REAL ESTATE EXPLAINED

The Capital Stack S H U P[] FF INVESTMENTS

What is a capital stack?

The structure of all the different sources of capital used to finance a real estate project. It's typically organized by
risk and return, starting with the safest, lowest-return capital at the bottom and moving up to the riskiest, highest-
return capital at the top.

The capital stack comprises several layers, which include senior debt, mezzanine debt, preferred equity, and

common equity. Each layer carries its own expectations for return, level of involvement, and position in the
investment hierarchy.

This is where developers and equity participants put their
> own capital. It carries the highest risk and may offer the
potential for higher returns compared to other capital layers.

. Has priority over common equity at profit distribution, but
“ does not have the same repayment guarantees as debt.
Usually supplied by non-bank lenders like Debt Funds. It

—> carries more risk than senior debt, so participants typically
EZZRR RS PIEET seek higher returns to compensate for the added risk.
Usually, a bank loan. It's the safest for lenders because
SENIOR DEBT —> they get paid back first, but consequently, it earns the
lowest return.

The capital stack is a roadmap for how commercial real estate deals function from
start to finish. The structure determines:

@) O

Who has control or How cash flows Who gets paid Who absorbs What the potential
voting rights are distributed in what order losses return looks like

The alignment of interests within the structure can influence how a project performs, although
outcomes vary. When the structure is misaligned or overly aggressive, a project may face
unnecessary risk or become over-leveraged.

NO OFFER OR SOLICITATION: This is neither an offer to sell nor a solicitation of an offer to buy any security. An investment
in a Shopoff Fund involves a high degree of risk, including the possible loss of your investment, and is illiquid with an
uncertain liquidity date. Past performance and/or forward looking statements are not an assurance of future results. Securities
offered through Shopoff Securities, Inc. Member FINRA/SIPC. This material is for general educational purposes only and is
should not be construed as legal, financial, or investment advice.

844-4-SHOPOFF | shopoff.com




	REAL ESTATE EXPLAINED
	The Capital Stack
	What is a capital stack?
	The structure of all the different sources of capital used to finance a real estate project. It’s typically organized by risk and return, starting with the safest, lowest-return capital at the bottom and moving up to the riskiest, highest-return capital at the top.
	The capital stack comprises several layers, which include senior debt, mezzanine debt, preferred equity, and common equity. Each layer carries its own expectations for return, level of involvement, and position in the investment hierarchy.
	This is where developers and equity participants put their own capital. It carries the highest risk and may offer the potential for higher returns compared to other capital layers.
	Has priority over common equity at profit distribution, but does not have the same repayment guarantees as debt.
	Usually supplied by non-bank lenders like Debt Funds. It carries more risk than senior debt, so participants typically seek higher returns to compensate for the added risk.
	Usually, a bank loan. It’s the safest for lenders because they get paid back first, but consequently, it earns the lowest return.
	The capital stack is a roadmap for how commercial real estate deals function from start to finish. The structure determines:
	Who has control or voting rights
	How cash flows are distributed
	Who gets paid in what order
	Who absorbs losses
	What the potential return looks like

	The alignment of interests within the structure can influence how a project performs, although outcomes vary. When the structure is misaligned or overly aggressive, a project may face unnecessary risk or become over-leveraged.
	NO OFFER OR SOLICITATION: This is neither an offer to sell nor a solicitation of an offer to buy any security. An investment in a Shopoff Fund involves a high degree of risk, including the possible loss of your investment, and is illiquid with an uncertain liquidity date. Past performance and/or forward looking statements are not an assurance of future results. Securities offered through Shopoff Securities, Inc. Member FINRA/SIPC. This material is for general educational purposes only and is should not be construed as legal, financial, or investment advice.

	844-4-SHOPOFF | shopoff.com



