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Hotel player RLJ Development, which tweaked the strategy
for the latest vehicle in its value-added-fund series, has quick-
ly lined up a rash of commitments.

Investors said RLJ raised $966 million of equity in less than
three months. The vehicle, RLJ Real Estate Fund 3, is expected
to close by yearend with as much as $1.2
billion of equity — or $200 million
more than the original goal. 

The fund’s backers include Calpers
($200 million), California State
Teachers ($200 million), GE Pension
Trust ($150 million), GE Real Estate
($75 million), New Jersey State
Investment ($75 million), Connecticut
Trust Funds ($50 million), North
Carolina Public Employees ($50 mil-
lion) and Allstate Investments ($40
million). RLJ’s principals are con-
tributing $15 million. Presidio
Partners is the placement agent. 

The predecessor fund also
exceeded expectations, raising $143
million more than the $600 million
target. 

While the first two vehicles
invested only in hotels, Fund 3 has
more latitude. Up to one-fifth of
the equity can be plowed into
mixed-use properties with a hotel
component. And up to 10% can go into other categories, such
as residential and retail properties, and garages. 

As with the previous funds, up to 20% of the equity can be
used for development, with the rest earmarked for the acquisi-
tion of properties that can be renovated or repositioned. Up to
10% of the equity can be invested in Canadian properties. With
leverage, the fund would have $4 billion of buying power if it

ends up with $1.2 billion of equity.
RLJ’s principals evidently wanted more investment flexibil-

ity because the bull market for hotels appears to have peaked.
Investors said they liked the idea, adding they were reassured
by RLJ’s strong track record — a projected 30% internal rate of
return for its first fund and a 20%-plus return for Fund 2.

RLJ came up with a modified name
for Fund 3 to reflect the strategy
change — the second time it has
done that. RLJ’s first vehicle, RLJ
Urban Lodging Fund, raised $315.5
million in 2005. RLJ dropped the
word “urban” for the second vehicle,
because the bulk of that fund’s equity
was used to buy 100 urban and sub-
urban hotels from White Lodging
Services of Merrillville, Ind., for $1.7
billion. The latest name change
reflects the fact that the fund’s man-
date extends beyond hotels.

Fund 3 charges a sliding annual
management fee of 1.125% to 1.5%,
based on the size of the commitment.
After investors receive a 9% preferred
return, RLJ receives 20% of additional
profits until the limited partners’ return
reaches 11%. At that point, RLJ gets 60%
of additional profits until it has captured
20% of cumulative distributions. After
that, it is entitled to 20% of any addition-

al profits. 
Robert Johnson, who established Black Entertainment

Television, co-founded RLJ in 2000 with Thomas J. Baltimore.
Johnson sold BET to Viacom in 2001 for $3 billion. Baltimore,
who is president of RLJ, oversees acquisitions. Executive vice
president Ross Bierkan assists with fund raising. 

Investors Flock to RLJ Fund

Tom Fear has joined the New York officeof Carlton Group as a managing director.He will broker a broad mix of propertytypes, reporting to chairman HowardMichaels. Fear was previously a seniorvice president of Savills Granite (former-ly Granite Partners), where he spent thepast nine years. 

Fund operator Thor Equities wants toadd two acquisition associates to helpline up investments for its UrbanProperty Fund 2. The positions will bebased in San Francisco and Seattle. NewYork-based Thor is seeking to raiseabout $500 million of equity for the
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Cap Rates on Rise as 3 NY Offices Hit MarketDeutsche Bank is expected to attract bids of about $1 billion for the office build-
ing at 31 West 52nd Street in Midtown Manhattan, the latest in a series of offerings
indicating that cap rates are on the rise because of the credit crunch. 

The 660,000-square-foot tower, between Fifth and Sixth Avenues, would pro-
vide an initial annual yield of slightly less than 5% at the estimated value of
$1,515/sf. It is the third big Manhattan listing in the past two weeks that is expect-
ed to command a cap rate that is significantly higher than the sub-4% level that
prevailed earlier this year. “Pricing has shifted, for obvious reasons,” said one veteran broker. “People have
to be more conservative” with the amount of debt they can use, he said.

An increase of one percentage point in the cap rate would substantially decrease
the property’s value. At a 4% cap rate, the West 52nd Street building would sell for
$1.25 billion. So the property is now expected to sell for a whopping $250 million

See RATES on Page 10DC Office Listing Pulled After Sale FaltersA JBG Cos. partnership pulled the office building at 1101 K Street NW in
Washington off the market after a potential sale to a BlackRock Realty Advisors

vehicle fell through.The BlackRock vehicle had been in talks to buy the 311,000-square-foot East
End building for about $202 million, or $650/sf. But the deal was put on hold when
the credit crisis emerged, and BlackRock apparently pulled out soon after. The
buzz is that BlackRock could have made an all-cash purchase, but was concerned
that the pullback by lenders would deflate property values. Holliday Fenoglio Fowler

had the listing. 
JBG, a developer based in Chevy Chase, Md., owns the building in partnership

with an unidentified insurer. The property, built on a speculative basis, was com-
pleted last year for an estimated $85 million. The sole tenant, FTI Consulting, occu-
pies 94,000 sf. The JBG partnership will now apparently concentrate on leasing the 

See FALTERS on Page 9Spanish Player Near Deal for Boston TowerA Spanish investment firm is close to an agreement to buy a Boston office tower
in a transaction that reflects the recent drop in property values. 

Ponte Gadea is in talks to pay north of $170 million for the 275,000-square-foot
building at 50 Milk Street. The $618/sf-plus price, which would translate into a 5%
capitalization rate, is about 10% less than was expected when the offering hit the
market several months ago.The offering is being watched closely by market players, who view it as a barom-
eter of the credit crunch’s effect on Boston. The building on Milk Street would be
the first major property to trade in the city since a pullback by lenders pushed
down prices. 

While the pricing is lower than initially expected, the owner, James Campbell Co.,

would still fetch a substantial premium to the $447/sf, or $123 million, that it paid to
buy the building in June 2005 from Challenger International of Sydney. Campbell, 

See BOSTON on Page 4
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