Bucking the TIC Trend

THE TENANT-IN-COMMON
investment business has grown dramat;-
cally in just a few short years and, conse-
quently, so have many of its key players.
A case in point is SCI Rea] Estate
Investments LLC, A year-and-a-half ago,
the Los Angeles-based company had
about 35 employees operating out of a
single office. Today, it has 100 staffers
and contractors ip more than 25
branches across the US, and its TIC
Property portfolio, worth in excess of $1
billion, keeps growing.

Notably, the Company has achieved
that growth while bucking the most pro-
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nounced trend within the TIC 1031-
exchange industry: SCT is among a smal]
minority of sponsors that does not struc-
ture its investment offerings as securities.
Rather, SCI is selling its product purely
as real estate—ga point, Say company
executives, that puts them ip good stead
with commercial brokers,

“I'm trying to position SCI to be the
most real estate brokerage—friendly spon-
sor out there,” says company founder
and president Marc Paul. “How can »
potential TIC investor really analyze his
options if he’s not dealing with a com.-
mercial real estate brokey?

By Michelle Napoli

“Approximately 95% of all real estate
exchangers go into 5 sole—ownership
deal and only a real estate broker can
show those Properties,” he adds. “T think
it’s important to investors to have the
services of a commercia] real estate bro-
ker to show them both sole—ownership
properties and the TIC alternative so
they can make an informed decision.”

The key difference between the com-
Pany’s real estate-only platform and that
of the securitized majority has to do with
a sponsor’s ongoing involvement in a
Property once it is sold to the TICs, SCI
executives stress. Most Sponsors remain
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asset or Property management responsi-
bilities. The Property is controlled by
the investment 8roup and its third-party
Service providers, “SCI exits al] asset

moment the TICs come into deeded fee
title, which is completely different thap a
securitized model,” explains Pay].

The distinctions are important, since
legally, only securities licensees can be

paid a commissiop for selling securities
products. Likewise, receiving compensa-
tion for selling real estate In most states

disagreed with the notion that most spon-
SOTs are correctly structuring and selling
their TIC investments ag securities,
though they do note that some on the
Securities side of the business may be
ignoring state real estate licensing require-
ments. When it comes to any real estate-
Versus-securities discussion, Paul wants (o
make sure a picture of the different busi-
ness models is not painted with broad-
brush strokes. It is possible, he says, for a
TIC product to be structured in a way that
it does not constityte a security,
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To back up its beliefs and offer a cer-
tain comfort level to investors and real
estate professionals alike, SCI says it has
invested heavily in legal opinions that
Support its non-securitized platform,

Since making the announcement late Jagt

oped “with at least two major law firms,”
says SCI’s CEQ, Douglas E.johnstonjr.
“We believe, and our law firmg agree,
that we have developed and perfected a
mode] that correctly allows us to distrib-
ute TIC interests a5 purely real estate
and not as securitjes.”

Paul adds: “We have spent a tremen-
dous amount of time,

estate-only platform. We're very com-
fortable that it does.”

In order to achieve those legal opinions,
SCI had to make some adjustments to the
way it structures jts transactions, which
Paul is reluctant to describe in detail,
claiming that much of it is Proprietary.

All of these efforts have led SCI to seek
a patent for its business model. Johnston
says he expects the Patent application to
be published later this year by the US
Patent and Trademark Office, “It’s a sig-
nificant piece of work and it outlines the
business Process that we alone developed.
It is different from any other process cur-
rently in the TIC market,” he says.

While that product and businesg model

the tenants—in-common business, Paul and
co-founder Robert Robotti started the

company in 1994 to invest in earthquake-
damaged Properties throughoyt the Los
Angeles area, When the IRS issued
RevProc 2002-22 in 2002, which
Spawned what one might consider the
modern TIC era, the dug decided the

extension of jtg Previous experience in
syndications,

During 2005, scr acquired approxi-
mately $500 million worth of properties,
Tepresenting aboyt $200 million of
investors’ equity. Earlier thig year, com-
pPany executives stated that they
€xpected to purchase at least $1 billion
of properties during the 2006 calendar
year alone. Paul noy, anticipates closing

of equity, it’s a lack of suitable TIC prop-
erties,” he adds.

The COmpany’s acquisition activity
continues to center o retail and muyly-
family assets. Jts Property type prefer-
énces are based on retail’s “stability of

COO Andrew Van Tuyle. As for multi-
family, the firm cites such attribytes as

8reater potential for upside,” he says,
Geographically, the firm looks at both
real estate fundamentals ang popula-
tion/job growth stories, but other influ-
ences also play a factor, says Van Tuyle,
who heads up the acquisitions team. For
instance, while Florida wag a¢ one point

the negative impact of the condo conver-
sion craze on prices, he says. Markets in
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which SC1 has bought or may buy in the
future Albuquerqueé, the
Carolinas, parts of Dallas, Pennsylvania
and Phoenix.

gCP’s sweet spot, says Van Tuyle, is

include

properties with price tags between 20
million and $45 million. Among its more
recent purchases was the Chino Towne
Center, 2 ll6,673—sf asset in Chinos CA
that is anchored by 2 Gigante supermar-
ket. The only transaction detail disclosed
was the cap rate, at 6.24%. Also added to
the portfolio was Brodick Hill
Apartments, a 312-unit property in
metro Atlanta for which the company
paid about $25.2 million.

SCI has also begun expanding within

sCl paid approximately $25.2 miltion for the
Brodick Hill Apartments, a 312-unit property

\ocated in Metropolitan Ananta.
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FOCUS

1t recently off
ge Station, ™.

sCl has begun puying in the student-housing sector
College Station, near Texas ASM University in Colle

ered investors the 292-unit Gateway at

the multifamily sector to include student
housing. It recently offered investors its
frst acquisition in the segment, which
has become increasingly popular with
institutional players in particular. The
property, the 992-unit Gateway at
College Station, is near Texas A&M
University in College Station, TX.

gClisin the process of negotiating the
purchase of geveral other assets, says
_«We have been spending the
better part of the year researching the
industry,” he adds. “Student housing
deals tend to have 2 little higher yield
than multifamily and our investors obvi-
ously like that.”

Given that sCl is selling out its TIC
interests, it appears that indwrdual
investors approve of the firm’s choice of
assets.

«They have good properties with cred-
jitworthy tenants,” says$ Charles
Lederman, president of Charles

Rey, CA, who has brokered his clients’
investments in SCI vehicles. «They also
get good financing terms for their pur-
chases, and they’re not overleveraged.”
Cathy gcullin is an S

Capital in Encino, C

Lederman and Associates in Marina del

/,,SCLBeaLEsrateJn!esrmentsLLQ-,,

her own money in about 10 SCI deals
during the past three years. “
become one of the larger players in the
market and, as & result, aré able to 1ook
at more and higher—quality properties,”
she says. “1 think if they wereé churning
out offerings for nine of 10 properties a
month, 1’d be extremely concerned,
because 1 don’t think there are that
many great propertres out there. The fact
that they're looking at 2 lot of buildings
and parrowing it down to one or two
makes me a little more comfortable that
they're not compromising on the selec-
tion process.”

Scullin says the fact that SCI remains
a co-owner in the property gives her a
sense of confidence. “If somebody’s not
willing to put their own money in the
deal, 1 don’t know if 1 want to put mine
in, either,” she adds.

So what's pnext for a company that last
year was ranked the seventh largest pri-
vate investor in US retail properties by
Real Capital Analytics Inc. and pumber
319 on Inc. magazine’s list of the coun-
try’s 500 fastest—growing private compa-
nies? In addition to expanding its portfo-
lio of TIC properties, SClis considering
the possibility of licensing its business
model. «We have been approached by a
couple of current and prospective spon-
sors about our willingness to license it,”
says ]ohnston. «We're open to it, an
we've had discussions with more than
one party.” (SCl declined to name the
interested sponsors.)

SCI also plans to keep prornoting its
real estate-only TIC business model
through the brokerage community. The
company recently announced a new pro-
gram «to deepen OUr relationships with
national brokerage firms by offering up
TIC properties on an exclusive listing
basis,” says Johnston- «This is unique
and it’s been extremely well received by
the executive strata of national broker-
age houses.” Agaim SCL declined to
name participants in the program,
though they did say announcements are
forthcoming.

«We distribute our properties exclu
sively through licensed real estate Pre
fessionals, and you’ll see us clarifyir
that,” remarks Paul.
be marketing 10 principals, 10 the TIC
themselves. We feel that the people be
qualified to assist TICs are licensed ¢O
mercial professionals.” *

«We will not eve
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