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transmission system. ConnectX of Century 
City is pursuing a similar idea and has received 
investor commitments for a $100 million-plus 
round of capital that it expects to close in March, 
said Lance Parker, the company’s co-found-
er and chief executive. ConnectX has plans to 
launch three satellites manufactured by Irvine’s 
Tyvak Inc. by the end of next year.

But industry experts are skeptical that space-
bound networks would be more secure than 
those on Earth. Radio frequencies, which would 
be used by both Cloud Constellation and Con-
nectX to transmit encrypted data, are vulnerable 
to interception and hacking, said Jonathan Gos-
sels, chief executive of Sudbury, Mass.-based 
network security consultancy SystemExperts 
Corp., in an email. 

“All it takes is one mistake, one slip up, and 
the whole thing unravels,” he said. “Since all 
communication will be broadcast, every major 
security agency around the (world) will crack 
the encrypted administrative interface. This is a 
‘kick me’ sign on your back.”

Cloud Constellation’s Beek responded that 
encrypted broadcast communications are diffi-
cult to compromise.

“Unless they are blocking it, it is very diffi-
cult to hack a radio frequency band going to a 
satellite,” he said.

ConnectX’s Parker, founder and former 
chief executive of mobile cybersecurity soft-
ware developer iTag Inc., said his company 
would bypass security concerns with a new cod-
ing language that is inherently more secure and 
efficient than existing internet protocols. The 
coding language, in simplified terms, compacts 
sentences into a series of symbols, much like 
Chinese characters or hieroglyphics. 

“It would be different than what attackers are  

used to or much more difficult to figure out,” he 
said.

Hack attack
Cloud Constellation was founded in 2015 

after a string of high-profile data hacks, includ-
ing a Target Corp. breach in 2013 that affect-
ed 40 million or more consumers, and Edward 
Snowden’s release of classified National Secu-
rity Agency documents the same year. 

Scott Sobhani, the company’s co-founder 
and chief executive, saw an opportunity to pro-
vide a more secure alternative to ground-based 
data storage and transmission networks, said 
Beek. Sobhani had previously worked in the 
satellite communications industry for compa-
nies such as Lockheed Martin Corp.

“Where (hacking) occurs is when you are 
utilizing public networks on the ground,” said 
Beek, noting the vulnerability of data traveling 

across shared networks. “We are moving (data) 
through optical lasers around the globe in a third 
of a second and it never touches the ground ex-
cept for a satellite dish on top of a building.”

He said the company has raised an undis-
closed amount of Series A funding from private 
investment firm Eagle Capital Group of the 
United Kingdom and has already closed about 
a third of a forthcoming $80 million Series B 
round, which includes the investment from SSL.

Representatives of SSL declined to comment.
ConnectX has raised an undisclosed seed 

round from private individuals and is anticipat-
ing that its more than $100 million round, which 
has yet to close, will finance a low Earth con-
stellation of about 12 satellites.  

Beek and Parker said Fortune 500 compa-
nies, particularly those in the financial services 
sector, would be the Cloud Constellation’s tar-
get customers, along with government depart-

ments, such as embassies in hostile territories, 
and health care providers. 

Earth-based options
Many companies use cloud storage systems, 

such as Microsoft Corp.’s Azure or Amazon.
com Inc.’s Web Services, to spread data storage 
around the globe. That tactic helps distribute 
workloads and provide backups in case one fa-
cility goes down. 

Businesses that require more bandwidth, or 
those with reservations about sending and stor-
ing information across shared networks, some-
times opt to lease dedicated fiber-optic strands 
or even whole communications cables, said Jon 
Deluca, chief executive of downtown L.A.’s 
Wilcon Operations, which owns and leases 
private fiber-optic cable networks throughout 
Southern California.

A leased line can vary in cost from hundreds 
of thousands of dollars a year to millions of dol-
lars a year, said Deluca. 

High-security cloud storage can cost $1,200 
to $1,300 a year for a terabyte, said Francis 
Tam, a partner at MossAdams in Seattle who 
performs cybersecurity audits on corporations.

Cloud Constellation is planning to charge 
customers $5,000 a month to transfer and store 
3 terabytes of data on its private space-based 
network and servers. Parker said ConnectX’s 
system would be less expensive.

“We think we will be able to bring our cost 
per terabyte to down to $50 per year,” he said.

Deluca cautioned that vulnerabilities and 
novelties of satellite-based storage might make 
business customers wary and keep them away.

“For customers looking for the most secure 
environment, that would be a leap from what 
they are currently doing today,” he said. “I think 
it sounds like a cool proposition, but my gut re-
action is that there are quite a few hurdles that 
might need to be overcome.”
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 New Spin on Storage: Rendering of Cloud Constellation’s planned satellite network.

forced out.
“We’ve seen such a dramatic increase in 

value, that for a lot of these companies it’s very 
difficult for them to not consider selling,” said 
Chris Beck, a managing director at Newmark 
Grubb Knight Frank who represents industrial 
clients. “When you’re looking at $300, $400, 
$500 a square foot, those numbers are astronom-
ical. … A lot of folks that don’t need to be right 
in the immediate area say, I might as well cash 
out and operate my business somewhere else.”

Changing times
The cluster of warehouses between central 

downtown and the Los Angeles River cropped 
up in the late 1800s, catering to local growers 
of grapes, oranges, and grapefruit. Manufac-
turers began turning out clothing, furniture, car 
parts, and baked goods as the country industri-
alized in the early 1900s.

After World War II, some companies 
ditched downtown for modern facilities in plac-
es such as Vernon. By the 1970s, artists homed 
in on the vacant buildings. The area just east 
of Little Tokyo picked up the “Arts District” 
moniker in the mid-’90s, not long before Los 
Angeles passed the Adaptive Reuse Ordinance, 
allowing developers to transform old commer-
cial buildings into apartments and condos. 

Today, the Arts District is hopping with 
apartment buildings, offices, restaurants, bars, 
and shops. The industrial district at its southern 
edge is catching the spillover, and the devel-
opment wave is expected to eventually bump 
against the 10 freeway. 

Showa Marine & Cold Storage is among 
those owner-operators choosing to cash in and 
move out. For more than 30 years, it delivered 

seafood out of a warehouse where the fish are 
stacked in boxes reaching dozens of feet high 
and the thermostat is kept below freezing.

But the gourmet cafes and breweries pop-
ping up on streets once dominated by 53-foot 
truck trailers are a signal that the time has come 
to find a more suitable neighborhood. 

Its co-owners have decided to sell, and 
have a deal with Avalon Bay that would see its 
home torn down to make way for apartments. 

Industrial departures
Other examples abound.
Charming Garment Supply Inc. sold its 

10,400-square-foot building on Bay Street – 
across from a planned Soho House, a mem-
bers-only social club – for $4.4 million in Sep-
tember to a production company. CBRE’s Yoo, 
who represented Charming in the sale, said the 
owner found a site in South Los Angeles that 
offers more loading and parking space.

Value Produce Inc. gave up its 
37,000-square-foot cold-storage facility on 
South Santa Fe Avenue last month. Denver 
developer Continuum Partners purchased the 
property for $25 million, planning to construct 
a 100,000-square-foot office building, accord-
ing to real estate data firm CoStar. Value’s 
plans are unclear and calls to the company’s 
management were not returned.

Hill Brothers Chemical Co. said goodbye 
to a 13,000-square-foot warehouse on Bay for 
$4.7 million and consolidated operations with 
other locations. Developers Borman Group 
and Lion Real Estate Group converted the 
building into offices leased to Hyperloop One, 
and Tishman Speyer bought the site in No-
vember for $9.3 million along with an adjoin-
ing Hyperloop One office for $15.2 million. 

Companies that were tenants in a building 
whose owner decide to sell have not reaped the 

same rewards. 
Elegant Kids 2000 Inc. was forced to 

look for new digs in 2015 when owner 667 S. 
Santa Fe, a limited liability company, sold its 
35,500-square-foot warehouse on South Santa 
Fe – where the importer of baby items had 
been based for two decades – for $9.4 million. 
The company relocated to Vernon.

More industrial tenants might leave vol-
untarily as the influx of apartments, offices, 
restaurants, and shops pushes up rents.

“The cost is going up so much. You can’t 
pay that kind of rent and compete with those 
kinds of uses,” said Newmark broker Beck. 

L.A.’s industrial vacancy rate is sitting at 
a rock bottom 0.9 percent, making it harder 
for large tenants in particular to find industrial 
space to lease. However, properties are still 
available for companies that plan ahead, and 

are aggressive and willing to swallow a land-
lord’s asking price.

But the problem in the Arts District remains 
in trying to coexist with residential projects. 

“You can’t have a produce distribution 
company with 53-foot trailers coming in at 2 
o’clock in the morning next to residents who 
pay a lot of money to live,” Beck said.

Loft and Bear, founded in an Arts District 
loft in 2012, took that all into account when the 
artisanal vodka company decided about a year 
ago to buy a 20,000-square-foot manufacturing 
site in South Los Angeles.

“This space was eight times less than 
everything else we looked at within the same 
five- to eight-mile radius,” said Paul Ryan, the 
company’s chief executive. “That’s how drastic 
the difference is between the Arts District and 
jumping outside.”
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Hot Property: Showa Marine & Cold Storage sold a warehouse owned for 30 years.
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