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SUGARLAND, TEXAS, UNITED STATES,

June 2, 2023 /EINPresswire.com/ -- The

recent reporting on foreclosures of

apartments in Houston highlights

some of the challenges that the

multifamily sector and the syndication-

based entity structures used for the

same have been facing recently. The

rapid increase in interest rates and

foreclosures of portfolios have brought

an acute media focus. 

Though the syndicated model has

democratized access to investments

previously open to only a handful of

investors, there may be an opportunity

for the model to evolve further. This may be the right time for industry sponsors, investors and

lenders, and other stakeholders for a thorough introspection.

It is true that some deal sponsors have been acquiring assets in large numbers while not scaling
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the teams needed to manage the acquisitions.  In such

cases, it has contributed to the performance issues at

assets owned by those deal sponsors. Even though there

are property managers, there is substantial effort involved

in just getting them to perform. We are now realizing that

having the balance sheet necessarily does not translate to

the operational experience needed to execute in

http://www.einpresswire.com


challenging times. 

Investors who were rushing into the sector adopted a mindset that nothing could go wrong with

the multifamily sector as that is what they learned at boot camps and social media. To be fair,

many investors did see phenomenal returns when the deal, the deal sponsors, and the

execution were aligned. The investor FOMO did result in many investors not doing the thorough

due diligence required on the deal or the sponsors. Moreover, many investors underestimated

the knowledge and training to take on investment decisions on their own. 

Investors need to be aware of the good bad and ugly and that investments carry risk and that

there are times when despite all the efforts by the sponsorship team, the asset may not perform

and that they could some/all of their investment. 

Sponsors come from all walks of life, with and without prior work experience. Given the nature

of syndication structures and the shared responsibilities that come with those partnerships,

vetting partners is key for those entering the industry as partners/co-sponsors. With regard to

education itself, there needs to be more emphasis on the legal and fiduciary aspects of the

same.

The financing of large acquisitions seemed to be sound in a scenario where everything was going

per plan; none of the underwriting could have factored in rate hikes of this magnitude in such a

short time. Many lenders were lending aggressively in 2021 and early 2022 offering innovative

bridge loans with floating rates, which have now turned out to be liabilities for the lenders and

operators. 

Given the current market scenario, some lenders are working collaboratively with borrowers on

creative forbearance programs to smoothen the transition through these rough times. However,

some lenders are less forgiving with the borrowers, even though they face the prospect of losing

goodwill and long-term business in the process.   

As the industry is evolving, CareventuresCapital is taking the lead on a new model by adopting

no-fee syndications where sponsors get paid only when investors realize gains. Investor

communication and engagement need to be intensified. Currently, many sponsors share

monthly financial statements and project summaries with the investors. To increase

transparency, CareventuresCapital proposes more engagement with investors that includes a

monthly conference call to walk through the project status and address questions. 

Dr.Saji Salam who runs the private equity firm Careventures Capital

(www.careventurescapital.com) based out of Houston with about $ 100M AUM, is a management

consultant, accredited real estate investor, and apartment owner/operator. He can be reached at

saji@careventurescapital.com
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