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The Real Estate Investment Lifecycle

Mezzanine financing is a hybrid form of financing that combines elements of debt and equity, often

used by companies to fund expansions, acquisitions, or other major investments. In real estate,

mezzanine financing is commonly used to fill the gap between senior debt (such as a mortgage) and

equity in a property's capital stack. This resource provides an overview of mezzanine financing, its

structure, benefits, and risks, along with detailed tables to help illustrate its application.

1.What is Mezzanine Financing?

Mezzanine financing is typically structured as subordinated debt, meaning it ranks below senior debt

in the priority of repayment but above equity. It often includes an equity component, such as warrants,

giving the lender the right to convert the debt into equity under certain conditions.

Table 1: Comparison of Financing Options

Financing Type Prioriigly

Repayment
Senior Debt Highest
Mezzanine Subordinated
Financing fo Senior Debt
Equity Lowest

Risk

Low

Medium

High

Return

Low

Medium

High

2. Structure of Mezzanine Financing

Common Use

Mortgages, bank
loans

Gap financing,
expansion

Ownership interest,
capital raising

Mezzanine financing is typically provided as a loan with a higher interest rate than senior debt,

reflecting its higher risk. It often includes an equity kicker, such as warrants, which allows the lender

to participate in the equity upside of the property.
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Table 2: Typical Mezzanine Financing Terms

10% - 20% of the total capital stack

Term

Loan

Interest R 8% - 14%

Loan Term 3-5years

Security Subordinate to senior debt, often secured by equity

Equity Kicker Warrants or convertible features allowing equity participation

3. Benefits of Mezzanine Financing

Mezzanine financing provides several advantages, particularly in the context of real estate projects.

¢ Fills Funding Gaps: It bridges the gap between the senior debt and equity, allowing for greater
leverage without diluting ownership.

o Flexible Terms: Mezzanine financing is often more flexible than traditional debt, with terms
tailored to the specific needs of the project.

e Potential for Higher Returns: Investors in mezzanine debt can achieve higher returns due to the
interest rate and equity participation.

Table 3: Benefits of Mezzanine Financing

Leverage Increases total capital available without increasing equity dilution

Benefit

Flexibility

Customizable terms that can be aligned with project goals

Return Potenti Higher returns due to higher interest rates and equity upside
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