank, told me that
they receive more than 300 inquiries o
) Butmost

month from potential
of those inquiries come from investment
brokers who have limited understand-
ing of purchasing a default note. Many of
them send out an unsolicited mass e-mail

abargain-b ice

to th ds of individuals offering the

Anumber of banks are now selling this
distressed debt — just not at those deeply
discounted prices.

JPMorgan Chasc, which acquired the

i Mutual,

real -portfolicof
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0f$500,000 to $3 million. Bank of China,

debt but don't have approval to represent
thebank,

Purchasing notes is clearly not for ev-
eryone. Robert Knakal, the chairman
of Massey Knakal Realty Services, said:
“Thete are many people who bid onnotcs
thatdon'th ibili

There are many people who bid on notes
that don’t have the capability to navigate
the process. Robert Knakal, Massey Knakal

BNP Bauk, Banco Popular, Astoria Federal,
Amalgamated Bank and Flushing Savings

process. A big part of an investment sales
broker'sjobisto differentiate those that can

B:mka:calso in selli
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performand: Itbecomes
very very quickly”

are seeking close to full face value of the
note and are not offering financing to the
purchaser. Such i mstxtunons as PNCand

Overthe pastfewmonths, morelenders
‘have taken steps to dispase of' notes

“ ! d special

Capital One Bank ] hesaleof  ing more
debtaswell,
But in many cases, the enmy or pexson
eeking debtds

everything that’s involved. To quote Will
Silverman, managing director at Studley:
“Purchasing a note is similar to purchas-
ing a painting: From the distance it looks
wonderful, yet when you get up close you
seetheflaws”

x to dispose of notes for
two main reasons,” Knakal said. “Thefirstis
that theyare frustrated with the foreclostre
process in Ncw York Smxc, and secondly,
th i that recovery relative
0 conawmlvn]uexsmbmnnal Thatisdue
to the fact that there is a significant imbal-
ancebetween supplyand demand. Thereare
‘way too many buyers fighting over few as-
sets, which is driving prices to high levels.”
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hip, which mayinelud, Al
and years of
tofinally obuun the deed.
inthereal
hedge fund world pursuing new funds for
distressed debt include Starwood, Win-
throp, Ladder Capital, Goldman Sachs,
AREA, Marathon Asset Management,
Square Mile Capital, Geldman Sachs and

4

mercial real estate are looking for acquisi-
tions, yet cannot find them. Michacl Fas-
citelli, the president and CEO of Vornado
Realty Trust, said: “There are few debt or
equity deals cuton the market [that] make
sense. Every good deal is very competitive
toacquire”

Perhaps finding a great opportunity in
anote might be similarto finding 2 needle
in 2 haystack, And after all the effort, you
still may have no idea whether you made

Avenue Capital Group.
Last month, Avenue Capna] which has
it 5billion of: theright di
ment, d plans to raise. for

anewfund of about $3 billion. Bloomberg.
News reported that the firm’s hedge fund
returned about 60 perotmtlnstye;m

As one investment sales profession-
al, Kevin Salmon, principal at Salmon &
Marshall Real Estate Investments, said to
me: “The ldea.ofﬁndmgagtwdlstmsscd

Ex uyuut. wants the to

noteatad di

Butthe

note ata deep of

Seforeth

good assets can fetch as much as the full
face valuc of the outstanding debt, espe-

howingupatabarat2am.j
doors are closing, and findinga lady witha
rating of10.” wo






