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EQUITY TO BE PLENTIFUL 

Equity will command the real estate market in 2008 as tightened lending standards curtail loan proceeds for i 
all types of deals. Joint venture equity, preferred equity and possibly bridge equity will be plentiful as 
institutional investors worldwide allocate more money toward real estate equity funds. New h d s  from the 
likes of Strategic Capital Partners, Buchanan Street Capital, Hudson Realty Capital Realty and 
RCP Capital will help investors and developers close deals. Pension funds including Cam will 
compete with GE Real Estate to directly provide JV capital. But equity will cost more as these players 
again require returns starting in the upper teens and moving into the 20% range, depending on the type and 
amount of financing. 

Despite all the hand-wringing about the capital markets in late 2007, institutional investors from Australia, 
Europe, Japan and North America signaled they will increase allocations to real estate, hedge funds and 
equity funds for leveraged buyouts during the next two years, according to Russell Investments, an 
investment management subsidiary of Northwestern Mutual Life Insurance Co. Don't be surprised if 
this equity also shores up the CMBS market as it looks for distressed debt situations at a discount. 

Strategic Capital Partners will actively pursue JV development and renovation opportunities as it launches 
Strategic Partners Value Enhancement Fund 11. The fund is expected to raise $400M in equity, about 
$150M more than its first fund. Expect the fund to be most active in speculative office and retail 
construction in major markets. It will also target apartment upgrades. There is also about $50M left in 
Fund I for investment. Strategic Capital Partners will supply the majority of the necessary equity for deals 
that can be financed with 65% to 70% leverage. 

Don't be surprised if Buchanan Street Partners raises up to $1B for a new equity fund as its first two funds 
are committed. The pension h d  manager seeks to increase its volume to between $450M and $600M. It 
will do this by targeting bigger deals, starting at $15M and up to $60M for JV equity. It will also originate 
more preferred equity and mezzanine debt. 

Expect CalSTRS, CalPERS and other PFs to allocate more equity to real estate development through 
partnerships with developers. CalSTRS recently increased its allocation to First Industrial Realty Trust 
by $200M for land acquisitions and development of industrial properties. It competes against GE Real 
Estate North American Equity, which invested $6.5B of value-added equity capital in 2007. While already 
aggressive in JV partnerships, the credit company is planning to do more business in preferred equity. 

For deals needing less than $25M, Hudson Realty Capital, NBS Realty and RCP Capital will compete to 
provide JV equity, preferred equity and mezzanine debt. All three private money managers plan to raise 
new funds next year. Between the three of them, look for them to invest in the neighborhood of $500M. 
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