Dec. 4, 2006

FRACTIONALIZED
but not FRAGTURED

Tenant-in-common investment breaks into the mainstream,
but rapid growth presents new challenges and opportunities for
this young, relatively-untested segment of the real estate industry
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ith  tenant-in-common

players raising $1 billion

in equity a quarter, the

industry is bigger than
ever before. That means there is
more at stake for this emerging
market, which faces stiffer tests
than it has ever before.

This West Coast-based investment phenomenon
has spread to markets throughout the country, but
that expansion has attracted more regulatory
scrutiny that may forcibly define TICs. At the same
time, TIC investors have expanded their favored
product types and market scope to become a viable
competitor in almost every type of deal. Yet the track
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record for operational success is limited relative to other investment models. An entire industry has sprung up to execute and service this
once-novel investment vehicle with more than 150 tenantincommon association member companies in California alone.

Will these players have the foresight and liquidity necessary to respond to the demands of TIC investors as they react to larger changes
in the real estate investment marketplace” What will happen when the TIC professionals is really put to the test?

The California Real Estate Journal gathered seven TIC experts to discuss the challenges and opportunities of the everevolving industry.
Moderated by Editor Michael Gottlieb, the panel included:
WILLIAM L. EXETER, president and chief executive officer, Exeter 1031 Exchange Services LLC
MARK LEVINSON, partner in corporate securities and real estate, Alschuler Grossman, Stein & Kahan LLP
TROY SIMMONS, southwest regional vice president, Spectrus Real Estate Group/FOR1031
ROBERT “RUSTY” TWEED, president, Tweed Financial Services
STEVEN P. WEINSTEIN, president, Marketmaker Capital Corp.
TODD F. WILLIAMS, chief marketing officer, Argus Realty Investors
WILLIAM H. WINN, president, Passco Cos. LLC

Far from Equilibrium

CREJ: To start us off, what is the scope of
the TIC industry today, and how far do you
think it can grow?

TODD F. WILLIAMS: Omni Brokerage esti-
mates that equity raised within TICs that sold
as securities should be in the range of $4 bil-
lion, give or take a halfbillion, by the end of
2006. That puts us just a little bit ahead of
last year, which, although they estimated it at
$4 billion, came in just around $3.2 billion.
There’s been a leveling off.

As far as how big we can go, I've always
found it funny that these real estate semi-
nars always have a forecast, and they're al-
ways rosy. For me, if the housing market
slows down, and pricing continues to stay
tough in the commercial market, and we do
what we did last year, we're in pretty good
shape. | wouldn't mind seeing it stay about
the same, so it's an equilibrium that's been
reached.

There might be a little push. We're start-
ing to pick up a little steam as far as mar-
keting outside of the West Coast, and a lot of
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folks are looking at selling real estate if they
see their housing falling a little bit.

WILLIAM H. WINN: Since the overall 1031
volume is down recently, we believe the TIC
transaction volume will grow more slowly, or
potentially flatten out. The flattening out
could occur if interest rates increase without
a corresponding increase in cap rates, be-
cause the TIC investor is somewhat sensitive
to the current yield and as cash-on<ash re-
turns drop below 6 percent, there may be
other viable investment alternatives, or some
may elect to pay the tax.

Rising cap rates would stimulate TIC in-
dustry growth, assuming interest rates did
not increase as quickly as the cap rates.

WILLIAM L. EXETER: We have a huge de-
mand out there that we haven't even seen
yet. | don’'t know what the dollar amount
would be of the transactional volume, but
from what we see historically, less than 10
percent of our investors actually buy into
TICs. As education increases and more peo-
ple get comfortable with TICs, they are going
to buy them.

TROY SIMMONS: About a year ago we were
teaching people what a tenantincommon
was. Now a lot of people know. Things have
leveled off, there’s not as dramatic an in-
crease as it has been, but you're going to
see a push as the education gets to the East
Coast and with the baby boomers starting to
retire. I've heard figures at TICA that it could
go to $15 and $20 billion a year.

WINN: The market has significant growth po-
tential because of the greater exposure and
acceptance of the TIC investment structure
in the eastern U.S.

MARK LEVINSON: There's already a healthy
market awareness of TICs. The 1031 ex
change structure is an accepted format and
as institutions and individuals become more
aware of the flexibility and benefits of this
product, sales will expand.

ROBERT TWEED: We're seeing a lot of baby
boomers, and | can almost play a tape
recorder that says the same thing from every
client that comes in my office. They're sick of

CONTINUED ON PAGE 20
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Tweed Financial is the firm to use for Tax Deferred

Real Estate Exchanges

Why should you see Tweed Financial Services? The
simple answer is our experience! Tweed has done over
$52 million in TIC transactions in the last 2 years!

® Full Service Financial & Estate Planning for
Investment Professionals

® |n-House Property Analysis Services

® |nvestments/ Real Estate /Advanced Tax Strategies /
Estate Planning / Insurance

Call now to attend our next FREE financial seminar: 1-800-526-1599
Visit our web site for further info: www.TweedFinancial.com

Securities and Advisory Services offered through United Securities Alliance, Inc., Member NASD/SIPC.

Rusty Tweed - President
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tenant issues and they want to get out and do
something different with the equity in their in-
vestment property.

Another big shift in the TIC business is that
it's not just the smaller, mom-and-pop-type peo-
ple with smaller properties that want to do
TICs. We're now getting much larger clients,

he typical investor profile has gradually changed in the
last five years from a 65-plus mom-and-pop investor to a
slightly younger investor, with a growing percentage of
more sophisticated and experienced real estate
investors, though the age still tends to be 60-plus on average.

Also, the level of sophistication becomes greater as the minimum
investment size increases. Passco usually has investment
minimums of over $500,000, increasing the likelihood of increased
investor experience.’

— WILLIAM H. WINN, Passco Companies LLC

people with larger exchanges, such as an $8
million land deal or $20 million property want-
ing to do TICs.

SIMMONS: It's difficult to go out and find a
good piece of property and do all that due dili-
gence. With a TIC you get good sponsors that
have the infrastructure — that's what they do
for business, so why not just use their serv-
ices? You're going to pay a little bit of a pre-
mium, but maybe not by the time you finish
doing due diligence on 10 or 15 properties and
flying all over the country. You may have saved
some money.

EXETER: You have the time frame of the 45-day
1031 exchange period, too. In 45 days you
can't do your own due diligence, it's just almost
impossible. If the sponsor has done it all for
you, it makes it a lot easier.

STEVEN WEINSTEIN: From our perspective,
it's really moving upstream. The big Wall
Street firms are looking at these kinds of
clients as something they want to market,
where it's been a specialty product for a
smaller group of broker-dealers and broker-
dealer networks in the past. That's going to
drive more demand and make the bidding for
the opportunity more competitive.
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WILLIAMS: ['ve actually met with UBS
PaineWebber and CitiGroup, some fairly large
groups in New York. The biggest issue is that we
can't create enough product for them if they
were to send it down their distribution channel.
Everybody still is very cautious about what hap-
pened in the late '80s with the limited partner-
ships and so forth. A lot of that was basically
demand-driven. There was so much demand for
those tax shelters that anything they put into
the channel was basically gobbled up within
seconds.

There's not an unlimited amount of good real
estate deals. We can only put out what we can
find, which is between eight and 10 deals a
year. That's not going to cover it for the larger
companies.

Driven by Demographics

CREJ: What are the demographics of the TIC
investor now? Is it still baby boomers moving
into less managementintensive properties, or
are you starting to see another generation, or
sophisticated larger investors looking for
opportunities?

SIMMONS: Yes, we're seeing younger people,
in their 30s and 40s, that are wanting to diver-
sify their portfolio with real estate but don't
want to be a landlord. They saw the brain dam-
age that happened to their parents and they
want nothing to do with that. Or the prices are
so high, they can't afford negative cash flow
until the appreciation catches up. A tenant-in-
common deal provides the younger investor an
opportunity to take up to 10 percent of their
overall portfolio and put it into real estate with-
out all the hassles that go along with it.

In addition, people are just starting to learn
that they can use self-directed IRA money to
purchase real estate. There are limitations to
that, but there's some $4 trillion dollars’
worth of money out there that is available to
buy real estate.

WINN: The typical investor profile has gradually
changed in the last five years from a 65-plus
mom-and-pop investor to a slightly younger in-
vestor, with a growing percentage of more so-
phisticated and experienced real estate in-
vestors, though the age still tends to be 60-plus
on average. Also, the level of sophistication be-
comes greater as the minimum investment size
increases. Passco usually has investment mini-
mums of over $500,000, increasing the likeli-
hood of increased investor experience.

WILLIAMS: | was working for a qualified inter-
mediary and transacting 1031 tax exchanges
right about the time that TICs got started, so,
2001, 2002. There were only two companies
doing it, and they marketed primarily to the qual-
ified intermediaries because they were selling it
as a security. They couldn’t find many broker-
dealers willing to sign off on it, so while they
were trying to build that channel, they were talk-
ing to the QI saying, “If you've got clients that
are falling out of an exchange and can't find
anything else, give them this flier. Have them
give us acall.” So the first folks who bought into
these essentially did so because they had fallen
out of an exchange and thought this was a de-
cent-enough option.

Fast forward to 2006, and less than 10
percent of the investors that come into our
deals are failing in an exchange. They actually
sold what they owned in order to do an ex-
change and in order to buy into our product.
They've been led down the path of the planned
TIC exchange.

EXETER: People started to ask what this was in
2000, 2001. Today they're asking which TIC
sponsors I've worked with, and what their due
diligence is like. They've been to seminars,
even five times in a row, and they're asking so-
phisticated questions and trying to understand
the TIC.

CREJ: How has this change affected what kinds
of properties will be the target opportunities for
TIC investment? It seems like TIC property se-
lection has expanded dramatically in dollar
amount, product type and locations.

WINN: Passco purchased large assets in a TIC
structure, with the Puente Hills Mall in 2003 for
$148 million. The $1.6 million minimum invest-
ment demonstrated the demand for larger, in-
stitutional-size assets by TIC investors.

Greater market acceptance by investors,
their attorneys and CPAs of the TIC investment
vehicle, especially after Rev Proc 200222 in
2002, and the lack of viable 1031 exchange
property options for those investors seeking a
1031 exchange, all have driven demand in re-
cent years.

TWEED: When we work with a client, we try to
diversify. We encourage our clients to split the
money up, and if they have enough equity, we
can put them into three, maybe four TICs, where
they would have an apartment complex in one,
a retail shopping center in another, and then an
office building and maybe a hotel. That way they
are diversified, just like a stock portfolio.

WEINSTEIN: And you'd probably diversify
them geographically if you had the opportu-
nity, too, right?

TWEED: Yes. We try to pick different markets
around the country that have good upside
potential.

Selling the ‘Steak’

EXETER: Probably one of the ancillary things
driving the type of property is not necessarily
the consumer or the change in demographics,
but as the interest rates change, it's harder to
provide the cash-flow results that investors are
looking for. Sponsors are looking for other types
of products that can provide a higher cash flow.

WEINSTEIN: Yes, but we're moving to a point
where people aren't necessarily always going to
be interested in cash flow. Some people just
want the return at the end and will be comfort-
able with that and grow into the property. The in-
dustry has been focused on cash flow because
that's been the audience they've been selling
to, but that's shifting.

EXETER: Everybody sells the sizzle and not the
steak. With the changing of the market, they
need to look at the fundamentals of real prop-
erty and not the interest rate.

SIMMONS: We started out with products that
had triple-net leases only, and they provided as-
sured monthly income. That was for somebody
that was retiring, who needed that check. We've
expanded our product offerings to include land
deals where there’s zero cash flow or land
deals with a little bit of cash flow but high ap-
preciation potential.

You're going to have more people and more
types of people with different investment goals.
You may have somebody that's getting close to
retirement, 55 or 60 years old but not quite

CONTINUED ON PAGE 22
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there, and they still need to create wealth with
$700,000 or $800,000. You don't put them all
into one building. You may peel off $100,000
or $150,000 and put it into land that's going
to appreciate significantly in three years, and
let the other stuff do the cash flow.

bout a year ago we were teaching people what a
tenant-in-common was. Now a lot of people know.
Things have leveled off, there’s not as dramatic
an increase as it has been, but you're going to

see a push as the education gets to the East Coast and with
the baby boomers starting to retire. I've heard figures at TICA
that it could go to $15 and $20 billion a year.’

— TROY SIMMONS, Spectrus Real Estate Group/ FOR1031

WEINSTEIN: Don’t you think, as things
progress — right now we're focused on single
buildings, single piece of land, single piece of
property — but we're going to get to a point
where there’s going to be a broad array of prop-
erties within a single investment or there’s
going to be a bunch of investments that point
to a bunch of different properties?

LEVINSON: Right. For one of our clients we re-
cently completed a couple of different transac-
tions that incorporated multiple improved
parcels within the transaction. Those offerings
were well received by TIC investors and the
client fount that to be a very successful mar-
keting approach. As time goes on, we'll proba-
bly see more clients that are looking at differ-
ent product types, whether that's retail or of-
fice and so on, within one transaction.

WILLIAMS: It's been done before, quite a while
ago. A lot of folks associate CB Richard Ellis
with U.S. Advisors, but prior to that affiliation
they affiliated with a guy named Duke Runnels,
and Mike Franklin, who owned a company
called FORT Properties. FORT stood for Frac-
tional Ownership of Real Property Tenants-in-
Common. They went out and found four or five
properties, put them together in what they
called a Fort or Fort 2, and an investor took
title to each of those five properties as a TIC,
so they bought into a small portfolio.

We've done deals similarly, with two unre-
lated properties and five buildings total, and
we've wrapped them up into one exchange.
The biggest issue when you start bunching up
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properties becomes identification rules. We've
certainly done it, and it does pan out well for
the transaction because you pick up a little di-
versification inside your own investment.

LEVINSON: We had one client who, within one
of those, had a building that was part net lease
and part had an upside potential. With respect
to the comparables in the area, once they
leased that space, the property would probably
have a good 8 or 9 percent appreciation within
a short period of time.

EXETER: It is a great way to diversify, but the
identification issue is really the key. Most of
the clients that come to us trying to buy a pool
of properties consider that to be one property.
That's the way they identify it.

It's a huge risk because advisers aren’t
counseling them to sit down and look at the
properties underlying the overall transaction
and determine whether it truly is one property
or, more likely, it's multiple properties and
would fall under the 200 percent rule.

LEVINSON: Right. That's an issue of a pro-
moter qualifying their investor and doing their
own appropriate due diligence to provide solid
advice to a client.

Cash Flow Versus IRR

CREJ: TIC investors on both sides of the trans-
action today are looking at different outcomes
than were initially intended. Increasingly, the
question is about cash flow and internal rate of
return. What kinds of yields are TICs providing?
How are these expectations changing? And
how are we meeting investor expectations?

WILLIAMS: When we got into this business,
we were buying deals in the 9 percent cap rate
range and financing in the mid-6 percent range.
We had 250 to 300 points of positive leverage.
We had deals that had cash flows.

People forget that whatever investment
modeling numbers Argus puts out, we're sell-
ing against all the other companies. | might
have the best property out there and it's all 6s,
but there’s going to be a bunch of other prop-
erties out there that might have 7s and 8s. Ob-
viously, each property is different. There's
going to be a different risk level.

WINN: In Passco’s case, recent transactions
have ranged from 5.75 percent to 6.5 percent
firstyear cash-oncash return for Class A as-
sets. These returns are attainable in many U.S.
markets.

Returns have trended down from 8 percent-
plus, three to four years ago, as cap rates com-
pressed and interest rates rose. The cash re-
turn projections are based on the underlying
rent, expenses and resulting net operating in-
come using Argus.

WILLIAMS: Six is about the lowest cash flow
that you can put to market outside of maybe a
land deal, and some people will land-bank and
realize there's not going to be a cash flow. Any-
time we've come out with anything under 6, it's
a difficult sell. We literally would walk away
from a transaction, even if it had tremendous
upside potential and an IRR that would beat
everything else on the map, if it didn't have a
good 6 percent cash flow up front. We just
know when we put it in the market it's going to
be extremely difficult to sell.

It's hard to guess total returns when you're
looking at selling five to 10 years out. You don't
know what the interest rate or cap rate envi-

ronment is going to be. You're guessing at
what your NOI might be. But we're trying to
manage investor expectations and say, if we
sell at a 150-basis-point cap rate above what
we bought it for, in a conservatively grown net
operating income, maybe 11 percent, give or
take a point.

TWEED: Our clients are looking at between 3
and 4 percent cash flow off their duplex or
small multifamily property, so there has to be
an incentive for them to leave that property and
go to a TIC. The incentive would be a higher
cash flow and also the ease of management.
It needs to be 6 percent or north of that to
make it attractive for somebody to move their
money.

SIMMONS: What is funny, though, is that you'll
talk to somebody and they'll ask what the re-
turns are and you'll say 6 percent and they say,
“| can get a Thill for that.” Then you start
drilling it down with them and you find out that
their actual cash flow on the property they are
managing right now is about 2 percent.

TWEED: | hear that all the time. | sit down with
a person and they're thinking of the rent they
were getting when they first bought the prop-
erty.

SIMMONS: They've got all this dormant equity,
and then they look at you and say, “This is too
good to be true.” Then you say, “I'm offering
you real estate that pays 6 percent.”

TWEED: The investor doesn’t understand that
the numbers work much differently in most
TICs than in their smaller rental property. When
you get into larger properties, as we do in TICs,
economies of scale work in your favor. It's a
whole different ball game with a $40 million
property versus an $800,000 property.

SIMMONS: We've done a couple below six,
even with great upside. Those properties actu-
ally should make the investors a lot of money,
but they do stay on the shelf longer.

TWEED: They're looking for income. They're sit-
ting there thinking, “I've had this property for
15, 20, 25 years. |'ve got a lot of equity in it.
Now is the time to turn that equity to work for
me and retire.”

The bulk of the people I'm dealing with are
not so concerned about the upside potential as
they are of the safety of the principal and a
good income that is greater than what they are
getting today.

CREJ: Are there challenges going forward if
sponsors are needing to show a 6 percent
cash flow?

EXETER: Sponsors are beginning to do all
sorts of creative financial engineering, espe-
cially with the financing vehicles, to prop up
that cash flow so it looks good and they can
sell the property. We're going to find some of
those transactions unraveling over the next
couple of years.

WILLIAMS: We all share a concern in that, if a
certain amount of TICs goes south, it's going
to harm the industry. Folks know that a higher
cash flow on paper will sell better than a lower
cash flow. What people need to remember is
these are not bonds and they're not guaran-
teed. Each sponsor puts together their own pa-
perwork, and they're trying to sell a product, so

CONTINUED ON PAGE 24
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there’s an inherent bias in the PPMs.

WINN: The key is full disclosure in the offer-
ing documents of what structures are used,
s0 that the investor can make an informed
decision.

ast forward to 2006, and less than 10 percent of
the investors that come into our deals are failing in
an exchange. They actually sold what they owned in
order to do an exchange and in order to buy into

our product. They've been led down the path of the planned
TIC exchange.’

— TODD F. WILLIAMS, Argus Realty Investors

WEINSTEIN: As the demand moves eastward
and more people want to come into these
deals, you're going to see new kinds of spon-
sors coming up with new kinds of products for
people who aren't the profile of what we've
been selling to up until now. A company like
yours, Todd, is going to have a really platinum
reputation for delivering that 6, or even 8 per-
cent cash flow, plus a return at the end.

You're going to see some other pockets de-
velop where those people are really the plat-
inum developers of land in transition, or they
know the bridge is coming across there and
they're going to be able to pick up those prop-
erties and develop those. As the market de-
mand grows, the properties that are being of-
fered will change. It doesn’t mean the old ones
aren't going to keep going, but there’s going to
be something else coming up.

WILLIAMS: | don’t mind innovation in property
type. | do mind innovation in property under-
writing. That's the issue. We as a company
have stuck to one type of real estate. When
this industry started, there was basically multi-
family, retail and office. Throw industrial in
there, but now we're seeing things like golf
courses —

EXETER: Hotels.

SIMMONS: Managed care.

WILLIAMS: Yes. Those are all fine, so long as
the economics can support the returns. As an
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industry, we've seen more innovation in under-
writing than we have in property type.

Applied Fundamentals

CREJ: To what extent are real estate funda-
mentals shaping the market for TICs?

TWEED: Real estate, whether it's ina TIC or a
REIT or a partnership or an individual buyer,
the same fundamentals apply. When guys in
my position present TICs to investors, we have
to be very cognizant of the quality of the deal.
| hired a fulltime property analyst just to go
through PPMs and talk to TIC sponsors and
find the pros and cons of all the different prop-
erties, so we can adjust the risk level of the in-
vestor to the risk level of the property we're
presenting to them.

WILLIAMS: Five or six years ago, when the in-
dustry had three or four players, nobody dealt
with the tertiary markets. Everything was core.
You were buying in Phoenix, Las Vegas, San
Diego and Los Angeles. That's what we used to
pitch. If | pulled the old presentations of the
three major players back in 2001, the only
thing anybody would go after is core metropoli-
tan markets. Everybody was looking for stabi-
lized or fully stabilized properties. The idea
was, the only appropriate type of property for a
TIC was one with as limited risk as possible.

As the cap rates came down further and fur-
ther in those particular markets and newer
sponsors came in, the chase began for yield,
and the only way you're going to find higher cap
rates is to either go outside of your core met-
ropolitan markets or get into a little bit of a
riskier class of assets.

Today, stuff is being offered in cities that
I've never personally heard of. That's just liter-
ally a drive for yield. | mean, you're going to pay
a different rate for an apartment building in
the middle of Kentucky than you are for an of-
fice building in the middle of Los Angeles. Do
they have the same risk level? Not necessar-
ily. Is it good or bad? I'm not saying it's nec-
essarily bad, but it's yield that is driving prod-
uct type and location.

SIMMONS: I'm not necessarily convinced that
the cap rates reflect the risk involved in a lot of
those. Five years ago, a Class A property might
have been a 9 cap and a Class C a 13 or 14
cap — you had a good spread there. Now
you're looking at a Class A at 6 and a Class C
at 8. You've got some of these higher+isk in-
vestments, like hotels, golf courses or man-
aged care, and they're at 9 caps. It's hard to
justify. It seems to me that there’s a lot more
risk and the caps don't reflect it.

WILLIAMS: When there’s such a rush to get
into real estate, the cap rate differential that
usually spreads risk starts to narrow. People
are paying the same price for a good, solid
asset and for something with a great deal of
risk. A lot of times, we are dealing with folks
that are not that sawy, so they don't know how
to differentiate risk between two different TIC
deals. That's where working with a welltrained,
welleducated financial adviser is essential. If
you sit two PPMs in front of somebody and one
says 6 percent and one says 8 percent, and
they both have a shiny glass building, the per-
son is going to say, “I'll take the 8.”

Setting Standards

CREJ: In real estate in general, along with Wall
Street's influx, we've seen an improvement in

documentation to speed up execution. How
standardized and of what quality are the docu-
ments in the TIC transaction today? Is there
room for improvement?

WILLIAMS: | wouldn'’t say they're standardized.
There’s no legal requirement that a PPM be
used in a Reg. D offering. We follow public of-
fering protocol and utilize the PPM literally.

LEVINSON: There certainly has to be some
disclosure. The real standard is, at the end of
the day, whether the promoter provided infor-
mation in a clear and coherent fashion so that
an investor was able to make an informed in-
vestment decision and not come back dis-
gruntled and feel tricked if a transaction be-
comes troubled.

WEINSTEIN: If you're a buyer, you have to do
the due diligence and stand by the outside
third-party law firm that said, “Yes.”

LEVINSON: An outside third party due dili-
gence consultant is hired often in the case of
a broker-dealer, to be an independent reviewer
and satisfy the broker-dealer's due diligence
requirement to have reasonably investigated
facts in connection with the syndication offer-
ing materials. That is in addition to the practi-
cal requirements for the other people selling
the transaction.

WEINSTEIN: It's completely possible that there
are sponsors who play with the numbers, which
ultimately hurts the industry. It's very much of
a caveat emptor situation.

Somewhere down the road, we’'ll get to a
real, standardized rating system that you could
go to, to check a stock if you're going to buy it.
You'd be able to understand if a given property
was something that met your risk tolerance.

LEVINSON: The issue mostly impacts the repu-
tation of the sponsor and what the sponsor is
doing to create an opportunity for investors to
look at objective investment criteria.

SIMMONS: In an ideal world that’s great, but |
sense that this is anecdotal.

LEVINSON: Correct.

SIMMONS: I've seen deals where the sponsor
is projecting 4 percent per year rental growth
rates and 50 percent of the property is one ten-
ant in a fixed+ate lease. So they're going to get
all that growth from the mom-and-pops that are
there, or they're forecasting 4 percent vacancy
rates over the next 10 years, and currently it's
12. How does Ma and Pa Kettle know if 4 or 6
or 8 percent is good for Kansas City or Atlanta?

LEVINSON: That information should come
from the demographic discussion that would
be in the offering materials. It should come
from a third party. We look for consistency be-
tween the appraisal and the book, and our as-
sociates run the numbers as if they were in-
vesting in the transaction.

WILLIAMS: This discussion is premature. I'm
not aware of any deals in which a TIC sponsor
has been sued and held up to the PPM, looking
at the PPM as the parachute on a re-entry ve-
hicle on a rocket. We can sit around the table
and discuss how it's supposed to work and
how good, but until it comes back down safely
to Earth we won't necessarily know.
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One of these days a sale will g0 to court, and
the sponsor will introduce the PPM into evi-
dence. Then, 12 people, who have no idea what
a PPM is or what real estate is, are going to
make the decision as to whether the informa-

e’re moving to a point where people aren’t
necessarily always going to be interested in cash
flow. Some people just want the return at the end
and will be comfortable with that and grow into

the property. The industry has been focused on cash flow
because that's been the audience they've been selling to,
but that’s shifting.’

— STEVEN P. WEINSTEIN, Marketmaker Capital Corp.

tion you've put in there was sufficient to advise
the investor of the risk and the benefits. Ex-
perts will testify that the 4 percent market rate
growth s ridiculous in this particular market-
place, and the firm will be held accountable for
their actions.

LEVINSON: Having been involved in the securi-
ties business, I've seen a lot of securities liti-
gation over prospectuses, private placement
and generally, in deals gone bad. It's not an en-
tirely theoretical discussion when | look at a
confidential private placement memorandum,
because I'm looking at it from the perspective
of having defended clients that have. There’s
plenty of case law out there.

WILLIAMS: A good sponsor and a good law firm
will draft the book looking forward, saying not
even “if” but “when” this is litigated, at some
point, can these withstand the challenges that
we know are going to come?

LEVINSON: Correct.
WILLIAMS: We'll see as the market matures.

TWEED: For us, we get familiar with certain
sponsors, and we get to trust their numbers. If
we look at a couple of the deals they've done,
we will feel going forward other deals they pres-
ent to us are going to have reasonable as-
sumptions also. So there’s definitely something
to be said for the reputation of a sponsor.

EXETER: Investor due diligence is key, and not
just seminars and education, but going and
kicking the tires, visiting the property. | don’t
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think most of them do that.

LEVINSON: They can take comfort that there
are a number of levels in due diligence. They
don't have to simply rely on the promoter.
There's that third party due diligence consultant
that evaluates the project and financial under-
pinnings of the offerings, there’s the lender
doing their own project and financial due dili-
gence, and there are probably three or four
other levels that get looked at.

EXETER: It's certainly true of the quality spon-
sors and brokers. As a qualified intermediary,
we have seen some sponsors and brokers
whose PPMs and disclosure would just scare
the bejesus out of you.

SIMMONS: You've probably seen more than
anybody at this table.

Transaction Costs in Context

CREJ: In a market with lower cap rates and a
limit on reasonable returns, what are the trends
in transaction costs?

SIMMONS: The lenders all went to a seminar
somewhere and they all got in the same room,
and all of a sudden they all charge the same
fees for the same thing, overnight. For a long
time they were fighting even putting loans on
TICs, but now they realize the industry is big
enough and there's a way to make money so
there’s a profit center. You're looking at in-
creased lender costs and then you're looking at
some legal fees to set up LLCs for the individ-
ual investors or owners.

WINN: Generally, the sponsor fees have
trended down over the years under the security
platform. Securities law firms that prepare the
offering documents have been able to reduce
fees as a result of increased volume. Loan doc-
ument legal costs are down on both sides be-
cause most of the lenders have template TIC
loan documents that require less negotiation.

LEVINSON: We have seen clients lower their
fees, adjust to certain higher costs in other
areas, and agree to a given fee when reserves
are overfunded. Those reserves go back to the
TIC in some way or don’t necessarily go back to
the third party.

WILLIAMS: | remember when we first started in
this industry, | was literally kicked out of a com-
mercial broker's office because they thought |
was bringing in a competitor. | went in to speak
on 1031 and TIC, and | brought in somebody
from the sponsor. We were just about manhan-
dled out of the room. They thought they'd be
losing clients to the TIC industry.

Five years later, they don't look at us as a
competitor so much as a buyer of real estate.
These guys are listing it and selling it, and cer-
tainly they should be friends with us for that rea-
son. They might have a client that they can't
place that they can put in, as well.

What the commercial industry didn't realize
was that, with a TIC, you can buy a property at
market value, mark it up a couple percent, and
turn around and sell it immediately. They could-
n'tdo it, so they thought we were taking advan-
tage of investors.

When we're trying to describe how a load
works on a piece of commercial real estate
that's sold off as a TIC, the best analogy | came
up with is Hertz Rent-A-Car. If you're Hertz, and
you want to buy 5,000 Ford Tauruses, you go di-
rectly to Ford and they might charge you $7,000

a car for them. You're not going to pay the mar-
keting or shipping costs. If | personally want to
buy a Ford Taurus, I've got to go to the dealer,
and | will pay $15,000 for the exact same car.
I'm going to pay the dealer’s cost and the ship-
ping and the marketing and the salesman’s
commissions and so forth.

Did | overpay for the car? The answer is no,
because I'm a retail buyer. That's what | have
access to.

The TIC industry has essentially done the
same thing for cash flowing commercial real
estate. We've taken that asset class, broken it
up into bite-size pieces, and made it available
to the smaller investor, for a fee. That fee is
reasonable, so long as the expectations of all
parties involved are met. That means if the in-
vestor is expecting a 6 and he gets a 6, then
he’s good. If the registered representative that
is selling the property is expecting a commis-
sion of 7 percent of equity and he receives
that, he’s happy. If the sponsor makes what-
ever it is they have in the deal, he's happy. All
three sides have to coexist. You take one out
of there and it falls.

From our cost standpoint, so long as all
three things can be met and it's profitable for
us, we're involved in the industry. We're not
benevolent in that we're doing this just for fun.

By the time we syndicate and sell a prop-
erty to 35 investors, they're going to pay about
6 or 7 percent more for the property than we
did, and that's going to cover the costs to the
sponsor, the legal work to put together the syn-
dication, and the securities professional that
sells the interest.

Then the reality becomes, can the property
outgrow a 6 or 7 percent premium such that
these folks can exit the property after receiving
their cash flow? Of the 36 deals we've done at
this point, we've turned six and we've exceeded
pro formas on them, so the math works.

TWEED: We've seen a lot of TIC deals we've
sold to clients where the sponsor bought below
market. By the time you add your load on it, it
was at or maybe just a little bit above the regu-
lar market price. So the load didn't make that
property overvalued that much, not enough to
kill the deal.

EXETER: The investors really have to look at it
from the standpoint that they don’t have a huge
acquisition team of highly skilled professionals
who know what they're doing, so they're paying
a price for one. It certainly takes the risk out of
that 45-day period. They don't have to do the
due diligence. It's already done. They just say
yea or nay.

CREJ: Has the TIC transaction process become
more streamlined? What factors have either
helped or inhibited that?

WINN: Inhibitors are the lenders’ requirement
for each TIC to hold their undivided interest in
the property in a Delaware bankruptcy remote
limited liability company, the cost of $200-
$1,500 per year to maintain this LLC, the loan
servicers not providing good “service,” and the
transfer provisions of the loan documents. It
makes it somewhat cumbersome for TIC in-
vestors to sell their undivided interest prior to
the whole property being sold.

The TIC investment is illiquid and sold as an
illiquid investment. It is no more illiquid than any
“non TIC” real estate investment.

TWEED: There’s a lot more inventory today,
which makes it much easier for everybody. Two,
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three years ago we would have clients that we
promoted to and tied to some property, and by
the time they came around to being in cash,
there’s no inventory to talk to them about.

ICA is trying to come out with a best-practices
statement, and most are trying to implement and live
by the best practices. The other side of the coin is
that the market has done so well, the smaller

providers are jumping in at the fringe. That concermns me. They
don't follow the best practices, and that will harm the industry.’

— WILLIAM L. EXETER, Exeter 1031 Exchange Services LLC

Today there’s maybe 60 to 80 TIC deals
available at any point in time. It's easier to pick
the appropriate property for the client when
they're ready to buy.

SIMMONS: It's not an industry question so
much as a proprietary question. Successful
companies will build an infrastructure for
speed. They'll have an operations department
with escrow built into it and everything else, so
that when somebody is ready to close they can
do it.

| mean, we've literally done it in three days.
[t's not something that we'd like to have hap-
pen all the time, but you can do it that quickly,
and most of the sponsors here can do that.

EXETER: It's also an industry question. Three
or four years ago, you had escrow officers who
weren't used to closing 35 investors. From the
title company to the escrow company to the
qualified intermediary, they've streamlined it
and it really does flow much smoother. It's eas-
ier to do a TIC transaction.

SIMMONS: We've done about 120 properties
inthe last two years. We've got a couple of title
and escrow companies across the street from
our headquarters and they know what we have
to do. They want to do business with us, they
know what it takes, so we're able to do that.

WINN: Increased familiarity by escrow officers,
lenders, attorneys and registered reps has
caused the process to be much smoother for
investors. Pre-negotiated loan documents are
common, which saves time, money and lowers
the risk of poorly structured docs.

LEVINSON: For every transaction, there’s a
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host of different documents, and every TIC in-
vestor probably has to deal with 30 pieces of
paper. When that's multiplied by 10 or 20 or
30, it's an enormous amount of paper, setting
aside the financing documents and the prop-
erty acquisition documents on the first leg.

We're constantly hearing clients ask how we
can streamline the documents. We worked to-
ward creating a number of mechanisms to ac-
complish that, including exploring Internet and
virtual document rooms, making it available for
people to move paper around the country.
We're looking into electronic signatures, and
we're constantly trying to simplify that process.
For every set of 30 documents that | men-
tioned per tenantincommon investor, the
lender wants their copy, the sponsor wants
their copy, the TIC wants their copy. You're talk-
ing five times 30 — 150 pages per client.

WINN: In the early years, 19942003, TICs
would need to sign a complete set of all docu-
ments, including loan documents. Today, some
sponsors, including Passco, buy 100 percent
of the property first, and then sell the TIC inter-
ests, which results in a partial ownership inter-
est transfer from sponsor to investor using an
assumption agreement. The volume and com-
plexity of the documents requiring investor sig-
natures is dramatically reduced.

WILLIAMS: Take-down speed was a lot more
important five years ago than it is today, be-
cause at that time we were raising all the eq-
uity in order to close on the property. Most of
the companies weren't buying it first; they put
it in escrow, and if you didn’t raise the capital
necessary to buy that property, you lost that
particular deal. Once you put a property under
contract, you might have a contract with 30
days’ due diligence, 30 days’ escrow and a 30-
day extension. That's your window to get the
book done, out and money raised. It was very,
very difficult to deal.

The first guy that walked into a lender and
said, “I'd like a $50 million loan on behalf of 35
people that | don't know yet, how soon can we
get that paperwork drawn up?” the lender prob-
ably looked up and said, “You're nuts.” Now, |
get letters from lenders saying they do TIC
loans. Now lenders have the underwriting crite-
ria and the product in place for us.

Just by virtue of the industry maturing, we're
getting faster. But most of us larger sponsors
now have the ability to take the property down
ourselves. We're not under the gun, so to
speak, to close within 30 days and raise all
that money. We've also given ourselves a little
breathing room.

WEINSTEIN: We've heard that story from
smaller sponsors, that they've got to take down
the property, get their senior loan in place, get
their mezzanine loan in place, raise their equity,
and it all has to happen by next Tuesday. They
have to create this perfect storm that's going
to get their deal to happen or it's a bust. So we
came out with a product for smaller sponsors
to help them separate those pieces and get it
under control, make some fix ups and go to
market. Because, honest to God, how is the in-
dustry going to survive if you have busted deals
all over the place?

WILLIAMS: The original lenders didn’t like
these deals, so they wouldn't give you a mez-
zanine piece to close it. It was only those few
sponsors that have been in long enough to
have a long track record to prove they could do
it that could get access.

Once you get large enough, you get a credit
facility and you can raise some of your own
funds. That's a big topic in the industry right
now — how the smaller sponsors are going to
fare when it's taking longer to raise equity.

Flight to Quality Sponsorship

CREJ: Would you say the quality of sponsorship
is better today than it was before?

LEVINSON: Through the Tenant-In-Common As-
sociation and other organizations, there is a
genuine commitment by the vast majority of the
participants to high operational and ethical
standards.

EXETER: TICA is trying to come out with a best-
practices statement, and most are trying to im-
plement and live by the best practices. The
other side of the coin is that the market has
done so well, the smaller providers are jumping
in at the fringe. That concermns me. They don’t
follow the best practices, and that will harm the
industry.

WINN: Securities sponsors are being chal-
lenged by the NASD, the Tenantin-Common
Association best-practices memo, third-party
TIC due diligence firms hired by broker-dealers,
broker-dealer due diligence officers and regis-
tered reps. Real estate TICs have adopted
parts of the TICA best-practices memo. If they
are members of TICA, there may be some
scrutiny by real estate agents. But there are
no independent due diligence firms or officers
scrutinizing them.

SIMMONS: When you go from three or four
sponsors to 12 to 80 in three years, that
makes me nervous. I'm not going to sit here
and say, there’s all these bad things happen-
ing. It's just the numbers thing.

WINN: We have seen a lot of ignorance out
there in how to properly structure and under-
write a TIC transaction. Some new firms think
because they have managed real estate for in-
stitutions, they can do the same for TICs. This
is not the case.

In the TIC world, we plan for no capital calls
during the hold period and a stable cash-on-
cash return, thus managing the cash. In the in-
stitutional world, cash-on-cash returns can fluc-
tuate and there is a mechanism for capital
calls. The result has been more TIC investment
options both in quantity and property type.

WILLIAMS: Here's the thing that's interesting
about our industry versus any other industry
right now. Some properties have gone some-
what south, but nothing huge that’s blown up
and made the cover of anything, and everybody
is so talking about when it's going to happen.
Yet we don't hold the stock market, mutual
funds, anything else to that same level of
scrutiny. If there’s 2,000 mutual funds on the
stock exchange and if 1,500 of them are good,
nobody is saying there’s something wrong with
mutual funds. Same thing with the stock mar-
ket. We're the one industry that is holding our-
selves to this level, of no mistakes allowed.

SIMMONS: Investors hold us to an even higher
standard than the standard to which they hold
themselves.

WILLIAMS: | have a great story for that.
| sent plagues to all our investors, with a pic-

CONTINUED ON PAGE 30
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ture of the property and location and amount
invested, and an investor called me back di-
rectly. He says, “Hey, | wanted to thank you
for the plaque. First of all, | hope that didn’t
come out of the operating expenses of the

he bulk of the people I'm dealing with are not so
concerned about the upside potential as they are of
the safety of the principal and a good income that is

greater than what they are getting today.’

— ROBERT “RUSTY” TWEED, Tweed Financial Services

property.” | said, “No, it didn't.” He said,
“Secondly, I'll be hanging that plague on my
wall when your property is performing as
promised.”

| called my property-management guys.
“How is this property doing? | mean, did
something happen here?” They said, “No.
Cash flow is currently at 7 percent.” Then |
went back into the archives, got the PPM,
and it said in year three the property would
be doing 7.1. This guy was that ticked off
about a 0.1 percent differential.

TWEED: The people we're dealing with,
they've all had bad experiences with prop-
erty management or being involved in some
partnership or lost money in the stock mar-
ket. They've made the decision to manage
their own properties for most of their life.
When they come to the point in life where
they want to do the tenant-in-common prop-
erty, they're giving up the control that they've
had for many, many years.

WEINSTEIN: About the caliber of the people
coming into the market, it's like everything
else, you've got some great and some not so
great. | was at a TICA meeting in Las Vegas
and | met people with the credentials that
you would want to find in any white shoe
firm, any top-notch brokerage house, lots of
ivy hanging from their resumes and experi-
ence coming from some of the really big
banks and brokerage houses. We're very im-
pressed with the quality of people in there.

When Good Deals Go Bad

CREJ: In the isolated handful of examples of
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a TIC deal that went bad, what happened to
the investors? What happened to their in-
vestment?

TWEED: We've done 60 TIC deals. Out of
those, two have been underperforming. Now,
on a percentage basis that's pretty amazing
for any type of investment.

What happened on one of those deals
was a REIT had gotten in the TIC business
and the deal was underperforming quite a
bit, so luckily, the sponsor offered to buy out
the tenant-incommon owners.

The other property had an issue with one
of the tenants giving up their lease and leav-
ing. It didn't create a horrible problem, they
got new tenants in there, but because they
had to use the reserves for tenant improve-
ments, cash flow is going to be soft for about
six months while they replenish the re-
serves.

It brings home this whole point of diversi-
fication. All the clients that we're dealing
with, we make sure they have enough liquid-
ity and enough other investments that if one
of the TIC deals doesn’t perform like it's
supposed to, they're not going to be left in
the lurch.

WINN: We have seen some properties not
meet their projected cash on cash return or
overall returns. We hear that some deals
may have been or are in more difficulty. With
the number of TIC-owned properties, some
properties would be expected not to perform
as planned, which is not any different than
other forms of real estate ownership.

CREJ: What should we be watching for with
regard to regulatory and legislative
scrutiny of the market? Is there anyone
watching out for the industry or lobbying on
its behalf in Washington D.C.?

LEVINSON: The Tenant-In-Common Association
has engaged a lobbying firm in Washington.

There's been a suggestion that there are
similarities to the '80s. The difference is
that the transactions in syndications of the
'80s were based upon taking deductions
that might not have existed, or deduction on
monies not paid. Today these transactions
emphasize the economics of the transaction
and are simply executing on what has been
a traditional tax-favored 1031 exchange pol-
icy for many years. It doesn't seem to me
that this industry is going to be threatened in
the long run.

WILLIAMS: The legislators are looking at
TICs right now as a revenue generator. This
year, in an attempt to balance the budget,
someone threw in a line item that would
have eliminated people’s ability to roll a
1031 into a TIC. They thought it would add a
billion dollars to the budget. It's the simplis-
tic view, that if we just eliminate TICs that
those people would have paid taxes at 25
percent, and we would have collected that
billion dollars. Reality says, if most people
can't do TICs they won't sell. A billion dollars
is back off the table.

WEINSTEIN: And that's a huge incentive for
the government to keep the real estate mar-
ket moving. People are willing to pay retail or
retail plus for properties. That sure helps the
overall real estate industry.

WILLIAMS: Yes, the industry is mobilized.

The National Association of Realtors, which
is one of the most powerful lobbies in the
United States, doesn’t want to see anything
happen to 1031. 1031 keeps real estate
flowing and moving and assists the econ-
omy. They're meeting with the Senate Fi-
nance Committee. They've hired one of the
top five CPA firms in the country. They've
hired lobbyists in order to get the access to
speak to those folks.

We were able to get the legislators to take
that line item off the table this time, only be-
cause it never went through in a discussion.
Are we a little nervous about that? Sure.

End of the Cycle

CREJ: We are starting to see the early TIC in-
vestors reach the end of the cycle. Are TIC
pioneers looking to come back into another
TIC opportunity?

SIMMONS: People that got in for a reason,
their expectations have been met on the few
properties that have gone full cycle, and
they're just going back in and doing it again.
If you went into a TIC because you hated
your tenants, you had little cash flow and you
didn’t want to pay taxes, and then you got
the cash flow, you doubled or tripled your
monthly income and you eliminated being a
landlord, why wouldn't you do it again?

WILLIAMS: One of my favorite sayings, and
it applies so perfectly to TICs, is: Happiness
is expectations minus reality. So long as
you've met those — the reality of their in-
vestment meets their expectations, they're
going to be happy. We've turned over six
properties, and probably 90 percent-plus of
our investors came back with us. The re-
mainder went into other TIC deals. | can't
think of anybody that just went back out-
side. They had a fairly favorable experience.

SIMMONS: If you're 65 years old and you in-
vested in a TIC deal and your expectations
were met five years ago, and now you're 70,
| can't imagine anybody saying, “Boy, | really
miss those good-ol' landlord days when |
would go deal with my tenants.”

WILLIAMS: If you polled the industry on guys
that had full-cycle deals, it gets in the high
90s, the percentage that stayed within TICs.
Some of them just cashed out.

WINN: Our experience is that 99 percent of the
investors stay in the transaction until the prop-
erty as a whole is sold. Passco has had 12
transactions go full cycle in the last 5 years.

The typical property hold period has been
3 to 6 years historically. Looking forward, it
will be 7 to 10 years. In general, we are see-
ing about 80 percent reinvestment into a
1031 exchange opportunities and about 20
percent choose to pay the tax.

SIMMONS: The only ones that | know of per-
sonally where they’ve cashed out has been a
death in the family and the kids just wanted
the cash.

EXETER: We find most of our clients, once
they're in TICs they pretty much stay in TICS.
Very few go out.

Innovation In a New Industry

CREJ: Let's look at innovations coming to
CONTINUED ON PAGE 32
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the TIC industry. Would you say TIC-financed
development is on the horizon?

WILLIAMS: It's not something that we've
done. | foresee more value-added transac-
tions. People are looking for greater returns
than what the marketplace can deliver right

aving been involved in the securities business, I've
seen a lot of securities litigation over prospectuses,
private placement and generally, in deals gone bad.
[t's not an entirely theoretical discussion when | look

at a confidential private placement memorandum, because I'm
looking at it from the perspective of having defended clients that
have. There's plenty of case law out there.’

— WILLIAM MARK LEVINSON, Alschuler Grossman Stein & Kahan LLP

now. Value-added deals can be either reposi-
tioning an asset or buying an asset that is
not stabilized and leasing it up. Both of
those things require quite a bit of money.

The problem in a TIC deal is, when you
combine that need with an exchange, you're
going to end up with taxable consequences.
If you hold money back out of an equity raise
and that money doesn't go into the sticks
and bricks of the exchange, but rather to pay
taxes on it, most folks are unwilling to get in-
volved in that transaction. You'd almost have
to create a bifurcated investment whereby
you had an exchange into the property, and
folks added let's say $200,000 dollars into
an account. Typically, these deals have zero
cash flow upfront, but hopefully a higher total
return on the back end.

We'd like to do it. The investor that's typi-
cally being led to our table is just not sawy
enough for it — even though we might be
able to provide 20, 25 percent yearly re-
turns. When it's all said and done, most
folks are just not going to get it.

EXETER: That may change as the demo-
graphics change. More sophisticated people
are coming into the TIC market. They're
younger folks who are looking to invest, so
they may drive that at some point in time.
Right now, it's a more conservative demo-
graphic base.

WEINSTEIN: We're seeing some people
doing some things that, unfortunately, we

PAGE 32 DEC. 4,2006 CALIFORNIA REAL ESTATE JOURNAL

SPECIAL SPONSORED SECTION

can't talk about at this point because they're
still proprietary. Within that envelope — of 35
investors, and so many dollars they can com-
mit, and real estate-related — we're seeing
people pushing the bounds. Some really
smart lawyers are thinking about, if we push
a little more air into that envelope, can we
make sure it doesn't pop, and still drive
business into the marketplace? You just have
to stand back and watch, and a year or two
from now say, “Why didn’t we think of that?”

SIMMONS: We're actually offering a real es-
tate development deal, but it's with non-
1031 money. It's pure equity. There are
some questions about, if you're buying the
land, can you 1031 on the back end? Prob-
ably, but at the same time, we want to keep
it nice and clean and the easiest way to do
it is non-1031 on the front, non-1031 on the
back. It's an investment that's going to
make you 20, 25 percent annualized re-
turns.

WILLIAMS: The TIC industry does not nec-
essarily need to be stretched. There are
ways to get into those investments and do
those types of investments. TIC may not be
the vehicle for it. We can certainly put to-
gether partnerships or other structures in
order to do that.

Final Thoughts

CREJ: What will drive the next wave in the
TIC industry and help it grow?

LEVINSON: The continued creativity of the
participants in the marketplace and the
sponsors and syndicators.

WINN: Innovation requires a foundation of
knowledge. In order to practice in the TIC
arena people need to develop skills and ex-
perience. Skills are best obtained by hiring
qualified leaders, managers and staff who
have worked in the TIC environment. Also,
selecting the correct advisors who have ex-
perience real estate transactions along with
tax and securities attorneys that understand
the nuances of TICs is critical.

SIMMONS: It's what drives innovation in any
industry: the market. When your customers
no longer like what you want, or you see an-
other market segment or a channel that
says, | would like this particular product, if
you could tweak it slightly, that's what's
going to happen. The sponsors that have
their ears close to the market will respond.

WEINSTEIN: Demand is going to cause new
sponsors to come in and old sponsors to do
different things. There's an awful lot of brain
power going at the problem right now. We are
dedicating a lot of energy and capital to this
market, and launching new products, such
as Syndicator Exchange, that is directed to
this industry, because we think it's a huge
opportunity all around.

WILLIAMS: I'll take the opposite position
and say that quality is what's going to drive
growth going forward. When we start throw-
ing words around like “creativity” and “inno-
vation,” what does it mean? There’s not
much more we can do. It's dirt, dirt and
steel. | mean, there’s not much more we can
do with it. We can’t change its location. We
can't change anything about it. We can only
change the way it's underwritten and sold.

We're not going to be an interest rate or
a cap rate environment, in which bad deals
are going to be saved by cap rate compres-
sion. There have been quite a few deals
that had cap rates not drop. They've been
underwater right now and they've been in
cash call. By virtue of buying during a rising
tide, they're able to sell and still call it a
success.

This question is best asked two years
from now. If a good portion of the deals go
bad, and we can see a commonality be-
tween them, then they're going to eliminate
that from the market segment, and the sur-
viving companies will be the ones with qual-
ity assets.

SIMMONS: | know what you're saying as far
as innovation and creativity, but the innova-
tion comes in products, good-quality prod-
ucts that are different. Most people think
TICs, and they think it's multifamily, it's re-
tail, it's office, whatever it is, as opposed to
ground leases or a land-banking program or
something like that, where it's a different
product for a different need. As long as the
quality is there.

EXETER: One of the next big waves in inno-
vation is going to stem from demand. As we
have more product out there, and more in-
vestors that hold this product, there's going
to be a secondary market. | don't know how
we will deal with it.

TWEED: We're still early in the game, but
two, three, four years ago that turned out to
be a big plus.

WILLIAMS: That's a hot-button issue be-
cause one of the primary things the legisla-
ture was talking about when they were look-
ing at TICS was, “This stuff looks like a se-
curity. If it can be bought and sold like a se-
curity, then it shouldn't be a function of
1031.”

One of the issues was liquidity. They said
land has always been considered illiquid. |
don't think we'll ever get to that point, and
the reason becomes the lenders. If these
were all-cash deals, people could just sell
them easily. The lender is the one that's
going to require an assumption, and as-
sumptions take time and that person that's
buying it is going to have to be underwritten
and it's going to cost money.

If we ever got to the point where all 35 in-
vestors could go out and get their own loan
or the loan is actually split into 35 pieces, so
if one guy sold, a new guy could just come in
and reapply for a new loan with any bank that
he wanted, then maybe you've got a liquidity
feature.

TWEED: You've got to understand, the peo-
ple we're dealing with are already taking a
big leap from a duplex or a four-plex into a
16-story office building. We already have a
lot of complexity for them to grasp to start
with. Getting any more innovative is a big
leap. Truthfully, we want good quality deals
that people can rely on and get their cash
flow and count on it, and that’s going to cre-
ate the growth in the industry.

CREJ: Gentlemen, it is clear that from the
discussion today that the TIC industry has
grown and matured in a significant way and
this discussion should resolve some of the
misgivings of the naysayers.

Thank you for an insightful discussion. dli
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