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REAL ESTATE FOCUS 

How to Raise CRE Capital 

Capital raising is one of the most important functions of any CRE 
investment or development organization. Debt and equity capital are 
critical to the functioning of a real estate investment firm and can 
provide valuable benefits to sponsors and investors. Many smaller and 
mid-sized real estate firms are structured with a main operating and 
management entity surrounded by various affiliate limited partnerships 
and limited liability companies that own the individual real estate 
assets. The debt and equity investments are structured on a deal-by-
deal basis and even a small regional investment firm can have twenty 
or more partnerships and limited liability companies that own all their 
real estate assets. An affiliate of the main operating company is usually 
the general partner or managing member of each of these investment 
entities. 

The operating company is usually family-owned and run or started by 
an aggressive CRE entrepreneur. Even though there is plenty of capital 
in today’s hot real estate market, raising equity capital for smaller and 
midsized companies is not an easy task. It is usually done on a per deal 
basis, which is very costly, time-consuming and tedious. For example, 
a Florida-based CRE investment firm has twenty-five different 
affiliated partnerships and limited liability companies that own CRE 
assets valued at $300 million, with an aggregate of $195 million in 
debt and $105 million in investor equity. The general partner of these 
entities and the operating company have to manage overtime, twenty-
five separate mortgage documents, equity offering documents, private 
placement memorandums, partnership agreements, subscription 
agreements, and other partnership and investor data. If the average 
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equity investment is $200,000, then there are up to 525 separate investors in the twenty-five deals. 

The issue with many of these smaller and mid-sized real estate firms is when does it make sense to begin raising 
equity capital in a fund structure versus one deal at a time? A fund structure for equity capital is more efficient, 
less costly in terms of fees, documentation, and legal costs and generally quicker to complete. Raising equity 
capital for each project one at a time may also lead to lost investment opportunities due to the inability of the 
general partner to raise the required equity capital quickly enough to take advantage of good deals that require a 
quick close. If the general partner above had a fund with a $105 million equity raise it could have placed all the 
properties in the fund within a one to two-year timeframe versus the seven to ten years, it took to accumulate 
twenty-five separate real estate properties.  

Moving to a fund structure is also no easy task and as with any investment program, the first one is always the 

most difficult. However, the benefits far outweigh the costs for any experienced real estate investment firm. The 

primary concern with a fund structure is who will sell the equity in the fund. Most CRE private placement funds 

only market to accredited investors that include high net worth individuals and institutional investors such as 

pension plans, endowments, foundations, registered investment advisors and wealth managers. Accredited 

investors are individual investors that have a minimum annual income of $200,000 ($300,000 if a joint 

investment) or a net worth of at least $1 million excluding the investor’s primary residence or individuals who 

have certain professional certifications, designations, or credentials or individuals who are “knowledgeable 

employees” of a private fund or SEC and state-registered investment advisers. Most firms will need to hire an 

in-house sales team and an experienced securities firm, broker-dealer, or other placement agent to market units 

in the fund and the fee for this service is typically 6%-8% of the fund equity raised. There are also many 

independent broker-dealers and real estate brokerage firms that function as placement agents for third-party 

funds. 
 
The next critical issue is the unit size of the offering. Unit sizes depend on the type of investors in the fund. If 
predominantly individuals, then $100,000 per unit is common. If the fund targets more institutional investors, 
then $250,000 per unit or more is commonplace. The next critical issue is what is the investment and risk 
strategy for the fund? Will the fund invest in core properties with low returns and low risk, in value-added 
properties with higher returns and higher risk, opportunistic type properties with even higher returns and 
commensurate risk or development deals with the highest potential returns and risk? Once the risk/return 
strategy is determined, the next step is what type of properties will the fund acquire. Will it focus on one 
property type like apartments, or will it be diversified over the four primary CRE sectors of office, retail, 
apartments and industrial? Will the fund engage in development or invest in niche CRE sectors like self-storage, 
manufactured housing, data centers or senior housing? In addition, will the fund’s investments be diversified 
geographically and by industry? Diversification by property type, location and industry are important ways to 
reduce portfolio risk. For example, a fund that only invests in downtown office properties in Houston, Texas is 
not diversified by property type, geography, and industry. All the buildings are in one market, the assets are all 
office buildings and 60% of the tenancy are energy related. The oil and gas industries are the economic engines 
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for this area and any downturn in the industry will be devasting for the entire portfolio. The sponsor or general 
partner of the fund will also have to determine any fees or compensation from the fund, the investor preferred 
return and ownership interests. The typical private placement fund has a preferred return to the investors of 5% 
to 10% and an ownership split of 80% to the investor and 20% to the general partner.  
Most private placements have upfront fees to the sponsor of 1%-2% for organizing the private placement, 
finding the properties for acquisition, and arranging the property financing. There is also an annual asset 
management fee of .5%-1.5% of the equity raised to manage the fund that, is paid quarterly. The sponsor or 
general partner will receive a carried interest of 20%-30% and will also be required to invest some cash equity 
of .25%-2% of the equity offering. The sponsor’s equity investment is required to align its interests more 
closely with those of the investors and to have some capital, albeit small, at risk. 

 

CRE Lessons from the Great Recession Part II 

This is Part II of the CRE lessons from the Great Recession article that was included in last month’s issue of this 
newsletter. The Great Recession occurred from 2007 to 2012 and was the third secular real estate and economic 
downturn to affect the U.S. economy during the last 50 years. The first was the oil and inflation downturn from 
1969 to 1974 and the second was the Savings and Loan crash of 1987 to 1992. One way to increase your 
financial acumen is to read about and study these downturns to determine the cause, what investors have learned 
and what not to do from a business and investment perspective during these calamities. The Great Recession 
was not caused by greedy banks, underwriters, and Wall Street investment banks, but by poor government 
policy. During the period of 2001 through 2006, politicians and bureaucrats cajoled bankers, government 
entities, rating agencies, lenders, appraisers, and many others to provide mortgage financing so that everyone 
could own a home. Owning a home was a right, not a luxury they stated. They even required the mortgage 
giants, Fannie Mae, and Freddie Mac, to provide housing capital to anyone, even if their credit score was spotty 
or nonexistent. Subprime lenders also became key players in housing finance to provide home loans to high-risk 
borrowers with little or no verified income. Once the capital began flowing for the housing industry, all the 
other players mentioned above participated in the housing boom and ultimate crash. The Great Recession not 
only crashed the housing market but the commercial real estate market as well. In 2009, the value of the average 
CRE property around the country was down by 50%. There were many lessons learned from the financial crash 
and we discuss five of them below. 

 In boom times capital is directed to inventive investment schemes that appear lucrative but end up 

as losses.  

When the economy is booming, naïve investors fall for innovative investment programs that seem to be 

the “holy grail.” They tout and worship the four most dangerous words in finance, “This time it’s 

different” or they follow the crowd for fear of missing out on a big gain, even though it is mostly a 

mirage. They eagerly and blindly part with their funds to invest in products and programs that they do 
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not understand and with little prudence. When the economy tanks and investment schemes fail, they lose 

all or a large portion of their investment, and wonder what was I thinking?  

 

 Investor psychology can overpower investment fundamentals. 

One of the most important risks in investing is behavioral finance or the whims of the investor’s own 

psychology. All investors are prone to adopt investment biases when investing. These biases and the 

investor’s own psychological and emotional decision-making can be a recipe for disastrous results. 

Many investors in boom times are guilty of these and other biases; recency bias or assuming what has 

happened in the past will continue into the future, overconfidence bias or assuming the investment 

program and trends will continue unabated, confirmation bias or investors seeking out new evidence to 

confirm their investment scheme and disposition bias or holding an investment that continues to lose 

money.  

  

 Market fundamentals change which nullifies many investment programs. 
In the boom times, many investors adopt an investment program that becomes very profitable, whether 

by their smarts or luck. However, as the economy weakens, and market fundamentals change the 

investment program begins to offer lower returns and higher risk and the investor is hesitant to make 

changes in the investment program to match the new fundamentals of the market. This is a form of 

overconfidence and disposition bias as described above. 

 

 Leverage magnifies gains but can result in huge losses. 

In boom times, high leverage can enhance the equity return but when the boom turns to bust the debt 

will be an albatross. Using high leverage in a CRE investment and any debt in stock and bond 

investments is very dangerous and can result in excessive and permanent losses. Moderate leverage in 

CRE is fine as long as the cap rate is high enough to account for the risk inherent in the investment and 

it can enhance the return on equity to produce positive leverage. Any type of debt or margin in stock and 

bond investments is foolhardy and the investor is subject to a margin call and liquidation of the 

investment if prices fall precipitously. Lehman Brothers went bankrupt in 2008 because the firm was 

highly levered with short-term financing like commercial paper and repurchase agreement loans. When 

lenders became nervous, they refused to roll over these loans and forced Lehman into bankruptcy. 
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 Market excesses can correct. 

Market extremes whether on the upside or downside usually correct just like a moving pendulum that 

constantly swings from one side or extreme to the other. When investor psychology is very bullish and 

rosy, the pendulum has swung too far to the right. When investor psychology is very bearish and risk-

adverse, the pendulum has swung too far to the left. The best time to buy CRE and financial assets are 

when prices are down, and investor psychology is at its most bearish.  

 
 
Nontraded REITs are Booming 
 

The nontraded REIT industry post-pandemic is booming with over $21 billion in capital raised through August 

of this year and over $30 billion is expected to be raised for all of 2021. Nontraded REITs are real estate 

investment trusts that file the required public documents to sell shares to the public, typically at $10 per share, 

seek to raise $1-$2 billion in equity capital, but the shares are not traded on a public exchange. The firms are 

operated privately and are required to file all the SEC public firm documents including the 10K, 10Q, 8K and 

others.  

 

During the years 2018 to 2020, the nontraded REIT market was left for dead with total capital raised of only $4      

billion in 2018, $11.8 billion in 2019 and $10 billion in 2020 and well down from the record capital raised in 

2013 of $19 billion. However, during the last 18 months, as the U.S. economy was injected with $6.5 trillion in 

fiscal funds and $3.5 trillion from the Federal Reserve’s quantitative easing program and with zero interest 

rates, the CRE market and capital raising has come roaring back. 

 

The largest private or non-traded REITs are the Blackstone REIT with over $47 billion in assets and the 

Starwood Real Estate Income Trust with over $9 billion in assets. Non-traded REITs also set a monthly capital 

raising record in August 2021 of $3.7 billion according to Robert A. Stanger and Co., a CRE investment 

banking and advisory firm. These REITs and other sponsors are on pace to raise about $30 billion this year. 

Some of the largest capital raises so far in 2021 were the Blackstone REIT with $14 billion, Starwood REIT 

with $3 billion, Ares REIT with $1 billion and Nuveen with $387 million. Other private equity firms have also 

jumped into the nontraded REIT sector with KKR launching a new REIT in May 2021 with a $2 billion 

fundraising target and Brookfield Asset Management in July with a $900 million fundraising goal.  

As we discussed in the July 2021 issue of this newsletter, these REITs provide for monthly NAV prices per 

share that investors prefer, so that they can see the current value of their investment. These REITs also provide a 

monthly cash distribution of 4% to 6% which is very attractive to investors in a zero-interest rate environment. 

All the REITs that provide a monthly net asset value (NAV) per share use cap rates and discount rates to value 
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their portfolios to arrive at the monthly NAV stock price per share. Some of the firms are understating the cap 

rates and discount rates to increase the NAV per share each month and make the value look more attractive to 

existing and new investors. With interest rates rising, as the ten-year treasury note is up to 1.60% from 1.25% a 

few months ago, these REITs will have to increase these discount rates, which will result in the NAV per share 

declining from prior months. This will be a very dicey situation, especially for the Blackstone REIT, which has 

shown its NAV per share rise from the offering price of $10 per share in 2017 to $13.20 per share in August 

2021 or a whopping 32% increase. We believe many of these REITs will be reluctant to increase the discount 

rates and show a lower NAV until the market and investors force them to do so. 

 
 

Get Your Copy of Two Great CRE Books by Our Editor, Joseph Ori 

The editor of this newsletter, Joseph Ori, is pleased to offer his two CRE books for sale, “The 50 

Commandments of Commercial Real Estate Investment” and “Commercial Real Estate Investment for Pros 

(and Dummies Too!).” Both books are available on Amazon for $15.99 and $19.99, respectively, and also on 

Kindle. 

 

The 50 Commandments of Commercial Real Estate Investment compiles the choice pieces of advice Mr. Ori 

has amassed over 35 years in the CRE industry. Mr. Ori lists essential dos and don’ts, mistakes, and successful  

strategies with a mixture of critical analysis and a keen sense of satirical humor, reinforced by his encyclopedic  

knowledge of the commercial real estate environment. Mr. Ori covers all areas of the industry. Commercial real  

estate investment, finance, development, capital markets, and management tactics are all given his full attention, 

as are leasing, financial analysis, and institutional investments. He applies his commandments to all property 

types, including apartments, office buildings, shopping centers, industrial warehouses, lodging properties, and 

senior housing. 

 

 Commercial Real Estate Investment for Pros (and Dummies Too!) discusses the history, the various financial 

players, legal and financial structures, property types, modern portfolio theory and the financial metrics of 

commercial real estate investment and the commercial real estate industry. The book includes numerous charts 
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and analyses of the industry and a step-by-step breakdown of the commercial real estate analysis and investment 

process. The book is perfect reading for the experienced real estate pro and also understandable to the real estate 

novice or someone new to the industry. 

 

 

CRE Financing Rates  
 

Loan Type Mortgage Rate Maximum 

Amortization 

Term  

(years) 

Maximum LTV 

Permanent Loans 2.12%-6.54% 30 10  75% 

Conduit-CMBS 3.56%-5.02%+ 30 10  75% 

Bridge Loans 4.12%-13.12%+ Interest Only 1-3 90% 

Construction Loans 4.75%-9.75% Interest Only 1-4 75% 

Insurance Co. Loans 3.54%-5.04% 30 10 70% 

Fannie Mae/Freddie Mac 2.71%-3.95% 30 10 80% 

 

Commercial Loan Index Rates 

Prime Rate 3.25% 

30 Day LIBOR .08% 

90 Day LIBOR .12% 

6 Month LIBOR .15% 

1 Year Swap .17% 

10 Year Swap 1.5% 

5 Year Treasury .98% 

10 Year Treasury 1.54% 

Federal Funds Rate 0% 

 

Interest rates have increased with the 10-Year Treasury note up to 1.54% and the 30-Year Treasury up to 2.12%. 

This is due to higher inflation expectations as inflation is roaring throughout the economy and the Federal 

Reserve’s claim that it will begin tapering its asset purchases in November. As shown above, the entire term 

structure of interest rates is still at historic low levels, however, inflation expectations have increased 

appreciably, which will further push up long-term interest rates. The above financing rates and data are courtesy 

of Paramount Capital Corporation and feel free to contact Joseph Ori, Executive Managing Director, Paramount 

Capital Corporation, jori@paramountcapitalcorp.com, for your real estate capital needs. 
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CRE Deal Focus 

 
CRE Deals of the Month 
 

Purchaser/ 

Sponsor 

Seller Property/ 

Deal 

Price Description 

Sherrin US 

Multifamily 

Holding LP 

Starlight US 

Multifamily 

Core Fund 

Apartment Portfolio $600M Seven Class A 

apartment properties 

with 2,219 units. 

Kilroy Realty 

Corp.  

DWS Group West 8th Office 

Tower, Seattle, WA 

$490M A 539,000 square 

foot office tower that 

is fully leased.  

Clarion Partners Alexandria 

Real Estate 

Equities 

The Alexandria 

Center, Seattle, WA 

$364M Sale of a 70% 

interest in the 

290,111 square foot 

office building.  
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The Ezralow Co.  Bascom 

Arizona and 

Pacific Life 

Insurance 

Ascend at Kierland 

and Elite No. 

Scottsdale, 

Scottsdale, AZ 

$312M Two luxury 

apartment 

complexes with 724 

units. 

BentallGreenOak Lincoln 

Property Co.  

Park 303 Industrial, 

Glendale, AZ 

$186M A 1.3 million square 

foot industrial 

facility. 

Gelt Co. Redhill Realty 

Investors 

The Oasis Anaheim, 

Anaheim, CA 

$146M A 312-unit 

apartment complex. 

W.P. Carey Founders 

Properties, 

LLC 

ConAgra 

Distribution Center, 

Frankfort, IN 

$114M A 1.5 million square 

foot distribution 

center net leased to 

ConAgra Brands. 
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29th St. Capital Preston 

Giulliano 

Capital 

Partners 

Two Apartment 

Properties, Tampa, 

FL 

$112M Two apartment 

properties with 503 

units. 

Virtu 

Investments 

Continental 

Properties 

BLU Bellevue, 

Bellevue, WA 

$109M A 135-unit 

apartment complex 

built in 2020. 

American Assets 

Trust 

Ares 

Management 

LLC and 

SteelWave 

Corporate Campus 

East III, Bellevue, 

WA 

$84M A four-building 

office complex with 

160,508 rentable 

square feet and 83% 

leased. 
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CORPORATE FINANCE FOCUS 

 
24 Lessons from Warren Buffett-Lesson 15 

Warren Buffett, Chairman and, Charlie Munger, Vice Chairman, of Berkshire Hathaway, Inc. are authors of one 

of the most anticipated annual corporate letters to shareholders with their published annual financial statements. 

These letters prepared since the 1970s are a must-read for financial analysts and investors and are a “how-to” 

for corporate executives. We here at VOM are pleased to provide twenty-four lessons from these letters in a new 

monthly article in the Corporate Finance Section titled, 24 Lessons from Warren Buffett. Last month we 

discussed Lesson 14: “AMERICA IS NOT IN DECLINE — IT’S BECOMING MORE AND MORE 

EFFICIENT” 

 

This month we discuss Lesson 15: “EMBRACE THE VIRTUE OF SLOTH” 
 

Asked to imagine a “successful investor,” many would imagine someone who is hyperactive — constantly on 

the phone, completing deals, and networking. Warren Buffett could not be farther from that image of the 

hustling networker. In fact, he is an advocate of a much more passive, 99% sloth-like approach to investing. For 

him, it is CEOs and shareholders’ constant action — buying and selling of stocks, hiring, and firing of financial 

advisers — that creates losses. “Long ago,” he wrote in his 2005 letter, “Sir Isaac Newton gave us three laws of 

motion, which were the work of genius. But Sir Isaac’s talents didn’t extend to investing: He lost a bundle in the 

South Sea Bubble, explaining later, ‘I can calculate the movement of the stars, but not the madness of men.” “If 

he had not been traumatized by this loss, Sir Isaac might well have gone on to discover the Fourth Law of 

Motion: For investors as a whole, returns decrease as motion increases,” he adds. Buffett is a big advocate of 

inaction. In his 1996 letter, he explains why: almost every investor in the markets is better served by buying few 

reliable stocks and holding on to them long-term rather than trying to time their buying and selling with market 

cycles. “The art of investing in public companies successfully is little different from the art of successfully 

acquiring subsidiaries,” he writes, “In each case you simply want to acquire, at a sensible price, a business with 

excellent economics and able, honest management. Thereafter, you need only monitor whether these qualities 

are being preserved.” “When carried out capably, an investment strategy of that type will often result in its 

practitioner owning a few securities that will come to represent a very large portion of his portfolio. To suggest 

that this investor should sell off portions of his most successful investments simply because they have come to 

dominate his portfolio is akin to suggesting that the Bulls trade Michael Jordan because he has become so 

important to the team,” he adds. Buffett’s warning was a prescient one for retail investors who decided to take 

it. From 1997 to 2016, the average active stock investor only made about 4% returns annually, compared to 

10% returns for the S&P 500 index as a whole. In other words, constantly buying and selling stock, and 
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thinking that you can get an advantage from your instincts or analysis, has been proven to lead, in most cases, to 

smaller gains. And not just for your average retail investor. “Lethargy bordering on sloth remains the 

cornerstone of our investment style,” Buffett wrote in his 1990 letter, and the difficulty of making any kind of 

money from buying and selling stocks is the very reason why. “Inactivity,” he adds, “strikes us an intelligent 

behavior.” 

 

 

Understanding Corporate Cash Flow  

With fiscal and monetary policy dumping $10 trillion into the U.S. economy during the last eighteen months, 

zero interest rates and a post-pandemic economic boom, corporate treasuries are flush with cash. The companies 

with the biggest cash hoards are the large-cap tech and industrial firms like Apple, Google, Microsoft, Amazon, 

and Berkshire Hathaway who combined have over $700 billion in cash and short-term investments as of their 

latest quarterly SEC filings. Generating a lot of free cash flow is the envy of every public and private company 

in the world and is very positive for the firm’s shareholders, employees and third parties like vendors, unions 

and government entities. Instead of these successful cash-rich companies being admired and lauded, they are 

being criticized by many politicians including several U.S. Senators and Congressmen for being greedy and not 

paying their fair share of income taxes, even though these firms had a combined income tax expense of over 

$29.5 billion per their latest quarterly filings.  

A few of these politicians have proposed taxing these cash-rich firms for using the excess cash for stock 

buybacks instead of paying some of the funds to employees in higher wages, increasing funding into company 

pension plans and other uses. This is totally insane and in our capitalistic economy, we do not want the 

government regulating, taxing, or directing on how private enterprises can use their excess cash, capital, and 

financial resources. This will create distortions in the capital markets and have perverse consequences of lower 

capital investment, fewer jobs, and lower returns for stockholders. 

There are only four courses of action a company can take with excess corporate cash as shown below. 

1. Reinvest the cash in its core business 

2. Use the funds to make acquisitions 

3. Return the funds to debtholders and stockholders (dividends and stock and bond buybacks) 

4. Nothing, keep it on the balance sheet 

Many companies during the last few years have used their excess cash to buy back stock (number 3 above) and 

the amount spent on this strategy for the first nine months of 2021 was $870 billion per Goldman Sachs. Some 
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companies are resorting to borrowing funds at very low- interest rates and using the debt along with their 

balance sheet cash to buy back their stock. The financial effect of large buybacks has been to reduce the number 

of common shares outstanding which raises earnings per share and in many cases the stock price. However, the 

only time a company should buy back its stock is if the market price of the stock is less than its intrinsic value. 

We have discussed here on VOM in many issues, how to calculate a company’s intrinsic value, which 

subscribers can reference. Most corporate buybacks are at prices in excess of the company’s intrinsic value and 

this, in the long run, will erode the company’s stock price and shareholder wealth. One of the biggest culprits of 

worthless stock buybacks is IBM. Since 1995, IBM has bought back over $201 billion of its stock and the 

annualized return on IBM stock over the last fifteen years has been a paltry 6.02%. The annualized return of the 

S&P 500 Index during this same fifteen-year period was 10.51%. This means that IBM did not receive any 

financial benefit for spending $201 billion on its stock and it was a waste of capital and corporate resources. 

Of the four alternatives above, the best action for the company and its stakeholders is to reinvest the funds in the 

company’s core business. Assuming the core business investments earn a return greater than the companies cost 

of capital, the company and its shareholders will benefit from a higher stock price and increased wealth. If 

companies elect to use excess capital to buy back stock or pay down debt instead of reinvesting in their core 

business, this means the company does not have enough profitable investment opportunities in its core business 

and therefore elects to return the capital to shareholders. Another key reason companies elect buybacks over 

core investments is that it is easier and less risky. Corporate CEOs have three primary tasks, growth, strategy, 

and capital allocation. Most CEOs are good at growth and strategy but poor at capital allocation and this is 

where the use of excess capital is important. Finding suitable and profitable core investments takes time and is 

hard but buying back one’s own stock is very easy and can be done every quarter. Returning capital to 

shareholders in the form of dividends and stock buybacks do provide financial benefits to the shareholders as 

they have funds to spend, save or reinvest, which increases shareholder wealth.  

Using excess corporate cash to make acquisitions may be beneficial to the company and its shareholders, if the 

acquisitions are accretive in terms of earning per share and the return earned on the acquisition, is greater than 

the company’s cost of capital. There have been numerous studies over the last 30 years that have concluded that 

80% of corporate mergers do not add value to the acquiring company five years after the acquisition’s 

transaction. AOL’s merger with Time Warner, ATT’s purchase of NCR, WorldCom’s merger with MCI 

Communications, Quaker Oats purchase of Snapple, and the merger of Sears and Kmart are a few glaring 

examples of failed acquisitions. 

The worst alternative above for excess capital and one that many of the technology companies are guilty of is to 

do nothing with their excess corporate cash. Apple is the poster child for this complacency as it currently has 

$195 billion in excess cash parked on its balance sheet.  
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REIT Return Statistics 

Current REIT statistics for August 2021 per NAREIT and NCREIF are included in the table below. Please note 

the comeback in REIT returns in 2021 and the high performance of the All-Equity REIT Index over a 20-year 

period as compared to the other major asset classes. REITs have been one of the best-performing asset classes in 

2021. 

 

 

Period All 

REITs 

All Equity 

REITs 

NCREIF 

Property 

Index  

(Q3-2020) 

S&P 500 NASDAQ 

Composite 

8/2021   28.75% 29.28% NA 21.58% 18.92% 

1-Year 36.98% 36.09% 2.00% 31.17% 30.49% 

5-Year 9.26% 9.42% 6.49% 18.02% 25.19% 

10-Year 11.37% 11.51% 10.08% 16.34% 20.79% 

20-Year 10.36% 10.75% 7.68% 9.31% 11.26% 

Market 

Capitalization $1.6T $1.51T $700B NA NA 

Dividend 

Yield 2.93% 2.69% NA 1.25% NA 
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REIT Review 

Summary 
This REIT valuation is on VEREIT, Inc. (“VER”), a publicly-traded REIT that owns and manages single tenant 

commercial properties located throughout the U.S. VER owns or has interests in 3,885 retail, restaurant, office 

and industrial real estate properties with an aggregate 89.1 million square feet of space. VER is merging with 

another net lease REIT, Realty Income, Inc., which is expected to close in Q4-21. 

 
Property Information 
VERs top three tenants include Red Lobster (4.8% of annualized rental income), Dollar Tree/Family Dollar 

(3.6% of annualized rental income) and Dollar General (3.2% of annualized rental income). As of Q2-21, the 

occupancy rate was 97% and the net lease revenue increased by 5.3% YoY.  

 
Corporate Data                           

VER is traded on the NYSE, is incorporated in Maryland, and is located in Phoenix, AZ. VER has 229 million 

common shares outstanding and a market capitalization of approximately $10.86 billion. VERs credit rating is 

BBB by Fitch Ratings. VER owns 99.9% of the interests in its UpReit partnership, VEREIT Operating 

Partnership, LP. 

 
Subsequent Events 
On July 16, 2021, VER announced that it will redeem it’s Series F preferred stock on August 15, 2021. 

Shareholders of Realty Income, Inc (O). and VER have approved their previously announced merger of VER 

into O. Under the terms of the merger, VER shareholders will receive .705 shares of stock in O for every share 

held in VER. The merger is expected to close in Q4-21. The combined REIT plans to spin-off its office assets 

into a new REIT in 2022.  

 

Management 

Glenn Rufrano, 71, CEO  

Mr. Rufrano assumed the role of Chief Executive Officer of VEREIT, Inc. on April 1, 2015. Since joining the 

organization, Mr. Rufrano reconstituted the Board of Directors, formalized the VEREIT management team and 

introduced a business plan to guide the Company’s strategy. Under his leadership, the Company changed its 

name to VEREIT, moved its listing to the NYSE and implemented a company-wide business approach based on 

discipline, transparency, and consistency. Furthermore, Mr. Rufrano has made significant progress on several 

initiatives including reducing debt, enhancing the portfolio and simplifying VEREIT’s business model with the 

sale of Cole Capital. Before joining VEREIT, Mr. Rufrano served as Chief Executive Officer of O’Connor 
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Capital Partners, a privately-owned independent real estate investment, development and management firm 

specializing in retail and multifamily residential properties. He was among the founders of O’Connor in 1983. 

Prior to rejoining O’Connor in 2013, Mr. Rufrano served as Global President and Chief Executive Officer of 

Cushman & Wakefield, Inc., a private, global commercial property, and real estate services company and was a 

member of its Board of Directors. From January 2008 to February 2010, he was Chief Executive Officer of 

Centro Properties Group, an Australian-based shopping center company, which owned 22 million square feet of 

retail property in Australia and 100 million square feet in the U.S. From April 2007 through January 2008, Mr. 

Rufrano served as Chief Executive Officer of Centro Properties Group U.S. From 2000 until its acquisition by 

Centro Properties Group in April 2007, Mr. Rufrano was Chief Executive Officer of New Plan Excel Realty 

Trust, Inc. (“New Plan”), a commercial retail REIT formerly listed on the New York Stock Exchange, as well as 

a member of its Board of Directors.  Mr. Rufrano has served as a public Director of Ventas, Inc., an S&P 500 

company, and a publicly-traded healthcare REIT; Columbia Property Trust, Inc., a publicly-traded office REIT; 

Trizec Properties, Inc., a national office REIT; Criimi Mae Inc., a mortgage REIT; and General Growth 

Properties, an institutional mall REIT. Mr. Rufrano earned a Bachelor’s Degree in Business Administration 

from Rutgers University and Master of Science Degree in Management and Real Estate from Florida 

International University. 

 

 

Ownership 
Top Institutional Holders Shares (000’s) % 

Cohen & Steers, Inc. 36,794 16.06 

Vanguard Group, Inc.  32,758 14.30 

Blackrock, Inc.  18,442 8.05 

State Street Corporation 9,531 4.16 

Daiwa Securities Group, Inc.  8,941 3.90 

 

Ownership Breakdown 

% Of Shares Held by All Insiders and 5% Owners .39 

% Of Shares Held by Institutional & Mutual Fund Owners 95.43 

Number of Institutions Holding Shares 552 

All amounts above per Yahoo Finance 
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Financial Analysis and Valuation 
Select financial data for VER per the Q2-21 10Q and supplemental information. 

(In millions where applicable) 

Financial Data Amounts 

Real Estate Assets, Gross  $14,546 

Total Assets $12,914 

Property Debt (at a weighted average interest rate of 3.87%) $5,590 

Stockholders’ Equity $6,720 

Revenue  $582 

Net Income (Loss) $198 

Cash Flow from Operations $362 

Unsecured Credit Facility ($1.5B with $0 used) $1,500 

Market Capitalization $10,860 

Property Debt to:  

     Gross Real Estate Assets           38% 

     Market Capitalization 51% 

     Enterprise Value 34% 

Dividend and Yield ($1.85/sh.) 3.86% 

Shares Sold Short (in millions per Yahoo Finance) 10,630 

 

Valuation Methodology  

Q2-21 Real Estate Revenue  $582 
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VER: Q2-21 Real Estate Operating Expenses (excluding depreciation, amortization, 

interest expense, impairment charges and plus G&A expenses) 102 

Q2-21 Net Operating Income  $480 

Annualized Proforma Net Operating Income at 102% $979 

Projected Average Cap Rate  6.5% 

Projected Value of Real Estate Assets $15,061 

Add: Net Operating Working Capital (at book value and excluding goodwill) 265 

         Investment in Unconsolidated Affiliates (at book value) 80 

Total Projected Value of the Assets of the Company $15,406 

Less: Total Debt Per Above   (5,590) 

         Preferred Stock (at liquidation value) (372) 

Projected Net Asset Value of the Company $9,444 

Common Shares Outstanding, 229M common shares   

Projected NAV Per Share $41 

Market Price Per Share on 10/15/21 $47 

Premium (Discount) to NAV 14% 
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Financial Metrics 
The gross real estate assets, property debt, revenues, net income, funds from operations, return on invested 

capital, dividend coverage and, dividends per share for VER for the years 2016 through Q2-21 are shown in the 

table below: 

 

(millions except dividend and 
per share amounts) 2016 2017 2018 2019 2020 Q2-21 

Gross Real Estate Assets $15,584 $15,615 $15,604 $14,843 $14.603 $14,546 

Property Debt $6,366 $6,072 $6,085 $5,704 $5,912 $5,590 

Revenues $1,454 $1,252 $1,180 $1,551 $1,161 $582 

Net Income (Loss) ($195) $31 ($85) ($300) $201 $198 

Funds from Operations (FFO) $744 $653 $438 ($138) $578 $354 

Return on Invested Capital (1) 7.5% 7.7% 5.8% 1.31% 7.6% NA 

Dividend Coverage (2) .23 1.07 .72 -.20 1.13 1.70 

Dividends Paid Per Share $2.75 $2.75 $2.75 $2.75 $1.8425 $1.848(3) 
 

(1) This ratio is cash provided by operations plus interest expense divided by stockholder’s equity plus property 
debt and measures the return the REIT is earning on its invested capital.  

(2) This ratio is funds from operations divided by common and preferred stock dividends and distributions to 
noncontrolling interests. 

(3) The dividend is currently $.462 per quarter. 

The total return of VER year to date and through five years is shown in the chart below per NAREIT: 

VER Total Return Q2-21 1-Yr 3-yr 5-Yr 

 36.65% 57.12% 15.71% 5.81% 

 

As shown above, our net asset value per share for VER is $41/sh., compared to a market price of $47/sh. 

Current average cap rates for net lease properties per our industry experience and CBRE’s Cap Rate Survey are 

in the 5.0% to 8.0% range, depending on the tenancy, credit of the tenant and lease term. We have used an 

average cap rate of 6.5% due to VER’s solid portfolio of net lease assets.  
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Valuation Analysis 
VER’s strengths, concerns and, recommendations are as follows: 

 

Strengths: 

 A diversified portfolio of net lease assets. 

 An attractive dividend yield of 3.86%. 

 

Concerns: 

 REIT prices will decline if interest rates increase. 

 The dividend has decreased 33% from 2016. 

 VER is merging with Realty Income, Inc. (O) another net lease REIT and the stock has increased in 

price by over 270% since April 2020 and when the merger was announced earlier in 2021. O is the 

largest net lease REIT, and many of its lease investments have a duration of over 10 years. If interest 

rates continue to rise, the value of these investments will decline significantly. 

 

Recommendation: 

VER has a diversified portfolio of net lease assets, however, we are not recommending the purchase of the 

stock, due to its high price and merger with O. We also do not recommend investing in O. 

 

A five-year price chart for VER is shown below: 
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REIT FOCUS REVIEWS IN PRIOR ISSUES OF VOM ARE AS FOLLOWS: 

1. Simon Property Group, August 15, 2019 

2. Liberty Property Trust, September 15, 2019 

3. Pennsylvania REIT, October 15, 2019 

4. Realty Income Corporation, November 15, 2019 

5. First Industrial Realty Trust, Inc., December 15, 2019 

6. Brandywine Realty Trust, January 15, 2020 

7. SITE Centers Corp., February 15, 2020 

8. Highwoods Property, Inc., March 15, 2020 

9. Kilroy Realty Corp., April 15, 2020 

10. Camden Property Trust, May 15, 2020 

11. Hudson Pacific Properties, Inc., June 15, 2020 

12. STAG Industrial, Inc., July 15, 2020 

13. Piedmont Office Realty Trust, August 15, 2020 

14. SL Green Realty Corp., September 15, 2020 

15. Federal Realty Trust, October 15, 2020 

16. WP Carey, November 15, 2020 

17. Equity Residential, December 15, 2020 

18. Douglas Emmett, Inc., January 15, 2021 

19. Boston Properties, Inc., February 15, 2021 

20. Spirit Realty Capital, Inc., March 15, 2021 

21. Duke Realty Corporation, April 15, 2021 

22. Essex Property Trust, Inc., May 15, 2021 

23. AvalonBay Communities, Inc., June 15, 2021 

24. Brixmor Property Group, Inc., July 15, 2021 

25. Cousins Properties, Inc., August 15, 2021 

 

General Publication Information and Terms of Use 

View of the Market is published at www.paramountcapitalcorp.com/vom-newsletter by Paramount 

Capital Corporation and edited by Joseph Ori, Executive Managing Director. The use of this newsletter and its 

content is governed by the Terms of Use as described herein. This newsletter is not an offer to sell or the 

solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be 

illegal. This newsletter is distributed for informational purposes only and should not be construed as investment 

advice or a recommendation to sell or buy any security or other investment or undertake any investment 
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strategy. It does not constitute a general or personal recommendation or tang the investment objectives, 

financial situations, or needs of individual investors.  

 

The price and value of securities referred to in this newsletter will fluctuate. Past performance is not a guide to 

future performance, future returns are not guaranteed, and a loss of all of the original capital invested in a 

security discussed in this newsletter may occur. Certain transactions, including those involving futures, options, 

and other derivatives, give rise to substantial risk and are not suitable for all investors. There are no warranties, 

express or implied, as to the accuracy, completeness, or results obtained from any information set forth in this 

newsletter. Paramount Capital Corporation will not be liable to you or anyone else for any loss or injury 

resulting directly or indirectly from the use of the information contained in this newsletter, caused in whole or in 

part by its negligence in compiling, interpreting, reporting, or delivering the content in this newsletter. 

Paramount Capital Corporation receives compensation in connection with the publication of this newsletter only 

in the form of subscription fees charged to subscribers and reproduction or re-dissemination fees charged to 

subscribers or others interested in the newsletter content. 

 

Subscription Information 

Subscriptions to this newsletter are available for $99 per year or $149 for two years. Subscriptions are also 

available just for the REIT valuations at $49 per year. See www.paramountcapitalcorp.com for subscription 

information. 
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