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DISTRESSED FUNDS

Project focus -

The real deal

The global downturn has dealt a poor hand to developers and the funds seem
to hold all of the best cards — but how many deals are actually being done?

%%, Inanindustry where optimism
_,w-,} has taken a battering, property
a"f'“" funds provide perhaps the best
source for good news recently.
The funds themselves, of course, are
excited by the prospect of snapping
up properties at bargain prices. In the
UK, commercial property tycoon Nick
Leslau said in June that launching his
Aim-traded Max Property Fund with
£220m to spend in the current market

made him feel like a kid in a sweet shop.

He's not alone, There's a real feeling, as
Nicholas Christo puts it, that "for funds
with the money to transact, their time
is now". His company, Christo & Co, has.
£500m of property under management
and is currently working with a new
Middle Eastern fund locking for trophy
assets above £50m in the prime areas
of London.

However, there's optimism among
developers too, and hope, particularly
those looking to snap up distressed

property that they may be able to
rescue projects in difficulty and replace
the badly needed credit streams. There’s
also the possibility that such funds could
form the basis of an upturn.

Certainly that's the case in Dubai,

for instance, is currently setting up the
structures for a couple of funds for big
clients."As | see it, it’s the beginning, the
very first steps, of the uptum?”

Itis going to be a long journey,
though. On the one hand, enthusiasm

We have to be part and parcel of the developer’s DNA. The
developer must absolutely, completely and uncompromisingly
share the decisions with us. Personally I'm not interested in
doing any transaction where I'm not part and parcel of the

decision-making.

where the arrival of distressed property
funds is taken by some to mark the very
start ofa turn,

“Once these funds start buying it will
really mean you are beginning to create
ademand for property again,argues
Hamish Walton, partner in the financial
services practice at Dubai solicitors
Clyde & Co, Few if any are buying yet,
butit's not just talk, he says; his firm,

Ajoy Kapoor, Saffron Asset Advisors

for funds is not universal. There's a
suspicion that 'vulture funds’are adding
to developer's problems by helping
maintain downward pressure on prices,
and in turn keeping the banks reluctant
to lend while prices continue to fall. The
more persuasive complaint, though, is
that there's actually very little activity.
Much of that is down to hand-sitting.
Take Waldeck Capital LLC, which has

launched its Global Hospitality Recovery
Fund to raise up to €1bn to acquire
luxury hotels. It aims, like many of the
funds, to make its first acquisitions in
either the last quarter of this year or the
first of next one, However, according to
CEQTom Smit, it’s in no hurry,

“How long can we wait? As long
as it takes to get back to a market
with sensible pricing,” he says. So far,
that strategy has done it no harm,
he points out. Take the asset it was
recently offered from one hotel owner
for €120m; in December the price was
€180m.“That's a €60m discount in six
months’ he says, adding that he's not
interested anyway.

Funds need money too

There are also some who question how
much finance is really available out
there. Back in Dubai, the head of the
corporate advisory service at Jones Lang
LaSalle, Andrew Charlesworth, cautions
thatit’s possible to exaggerate the
opportunities.“You have to remember
that the funds don't just need a concept;
they also need investors,” he says, " There
are certainly a lot of funds out there, but
have they actually raised $200-300m
from investors? | suspect the answer ta
thatis not yet”
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