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Wilmington's skyline changing

Developer makes bet in face of recession that office market will recover in good
time

By ERIC RUTH
The News Journal

In what would be a historic redefinition of downtown Wilmington's character -- and a potentially risky
defiance of today's sagging market trends -- local real estate developer Pettinaro Construction is
moving forward with a 15- to 20-story office tower that will rise from the former Daniel L. Hermann
Courthouse on Rodney Square.

It's a roll of the dice that observers say is typical of the firm's front-running strategy, with the Newport-
based developer betting that today's excess of office space and reluctant demand will turn around in
time to benefit the project, one of two city office buildings under development by the firm.

The other, the seven-story Star Building, is already rising near the crescent-shaped Barclays bank
building on the Christina Riverfront, and would eventually be followed by the courthouse project,
together adding 614,000 square feet of prime Class A office space to the city.

Neither building has tenants signed, but both are in sections of the city that are considered key
commerce centers. Company CEO Gregory Pettinaro said the firm would continue to own and
operate each -- neither will be "flipped" onto the market.

The Star Building is set to open for occupancy early next year. Construction is scheduled to start on
the courthouse building in late spring 2010, with occupancy beginning in fall 2011.

The landmark granite courthouse building -- considered by some to be the city center's defining
architectural element -- has sat empty for most of the decade.

"The existing courthouse building itself is an icon of Wilmington. It's such a part of the culture and
history here," Pettinaro said. "To be honest with you, in my opinion it's the premier property in the city.
... It doesn't deserve to sit there vacant."

The courthouse plan will require approval by the city, but there are no regulatory concerns over the
building's historic nature, Pettinaro said.

Both projects are moving ahead at a time of historic uncertainty for commercial real estate and the
economy.

Pete Davisson, a partner in the Wilmington office of real estate services company Jackson Cross
Partners, put his assessment of Wilmington's 2008 office market this way: "Just about Oct. 1, we all
looked at each other and said, 'Where is everybody?' "

Looking ahead, several real estate research firms see that situation continuing.

http://www.delawareonline.com/apps/pbcs.dll/article? AID=/20090401/BUSINESS/90401... 04/01/2009
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« CB Richard Ellis expects the entire Philadelphia region to see vacancies rise over the next three
years. "Tenants are exhibiting a 'wait-and-see' approach and are taking more time to make
decisions," the firm said in a report late last year. At the time, the "availability rate" for Wilmington's
central business district was 19 percent.

« Grubb & Ellis reported city office vacancies at 19 percent at the end of 2008, the highest year-end
vacancy rate of the decade.

» The Class A vacancy rate in the central business district stands at about 18 percent; and New
Castle County overall is 14 percent, Davisson said.

Law firms doing well

Segments of the economy with a significant physical presence in the city have been contracting in the
face of the recession, while others are thriving. Layoffs have been under way through the year at
Bank of America. At the same time, business is booming for law firms that handle the many high-
profile corporate bankruptcies that end up in Wilmington.

In January, major leases were signed by Jackson Cross Partners for a law firm (8,275 square feet)
and Amtrak (23,716 square feet) at the Renaissance Center, a seven-story Class A building near the
new New Castle County Courthouse at Fourth and King streets.

Yet reports of sizable vacancies persist. A 54,000-square-foot former MBNA building on King Street --
bought by the state for $13.4 million -- remains vacant.

"They [Pettinaro ] have a great instinct for buying right," said Mike Purzycki, executive director of the
Riverfront Development Corp., the state-supported company charged with redeveloping Wilmington's
waterfront. "They have a great instinct for controlling expenses."

In the case of the former courthouse building, Pettinaro's plans would also change the character of a
public square that has served as the city center since the early decades of the 20th century.

Once dominated by low-rise buildings and relatively open sight lines, the square would move further
toward a high-rise, big-city feel if the project goes forward.

The firm bought the courthouse from MBNA after the credit card bank abandoned plans to make it the
centerpiece in its downtown complex of buildings. The courthouse, dedicated as the Public Building in
1916, once served as City Hall, and the vision for it has been credited to John J. Raskob, the man
behind the construction of the Empire State Building.

Will save exterior elements

The courthouse design is in the preliminary stages, but Pettinaro said he is committed to preserving
the historic exterior architectural elements, much in the way the former post office building on the
square was incorporated into the Wilmington Trust Center. As with that building, the high-rise portion
would be set back from the old courthouse facade.

Current plans envision a 450,000-square-foot building that would appeal to businesses that favor
Class A space near the city's important courts and corporate centers.

The Pettinaro firm, which was a prime lead developer of the Christina Riverfront area, is taking
advantage of a market that is both risky and potentially lucrative for developers. Those with
independent financial resources are able to take advantage of construction costs that have been
driven down by the economy's decline. At the same time, tight credit markets have blunted progress
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on other public and private building projects.

"They've got resources. They're not fancy," Purzycki said. "Verino [Pettinaro, the firm's founder] has
always had this sense that if you build a good product, you're in a good position when the market
returns."

Motivation to move up

Part of the market potential in the projects lies in the demand for Class A space from firms in
accommodations with fewer amenities. "When a new building comes on line, a good portion of the
market likes to move up to the Class A building, the newer, nicer building," Davisson said. "That will
inspire some people when their lease is expiring."

That sense of hope contrasts with a commercial real estate market that's feeling pain from coast to
coast.

With U.S. unemployment at 8.1 percent, the highest in a quarter-century, and more than 100,000
people and companies filing for bankruptcy in February, commercial property defaults are poised to
rise.

"In the office market, you're starting to see signs of mammoth job losses," said Mark Scott, senior vice
president of NorthMarq Capital LLC, a commercial real estate brokerage and property management
company in Parsippany, N.J. "And, as people aren't buying as many goods, they're not shipping as
many goods, so we have stress in the industrial market."

Commercial property prices are down almost 20 percent in the past year, and with the global
recession worsening, there's "significant stress" in the market, said William Schwartz, a credit analyst
at DBRS Inc. in New York.

"But it wouldn't surprise me one bit to see the Pettinaros fill this building and move on to other
projects," Purzycki said.
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