
Before we close out 2012, we wanted to share some thoughts on 
what has been an encouraging year in terms of institutional capital 
flows. We have been pleased to see institutions on a global basis 
slowly returning to allocating capital into real estate (yes, includ-
ing investing in funds), but things are far from the old normal. 
Characteristic of the new normal, though, is the unprecedented 
scope of due diligence conducted by investors and consultants.  
Although the diligence process is more time-consuming for man-
agers and in the words of one manager “just brutal”, the result 
is no doubt a more informed decision by the investor. That said, 
we continue to scratch our heads as perennial under-performing 
managers continue to make it through diligence and raise capital 
in this environment.

In one of our earlier Market Commentaries, we observed with amazement that many managers, particularly when 
fund raising, present their track records on a projected basis, without any presentation of performance based on 
current valuations. Projections are one metric of potential performance, but our view remains that current valua-
tions are a more relevant and objective metric. 

Particularly challenging for investors is conducting due diligence on portfolio investments held by value add 
and opportunity funds, including transitional and development assets. The task of testing current valua-
tions is difficult. However, as quarters pass, the math won’t lie and managers will either deliver on their  
current marks or not. While past under-performance may be tolerated by investors, ongoing deterioration 
in performance against the backdrop of stable to increasing market-wide property valuations will not. As one  
institutional investor commented, “I just don’t want to have to go to the CIO with more bad news every quarter.”
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“Those are my principles, and if you don’t like them...
well, I have others.”  GROuCHO MARx



By a number of measures, property markets troughed from a valuation perspective in late 2009/early 2010, and 
have since delivered positive performance across geographies and asset sectors. This is true for opportunity and 
value add funds, as well. According to the NCREIF Townsend Fund Returns, opportunistic funds delivered a total 
return of -55% between the 1st quarter of 2008 and the 4th quarter of 2009, at which point average performance 
bottomed. Since the 4th quarter of 2009, opportunity funds have delivered positive performance results in all but 
one quarter.

We have observed that some managers have continued to write-down investments and deliver negative returns, 
quarter-over-quarter. We would not expect that the performance of all managers correlates to broader industry 
trends, but after a series of these observations, we decided to analyze the data. We focused on the dispersion of 
investment performance, as reported by Preqin, for vintage 2004 to 2008 funds in excess of $200 million in equity 
capitalization. We compared current valuation multiples (i.e., the sum of actual distributions to date and remain-
ing value, expressed as a multiple of called capital to date) as reported in the 4th quarter of 2010, a point at or 
following the market bottom by all measures, to current valuation multiples as of the 2nd quarter of 2012. 

On a “same store” basis, managers reported an average increase in current valuation multiples of 12.6%, with 
approximately 83% of the managers reporting positive performance at an average increase of 16.7% since the 
4th quarter of 2010. In our view, this demonstrates that the substantial majority of managers reported bad news 
early, and has since delivered positive news. However, 
17% of the managers, or nearly 1 in 5, have contin-
ued to deliver bad news, with an average decrease in 
current valuation multiples of -10.5%. It is also worth 
noting that the 17% who continued to deliver lower 
performance results started in a worse place. At the 
start of our analysis period, those managers reporting 
gains going forward averaged a 0.85x current valua-
tion multiple, while those who reported further write 
downs averaged a 0.72x current valuation multiple. 
Sometimes the worst news is the hardest to deliver, 
but all the more reason it should be delivered early 
and definitively.
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* Represents the sum of actual distributions to date and the remaining value  
of unrealized investments held by the fund, divided by called capital to date.



The conclusion we draw from this is that managers, on average, took their medicine and marked down their port-
folios accordingly. Time will tell whether the magnitude of the mark downs was sufficient. But we firmly believe 
that managers who deliver realizations at, or above, their marks over time will generate substantial goodwill with 
their clients, while managers that miss their marks will be held accountable. For managers, good advice to heed 
is that “bad news does not get better with time”, and as always, “hope is not a strategy.”

It should be noted that while we fancy ourselves as number geeks, we will readily admit that our analysis may be flawed on 
several fronts. First, the data set is limited (87 funds out of a reported 685 funds raised between 2004 and 2008 in excess of 
$200 million in equity capitalization) and the methodology of reporting across managers is inconsistent. That said, our gut 
feeling is that there is likely a positive bias to the performance figures contributed to Preqin, as better performing managers 
are more likely to contribute their performance figures. If this supposition is correct, the actual proportion of negative per-
formers would be higher, further supporting our analysis. We will endeavor to update our analysis over the coming quarters 
and years, because, as we said, over time the math won’t lie.

And, as 2012 draws to a close, we want to say that we have enjoyed having the opportunity over the past 12 months 
to renew long-standing relationships around the world and to make many new friends. We feel optimistic that 
the global real estate investment community is focused on the “constructive engagement” we described when 
we wrote our first Market Commentary over three years ago. We can now look back on significant improvement in 
markets, portfolios, and the outlook for performance across many funds, as well as the advancement of portfolio 
strategies to help global investors achieve their investment objectives.

In closing, we are reminded of a recent movie that depicts the story of a group of British senior citizens who decide 
to re-locate to India seeking a new, different and hopefully more cost-effective life abroad (Note: We predict that 
this is not the last time we will hear about seniors from the developed world relocating to the developing world 
seeking a lower cost of living and affordable health care).

In this story, the collection of Englishmen and women finally arrive at the hotel after a cinematic odyssey involving 
planes, trains, buses and more, to find that their new home does not live up to the photos and glowing descrip-
tions they had seen in the brochure. Notwithstanding, this disparate group eventually comes to appreciate the 
simple joys and simpler existence of life at this hotel. The central, defining theme of the story is periodically re-
affirmed by the young and enthusiastic Indian manager (and the inspiration behind this new business) who, when 
confronted by his guests complaining about the reality of the hotel versus his glowing brochure prose, reminds 
them: 

“Everything will be okay in the end. If it’s not okay, it’s not the end.”

Is everything “okay”? Clearly not! But then that must simply mean that the cycle is not yet complete, and that the 
evolution of the real estate private equity and private funds industry remains a “work in progress.” Hopefully, as 
our hero in the movie has reminded us: Everything will be okay in the end.

We wish our friends and colleagues in the industry a joyous holiday season and a happy and healthy New year.
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* All u.S. regulated capital market and securities advisory services are provided by Hodes Weill Securities, LLC, a registered broker-dealer with the SEC, and a member of FINRA and SIPC, and 
internationally, by non-u.S. Hodes Weill affiliates. 

Further information about the Company and backgrounds for the professional team can be found on the Company’s 
website at www.hodesweill.com or by calling 212-867-0888.

This document is only intended for institutional and/or professional investors. This material is intended for informational purposes only and should not be relied upon to make any investment decision, as 
it was prepared without regard to any specific objectives, or financial circumstances. It should not be construed as an offer, invitation to subscribe for, or to purchase/sell any investment. Any investment or 
strategy referenced may involve significant risks, including, but not limited to: risk of loss, illiquidity, unavailability within all jurisdictions, and may not be suitable for all investors. This publication is not 
intended for distribution to, or use by, any person in a jurisdiction where delivery would be contrary to applicable law or regulation, or it is subject to any contractual restriction. 

The views expressed within this publication constitute the perspective and judgment of Hodes Weill & Associates, LP at the time of distribution and are subject to change. Any forecast, projection, or 
prediction of the real estate market, the economy, economic trends, and equity or fixed-income markets are based upon current opinion as of the date of issue, and are also subject to change. Opinions 
and data presented are not necessarily indicative of future events or expected performance. Information contained herein is based on data obtained from recognized statistical services, issuer reports or 
communications, or other sources, believed to be reliable. No representation is made as to its accuracy or completeness.

	 CAPITAL	RAISING

•  Private funds, joint ventures and investment 
clubs

•  Private placement of equity and debt
•   Business and company formations
• Transactions, co-investments and secondaries

	 ADVISORY	SERVICES

•  Mergers and acquisitions
•   Strategic and business planning
•    Restructuring and recapitalization of funds  

and portfolios
•   Fairness and valuation analyses

HOdes weill & assOciates

Hodes Weill & Associates (Hodes Weill) is a real estate advisory boutique with a focus on the investment and funds 
management industry. The firm is headquartered in New york and has additional offices in Hong kong and Lon-
don. Founded in 2009, Hodes Weill provides institutional capital raising for funds, transactions, co-investments and 
separate accounts; M&A, strategic and restructuring advisory services; and fairness and valuation analyses. Clients 
include investment and fund managers, institutional investors, lenders, property owners and other participants in 
the institutional real estate market. Through Tunbridge, an affiliate of Hodes Weill, the company makes investments 
alongside its clients in transactions, fund recapitalizations and investment management businesses.

The Partners of Hodes Weill have 100+ years of institutional real estate experience across many disciplines includ-
ing investment banking, restructuring, advisory, institutional capital raising and principal investing. The Partners 
leverage their deep skill set and a global network of relationships to provide advice and solutions to a wide range of 
complex situations impacting the real estate investment and funds management industry. Hodes Weill is employee-
owned and managed.

Some of Hodes Weill’s* activities include:

New YORK
850 Third Avenue,
15th Floor
New york, Ny 10022
(212) 867-0888

HONG KONG
Level 8, 2 Exchange Square
8 Connaught Place, Central
Hong kong
+852 2168 0697

lONdON
78 Pall Mall
London SW1y 5ES
+44 (0)20 3427 3624
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