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Funds Turning to Outside Firms to Raise Equity

High-yield real estate funds are increasingly using outside
placement agents to raise equity.

At least 18 firms currently are helping fund managers line

up capital, a number that has grown steadily over the past few
years, according to a survey by Real Estate Alert. The newest
players include Lazard Freres, Ackman Ziff, Presidio Partners,
Secured Capital and Greenwich Group International (see list on
Page 9). What’s more, Citigroup, Sonnenblick-Goldman and
Holliday Fenoglio Fowler may jump into the market.

Placement agents are most heavily used by operators
seeking to break into the market. But even established play-
ers have stepped up their use. The reason: Competition for
capital has grown more fierce, both because the number of
high-yield funds is on the rise and because investors have
become more selective as performance among funds has
started to diverge.

“I think [placement agents] bring order to a complicated
and long, drawn-out process,” said Steve Orbuch, managing
member of a new opportunity-fund unit at Och-Ziff Capital
Management of New York. “T can’t think of a fund right now,
with a few exceptions, that doesn’t use one.”

The field of players includes a mix of giant financial insti-
tutions, private-equity specialists and boutique firms. For
the past several years, the dominant player has been Credit
Suisse First Boston’s real estate private funds group, which
has raised $4 billion since 2000 for some of the biggest fund
operators.

Other major players include Morgan Stanley, which has a
group devoted solely to real estate, and Merrill Lynch, whose
private-equity team has worked for several real estate fund
operators, including Colony Capital of Los Angeles. BofA was
also a major player, but its team broke away on its own this
year to formed Presidio.

Meanwhile, smaller firms are springing up or expanding
their private-equity focus to real estate. For example, Quince
Hill Partners, a Washington firm established two years ago to
raise capital for private-equity funds, now spends about

80% of its time lining up investors for real estate funds,
according to principal Thomas Foster. GRE Securities, a new
affiliate of Greenwich, is handling real estate funds exclu-
sively. And Secured Capital hired Joshua Brown in September
to run a Dallas-based private-equity group that will also
raise capital for real estate funds.
First-time fund operators usually need to hire a place-
ment agent because they lack a track record. “It has always
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been very difficult for anybody to raise capital for Fund
I,” said Bill Chadwick, managing director of Chadwick Saylor,
a Los Angeles placement agent.

But even established players are turning to placement
agents to supplement their in-house specialists, both
because of the heightened competition for equity and
because the strategy enables them to focus on managing
their existing funds. For example, Blackstone Group, one of
the most-successful fund operators, used First Boston for its
latest vehicle, which has already raised $1.5 billion of equity.

The use of placement agents can also save time for oper-
ators. Capital raising generally takes nine to 18 months with
placement agents, but up to 24 months without them,
according to market players. The tradeoff, however, is the
hefty placement fee — typically 1.5% to 3% of the amount

of equity raised, depending on the size of the fund — which
comes out of the fund operator’s pocket. %
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