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""Real estate mvestmenftr .sts propel commeraal deve'lopment ,
pro;ects that strengthen urban cores .

by Steven Yoder photo Trav:s Turner
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igging the vibe at the Township Nine
Ddevelopment in the River District

starts with the mountain bike park.
Sitting on land in the development that waon't
be built out for another few years, the six
acres of dirt mounds, pump tracks and a
cross~country trail are “more fun than should
be legal,” in the words of ane city councilman
at the park’s opening last Halloween,

The park captures the culture of Town-
ship Nine, the kind of project many cities
want to attract to keep millennials down-
town, That means walking and bike trails,
easy access to mass transit, proximity to
the urban core, green space, inviting com-
mon areas and environmentally friendly
building codes. Whean finished, the devel-
apment will be home to 2.400 housing
units, 840,000 square feet of office space,
150,000 square feet of urban retail, and 20
acres of parks and open space. Canstruc-
tion starts in a couple of months on a bou-
tique hotel and a combination coffee bar/
hike shop.

The fuel for potential growth engines
like Township Nine is up-front capital. Since
the end of redevelopment funding in 201,
projects like it have to loak harder for fi-

needs is a money partner” says Steve
Goodwin, who invested in the project with
business partner Ron Mellon in 2000, “We
needed a big daddy to come in... and that's
what First Capital is," he says.

Around the country, REITs like First
Capital's have been ponying up money
for urban-core commercial development
projects. Along the way, they also may be
making the commercial real estate market
rmore stable and transparent.

HOW REITS WORK
REITs aperate semething like mutual funds
for real estate. Investors buy into a com-
mercial real estate portfalio managed by
the REIT and earn a share of the income
produced through their investment, with-
oul the headaches of managing real estate
themselves. Most RE|Ts are traded on ma-
jor stock exchanges and invest in a range
of types of commercial properties! apart-
ments, hospitals, hotels and so forth.
Because of the tax rules governing how
they function, REITs operate unlike any oth-
er players in the real estate market. Maost
are publicly traded, must register with the
U.S. Securities and Exchange Commis-

Some argue that REITs have helped tame the wild
boom and bust cycles that once characterized
commercial real estate. In a REIT, there's no idle
investment capital because nearly all profits must
be distributed to shareholders, says Michael
Grupe of the National Association of Real Estate

Investment Trusts.

nancing. But the project just got an infusion
of new maney in February. That's when
the real estate investment trust of Gold
River-based First Capital Real Estate In-
vestments bought a 92-percent stake.
"What a development like Township Nine

96  comsivcksmag.com | April 2016

sion, and have to publish pericdic financial
statements summarizing their operating
performance and irvestment and financing
choices. They have to pay ou: at least 90
percent of their taxable profits in dividends
each year and their sharecholders pay tax-

es on those dividends, allowing the REIT
to avoid taxation itself. Their management
and decisions are scrutinized by analysts
and the financial media, which affects their
share prices. And just like mutual funds,
good management and consistent perfor-
mance bring a higher stock price.

A PCIVILIZING” INFLUENCE?

Those features are why some argue that
REITs have helped tame the wild boom and
bust cycles that once characterized comi-
mercial real estate. [n a REIT, there’s noidle
investment capital because nearly all profits
must be distributed to shareholders, says
Michael Grupe of the National Assaciation
of Resl Estate Investment Trusts. When a
REIT wants to invest in a commercial devel-
opment project, it has to raise capital from
potential equity and debt partners — inves-
tors, investment banks, lending banks, and
so on. “That's a different paradigm than if
you're sitting on cash,” says Grupe. "You
have to convince your equity partners, and
you're not going to do so unless you have a
good case.”

That could translate to sounder com-
mercial investments. In a paper published
in the spring 2013 Journal of Portfolio Man-
agement, for example, three researchers
described their study of how the growth of
REITs since the mid-'90s has affected the
construction of new commercial buildings in
both strong and weak markets. REITs, they
noted, have a relatively simple structure,
must be transparent because of their report-
ing requirements, and are scrutinized by in-
dustry analysts, rating agencies, and others.

The researchers concluded all of that
public information has helped inoculate the
commercial market against the twin con-
tagions of euphoria and panic. When new
office construction i1s announced in Wash-
ington D.C., share prices of REITs that hold
Washington office property drop because of
possible oversupply. That signals construc-
tion lenders, who then clamp down on ad-
ditional loans. The authors found statistical
evidence that the problem of overbuilding
was increasingly restrained as the share of
commercial praoperties owned by REITs rose,

Grupe agrees, and he contrasts com-
mercial construction during the boom and




bust of the late ‘80s, before REITs emerged
as major market players, with that of the
Great Recession The office-building boom
of that era led to a huge oversupply of com-
mercial space and empty skyscrapers in
cities nationwide. But during the recent
recession, the commercial market mostly
emerged healthy while the residential mar-
ket fell through the floor The difference, he
says, was that REITs helped price the com-
mercial market correctly before the crash, so
there wasn’t much overbuilding,

MORE CAPITAL, CHEAPER

At the local level, for developers there's an
advantage to working with REITs: cheaper
capital, Because REITs are generally run by
large companies that have the financial bal-
last to weather economic storms, they're a
safer bet for investors than an individual de-
veloper, says Steve Bergsman, author of the
book Maverick Real Estate Financing. While
every project is different, less risk usually
means lower fees and interest rates, he says.

Nationwide, REITs are increasingly be-
corming sources of capital to transit-oriented
redevelopment projects like Township Nine
that are breathing new life into downtowns.
And because of their size and transparency,
REITs make good partners for such projects,
argues Grupe.

First Capital's REIT appears lo have
stepped in at the right time for Town-
ship Nine. Getting conventional financ-
ing for a project in a redevelopment area
isn't usually easy, says Daniel Corfee of
Sacramento-based Preferred Capital Advi-
sors, But the project fits well with a strength
that First Capital brings to its REIT, says
First Capital founder and managing partner
Suneet Singal — the ability to add value to
commercial projects.

To that end, First Capital's REIT is focus-
ing not just on buying cash-flowing assets,
but those to which his company can add
worth over time with capital improvements.
“As were building out [Township Ninel,
we're creating a tremendous amount of
upside in comparison to what those assets
trade for in the market today," says Singal.

Township Nine will take about five more
years, though a lot of the toughest tasks have
already been done, Singal says. Because of

that, the investment by First Capital's REIT
offers the project that rare commodity —
long-term, patient capital. “"Even though it's
a good market, it still takes time,” says Cor-
fee. “You don't want to have to rush through
it because your capital has a maturity date
onit”

First Capital's REIT funding is doing
something else, says Goodwin — turning the
eyes of big-money investors to Sacramento.
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Singal, he says. "is like the town crier who's
out there saying, You need to start taking a
look at cities like Sacramento.” B

Steven Yoder writes obout business, real estate
and crirainal justice. His work has appeared in
The Fiscal Times, Salon, The American Pros-
pect and elsewhere. On Twitter @syodert-
weets, and online at stevenyodernet,
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