
 

 

March 20, 2012 

Main Street’s Case Against Wall Street Landlords 

By Robbie Whelan 

Monday’s Journal looked at some of the large investment funds interested in bidding on thousands of homes 
from Fannie Mae through the federal government’s first foreclosure-to-rental pilot program.  

But a bunch of smaller players say they are a much better fit for the program since they already know the 
market. 

Alexander Philips, chief executive of TwinRock Partners LLC, an investment fund based in Newport Beach, 
Calif., argues that a steep learning curve in the rental-management business will drive down returns for large 
investors. TwinRock has bought about 100 homes in the last 20 months, using money raised from small home 
builders, accountants and attorneys - what Mr. Philips calls “country club money.”  

Mr. Philips says he buys homes for an average of $132,000 at foreclosure auctions, spends an average of $12,000 
on renovating each one, and usually rents them for about $1,550 monthly, or about a 9% yield. Without prior 
experience in this business model, and with too many middlemen involved, Mr. Philips says, big funds will see 
those returns dwindle.  

“I think a lot of groups out there are going to buy this stuff, and learn how to manage these homes on the fly. 
There will be a lot of mistakes. And most of the work will be outsourced,” he said in a recent interview. “I don’t 
think anyone right now has capacity to manage this many homes.”  

The government-sponsored mortgage giants Fannie Mae and Freddie Mac own 180,000 foreclosed homes, and 
the pilot program, which starts with 2,500 homes, could be a first step towards bigger bulk sales as a way of 
helping clear the inventory of distressed real estate to buoy the troubled housing market.  

Big investors are attracted by the potential for big yields. The 10-year Treasury notes were yielding 2.37% as of 
late Monday; the yield on rental property investments average about 6.3% nationwide, according to economists 
at Goldman Sachs, and those returns could be better in troubled markets like Las Vegas and Detroit because of 
depressed prices. Attracted by the math, large investors including Paulson & Co., Colony Capital LLC and 
Rialto Capital Management LLC are weighing bids for Fannie-controlled properties.  

But critics say selling thousands of homes to investors at bulk-sale prices is unfair to smaller investors. The 
smaller investors see the Fannie Mae pools as a way of giving larger firms, which typically have capital ready to 
deploy, an easier way of capitalizing on an opportunity that they would otherwise have had.  

“Collectively our customers buy about $750 million worth of property every month at the courthouse steps, but 
most of the players can’t individually afford more than 5 to 10 properties at a time. Most of these local investors 



fear that these structured sales will be packaged to exclude them, and only benefit large national players,” says 
Sean O’Toole, chief executive of ForeclosureRadar, a firm that tracks foreclosure filings in five western U.S. 
states.  

Other investors complain that hedge funds and private-equity firms don’t have experience renovating and 
leasing real estate in local markets, and therefore will have to farm out their property management services 
with few, if any, incentives to help stabilize communities ravaged by foreclosures.  

 

“The problem is working itself out already. I’ve been in this market for years, doing 
this, learning who the good operators are, and which ones are bad. And now all the 
sudden, everyone with a $1 billion to $5 billion fund is getting interested in this area,” 
says Jan Brzeski, a principal at Arixa Capital Advisors LLC, a small Los Angeles firm 
that has raised about $10 million in its latest fund to buy foreclosures. “I think we need 
to make sure this doesn’t become another government handout to big investors just 
because they’re sitting on billions of dollars.”  

 

Of course, it’s in the interest of small investors to argue against bulk sales to their larger competitors. They 
don’t want to be squeezed out by losing market share.  

However, some small investors do think that the Fannie Mae program may be a good idea. Tony Martin, a 
principal at LV Default in Las Vegas, says that foreclosure inventory has fallen so low that it’s difficult to buy 
any distressed property as a rental investment. Bringing thousands of government-held foreclosures to markets 
like Las Vegas would provide more inventory for hungry investors to buy.  

Furthermore, a bulk-sale process aimed at large investors is “certainly the fastest and easiest way” to get 
foreclosed homes sold because large funds are “accredited investors with a lot of liquid cash,” Mr. Martin 
said.  
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