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Maine has numerous development opportunities
for those seeking alternative investment strategies

. Nate Delois

‘ Cardente
Real Estate

In 2001, the tech-sector busted
and many major cities lost large
tenants who left behind empty of-
fice space. In Portland however, it
was business as usual. By 2003,
the national vacancy rate was over
16% while Greater Portland’s va-
cancy rate was just over 6%. Need-
less to say, investors found this
scenario attractive and income-pro-
ducing investment properties were
unloaded by the handful to local
and out-of-state investors alike.
While, Maine remains a stable real
estate investment market, this fact
is no longer a secret. And, as the
demand for tenanted real estate
continues to outweigh the supply
over the past couple years, it takes
a creative new approach to yield
high investment returns.

Gone are the days where 10%
returns on stable income-generat-
ing properties are considered a
norm in Maine’s commercial real
estate market. CAP-Rates have
fallen into the 6-9% range, causing
many investors to be priced out of
the market. Yet due to the volatil-
ity of other types of investments
such as the stock market and the
low-yield nature of safer invest-
ments, real estate is still a rela-
tively high-yielding and stable in-
vestment. But, intoday’s commer-
cial real estate market, great gains
are not found simply by opening
the classified section in your local
newspaper. Those seeking to maxi-
mize investment returns are look-
ing less at tenanted, income-pro-
ducing properties, and are often
finding land to develop themselves.

For some investors, properties
that generate 6-9% returns are sen-
sible investments. Those who in-
vest in commercial real estate are
typically looking for a stable place
topark money while collecting divi-
dends and appreciating capital.
Developing real estate often is not
an option, as many don’t want real
estate to become a full time job and
others can’t or don’t want to take
on the additional risk of buying
undeveloped property. This
coupled with real estate’s appre-
ciation over time, keeps demand
high for income-generating real
estate in this 6-9% return range.
And because demand still out-
weighs supply by a significant
margin, this won’t change for the
foreseeable future, so owners/sell-
ers of investment properties should
not worry about a market collapse.

For those seeking alternative in-

vestment strategies, however, |
would argue that developing real
estate does not necessarily have to
bea full time job if you are working
with the right real estate profes-
sionals. And, although they do
present significantly more risk than
investing in fully or even partially
tenanted properties, there are ways
to mitigate risk in development
projects. Ways to lower risk in-
clude:

1. Know your tenant. Find ten-
ants to work with before finding
properties to purchase. By getting
to know who the tenants are that
are looking for space in a given
area and by understanding what
they are looking for, a developer is
better equipped to select sites that
will be in demand.

2. Know your market. By

knowing planned developments in
a specific market, an investor/de-
veloper can purchase sites that are
not in demand but will be in de-
mand in the near or distant future.
There is plenty of risk involved
with real estate speculation, but a
savvy investor/developer can
lessen the risk by being well in-
formed. Returns can be substantial
for the well-informed developer
who can afford to purchase prop-
erty and sit on it while waiting for
other area projects to be devel-
oped.

3. Ground lease. Leasing land
passes on the cost of construction
from the landlord to the tenant.
And because the tenant takes on
the cost and risk associated with
building its own structure, a typi-
cal initial term for a ground lease is

at least 20 years. This eliminates
the risk involved with re-leasing in
an uncertain market if a tenant va-
cates a build-to-suit. Ground leases
are much more commonplace with
retail tenants versus office or in-
dustrial.

4. Negotiate a favorable con-
tract. Developments don’t happen
over night. As such, it is wise, if
not necessary, to negotiate a favor-
able purchase and sale agreement
so that you can go through the
approval process prior to closing
on the property. Many if not most
developers won’t close on proper-
ties without having approvals in
place. Buying a piece of land to
develop can be very risky if you
don’t know whether the project
will be approved by the local plan-
ning and zoning boards. Other

considerations include state ap-
provals for potential traffic and/or
environmental issues.

Would-be developers take note:
Maine continues to be a sought
after destination for major retail
operations thathave already staked
their claim in other parts of the
nation. As such, there are numer-
ous development opportunities for
those seeking alternative invest-
ment strategies. By keeping inmind
the basic ways to reduce risk in a
development deal, anyone with a
passion for real estate, the appro-
priate resources, and a desire to
maximize returns can become a
commercial real estate developer.

Nate DeLois is a broker with
Cardente Real Estate, Portland,
ME.
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695 BATH ROAD, WISCASSET
e Great Development Opportunity!
¢ Highly visible US Route 1 location
e Build-To-Suit: $121 SF NNN
e For Sale: $495,000
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400,000 + Regionial Shopping

Center
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Specialists in Commercial and Investment Real Estate

8 SHAKER ROAD, GRAY
DOWNTOWN PROPERTY FOR SALE
e 2,552 +- SF Retail Building
¢ Prime Redevelopment Opportunity
¢ Great Visibility, Easy Access
¢ Close to Maine Turnpike (I-95)
¢ Only $395,000
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580 ALFRED ROAD, BIDDEFORD
e Join New Retail Development
e Build-To-Suits & Land Leases Available
e At Traffic Light/Intersection
e Directly Across From Biddeford Crossing

¢ Biddeford Crossing: 400,000 SF Retail

e Premier Opportunity For Retailers

For Further Information Contact:

207.775.7363
299 Forest Avenue, Portland, Maine 04101
www.cardente.com




