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We are happy to report that 2004/5 has exceeded expectations for American Life investors. After years of steady appreciation, this past year, SODO real estate values began to soar. In fact, both the commercial and residential markets in Seattle are now showing rapid growth. Over the past 60 months in which the stock market remained relatively flat, SODO real estate investment has appreciated substantially. 

SODO properties are experiencing remarkable growth - about 1.5% per month or 18% per year. Although much of the increase in property values represents asset growth caused by historically low interest rates, SODO real estate values increased further as a result of the accelerating shift from traditional industrial uses to office/retail uses. Until 2002 our model delivered a 6 - 8% cash yield per annum on top of 7% annual capital gains. Now SODO properties are yielding between 4 and 5% cash from rents plus the +/-18% capital gains. Simply put, while rents lag behind property values and play catch up as new leases are negotiated at higher rent/sq. ft., the unrealized capital gains ensure that investors are way ahead. 

Leasing Activity

At last, the local economy is growing. After a difficult two years, there has been a significant increase in enquiries and closed deals for space. Another indication of the more robust economy is the willingness of tenants to pay more than $1.25 on 1st and 4th Avenues compared to 75 cents merely two years ago. 

As interest rates increase, the carrying costs of property increases, putting upward an pressure on rents. (Mortgaged properties, at this juncture, face an increasing mortgage expense. Those who borrowed, hope rents increase fast enough to compensate for higher interest costs.) In our debt free model, rental increases go directly to investor pockets as income. The trend since the end of 2004 has been toward higher rents; driven by higher interest rates, increased demand for space from Boeing subcontractors, port related activities and general business expansion in the area. Our overall vacancy rate is about 3% and declining – well below the city average. 

Property Acquisitions

Our acquisitions accelerated between 2004 and 2005. The new properties are all strategically placed and contribute to our overriding objective of building important, sizeable footprints. 

Almost a year ago we purchased the 2700 4th Ave. building (located on 4th and Lander – across from the Light Rail Station) and 2931 1st Ave S – located on 1st Ave S. a block south of SODO Center (the Ederer Cranes Building.) Over the past six months we purchased a number of adjacent properties to Ederer Cranes, creating 100,000 square feet of contiguous property, a block south of Starbucks Coffee headquarters. The new buildings are 2945 1st Ave S, - 8800 sq ft destined to be a parking lot for a refurbished Ederer; 66 S Hanford, and 2959 S. Utah St, - two buildings of office/retail space of approximately 50,000 feet at the western edge of the property; the St Vincent DePaul building (13,000 feet) in front of 66 S Hanford (destined to be a parking lot for Gorlick Supply.) 

Seattle Monorail Project

We have had a number of enquiries about the status of the Seattle Monorail project. www. Seattle.gov website is an excellent resource for those who are interested in following the unfolding saga. At present, the Monorail’s future is uncertain. Here is a status report of recent events as presented on the city’s website.

From the Seattle.gov website: (note: SMP = Seattle Monorail Project)

In April 2005 Cascadia Monorail Co. presented a bonded proposal to the Seattle Monorail Project Board of Directors. Negotiations continued for two months as the SMP Board reviewed the proposal. 

In the middle of June 2005 SMP staff recommended to the Monorail Board that it approve the contracts negotiated with the Cascadia Monorail Company, LLC, to design, build, operate and maintain the Green Line for a fixed price. In the contract it states the 14-mile Green Line, scheduled to open December 2010 (which is a year later than the agency's original goal), will be built along the voter-approved route from Ballard through Downtown into West Seattle. The fixed price to build the Monorail is $2.1 billion. Trains will run every 8 minutes and the Green Line will include 16 stations (with funding for a 17th) rather than the 19 originally proposed. The Monorail will be designed to accommodate three more stations that can be added at a later time. 

After the announcement and distribution of the Monorail contract local newspapers reveled the proposed 14-mile Green Line will cost $11 billion by the time high interest rate bonds are paid off. The additional $9 billion in interest is said to have come from uninsured, non-rated "junk" bonds, which carry interest rates of 7 to 8 percent. The higher rates were issued because the SMP's revenues will not be sufficient to pay off debt until after the line is built. Thus forcing the agency to defer payments until tax revenues from car-tab taxes could cover the cost. On June 30, 2005 the SMP's Board abandoned its finance plan, leaving the project in limbo and the challenge to come up with a new plan of action. Then on July 4, 2005 two top executives, Seattle Monorail Project Board Chairman Tom Weeks and Executive Director Joel Horn, resigned. 

What's next, you ask?
The SMP original scheduled three public hearings on July 5th, 6th and 7th to hear from the community about the Cascadia contract and Green Line design. SMP will still hold these meetings, now focusing on new financing options, including the possibility of a voter-approved tax increase, the shutdown of the agency, and the possible re-bid of the project. 

Stay tuned in with the Seattle Channel as we continue to cover the events and milestones of this important Seattle transportation issue, the Monorail.

Postscript. We attended the town meeting on August 9th and heard presentations from a wide spectrum of views and responsibilities – while nothing binding was agreed – it is clear that the SMP is at a crucial crossroads. The sources of revenue are causing a funding nightmare and the mayor has other initiatives in need of funding (Alaskan Way viaduct, Ballard Bridge, sea wall). The SMP options appear to be: scale back – to meet budget, re-bid the project, go back to the voters, cancel project and re-allocate funds to other transportation options, or just end the project!

From American Life’s point of view, while we would see the SMP as adding value to the SODO community, SODO is not dependent on the project for the land’s appreciating value. The project’s loss should not adversely affect SODO property values. Infrastructure changes are already underway. Light rail is under construction; the new entry ramps to the freeways are completed, and the city secured funding in the latest federal highways bill to replace the Alaskan Way viaduct. The mayor’s office is in the process of a rezone north of Massachusetts to encourage growth around the stadiums and has committed to commence the rezone process of SODO after completion of the stadium area rezone.

Housekeeping/Staffing Additions

This past year, this tax season has been a hurdle for us. As a result, we are making changes to ensure that we service your needs more swiftly. We are in the process of hiring a CFO to manage the back of the house and improve the quality and punctuality of reporting and manage compliance issues. We are also hiring a property manager to oversee management of the properties.

Accepting Investment

Currently two properties are taking investment – See details below  
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Ederer (2931 1st Ave S Limited Partnership) - $6,800,000 available for investment.
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Coast Cranes (the Coast Cranes Limited Partnership) - $5,000,000 available for investment.

Property Status 

South of Spokane Street Grouping

1. Lonestar Cement Warehouse – Fully Leased
  
The building recently received a new roof and a fresh coat of paint.

We have made arrangements with 3 tenants to take the remaining space – 2 tenants are existing tenants seeking expanded space. 


Seattle Bio Diesel wants to add 3,000 sq. ft.


Greg Olsen is expanding their space from 4,100 – 5,800 sq. ft.

Oh Chocolate – the new tenant would take 2,400 sq. ft. in year 1 and add 1,700 sq. ft. in a year’s time

2. Owl Transfer  – 300 sq, ft. available


New tenants include:

MLS (sewing) who moved across from Hullin have taken the bottom office floor. This leaves us with 300 sq ft of office to rent out 70,000+ total square feet. Area Distributors is taking the space to be vacated in September by Total Reclaim. Pentel will take the remaining warehouse space. 

Third Avenue Group

3. Mendelson Land – Fully Leased


   
Yard space rented by a single tenant 



4. 3317 3rd Ave S - Fully Leased


    

With two new tenants, the building is fully let.

Jack Rabbit Catering provides box lunches to local businesses took 5598 sq ft. on the first floor. 

Allrecipes.com leased the second floor, (approximately 14,400sq. ft.) and will occupy the space this October with rent beginning in November. Their rent phases in over a two year period. 

5. 3223 3rd Ave S – Fully Leased



Massachusetts Electric, a light rail contractor, leased the 1st floor offices and 20,000 sq ft of warehouse space. Their full rent began July 1. 

Nortrack – rail track fabricators – will move in shortly (as soon as tenant improvements are completed) – 10,000 sq. ft.

Messer Supply – bathroom fittings – leases 12,000 sq. ft. on a month-to-month lease for $2000 per month. 

The addition of Nortrack and Mass Electric fill the building except for the Mesher supply space which is being marketed at $6500 per month. 

The tenant improvements required to demise the space for the new tenants was paid by a credit line. Nortrack pays additional rent to amortize their share of the improvements. When the building is fully leased net rental income is approximately $28,000 per month less the amount required to amortize the credit line.  

6. Hullin Transfer – 13,000 Vacant Ft. Average Base Rent:  

MLS Sewing left the property – moved to larger space in Owl Transfer Building. We are marketing the 13,000 sq. ft. as combination office warehouse at a blended rate of $0.65.

4th and Lander Group 

7. 2700 4th Ave  – Fully Leased





Construction phase funding has been completed and remodel plans are in progress. The goal of the remodel is to open space along Lander for retail (across from the Light Rail Station.) Once the remodel is done rents will be re-evaluated.

8. Rivers West – Fully Leased



    

Tenant improvements were completed during July.

ParTworks (plumbing supply) added 7,000 sq ft. of space. 

9. Industrial Transfer – 15,0000 Vacant Feet                

Funding for the remodel is complete. The property is being painted, will have a new HVAC, remodeled hallways, windows and offices. 

There are 3 new tenants: 
Magnum Printing – 4,000 sq ft.

Dino Transfer (Silk screening) - 2,500 growing to 5,000 sq ft.

Minuteman Press – 5,000 sq. ft. 

1st and Lander Group

10. Peat’s Supply – 






A paid parking lot across from Starbucks

11. 2440 & 2418-20 – Fully Leased 


      

The property is adjacent to the proposed Monorail Station and across from Starbucks Coffee headquarters. No new tenant activity at this time

Stadium Group

12. Coast Cranes - Fully Leased  


    

Available Investment $5,000,000

Coast Cranes, located kitty-corner to Safeco Field, is well situated. As in Denver and San Francisco (where new stadiums spurned development), the first of SODO’s changing face will be renovations and changing use patters directly in the stadium’s shadow. In fact the city started the rezone process North of Massachusetts. New development and renovation around the stadiums caused a chain reaction of higher rents and increased land values. Near by transportation improvements also enhance Coast Crane’s values. Light rail will run past the stadiums up 5th Avenue and the Monorail, plans a station at Safeco Field. On and off-ramps to Interstate 90 from 1st Avenue are already operational and plans are approved to add on and off-ramps from Atlantic Avenue, adjacent to Coast Cranes, to the Alaskan Way Viaduct.  

Tenant begins paying full rent in August.  The new tenant, Carl Bryant, manufactures coverings for hot tubs.  It should be noted that across 1st Avenue a small property is being marketed for $400 /sq. ft.  While $400/sq. ft. is crazy, it does demonstrate the significant upside of this property. 

1st and Hanford Group

13. 2962 1st Ave S  – Fully Leased 


     

This project concludes the first phase of a longer-term project which includes the renovation of a number of properties including 2944 1st Ave, 2931 1st Ave, 66 Hanford and 2 parking lots to support the buildings. The “look” created here will thematically roll out over the entire project. New tenants include Renewal Windows and Ilvero Espresso and Café located directly across 1st Avenue.

14. 2944 1st Ave – Remodel in for Permit


Otherwise known as Gorlick Supply, this property’s renovation plans are fully funded. The property backs onto 2962 1st Ave. forming a 45,000 sq. ft. footprint. The renovation will be “phase 2” of the south 1st Ave group of projects. Architectural drawings, which are in for permit, are available on request by email. While we are showing the property we are a year away from our 1st tenants.

Environmental Home Centers are looking at taking 66% of the building which comprises office/showroom/warehouse. If they take the space, 10,000 sq. ft. will be left to lease. 

15.  Vincent de Paul Building – under permit for demolition 

This property reflects phase 3 of the south 1st Ave group. The building will be demolished to make room for a parking lot to serve 2944 1st Ave. The lot will open before completion of 2944 1st Ave

16. 2931 1st Ave - Fully Leased  





Available Investment $6,800,000

The property, otherwise known as “Ederer” is two buildings offers 63,000 square feet of warehouse (2931 1st Ave S) situated on approximately 68,680 square feet of land.  One building is 32,320 square feet with 180 feet of frontage on 1st Avenue South, just a block South of Starbucks Headquarters, Home Depot, and the proposed 1st and Lander Seattle Monorail station. The second building has 36,360 square feet of warehouse space and lies in back of 1st Avenue South on South Utah Street. 

We are currently capitalizing the partnership for renovation of the whole property.  The tenant (Ederer Cranes) gave notice that it will not renew its lease and will vacate in summer of 2006.  The Partnership plans to convert the 1st Avenue properties to flex space and turn the Utah Street warehouse into a showroom. Flex-space integrates office, light industrial, and showroom uses in one premises allowing tenants to continually rebalance uses to maximize efficiency. 

First phase renovations are scheduled to occur in 2007. We estimate the total renovation package to cost approximately $12,000,000. 

Breaking News. After months of negotiation Ederer Cranes will be vacating their space mid-2006. This decision frees us to begin renovating the property. In the short term we are negotiating with the tenant to vacate the 1st avenue offices sooner in favor of a floor in 66 Hanford. If this occurs, we will begin immediately Ederer’s 1st Ave offices. 

17.  66 Hanford - in Redesign in for Permit 
      
Beautifully located between Utah St and the waterfront, this property will be renovated to maximize its location and blend with the surrounding properties. While the building is empty pending redesign, we are negotiating with Ederer to locate their offices there next year.

18. 2959 Utah Ave S - Fully Leased


    

The property is rented to Spicknell Machinery and will be scheduled for remodeled at later date. This building will be designed within the architectural specifications of the rest of the project

Investment Inquiries

We currently have two projects taking Limited Partnership investment. 

Minimum investment is $50,000. For information regarding investment in either Coast Cranes Limited Partnership or 2931 Limited Partnership, please contact Derrick Chasan.

derrick@americanlifeinc.com or 206.381.1690.

