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REINING IN REGIONAL CENTERS

The EB-5 clearinghouses have emerged as a crucial but controversial

= tool in raising cheap foreign capital, but will they be reformed?
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Profit powerhouses

When Mastroianni launched USIF in 2011,
EB-5wassstill in its infancy, with only 28 regional

centers nationwide.

Today, there are more than 800, and at least
65 of them call New York home.

And while developers and investors are not
required to use these regional centers, the vast
majority of EB-5 capital — some 95 percent —
flows through them.

Infiscal year 2015, EB-5 accounted for $4.38
billion in direct foreign investment in the U.S.
— up from $3.56 billion a year earlier and from
only $320 million backin 2008, according to the
Regional Center Business Journal, a quarterly
trade publication.

Although some developers like the Related
Companies and Silverstein Properties have in-
house regional centers, most developers use a
third party to avoid the expense and logistics of
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calculation based on those percentages shows
that Related, which raised $600 million in EB-5
cash for its giant Hudson Yards project, may
have saved around $50 million by setting up its
own regional center.)

In addition to that percentage haul,
regional centers also charge each investor an
administrative fee of $25,000 to $60,000 on top
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also pay for things like marketing materials,

iy business plans and economic studies that
" Na % .

h"i. must be completed to ensure that every project
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s $500,000 investment must also create 10 jobs,
J

and it’s up to regional centers to document that
aproject meets those criteria.

Lately, regional centers have also been
shelling out big money to hire foreign
“migration agents” who line up
investors. (See related story on
page 56.)
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Min Chan, a co-founder of the regional center
launched by the Manhattan-based brokerage
City Connections, said she recently interviewed

amigration agent who wanted $25,000 up front
— plus up to 4 percent of the capital raise.

“The whole point of EB-5 is more affordable
capital,” she said. “If you're taking 3 to 4 percent
of what we raise, and the investor gets [a
standard] 1 percent, what's the regional center
going to keep?”

The snowball effect
Mastroianni has a beefy build, black-and-silver
hair and the perpetual suntan of someone who
spends a lot of time on golf courses.
ALongIsland native, he moved to Palm Beach
inthe ‘90s and now splits his time between homes
in Florida and Manhattan when he’s not racking
up international frequent flier miles.
Rewinding afew decades, Mastroianni gotinto
the construction business at age 19. In 1989, he

started a Rhode Island-based company, Interstate

Design & Construction, which soundproofed
buildings nearairports. Thenin 2004, helaunched
the Florida-based Allied Capital & Development.

However, it has not all been smooth sailing. In
2014, a published report documented a series of
debts and lawsuits that the young entrepreneur
left in his wake over construction issues.

According to the story, Interstate went into
receivership in 2000. Mastroianni filed for
personal bankruptcyin 2003.

“Listen, when you’re on top, people want to
knock you down,” Mastroianni said recently,
when asked about the article. “It stems from peo-
ple who are jealous and envious of what we do.”

Reflecting a bit more, he said life takes
winding roads. “If I didn’t do all the things I've
done in life, I wouldn’t be here today,” he said.
“I might be banging nails on roof shingles, like
when Iwas19.

Instead, in the mid-2000s, years before
EB-5’s skyrocketing popularity — the program
has actually been on the books since 1990 —
Mastroianni used the little-known program to
finance a mixed-used development of his own in
Jupiter, Fla., a wealthy enclave near Palm Beach.

Mastroianni was trying to line up financing
for a $144 million project called Harbourside
Place. “There was no way to finance the project,”
he recalled.

In 2010, afterlearning about EB-5, he formed
the Florida Regional Center to raise nearly $100
million from Chinese investors.

“I said to myself, ‘If I can pull this together,
I have 10 friends in New York who would love
to borrow this inexpensive mezzanine capital,
t00,” he said.

The following year, Mastroianni landed
his first New York City project when he was
hired to raise $23 million for the Charles, a
27-unit luxury condo developed by Bluerock
Real Estate and Victor Homes. From there,
the newly formed U.S. Immigration Fund
was hired by Forest City, Durst and others. “It
Continued on page 134

What changes are on tap for EB-5?
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A new bill designed to clean up the EB-5 program is up for consideration. The
bill, whose sponsors include New York Senator Chuck Schumer, is expected
to take aim at regional centers and tackle some of the most controversial
aspects of the program. The provisions include:

® Clearer guidelines on job creation requirements. For example, mandating that 50 percent
of jobs must be within a set geographic distance from the project.

o More stringent reporting for regional centers, including annual statements, certifications
demonstrating securities compliance and background checks for some operators.

@ Prohibitions barring foreign entities or governments from owning or funding regional centers.

o Signed consent forms from EB-5 investors showing they understand the rules, procedures
and fees involved.

A -
o Additional reporting requirements from government watchdog agencies, including the i H‘L
Government Accountability Office and the Inspector General’s office.
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