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 What You Don't See in a PPM
~ Tim Nichols

The  Con f i den t i a l  P r i va te  P lac emen t  Me mora ndum ( “PPM” )  i s  i n t ended
to  p rov i de  f u l l  d i s c l osu re  o f  a l l  ma te r i a l  f a c t s  r e l a t ed  to  th e
s e c u r i t i e s  be i n g  o f f e re d .  Th e  c o n te n t  o f  a  PPM ge n er a l l y  f o l l o ws  t he
l a yo u t  a nd  c on t a i n s  th e  s e c t i on s  re qu i re d  i n  a  re g i s te re d ,  o r  pu b l i c
o f f e r i n g .  Bu t  as  t ho ro u gh  an d  l e n g t h y  a s  t h es e  o f f e r i ng  do c u me n ts
may seem,  t he re  a re  t yp i ca l l y  seve ra l  a reas  o f  impo r t an t  de ta i l  t ha t
a re  e i t he r  i n comp le te  o r  om i t t ed  f rom  the  t yp i ca l  PPM.  Un fo r t una te l y ,
g en e ra l  d i s c u s s i on s  c ove r i n g  e ve ry  p o s s i b i l i t y  h ave  s u p p l a n te d
spec i f i c  d i s cuss i ons  cove r i ng  wh a t  re a l l y  m igh t  happen  i n  any  de ta i l .
Fu r th e r ,  a u th o rs  o f  t h e s e  PPMs  d o  n o t  a na l yz e  t he  ec o n om i c s  o f  t h e
t ra ns a c t i on s  an d  t h e r e fo re  a re  no t  c a p ab l e  o f  p ro v i d i n g  t h e  f i na n c i a l
ana l ys i s  an  i nve s to r  needs  to  cons i de r .  Th i s  a r t i c l e  w i l l  h i gh l i gh t
s e ve ra l  a r ea s  wh e re  i t  m i gh t  b e  p ru d en t  t o  a s k  mo re  qu e s t i o n s .

The  t yp i ca l  PPM w i l l  cove r  a  desc r i p t i on  o f  t he  o f f e r i ng ,  a  de sc r i p t i on
o f  t he  as s e t ,  m a na g em e n t ,  c a p i ta l i z a t i o n ,  u s e  o f  p ro c ee d s  a n d  f ee s ,
r i s k s  a nd  c on f l  i c t s  an d  s u m m ar y d i s c us s i o n s  o f  r e l a t ed  ag re e me n ts
tha t  w i l l  be  a t t ached  as  exh ib i t s .  Theo re t i ca l l y ,  t h i s  shou ld  cove r
e ve ry th i n g  you  ne e d  t o  k n ow bu t  d r i l l i n g  d o wn  a  l i t t l e  d ee p er  t h e re
re ma in  many  open  ques t i ons .  Fo r  examp le ,  do  yo u  know wha t  r ea l l y
occu rs  a t  t he  m in imu m o f f e r i ng ?  Ca n  i nve s to r  f unds  be  r e l eased  f r om
e s c ro w w i t ho u t  t he  b r i dg e  f i n an c i n g  b e i n g  i n  p l a c e ?  W i l l  t h e  b r i d ge
te rms  a f fe c t  t he  i nve s to rs  re t u rn  i n  any way?  On  t he  re a l  es ta te  s i de ,
t he re  a r e  o bv io us l y  m a n y qu e s t i o n s  r eg a rd i ng  va l u e ,  c om p e t i t i on ,
e nv i ro n me n ta l  an d  p h ys i c a l  c on d i t i o n  i f  t h e re  a re  no  p ro fe s s i on a l
repo r t s  ava i l ab l e  a t  t he  t ime  o f  t he  o f f e r i ng .

A  b i g  wea k n es s  o f  PPMs  i s  t he  d i s c l o s u re  o f  s p e c i f i c  p ro pe r t y  i s s u e s .
How c a n  yo u  t e l l  wh e th e r  th e  p ro p e r t y  i s  h an d i c ap p ed  by  i t s  l o c a t i o n
( i t  m igh t  be  i n  a  g rea t  ma rk e t  bu t  i s  i t  v i s i b l e ,  access i b l e ,  i s  pa r k i ng
re a l l y  a de q ua t e )  o r  p hys i c a l  c o nd i t i on  (o bs o l e s c en c e ,  s t y l e ,
i n g r es s / e g r es s ) ?  Unp l a nn e d  f o r  c a p i ta l  exp en s e s  c a n  r u i n  th e
econom ics  o f  an  i nve s tmen t  by  w ip i ng  ou t  y i e l d ,  r equ i r i ng  cap i t a l
ca l l s  o r  encumber i ng  a  p rope r t y  w i t h  add i t i on a l  deb t .  V i s i t i ng
p rope r t i e s  i s  c r i t i ca l ,  and  ta l k i ng  t o  l o ca l  i ndu s t r y  pa r t i c i pan ts  i s  v i t a l
t o  you r  u nd e rs t an d i ng  o f  t h e  a s s e t .  Mu c h  o f  t h e  i n fo rma t i on  yo u  w i l l
g l ean  i s  ve r y  us e fu l  bu t  d i f f i cu l t  t o  de sc r i be  i n  a  PPM.

F ina n c i a l l y ,  u n l i k e  wha t  t h e  PPM p ro v i de s  yo u ,  yo u  n e ed  to
de te rm ine  t he  re a l  l e ve l  o f  l e ve rage ,  no t  deb t  t o  t o t a l  i n ve s tmen t
c o s t?  I s  t he  p r op e r t y  re f i na n c ea b l e  a t  t he  s am e  l e ve r ag e ?  Con s i d e r  a
7% cap  dea l  w i t h  i n t e res t  on l y  f i  na nc i ng  a t  70 % -  i f  cap  r a t es  move
a ga i n s t  you  o r  i f  va l ue  o r  NOI  de c l i n es  f o r  a n y re a s on ,  c a n  you
re f i nance  o r  w i l l  t he  i nve s to rs  have  t o  come up  w i t h  more  equ i t y?
W ho  wi l l  cove r  t he  cos t s  o f  t h e  r e f i ?  O f t en  t ime s ,  f und s  w i l l  need  to
b e  f ro n t e d  b e f o re  f u nd i n g .  Sep a ra te l y ,  i f  f u l l  l o a n  t e r ms  a re  p ro v i de d
in  t he  PPM,  you  m igh t  r ev i ew t he  l oan  app l i ca t i on  o r  commi tmen t  to
o b t a i n  a  g re a te r  u nd e rs t an d i ng  o f  t h e  l o a n  t e r m s .

Tax  o p i n i o n s .  C lea r l y ,  you  wan t  a  s t r on g  o p i n i o n  t h a t  t h e  a c q u i s i t i o n
o f  t enan t - i n -c ommon  i n t e re s ts  w i l l  no t  be  deemed  an  acqu i s i t i on  o f
p a r tn e rs h i p  i n te re s t s  f o r  t a x  p u rp os e s .  Bu t  wh a t  a re  t he  as s u m p t i o n s
m a de  by  t h e  l a w f i rm  an d  wh a t  a re  t h ey  n o t  o p i n i n g  o n?  Yo u  d o  n o t
h ave  t o  g u es s  wha t  t h e i r  o p i n i o n  d o es n ’ t  c o ve r  a s  th e y a re  u s ua l l y
ve r y  ca re fu l  t o  say  spec i f i ca l l y  wh a t  t hey do n ’ t  cove r .  Th es e  i t ems
n ee d  t o  b e  r ev i e we d  a n d  c o ns i d e re d  a s  t o  t h e i r  m a t e r i a l i t y .
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Ma na g eme n t .  B rok e r / d ea le rs  a re  g oo d  t o  s c ree n  a b ou t  ma n ag e me n t
c a pa b i l i t i e s ,  b u t  t he  a r ea  o f  t r ac k  re c o rd  u n de rs t a nd i n g  a nd
d i s c l os u re  ha s  be e n  e l us i ve  t o  t h e  i n du s t r y .  Th e  SEC Gu i de  5  f o r ma t
i s  t e r r i b l e  and  t he  t yp i ca l  l i s t  o f  eq u i t y  r a i sed  does  no t  he l p  yo u
d e te rm in e  i f  t h e  p r i o r  i nves tme n ts  ha ve  pe r f o rme d .  Th i s  i s  a n  a re a
t ha t  r eq u i re s  a n s wer s  b e yo nd  th o s e  p ro v i d e d  f o r  i n  th e  PPM.
Reve nues ,  NOI  and  d i s t r i bu t i on s  ne ed  t o  be  comp a red  t o  o r i g i na l
p ro j ec t i o ns .  Ba l a n c e  s h ee t s  n e ed  to  be  re v i e wed  fo r  re s e rve
ba l ances  and  work i ng  cap i t a l  pos i t i ons .  O f te n ,  d i s t r i bu t i on s  a re  made
a t  t he  expense  o f  moun t i ng  acc rued  l i ab i l i t i e s .

Th i s  i s  c e r ta i n l y  no t  a n  e xha u s t i ve  l i s t  o f  c o n s i de ra t i on s  whe n
re v i ew i n g  a  PPM.  Ho weve r ,  i t  c l ea r l y  s h o ws  t h a t  t h e re  i s  s o  m u c h
m o re  t o  k n o w a nd  un d er s ta n d  a bo u t  t he  re a l  e s ta t e ,  t h e  o f fe r i n g  a n d
t he  pe o p l e  be h i nd  i t .  De s p i te  ou r  i n du s t r y ’ s  b e s t  e f f o r t s ,  t he re  i s  n o
s i n g l e  s o l u t i on  o r  c h e c k l i s t  t o  c o ve r  a l l  t h e  b as e s .  Ac c o rd i n g l y ,
c a re fu l  re ad in g ,  p l e n ty  o f  i n f o rma t i o n  s h a r i ng ,  d i re c t  q u es t i o n i n g  a n d
f i sh i ng  f o r  more  i n fo rma t i on  i s  requ i r ed  to  re a l l y  unde rs tand  wha t  yo u
a re  g e t t i n g  i n to  as  you  c an n o t  f u l l y  re l y  o n  t h e  PPM d i s c u s s i on .

  


