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The Kansas City chapter of 
Certified Commercial In-
vestment Member (CCIM) 

is pleased to team up with the 
Kansas City Business Journal to 
publish our annual CCIM Real 
Estate Report. We are blessed 
to have one of the largest and 
most respected CCIM chapters 
in the country. In this insert, 
commercial real estate lead-
ers share insights and discuss 
industry trends as they relate to 
the Kansas City market.  

The CCIM designation de-
notes a level of education and 
expertise held by only 6 percent 
of commercial real estate prac-
titioners in the United States. 
The designation is often de-
scribed as the equivalent to an 
MBA in commercial real estate. 
Customers and clients under-
stand that if a CCIM represents 
them in a transaction, they have 
the best and often the most ac-
complished professional in the 
industry working on their side. 

When CCIM was established 
in the 1960s, Kansas City had 
a special connection to this 
group. Several charter members 
of the organization were from 

Kansas City. Now over 50 years 
later, Walt Clements, CCIM, 
one of the area’s prominent 
commercial real estate leaders, 
was selected as the next chief 
executive officer of the CCIM 
Institute in Chicago. He was 
also a past president of our local 
chapter. We are excited for Walt 
and know the institute will be 
in excellent hands under his 
guidance and leadership.

The Kansas City CCIM 
chapter holds regular breakfast 
networking meetings at Mission 
Hills Country Club. Often these 
meetings feature guest speakers 
who discuss interesting top-
ics relevant to our profession. 
These meetings often draw 
close to 100 people, who include 
the actual brokers, lenders, 
construction or legal profes-

sionals involved in the majority 
of the commercial real estate 
transactions in Kansas City. Ev-
eryone is invited to attend these 
meetings, even those who don’t 
have the CCIM designation. 

In addition to our monthly 
breakfast meetings, our chapter 
hosts a variety of other net-
working events, which have 
included regular happy hours, 
Topgolf outings, clay shoot-
ing competitions and Sporting 
KC games. We strive to create 
fun events that also provide 
members with opportunities to 
network and enhance their real 
estate business relationships.

Professionals who are inter-
ested in pursuing the designa-
tion can do so here in Kansas 
City because our chapter hosts 
several local classes, saving 

them the time and expense of 
travel. Members of the CCIM 
Board of Directors are dedi-
cated to answering questions 
for candidates and are eager 
to assist them in achieving the 
designation.

Finally, our local chapter 
would not be what it is without 
the generous support of our 
individual chapter members 
and sponsors. These partners 
include First National Bank, the 
Kansas City Business Journal, 
Q10 Triad Capital Advisors, 
Stewart Title, Stolz Manage-
ment Company, Construction 
DesignWorks, Lewis Rice & 
Fingersh and Xceligent. We are 
also grateful to all the individ-
ual chapter members who pay 
their annual dues to support our 
chapter. 

If you would like more in-
formation on our chapter or its 
events, please visit our website 
at http://www.ccimkansasci-
ty.com or contact our chapter 
administrator Rosanne at 816-
313-7474. We are proud to offer 
some of the best business net-
working events in the Kansas 
City metro. See you there!

Very positive. That was 
the mood recently at the 
largest gathering of debt 

providers for the commer-
cial real estate industry in the 
country—the annual Mortgage 
Bankers Association Commercial 
Real Estate Finance/Multifamily 
Housing Convention and Expo 
in Orlando.  

Attendees included lenders 
from life insurance companies, 
banks, private companies, con-
duit/CMBS/securitized compa-
nies and government-sponsored 
entities (GSE), such as Fannie 
Mae, Freddie Mac and FHA. 
Lenders expect the allocation to 
commercial real estate loans to 
continue to increase. However, 
some stormy waters are ahead, 
at least for the CMBS/securitized 
lender market.

Lenders had an excellent 2015 
with loan production volumes 
up from 2014 levels. Given that 
corporate and government bond 
yields remain low, lenders—es-
pecially life insurance compa-
nies—are increasing their allo-
cation to commercial real estate 
debt. However, professionals at 
the conference were concerned 
that some of the CMBS/secu-
ritized lending platforms, now 
numbering in excess of 40, may 

be reduced significantly due to 
changes in the law associated 
with the Dodd-Frank Wall Street 
Reform and Consumer Protec-
tion Act.

 This legislation was enact-
ed in 2010 in response to the 
recession and the government’s 
desire to enhance credit quali-
ty in CMBS loans. It imposes a 
5 percent credit risk retention 
requirement, effective in late 
2016, on the sponsor of the 
securities. This will be transfor-
mative as most lenders, other 
than banks and Wall Street 
lenders, will be unable or un-
willing to take on this additional 
risk. 

In addition, the rule requires 
that the sponsor maintain a 
cash account/escrow account for 
the life of the securities (esti-
mated to be at least 5 years). 
This escrow would be funded by 
the positive difference between 
the cash flows coming in on 
the loans and the payments due 
on the related securities. The 
escrow is intended to absorb 
losses prior to, or instead of, se-
curities holders incurring losses. 

Moreover, and of equal con-
cern, was the constant theme 
many CMBS loan originators 
voiced that they just don’t know 

how to price their loans. Even 
though many CMBS lenders 
have suggested that current 
pricing is about 285 to 290 
basis points over the greater of 
the 10-year interest rate swaps 
or 10-year U.S. Treasury rate, 
in reality, most are unable to 
actually provide any certain-
ty that these spreads will hold 
during the 45 to 60 days it takes 
to process and close a CMBS 
loan. Ultimately, for borrowers 
seeking to access a CMBS loan, 
it’s a situation of “buyer/bor-
rower beware,” as no one knows 
what the rate will actually be 
when they get ready to lock the 
loan rate. 

Reducing the number of 
CMBS lenders won’t be a prob-
lem, at least with respect to 
the multifamily sector, because 
most multifamily loans are 
actually made by agency/GSE 
lenders. The two primary GSE 
lenders, Fannie Mae and Freddie 
Mac, have dominated the mul-
tifamily finance market. These 
two agencies alone accounted 
for a record $60-plus billion 
in new originations in 2015. 
Additional good news comes 
from Fannie Mae and Freddie 
Mac’s regulator, the Feder-
al Housing Financing Agency, 

which recently released its 2016 
GSE scorecard that gives both 
agencies $31 billion to lend on 
multifamily market rate deals, 
an increase of $1 billion per 
agency from 2015. 

Banks, too, have stepped up 
their lending and are becoming 
increasingly aggressive in of-
fering up to five-year fixed-rate 
loans on commercial real estate. 
These loans are generally in the 
sub-5 percent category with low 
leverage loans even dropping 
below 4 percent. One of the nice 
features of bank loans is that 
even though they require some 
credit support in the form of 
personal recourse, these loans 
have prepayment penalties that 
are frequently more flexible 
than those found with any of 
the other long-term fixed-rate 
lenders.

Most lenders attending the 
commercial real estate finance 
conference think that 2016 
will be a year of continued low 
interest rates with plenty of li-
quidity in the market. However, 
change is occurring, and there is 
no doubt that turning to a com-
mercial mortgage banker with 
CCIM training is an excellent 
way to weather whatever storms 
may appear later in the year.

Jon S. England, 
CCIM
Principal, 
NAI LaSala-
Sonnenberg 
Heartland

Thomas M. Cohen 
Principal
JC Cap LLC

John J. Schorgl, 
CCIM 
Principal
JC Cap LLC

 The President’s Message

Jon S. England, CCIM, is a principal at NAI LaSala-Sonnenberg Heartland, a full-service commercial real estate firm in Kansas City. Jon received his CCIM 
designation in 2006. He specializes in investment property sales with a focus on self-storage and multifamily assets. He can be reached at 913-890-2002 or  
jon@nai-heartland.com.

Both Tom Cohen and John Schorgl have worked together in the commercial mortgage finance business since 1998. They have recently formed their own company, 
JC Cap LLC, based in Overland Park, Kan. Tom can be reached at 913-685-9200 or tcohen@jccapllc.com. Contact John at 913-685-9210 or jschorgl@jccapllc.com.

Commercial Real Estate Investments: The Best Way 
to Weather Financial Market Fluctuations?

Oil prices are dropping. Chi-
na is heading into a slow-
down. The Fed raised the 

funds rate a quarter of a point. It 
is very difficult these days not to 
notice the volatility in the finan-
cial markets or to recognize that 
the economy is slowing down. 
The U.S. stock market was down 
2.2 percent last year. And the 
ups and downs in the markets in 
2016 have resembled my most 
recent EKG.

Seeing the recent movie “The 
Big Short” only added to my 
concern. It is the story behind 
the subprime mortgage melt-
down that led to the 2007 Great 
Recession. It made me wonder 
what the current volatility in the 
markets means for small inves-
tors like you and me.

I have talked to quite a few 
great financial planners during 
the past six months. None of 
them could tell me what was 
causing this volatility in the 
market. Instead, I was told to just 
be patient and not to pay atten-
tion to the news or stock quotes. 

I am not strong enough to ignore 
the financial markets, especially 
in the world of 24/7 news. As I’m 
writing this article, I just got a 
text message that the market is 
down 125 points this morning. 
Now, where are my antacids?

Fortunately, I did follow some 
advice I received more than 30 
years ago when I first got into 
commercial real estate: Get a 
commercial real estate education 
through the CCIM Institute. That 
advice changed the course of my 
career. 

Through CCIM, I learned how 
to understand everything about 
a commercial real estate invest-
ment. The same principles apply 
whether you are investing in a 
300-unit apartment complex or 
a single-family rental home. The 
value of a property investment is 
in the numbers. Real estate can 
create wealth in three ways:

• Cash flow from a tenant
• Appreciation (hopefully)
• Loan amortization
The ways in which you can 

create wealth in real estate are 

vast and include: single-family 
homes, apartments, warehouses, 
land, billboards, cellular towers, 
hotels, nursing homes. The list 
goes on and on.

Return of investment
While in Chicago last year, I 

ran into my longtime friend Walt 
Clements, who is now the CEO of 
the CCIM Institute. I asked Walt 
to explain something to me: Why 
are investors buying commercial 
properties at such a low cap rate? 
(Capitalization rate is a measure-
ment of an investment’s return). 
He said investors these days are 
looking more at a return of their 
investment versus a return on 
their investment.

Here’s the difference be-
tween real estate investments 
and stock investments: With real 
estate, you won’t wake up in the 
morning to find your investment 
has disappeared. If the building 
is gone due to a disaster, you 
have insurance to replace it. Your 
business may suffer temporarily, 
but your investment is still there, 

unlike investments in the stock 
market. In both arenas, however, 
you still need to know what you 
are doing before you invest.

This is not to say that owning 
real estate is a get-rich-quick 
scheme. It’s a slow and steady 
path to wealth. Patience is key. 
Education is incredibly import-
ant. As much as I hate the trite 
phrase, “location, location, loca-
tion” remains important. I also 
believe that you shouldn’t buy 
an investment property that you 
can’t go and see the same day. 
What I mean by this is if you buy 
a property in an area that you are 
unfamiliar with, you don’t know 
if the neighborhood is rising or 
descending, or if the property is 
being kept up properly. 

I don’t believe you should ever 
put your eggs all in one basket. I 
do believe that you should con-
sider the merits of owning real 
estate as part of your portfolio. I 
can’t drive and go see the shares 
of stock in a company I own. But I 
do find it reassuring to get in the 
car and look at a property I own. 

Dan Sight, CCIM 
Owner
Sight Commercial 
Realty

Dan Sight, CCIM, owner of Sight Commercial Realty, represents both buyers and tenants in investment real estate ownership and sales. Before starting his 
own company, Dan was the founder and CEO of Reece Commercial, the commercial division of Reece Nichols. He was recently featured in a documentary on 
commercial real estate investing called “Revenue Reserve: Because Things Go Wrong,” which explores how the nation’s top commercial real estate investors 
acquire, protect and enhance wealth. Dan can be reached at 913-219-7430 or Dan@Sightrealty.com.

“When CCIM was established in the 1960s, Kansas 
City had a special connection to this group. Several 
charter members of the organization were from 
Kansas City. Now over 50 years later, Walt Clements, 
CCIM, one of the area’s prominent commercial 
real estate leaders, was selected as the next chief 
executive officer of the CCIM Institute in Chicago.”

Over $1 billion in 2015 
loan placements including

Triad is a proud  
sponsor of CCIM

40-year fully amortizing 
loan placed with a 
correspondent life 
insurance company

46 Penn Luxury 
Apartments

Mark Reichter
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Phil Bird
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Jeff Marland
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jmarland@q10triad.com
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Follow us:

 Block Real Estate Services, LLC Presents its CCIMs Your Needs. Our Solutions.

The Most Comprehensive Report on the Kansas City 
              Commercial Real Estate Market!

The CCIM designation is awarded to professionals  
who have completed graduate level courses  

in financial analysis, market analysis,  
and investment decision analysis.

They are recognized experts in the disciplines of 
commercial and investment real estate.

Kenneth G. Block, SIOR, CCIM
Managing Principal

Office/Industrial/Investment

Harry P. Drake, CCIM, CPM
Executive Vice President/

Chief Operating Officer

Donald F. Gessen, CCIM
Vice President
Office/Retail

Bruce Johnson, CCIM
Vice President

Office Specialist
Public Relations Chair

Brad S. Simma, CCIM
Vice President

Block Construction

Matthew L. Levi, CCIM
Vice President

Office/Industrial/Retail

Matt Ledom, CCIM 
Investment Sales

700 W. 47th Street, Suite 200   |   Kansas City, MO 64112  |  816.756.1400   |   www.BLOCKLLC.com

Congratulations
to Matt Ledom 

for recently attaining the 
CCIM Designation

The success of ground-
up construction or a 
commercial interior 

tenant improvement project is 
greatly enhanced by a skillfully 
written commercial real estate 
lease. Several sources provide 
the contents of a commercial 
lease and may include real 
estate brokers, attorneys, 
owners, tenants, general 
contractors, architectural and 
engineering firms, developers, 
property managers and bankers. 
Because the lease is composed of 
critical information from almost 
a dozen parties, it affects the 
construction project’s duration, 
value and quality—and its 
likelihood of success. 

According to Costar Group’s 
Year-End Office Report, the 
office market in Kansas City saw 
a positive net absorption of over 
1.5 million square feet in 2015. 
We predict that Kansas City 
will continue to see positive net 

absorption in the Kansas City 
area in 2016 for several reasons, 
but primarily because of the lack 
of new speculative construction 
in the market. About 1.6 million 
square feet of office space is 
currently under construction 
and only 10 percent of that space 
is available to lease—all the 
more reason to expect continued 
growth and increase your 
knowledge of a proficient lease.

Minimizing risk
It’s important to identify the 

right questions to ask regarding 
tenant finish projects. While 
understanding the costs of the 
improvements is important, 
there are several other key 
factors that can help minimize 
risks for both tenants and 
owners. Asking questions up 
front helps convey the intent 
of the lease and ultimately 
the success for the owner and 
tenant. 

Professionals who have 
Certified Commercial 
Investment Member (CCIM) 
designations know what 
questions to ask and have the 
tools to analyze and compare 
other buildings in the market 
to recommend a fair lease rate 
and construction allowance. 
The following are key areas of a 
lease and information about how 
they can affect the design and 
construction of a project:

Construction allowance. The 
construction allowance is 
how much money the owner 
is contributing towards 
improvements and is directly 
proportional to the lease rate 
and length of term of the lease. 
Typically, the lower the lease 
rate, the smaller the allowance 
and vice versa. Consequently, 
the higher the landlord’s 
construction allowance, the less 
the tenant will need to invest 

into their space. It is important 
to know if the allowance is 
based on usable versus rentable 
square feet.

Scope of work. Understanding 
where the construction 
allowance begins and 
documenting it in the lease can 
help alleviate problems down 
the line. Every transaction has 
different conditions by which 
you begin a construction project. 
In some instances the term 
“white box” may be part of a 
lease and will detail a space 
that will be turned over to a 
tenant that will include suitable 
restroom facilities, finished 
acoustical ceilings, adequate 
lighting, power and heating 
as well as proper life safety 
equipment. The definition of 
the scope of work can come 
from several possible sources, 
such as the architect, owner or 
general contractor. Ultimately, 

the leasing agents, property 
managers and attorneys have to 
assist the landlords and tenants 
agree on the scope of work—
one that is fair to both parties 
relative to the basis of the 
general contractor pricing.

Substantial completion. In most 
cases, the owner is responsible 
to turn over a building or 
space on a specific date that 
is sufficient for the tenant to 
operate their business. However, 
this date can be a bit ambiguous 
unless properly defined in the 

lease document. The space 
is deemed “substantially 
complete” when the contractor 
has obtained approval from the 
governmental jurisdiction codes 
officials (usually city officials) 
for such occupancy by way of 
“approval to occupy” certificate 
or a “temporary certificate of 
occupancy.” Only then can the 
tenant legally occupy the space. 
This does not affect the quality 
of the occupancy and allows the 
tenant access to the space and 
full use of the rentable premises 
for the operating of their 

business.
Clearly defining the 

construction allowance, scope 
of work and occupancy date 
in a lease document are just 
a few things that can help 
minimize the challenges that 
will be associated with moving 
into a new commercial space. 
Working with a professional 
with CCIM designation and 
a reputable contractor can 
assist in the delivery of a real 
estate transaction that is both 
successful and sustainable for 
all parties.

Adam P. Abrams, 
CCIM
Vice President,  
Office Division
RED Brokerage, LLC

Scott Hamele 
President
Construction 
DesignWorks, Inc.

The Intersection of Construction and a Proficient Real Estate Lease

Adam P. Abrams, CCIM, is a commercial real estate expert who focuses on sales and leasing of office properties, tenant 
representation and real estate investment advisory services with RED Brokerage, LLC. He serves as a member of the Public 
Works Committee for the City of Leawood, Kan., and the Johnson County Advisory Board for the Metropolitan Organization to 
Counter Sexual Assault. Adam also is an alumnus of the Kansas City Chamber of Commerce Centurions Leadership Program. 
He can be reached at aabrams@redbrokerage.com or 816-876-2544. 

Scott Hamele is president of Construction DesignWorks, Inc., in Shawnee, Kan. He is a leading commercial design-build 
general contractor, specializing in interior tenant improvements in the Kansas City area. Scott has blended his engineering, 
architectural and real estate investment background to provide unique, creative and solution-based construction services to 
clients. He can be reached at Scott@ConstructionDesignWorks.com or 913-745-4727.

“The office market 
in Kansas City 
saw a positive net 
absorption of over 
1.5 million square 
feet in 2015. We 
predict that Kansas 
City will continue 
to see positive net 
absorption in the 
Kansas City area 
in 2016 for several 
reasons, but primarily 
because of the lack 
of new speculative 
construction in the 
market.”

What inning are we in? 
How much runway is 
left? When will the other 

shoe drop? No matter what the 
analogy or expression, the first 
thing most apartment market 
participants and spectators want 
to know is how long can the 
current winning streak last for 
apartment owners, developers, 
brokers and lenders. Implicit in 
their questions is the anticipa-
tion of an impending downturn 
in market fundamentals and a 
slowdown in apartment sales 
and development. You’ll find the 
answer to this question as well 
as answers to several others you 
may be fielding about the multi-
family sector. 

The market has simply been 
too hot for too long, right? 

In Kansas City, 2015 was not 
the year that broke the streak. 
Kansas City’s apartment prop-
erty sales exceeded $1 billion, 

crushing the previous market 
high by $350 million set in 2012. 
Developers added 3,120 new 
units (3.1 percent to the supply), 
while occupancy remained stable. 
Kansas City continues to have 
high resident demand, record 
low vacancies (4.7 percent), 
rising rental rates (2.9 percent 
growth in 2015) and minimal 
concessions. Institutional owners, 
buoyed by low interest rates, are 
buying apartments in Kansas City 
at a record pace, demonstrating 
high demand for strong yields 
that cannot be found in gateway 
or first-tier markets. 

Newly constructed apartment 
communities are selling at record 
low cap rates, in some cases 
with little regard for lease-up 
occupancy. A record seven Class 
A properties sold in 2015 at or 
below a 5.5 percent cap rate. We 
are also seeing record unit prices 
with Highlands Lodge, a 230-unit 
suburban community in Overland 

Park, selling for $216,957 per 
unit, the highest unit price ever 
recorded in Kansas City. RMWest, 
a 137-unit urban infill develop-
ment in the River Market area, 
was a close second at $215,328 
per unit, and transacted at cer-
tificate of occupancy prior to any 
leasing.

That’s all great, but these 
new peaks must mean we 
are poised for a crash in 
2016, right?

As we look ahead, there are, in 
fact, many things that could slow 
the pace of both apartment devel-
opment and apartment sales. The 
first factor most prognosticators 
turn to is interest rates, with 
the concept that a rising interest 
rate environment will make it 
more expensive to borrow against 
purchases or developments. The 
key metrics to watch regard-
ing interest rates are LIBOR and 
the 10-year U.S. Treasury yield, 

which are used as benchmarks 
for development and permanent 
lending, respectively. 

While a rising interest rate 
environment would likely slow 
things, it is helpful to keep in 
mind that we are coming through 
a period of historically low in-
terest rates and that properties 
have been built or sold through-
out recent history with typically 
much higher rates. Rising interest 
rates also signal confidence in 
job creation and wage growth, as 
recently discussed by Federal Re-
serve Chair Janet Yellen. A stron-
ger employment market makes 
the growing rents for new Class 
A communities more affordable. 
Last, there will always be a need 
for housing options that are 
simply more affordable and more 
flexible than home ownership. 

Another factor cited in antic-
ipation of a crash is the amount 
of current development in the 
market, which has left many 

concerned about overbuilding and 
subsequent softening of funda-
mentals. Kansas City delivered 
2,272 units in 2014 and 3,120 
units in 2015 with an expected 
3,440 units in 2016, all above the 
historical average of 2,000 units 
per year. However, it should be 
noted that from 2010 to 2013, 
deliveries averaged 577 units per 
year, well below the historical av-
erage. Some would say the market 
was catching up from a lack of 
supply in prior years. 

But can we continue to 
build at this pace without 
damaging underlying fun-
damentals?

No, the pace of development 
cannot go unchecked in Kansas 
City without causing some soft-
ening to occupancies and rental 
rates. The good news is that the 
pace of development is anticipat-
ed to slow naturally for several 
reasons. First, many of the prime 

sites for multifamily development 
have now been developed, making 
good sites difficult to find. Sec-
ond, banks are signaling a desire 
to limit multifamily lending only 
to top sponsors, prime locations 
and instances in which sponsors 
are providing 25 percent or more 
cash equity. Last, developers 
themselves are starting to view 
new opportunities very critically, 
balancing their desire to build 
with the risk of guaranteeing 
multimillion-dollar debt instru-
ments. 

Developers are also becom-
ing smarter about meeting the 
demands of residents seeking 
maintenance-provided, “lock and 

leave” lifestyles. Today’s devel-
opments are quickly becoming 
places to live, work and play for 
recent college graduates, empty 
nesters and everyone in between. 
The resort style amenity packages 
are removing the stigma of apart-
ment living and compelling resi-
dents to put off home purchases, 
particularly in light of staggering 
college debt for many. New infill 
developments are also reviving 
neighborhoods, creating demand 
for retail, dining and convenience 
services, and adding vibrancy at 
the street level. 

In light of these factors, we 
remain optimistic. We anticipate 
strong occupancies and contin-

ued rental rate growth in 2016. 
We also expect continued inter-
est from local and institution-
al investors in the Kansas City 
multifamily market throughout 
the year. 

So have we run out of in-
nings? Will the ballgame 
come to an end? 

It always does. But like the 
2015 World Series Champion 
Royals, we think the game has 
a good chance to go into extra 
innings and that the outcome will 
be positive for Kansas City. Either 
way, it’s time to sit back, relax, 
and enjoy the show.

When Will the Good Times End? The Prospects for Multifamily Market in 2016

Matt Ledom, who is currently pursuing his CCIM, is an investment sales specialist for Block Real Estate Services, LLC (BRES) 
focused on the sale of multifamily and investment properties in the Kansas City metropolitan area. Aaron M. Mesmer, CCIM, 
is an investment sales specialist at BRES and strives to achieve maximum returns for his clients through the acquisition or 
disposition of real estate assets. Kenneth G. Block, CCIM, is the managing principal of BRES. He entered the real estate field 
in 1975 and specializes in investment sales and development of industrial, office and business park properties. Matt can be 
contacted at 816-412-8452 or mledom@blockllc.com, Aaron at 816-412-5858 or amesmer@blockllc.com, and Ken at 816-
932-5551 or kblock@blockllc.com.

Matt Ledom
Investment Sales 
Specialist
Block Real Estate 
Services, LLC

Aaron Mesmer, 
CCIM
Acquisitions and 
Investment Sales
Block Real Estate 
Services, LLC

Kenneth G. Block, 
CCIM
Managing Principal
Block Real Estate 
Services, LLC



“What is the average price of 
land in Kansas City?” 

The Land Source fields 
this question from callers at least once a 
week. We always try to steer the conver-
sation to better understand the caller’s 
needs, but ultimately, we often need to 
explain, “It’s all about the use.”

More than 
any other factor, 
how owners and 
tenants can use 
land defines its 
value. Land that 
is contaminated 
by hazard-
ous waste, for 
example, has 
negative value 

while land that 
can be developed 
into an attrac-
tion where mil-
lions of people 

visit each year and spend lots of money 
can have great value. As you’d suspect, 
most land value falls somewhere in the 
middle.

Today’s development environment is 
more complicated and costly than at any 
other time. Yes, we know that everyone 
in each generation probably thought 
that, and they all may have been right. 
Developers today have to contend with 
more government regulations, growing 
public opposition to government tax 
incentives and greater competition from 
Internet-based companies—all of which 
can ultimately increase costs of devel-
opment.

Opposition to governments providing 
developers incentives have been all the 
rage lately with much of the concern 
coming from groups associated with 
school funding. Not often discussed in 
polite conversation between these par-
ties is how much developer costs have 
increased during the past decade. For 
example, a storm water inlet required to 
scrub the quality of the water running 
off of the parking lot now costs $40,000 
to install and $4,000 annually to main-
tain versus the $3,500 concrete box that 
was adequate just six years ago. 

In addition, retail land users are 
under strong pressure from Inter-
net-sales-strained storefront operations 
to compress rents to reduce their risk 
exposure. Developers trying to create 
and build new retail developments are 
fighting government standards that 
drive costs up while facing retailers who 
demand rent controls. Opposition to 
non-residential development incentives 
that do not add students (and thereby 
costs) to local districts is simply short-
sighted and lacks a basic understanding 
of the cost burden of development from 
decades of cumulative regulations. 

Creativity and vision required
Most cities throughout the Kan-

sas City metro create and follow some 
degree of “comprehensive plan” or 
land-use guide to try to bring an order 
to how the city will develop. The intent 
is to provide a road map to land owners 
and developers of how the city sees any 
given tract of land developing. This ex-
ercise in color-coding a map has positive 
value until such time that the market is 
requiring a use counter to the plan. 

Lately, this friction has largely been 
in the multifamily sector. Develop-
ers and owners are following market 
demand to build apartments while cities 
are resisting in misguided efforts to 
protect single-family homeowners or 
reserving certain land for future uses 
that will generate sales tax revenue. 
While these arguments have merit, they 
need to be tempered with the reality that 
in our society the market decides how 
an area should be developed despite the 
best-laid plans.

Multiple factors—not only municipal 
planning—determine how land is used. 
An area of rolling hills is not likely to be 
used as an industrial site any more than 
land along a railroad line will be used for 

luxury single-family homes. 
But as our city becomes denser, we 

will see more creative use of land that 
has been passed by in our suburban 
expansion. That $1,000-per-acre ravine 
that was left between retail pad sites 
will be filled to fulfill its destiny as a 
$160,000-per-acre pad site. A first-class 
city will accept that the $18,000-per-
acre, single-family land tract would be 
better as a $205,000-per-acre senior 
living complex. The $3,500-per-acre 
farmer’s field that had 150 years of 
proud family farming heritage can 

become a $45,000-per-acre, 1-million-
square-foot warehouse, serving the 
BNSF intermodal. 

Appraisers use the phrase “highest 
and best use,” which is often artifi-
cially constrained by current zoning or 
the perception of how the land can be 
used. Successful developers follow Ralph 
Waldo Emerson’s advice not to go where 
the path may lead but instead go where 
there is no path and leave a trail. This is 
where land value is truly found by imag-
inative visionaries who see a new use for 
land that has always been.

Tenant Gross-Up Calculations: Beware of New Profit Centers for Landlords
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Why Kansas City?Good 
question. Why indeed. 

One of the largest 
investment and development 
firms in the nation recently 
asked me to explain why they 
should consider Kansas City for 
their next speculative industrial 
development project. After all, 
they had their pick of any city 
in the country. What was so 
special about Kansas City (be-
sides Q39), and why is Kansas 
City experiencing more indus-
trial growth than most of the 
rest of the nation? 

We have a lot going for our 
city—great quality of life, an 
educated and diverse work-
force, abundant available land. 
But one factor rises above all 
else for e-commerce distribu-
tion firms: drayage. 

The term “drayage” origi-
nally referred to a horse-pulled 
cart, or dray, but drayage as 
used in the shipping industry 
refers to the movement and 
handling of goods, specifi-
cally the distance a driver can 
travel in one shift. Companies 
that import a large number 
of containers from overseas 
end up with really high dray-
age expenses, so they devote 
considerable effort identifying 

the ideal location to place their 
distribution centers to mini-
mize shipping costs. After all, 
drayage is often the number 
one or number two expense for 
these firms along with labor, 
while rent is often an after-
thought. 

Turns out Kansas City, with 
its robust rail lines, interstates 
and ability to ship to 95 percent 
of the nation within three days, 
is a very strategic location for 
minimizing drayage expense. 
It was one of the main reasons 
several national industrial users 
recently chose to locate in Kan-
sas City, including Amazon.com 
Inc., Jet.com, Commonwealth 
Inc. and Kubota Tractor Corp. 

National investors are taking 
notice as well.

The beauty of second place
Savvy national investment 

firms have a habit of organizing 
the nation’s cities into primary, 
secondary and tertiary markets 
to help define acquisition strat-
egy. Primary markets consist of 
major cities like New York, Los 
Angeles and Boston, while sec-
ondary markets include mid-
size metros, such as Salt Lake 
City, Cleveland and our beloved 
home of the American Royal, 

Kansas City. 
Smaller metros are consid-

ered tertiary, which is code for 
“middle of nowheresville,” and 
carry a much higher risk level. 

Fortunately for us, Kansas 
City is usually considered a 
secondary market by investors, 
which moves us from the high-
risk to medium-risk category, 
an important distinction when 
assessing risk versus return. 

National investors often 
tend to act very much like pack 
animals, all hunting for deals 
with a similar set of rules. 
When times are bad, these 
deal predators retreat to their 
safety zone and focus all their 
investment on primary mar-
kets, buoying property values 
in areas like San Francisco and 
Washington, D.C. But once all 
the best deals in these primary 
markets get devoured and re-
turns grow slim, these national 
firms turn their eyes towards 
the green pastures of secondary 
markets. And hunting season 
officially begins.

From the Great Recession 
until about 2013, the majority 
of industrial acquisition and 
development in Kansas City 
has been handled by a few local 
groups, namely NorthPoint 

Development, Block Real Estate 
Services LLC and VanTrust 
Real Estate LLC. But in the 
past couple years, a number of 
national firms have burst onto 
the Kansas City scene, some 
old and some new, including 
Clarion Partner’s $55-plus mil-
lion acquisition of the former 
RREEF Johnson County Indus-
trial Portfolio, Odyssey Real 
Estate Capital’s $90-plus mil-
lion acquisition of the Lenexa 
Industrial Park portfolio and 
$25-plus million (each) spec 
buildings backed by Trammell 
Crow Co., CenterPoint Proper-
ties, Hunt Midwest, Northwest-
ern Mutual Life Insurance Co., 
among others. 

Will this continue forever?
Don’t count on it. The next 

recession will see the national 
investors retreating back to 
the safety zones of primary 
markets, but it won’t change 
what appeals most to the actual 
users: rail access, quality jobs, 
ample development land, low 
cost of living and most of all, 
burnt ends. Get prepared for 
industrial values to increase at 
least through 2018 before we 
see another market correction. 

During my two decades as 
a commercial real estate 
broker, I have reviewed 

many annual operating expense 
statements that landlords have 
sent my clients. Recently, I’ve 
noticed a startling new trend: 
More and more landlords are 
misusing gross-up calculations, 
charging tenants more than 
their actual expenses. Knowing 
how to watch out for these po-
tential abuses can save tenants 
thousands of dollars each year.

First, some background. On 
a full-service lease, it is com-
mon for a tenant to have a “base 
year.” The base year is usually 
set as the year that the lease 
commences. As an example, let’s 
say a tenant signs a full-service 
lease in 2015. Included in the 
base rent, the landlord agrees 
to pay all operating expenses, 
which include: real estate taxes, 
property insurance, common 
area maintenance, management 
fees, janitorial services and 
utilities. 

The total cost of these six 
items in 2015 becomes the base 
year for the tenant’s lease. In 

future years, if the total of these 
six items exceeds the base year, 
the tenant is responsible for 
paying for its pro rata share of 
these overages (based upon its 
pro rata share of the building 
size).

A vacant or half vacant build-
ing is less expensive to operate 
than a full building, due to some 
variable expenses that correlate 
to occupancy, such as utilities, 
janitorial services and manage-
ment fees. It is common for a 
tenant moving into a building 
with large vacancies to have a 
gross-up clause to adjust the 
base year as if the building were 
90 percent occupied. This is to 
make sure that a tenant does 
not get punished in future years 
as the building fills up and the 
variable expenses go up, which 
are directly tied to other new 
tenants.

Avoiding a possible pitfall
Now for the landlord’s new 

profit center. If your lease has a 
clause like this, beware: 

“In the event that the Build-
ing is not fully leased during 

any calendar year, Landlord may 
make adjustments to the Oper-
ating Costs to adjust such costs 
to an amount that would nor-
mally be expected to be incurred 
if the Building were 95 percent 
leased, and such adjusted costs 
shall be used for purposes of 
passing through additional rent 
over and above the Base Year.”

It has taken me a few years 
and many discussions with 
property managers and research 
to find some level of fairness 
in this clause. Common areas 
need to be heated and cooled, 
restrooms need to be stocked 
and cleaned, and the parking lot 
needs to have the snow removed 
whether the building is 10 per-
cent or 100 percent occupied. 

It is a hard enough concept to 
comprehend, but I continue to 
see landlords and property man-
agers abuse the gross-up calcu-
lation. For example, recently I 
reviewed an operating expense 
statement for a 60-percent-oc-
cupied building that grossed-up 
janitorial services to $1.47 per 
square foot for the year, when a 
full building, per the janitorial 

contract, would only run $.97 
per square foot, and the actual 
cost for the year was $.60 per 
rentable square foot. The land-
lord was trying to charge the 
tenant $.50 per rentable square 
foot over what the fair gross-up 
calculation should have been and 
$.87 per rentable square foot 
over the actual expense incurred. 
For a 40,000-rentable-square-
foot tenant, this is a $34,800 
profit for the landlord against an 
expense that was not realized.

There are two opportunities 
in the leasing process to protect 
your company. The first is up 
front, in the lease agreement. If 
the landlord will not waive their 
right to gross-up expenses, do 
not allow the gross-ups to ex-
ceed the actual expense incurred 
by the landlord and never allow 
a profit. The second opportu-
nity arises when you receive 
the annual operating expense 
statement. Request clarifica-
tion of any gross-ups and know 
the calculations. Make sure to 
consult with a professional who 
has CCIM training to see if the 
numbers are reasonable.

Russell Pearson, 
CCIM 
Partner
NAI LaSala-
Sonnenberg 
Heartland

Brent W. Roberts, 
CCIM 
First Vice President
CBRE Group, Inc.

Why Locate in Kansas City? Drayage Ranks High

As a commercial real estate advisor with NAI LaSala-Sonnenberg Heartland, Russell Pearson, CCIM, specializes in sales, leasing and development of commer-
cial and industrial properties. His current focus is helping business owners acquire, dispose, lease or develop commercial buildings and development ground in 
and around the Kansas City metro area. He can be reached at 913-890-2015 or russell@nai-heartland.com.

In the 23 years Brent W. Roberts, CCIM, has been a commercial real estate broker, he has been involved in more than 1,300 transactions with a total value of 
more than $1 billion and 9 million square feet. He specializes in office buildings and office tenants. He was the Kansas City Regional Association of Realtors 
Commercial Broker Rookie of the Year, Commercial Salesperson of the Year multiple times, CCIM Homerun Award multiple times and a consistent top producer 
in Kansas City. He holds an MBA in finance from Washington University in St. Louis and an undergraduate degree in business from Indiana University. Brent 
can be reached at 816-968-5830 or brent.roberts@cbre.com.

WANT FEWER 

STEPS TO YES?

DONE DEAL. DONE DEAL. 

CONTACT US TODAY     816.412.3531

With your commercial loan, you want quick answers. 

Access to key decision-makers. No indecision or hassle. 

At Academy Bank, we get the deal done right. 

DFC print ad done deal final KS 7.25x10.1 FInal.indd   2 3/24/16   5:11 PM

Land Value: It’s All About the Use

Kevin Tubbesing, 
CCIM 
Principal, Owner
The Land Source

Kevin Tubbesing, CCIM, is a principal and broker of The Land Source as well as a business 
owner and developer. He specializes in the brokerage and consultation of real estate positioned 
for development. Kevin can be reached at 913-562-5608 or Kevin@TheLandSource.com.
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THE DEALMAKERS
YOUR MOST VALUABLE PARTNER IN REAL ESTATE

CCIM Designees, Kansas City Chapter

Annual Partners

Event Partners

Broker Partners

BMO Harris Bank     |     Continental Title Company     |     EPR Financial Services     |     Integra Realty Resources-Kansas City     |     Marcus & Millichap Capital Corporation

Mark One Electric Company, Inc.     |     Marsh & Co.     |     McCownGordon Construction     |     Regus     |     Riffe Construction 

Secured Title of Kansas City-Commercial Division     |     Stinson Leonard Street     |     UES Consulting Services, Inc.     |     US Bank     |     VanTrust Real Estate, LLC

Block Real Estate Services, LLC    |    Colliers International    |    Copaken Brooks, LLC    |    Lee & Associates Kansas City    |    The Land Source/Evergreen Real Estate Services

Adam Abrams, CCIM
RED Brokerage, LLC

Henry Adamson IV, CCIM
Adamson & Associates, Inc.

Nathan Anderson
Lee & Associates Kansas City

Bruce Baker
Baker Realty Advisors, Inc.

Anita Bates
Colliers International

Douglas Bates
Grandbridge Real Estate Capital, 

LLC

Kenneth Block
Block Real Estate Services, LLC

Angela Boots
Highwoods Properties

R. A. “Bucky” Brooks
Copaken Brooks

Bill Charcut
Orion Property Group

Charles Connely
Lewis White Real Estate Center

Joe Costello
Joe Costello Co.

Phil Craven
Academy Bank

Lester Dean
Dean Realty Co.

Harry Drake
Block Real Estate Services, LLC

William Early
Copaken Brooks

Jon England
Lee & Associates Commercial 

Real Estate Services

Chris Erdley
Tower Properties

Christina Fenwick
Q10/Triad Capital Advisors, Inc.

Mike Foster, CCIM
Foster & Associates, Inc.

Jeff Franklin
J.W. Franklin Co.

Jerry Franklin
J.W. Franklin Co.

Anthony Frook
Americo Life, Inc.

Don Gessen
Block Real Estate Services, LLC

Larry Goldman
RE/MAX Commercial

Jeremy Greenamyre
Greenamyre Rentals, Inc.

Robert Gude
Northpoint Development

Kent Guinn
Stoltz Management Company

Terry Hainje
Swartz + Associates

Stephanie Harris

Kelvin Heck
Heck Land Company

Doug Hedrick
Colliers International

Bruce Jackson
Welltower, Inc.

Bruce Johnson
Block Real Estate Services, LLC

Rodney Jones
Colliers International

E. Gibson Kerr
Cushman & Wakefield

Whitney Kerr, Jr.
Cassidy Turley

Whitney E. Kerr, Sr.
Cassidy Turley

Michael Klamm
CBRE, Inc.

Richard Lanning
NT Realty, Inc.

Bruce Margolin
The Yarco Companies

Patrick Meraz
Jones Lang LaSalle Americas, Inc.

Nancy Merryman
U.S. Trust, Bank of America, N.A., 

Wealth Management

Pat Murfey
Evergreen Real Estate Services

Joe Orscheln
CBRE, Inc.

Russell Pearson
Lee & Associates Kansas City

Galen Pellham
Murney Commercial

Drew Quinn
Colliers International

Tom Rankin
Sperry Van Ness Rankin Co.

David Richardson
Executive Hills Management Inc

Brent Roberts
CBRE Group, Inc.

Skip Rosenstock
Lane4 Property Group

Robert O. Schock
Yarco Company, Inc.

John Schorgl
JC Cap, LLC

Frank Sciara
Grandbridge Real Estate Capital, 

LLC

Sterling Scott 
Sperry Van Ness Encompass

Steve Shearer
The Shearer Real Estate Co.

Bret Sheffield
VanTrust Real Estate, LLC

Dan Sight
Sight Commercial Realty

Brad Simma
Block Construction Services, LLC

Raymond Sisson
Berkshire Hathaway 

HomeServices

James Stacy
Stacy Company LLC

Mark Talley
Stoltz Management Company

Wayne Thompson
Thompson Design Consultants, 

P.C.

James Tiehen
The Tiehen Group, Inc.

Ellen Todd
Curry Investment Company

Kevin Tubbesing
The Land Source/Evergreen Real 

Estate Services

Andrew Van Zante
BMO Harris Bank

Michael VanBuskirk
Newmark Grubb Zimmer

Ralph Varnum
Varnum.Armstrong.Deeter, LLC

Brian Votava
Northpoint Development

Todd Welhoelter
Jury & Associates, Inc.

Janet Wilkerson
INVEST Commercial Real Estate

Christopher Williams
Highlands Development Group


