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Brian Kingston believes
real estate private credit
could become the biggest
part of Brookfield’s
global property business.
By
and
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“When I look forward over 25
years, this business is going to be enor-
mous compared to what it is today —
potentially dwarfing our equity busi-
ness,” Kingston tells PERE Credit.

There are several factors influenc-
ing Kingston’s call: regulatory changes
will make it more difficult and costly
for banks to hold commercial real
estate debt; in conjunction, the US
banking sector, which comprises 4,500
banks, is consolidating. An aging de-
mographic needing more fixed-mn-
come investment options will help.

And while there is the obvious near-
term opportunity to make hay thanks
to a current market dislocation, King-
ston, who was part of the team when
Brookfield launched its first debt fund
25 years ago, believes it is critical to
look further down the line.

“The time period, in my mind, is
25 years,” Kingston says. “I don’t think
this is a matter of three or four years
and then we’re back to where we were.
What we see is a fundamental shift,
and it’s a healthy thing for the market.
You’re seeing a broadening of capital
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sources — behind us, there are hun-
dreds of capital sources that are chang-
ing and evolving over time as opposed
to a more concentrated system in the
banks.”

Charting expansion

Brookfield has significantly expand-
ed its real estate credit platform via
traditional private equity funds and
insurance capital since launching its
first debt fund. Part of this expansion
included the acquisition of a majority
stake in Los Angeles-based real estate
debt manager Oaktree Capital Group
in 2019.

These moves have been about
sharpening a focus on the opportunity
set Brookfield sees in the private credit
markets, says Nailah Flake, a manag-
ing partner in Brookfield’s real estate
group.

“We have been investing in real
estate credit since the early 2000s and
the vision, even back then, was for us
to take advantage of attractive risk-ad-
justed returns in debt relative to di-
rect real estate equity investments and
leverage Brookfields experience as an
owner-operator to lend against high
quality real assets at a significant dis-
count to equity,” Flake says. “The debt
business is an extension of our equity
business.”

Future growth is likely to be fueled
by Brookfield’s funds and insurance
businesses as well as the potential for
new separately managed accounts.
“Those are the primary ways we see
funding the growth and expansion of
our business,” she says.

Historically, Brookfield has not
been a significant user of repo financ-
ing, instead opting to leverage indi-
vidual positions with banks, insurance
companies or pension funds. “We
implement this strategy as it enables
our investments to be independent-
ly financed, which poses lower risks
compared to using repurchase financ-
ing,” Flake notes. Occasionally and
selectively, the firm will entertain back
leverage, including loan on loan and
crossed facilities.

Senior thesis

The role Brookfield plays in the cred-
it space has evolved substantially over
the past 25 years. While the firm fo-
cused on the mezzanine market with
its first fund, the greatest need today
is for senior mortgages. Banks, the tra-
ditional providers of senior loans, are
scaling back their lending in this space
and are expected to accelerate this shift
as more regulatory changes come into
play, Kingston says.

“Our business is matching capital
with opportunities,” Kingston says.
“[Twenty-five years ago], it was very
much that equity returns were uncer-
tain, and the cost of debt had gone up
quite a bit. A lot of people looked at
the situation and thought, ‘Why would
I buy the equity when I can get the
same return in credit?’ And that is very
much what is happening today.”

He continues: “That is how we
came into the business. We were get-
ting priced out of transactions so we
thought, ‘Why don’t we lend at a level
where we are happy with the basis we
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have, and we think we will have the
same kind of returns?’”

How will this thesis translate into
action? The firm is taking a “broad
view” of senior lending, looking across
markets and sectors with the aim of
originating loans of $50 million to $1
billion, Flake says.

“Our ability to play in scale and our
access to capital really has allowed us
the flexibility to handle large trans-
actions which may be out of reach
for other lenders but also be flexible
when the opportunity in the market is
in smaller deals,” she says. “There are
sometimes gaps in the market where,
even though we typically wouldn’t fo-
cus on smaller deals, we could do so.”

Brookfields  edge,  Kingston

“T'here is no benefit for

us to be aggressive on our

underwriting, we want to

make sure we get paid off”

NAILAH FLAKE
Brookfield

believes, is its ability to combine its
perspective as an owner and operator
with its knowledge of the lending mar-
ket. This gives the firm what he views
as a unique perspective on the long-
term viability of an asset and its busi-
ness plan. Generally, across its busi-
ness, Brookfield tries to avoid anything
which looks like financial engineering,
he says.

“We follow a simple formula: we
own real estate, we collect the rent,
and we pay back the banks when we
borrow. A lot of [financial engineer-
ing] can work when things are going
your way. But often, there are unin-
tended consequences when the market
turns,” Kingston says. “For the kind of
capital we are managing for pensioners
or insurance companies, our investors
are getting a 6 or 8 percent return, and
they’re happy with that. They don’t
need us to risk getting zero just to get
thema 9.”

The firm focuses on deals in which
it has a good understanding of the sec-
tor and the market, Flake says.

“We want to be an extension of our
equity business and not enter a new

asset class in which our equity busi-
ness does not have expertise. We are
focused on constructing a well-diver-
sified portfolio across all asset classes,”
Flake says.

By geography, Brookfield looks for
areas in which there is net migration,
jobs growth and investment. When it
comes to sectors, Kingston points to
common wisdom around asset classes
like multifamily and logistics, which
have strong demand drivers including
stable rent growth, low vacancies and
increasing renter demand.

Even for assets with all these points
of attraction, in addition to originating
new loans for their sponsors Brook-
field can recapitalize their broken cap-
ital stacks.

“The issue is that many people got
excited and paid and borrowed too
much [when rates were low]. They
are now going through a period where
new capital needs to be introduced. In
some cases, that could be mezzanine
debt and, in some cases, it is equity,”
Kingston says. “We think you can buy
a good asset with a bad capital structure
and since there is less capital available
today than there was, it’s less competi-
tive. It is not really a time to reach for
risk when you can get the same returns
for less risk.”

Substantial capital

While real estate private credit funds
were a rarity when Brookfield launched
its first vehicle, there has been substan-
tial capital formation since then. Over
the past five years, the 50 largest real
estate private credit managers have
raised about $168 billion for US-fo-
cused strategies, per data from PERE
Credit.

The level of capital raised illustrates
how the scale of investing has changed
over the past two decades, Kingston
adds. “Twenty-five years ago, we were
dealing with institutional investors
that were very large if they had a $25
billion portfolio. Today, we are dealing
with institutional investors that are
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in the trillions,” Kingston says. “The
scale of the capital that they are trying
to deploy has changed, along with the
entire industry. The fundamentals and
the story of credit is similar.”

Meketa Investment Group, a West-
wood, Massachusetts-based advisory,
has indeed seen more of its clientele
shifting toward real estate private
credit as part of their overall strategy.

“Real estate credit investments po-
tentially offer a very good risk-adjust-
ed return and now, as property values
have come down and traditional lend-
ers are capital-constrained, it is pos-
sible to earn attractive returns,” says
Colin Hill, managing principal.

Investors include large credit funds
[like those offered by Brookfield] with-
in their debt allocations, Hill notes.

The shift toward private real estate
credit has been happening gradually
over the past 18 to 24 months, Hill
adds. “We have seen some investors
moving out of equities and moving
into debt as a way to better match li-
abilities and get returns with lower
volatility and more current income. I
wouldn’t say it is a pendulum swing,
but there has been a shift for a lot of
our clients to take a couple of points
out of equity and reallocate to fixed in-
come,” Hill says.

On the borrower front, sponsors
which spoke with PERE Credit are
expecting to see more private credit
lenders scale. Since the financial crisis,
large multi-strategy alternative asset
managers have become key players in
real estate finance, says Matthew Pes-
tronk, co-founder and president of
Philadelphia-based multifamily man-
ager Post Brothers.

“Most institutional quality real es-
tate is debt-financed at some point in
its life cycle by less- regulated lenders
than banks. This ‘private credit’ is now
viewed by market participants much
like traditional credit.

“Big real estate firms like Brook-
field have increasingly become prime
destinations for capital, with investors

“We bhave capital;

we need opportunities

to put it to work”

BRIAN KINGSTON
Brookfield

The evolution of a
debt platform

2002

Brookfield establishes its real
estate credit team

2004

Brookfield launches its first
closed-end real estate debt
fund

2018

The firm launches its open-end
real estate debt fund

2019

Brookfield acquires a
majority in Oaktree Capital
Management

2021

The firm acquires American
National Group for $5.1 billion

2024

Brookfield closes on acquisition
of American Equity Life,
increasing its insurance AUM to
over $100 billion

preferring fewer, larger manager re-
lationships. The real estate market’s
capital structure is predominantly lev-
eraged, enhancing the scale of lending
opportunities compared to equity in-
vestments,” he adds.

Two houses
Key to Brookfield’s strategy and ability
to scale its debt and equity platforms is
the interaction between the two parts
of its business.

“It has always been a big part of our
thesis: we can’t have two parts of the
business acting in a vacuum from each
other,” Kingston says.

“The businesses are very integrat-
ed, and our views are very integrated
across our investment committee. The
same investment committee approves
our loans and approves our equity in-
vestments.”

There is also the impact of on-the-
ground market knowledge when the
firm is lending and investing. “As we
are making loans, we can use real-time
market intelligence, not third-party
reports that are out of date,” he adds.

Having a debt and equity business
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also means that in situations where
Brookfield is a lender and a situation
turns south, it is easier for the firm to
restructure a loan.

“As part of that, you may need to
underwrite a new business plan. To do
that properly you need to understand
if the borrower’ plan makes sense and
if we want to extend [the borrower’s]
credit or not. And in extreme situa-
tions, we sometimes get the keys back
on an assets, and we need to be able
to take those assets and operate them,”
Kingston says.

Wearing the hat of an owner-
operator, Flake says the manager un-
derwrites assets with an equity-like
approach. “We are coming up with our
own underwriting assumptions that are
informed by our boots on the ground,
with real-time market data. Brokers
are great, but there is no substitute for
the views from our equity counterparts
and the operating professionals we
have across the world,” Flake adds.

Consequently, as Brookfield under-
writes loans, the firm can formulate its
own views of value. “We are using that
to inform our decision-making from
both the deals we want to pursue, and
we are thinking through asset manage-
ment. And, if something goes wrong,
we are an operator that is well-pre-
pared and capable of bringing the asset
back to realize the maximum recovery
for our investors,” Flake says.

At the start of the covid-19 pan-
demic, Brookfield observed a short-
term freeze in the credit markets that
eventually led to a flood of liquidity.
But the firm sensed a material change.

“Notwithstanding all the disloca-
tion happening, we had quite a robust
period of activity, particularly in 2021
and into 2022. In our equity business,
we were putting capital to work, and
we were actively selling. Through
that period, we sold $10 billion of US

multifamily in a six-month period,”

Kingston says. “From a credit perspec-
tive, there was more transaction vol-
ume than there were new loans getting
originated, which meant we were quite
busy.”

As rates rose, equity and debt trans-
action activity slowed dramatically.
“Things were quite muted in 2023,”
Kingston says. “What we are seeing
now, coming into this year, is that rates
are stabilized in an area that is allowing
deal activity to pick up again in both
our equity and credit pipeline. We
think as we progress into 2024 and into
next year, it will be a busy time.”

Thanks to its real estate equity
portfolio, Brookfield understands op-
portunities in large part because of its
familiarity with the refinancing obsta-
cles cropping up in the current market
environment.

It is worth noting that the office
sector especially has proven to be a
challenge for all lenders and borrowers
to navigate with properties upended
by the impact of prolonged work from
home policies following the covid-19
pandemic. As one of the world’s major
office landlords, and therefore borrow-
ers, Brookfield grappled heavily with

the issue.

Outlook

Brookfield and other private credit
providers are clearly increasing their
market share as banks retreat, notes
Douglas Weill, co-founder and man-
aging partner of New York-based advi-
sory Hodes Weill & Associates.

“The private equity managers are
commanding a higher and higher per-
centage of the pie, especially as many
of the banks have retreated. They were
the fastest to come back to the market
and to be pretty active, especially as
transaction volumes, pick back up.”

Still, it has been harder for some
of the capital raised to get put to work
because there has not yet been as much

transaction volume as anticipated or
many forced recapitalizations. “Right
now, the appetite is a bit higher octane
and looking to take advantage of dis-
location and illiquid situations in the
market,” Weill adds.

“The expectation is that there will
be a pretty quick bounce back of capi-
tal. There is liquidity out there, wheth-
eritisinstitutions thatare poised to put
money to work, or private funds that
have dry powder to put to work, [or]
REITs that have reasonably healthy
balance sheets. These are all signs of
embedded liquidity that suggest that
when the market sees transparency
on pricing, it will find a bottom.”

But as the opportunity for commer-
cial real estate private credit grows,
Brookfield must contend with a num-
ber of residual risks stemming from
the broader financial markets over the
past few years. “In an environment like
we are in now, with plenty of uncer-
tainty around macro-outlook, geopol-
itics and interest rate direction, there
is plenty of risk in the system. If you
find ways to invest in things that are
less risky but still meet our return ob-
jectives, that is what we are trying to
do,” Kingston says.

Another facet of the market Brook-
field is looking to navigate is around
the evolving relationship with banks.
It is Kingston’s sense banks will stay
involved in the transactional part of
lending, including loan originations
and transactions advice.

“Increasingly, where they are look-
ing for solutions is where to park that
capital long-term,” Kingston says.
“The banks will continue to be ac-
tive in short-term bridge lending and
transactional loans. But what we hear
them say is, ‘We want to be in the
moving business, not the storage busi-
ness.”

Brookfield’s bank lending relation-
ships are multi-pronged, given the
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Capital from major insurers is increasingly finding its

way into commercial real estate

kfield, like many of the largest real estate |

ivate equity managers, has

multiple pools of capital for investment, including insurance capital.

This capital can be deployed in a flexible way, notes Michael Haas, a

partner and global co-chair
law firm Latham & Watkin

“Private equity platforms will seek wa

f the real estate |

ctice at New Yo ed

ys to utilize insurance capital in

different places in the capital stack in a way that matches the risk, return

and the duration required by the markets,” Haas says. “This will allow

them to grow massive businesses.”

Latham & Watkins is expecting to see more insurance capital from

private investment managers come into play in the commercial real estate

debt space, Haas says.
“There is really

equity firm] originating loans that

large distribution

difference is the distribution model.”

Additionally, insurance capital has been a major ¢

difference between a [maj
insuranc

tems and a life insurance

estate private
apital through their
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ompany,” Haas says.

butor of AUM

growth for private investment managers, notes Douglas Weill, co-founder

and managing partner of New York-
Associates.

“Capital is beginning to find its w
private credit, and that’s only going t

Weill sa

ased

dd to the liquidi

sory Hodes Weill &

y into real estate, just as it has in

over time,”

“When you look at flows into real estate credit in addition

to LP-backed funds, companies — including joint ventures and affiliate

relationships — are going to be a huge feeder of capital and support

liquidity in the market over time.”

firm’s own use of the group as a capital
provider, Kingston adds.

“There are multiple touchpoints
with banks, including distributing our
products through their retail channels.
We’re a large borrower, and we are do-
ing derivative transactions. It is in all
our interest to work collaboratively,”

he says. “We have capital; we need op-
portunities to put it to work. They have
opportunities and it is harder for them
to use their own balance sheet capital
and they are looking for other sources.”

At the end of the day, a good loan is
a loan that pays off, Flake says. “There
is no benefit for us to be aggressive on

Cover story

our underwriting; we want to make
sure we get paid off. We are not just
analyzing a business plan; we are using
our capital markets expertise to recog-
nize that in five years, we need to be
comfortable that where we are lending
there will be a capital markets exit at
the end of that loan term.”

For Kingston, Brookfields ability
to expand as a lender is tied in part to
the work it has done on both the debt
and equity side of its business. “This is
the kind of environment where we can
distinguish ourselves from the pack.
This is really where we are going to
be able to demonstrate that if you have
that operating capability and can exe-
cute better, you will do well,” he says.

Brookfield is not a capital allocator
in the lending or investing space, and
Kingston believes this will be critical
as the firm seeks to grow its lending
business.

“Our competitive advantage has
been the same for many years, and that
is Brookfield as a platform. Because of
the scale and access we have to capital,
the way we conduct our underwriting
and due diligence — we can offer ease,
speed and certainty of execution once
we decide to pursue a deal,” he says.

“We think that will continue to
present opportunities for us to be a
preferred lender that can play up and
down the capital stack and provide dif-
ferent sources of capital and serve our
borrowers well. We also need to main-
tain strong relationships with banks
and those will be at the forefront as we
collectively deploy capital into the real
estate space.” m

The information contained in this article is provided here for educational and informational purposes only and does not constitute, and should not be construed as, an offer to
sell, or a solicitation of an offer to buy, any securities or related financial instruments offered or sponsored by Brookfield Corporation, Brookfield Asset Management Ltd. and/
or their respective affiliates (together, “Brookfield”), and under no circumstances is the article to be construed as a prospectus, product disclosure statement or an advertise-
ment. In addition, the information set forth therein does not purport to be complete.

The article contains statements made by third parties that Brookfield may have not verified (and disclaims any obligation to verify) the accuracy or completeness thereof, and
you cannot rely on Brookfield as having verified such information. While Brookfield has compensated the publisher of this article for the right to re-publish it on this page,
Brookfield did not pay for, or have any editorial oversight over, the article’s initial publication.

Past performance is no guarantee of future results. An investment in any security is speculative and involves significant risks, including loss of the entire investment. Investors

should consult with their advisors prior to making an investment in any fund or program, including a Brookfield-sponsored fund or program.
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