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VIEW OF THE MARKET 
 

A PUBLICATION OF PARAMOUNT CAPITAL CORPORATION 

Volume XIV/ Issue 10 / October 15, 2022 

REAL ESTATE FOCUS 

NAV REIT Valuation 

One of the hottest CRE investment programs over the last few years 

has been the NAV (net asset value) REITs. These are private REITs 

that raise capital from the public, typically at $10 per share and file all 

required SEC public documents, but the shares are not publicly traded. 

The shares are sold by stockbrokers and registered investment advisors 

and have been a big favorite of wealth managers, and individual and 

institutional investors as a low-cost and easy way to allocate funds to 

private CRE investment. 

 

The REITs are multi-billion-dollar funds that invest in all types of 

CRE including office, retail, apartments, industrial, student housing, 

self-storage, manufactured housing, and data centers. According to 

Robert A. Stanger & Co., an alternative investment bank, NAV REITs 

raised a record $36.5 billion in 2021 and are expected to raise $45 

billion in 2022. 

 

Under FINRA (Financial Industry Regulatory Authority) rule 2310, 

brokers of NAV REITs are required to inform their investors about the 

liquidity and marketability of the REIT before investing. Before 

recommending REITs to investors, brokers must obtain the following 

facts about the investment: physical properties, tax aspects, financial 

stability of the sponsor, the program’s conflicts, and risk factors. Brokers should also examine the value of these 

REITs for the suitability of the investment. The disclosure must also include an explanation of the method used 

to value the shares and the date of the valuation. The shares are required by FINRA to be valued at least yearly. 
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There are two required valuation methods; the net investment method which calculates the value of the shares 

based on the amount available for investment as shown in the use of proceeds section of the prospectus. The 

second method is the appraised value method which is disclosed in the issuer’s most recent report filed with the 

SEC provided by the sponsor or REIT using a third-party valuation expert utilizing standard industry 

methodology. To meet their FINRA requirements, the NAV REITs typically prepare a monthly NAV per share of 

their stock, which they base on various cap rates and discount rates that they determine. This NAV price is used 

by the REIT as the current stock price for new stock offerings and current shareholders who wish to sell their 

shares. The redemption feature is typically available for less than 5% of the REITs shares outstanding and on a 

monthly or quarterly basis. 

 

Since March 2022, the Federal Reserve has raised the federal funds rate five times to a current rate of 3.0% and 

pushed up the 10-Year T-Note rate to 4.0% from less than 1.8% only nine months ago. The 10-Year T-Note is 

typically the base rate for the CRE cap rate and discount rate calculations. Since the CRE cap rate is derived 

from treasury rates per the cap rate formula of, Rrf + Rp – G or the risk-free rate of the 10-Year T-Note plus a 

risk premium and less the growth rate in rents, cap rates should have risen about 2.0% and these higher cap rates 

should be used in the NAV valuation. However, most of the larger NAV REITs like Blackstone and Starwood 

have shown their monthly NAVs per share rising instead of falling because of higher interest rates and hence, 

cap rates and discount rates. This doesn’t make any sense and we here at VOM are perplexed as to why the 

NAVs are still increasing. If the 10-Year T-Note is up 2.2% in the last nine months, then the cap rates and 

discount rates used in their net asset value calculations should be much higher, which would result in a lower 

and declining NAV per share. We are not sure why this is occurring, but the NAV share valuation may not 

reflect the true intrinsic value of their CRE portfolios.  
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Seven Personal Qualities of a Successful CRE Player 

 

In the CRE industry, there are specific personal qualities or characteristics that are essential for individual 

success, whether one is a real estate investor, broker, lawyer, consultant, or developer. The CRE industry is one 

of the only industries that is transaction-based. This means that the vibrancy, wealth, and success of the industry 

are based on sales, leasing, and financing transactions. The more transactions in these areas, the healthier the 

industry and the better off the participants will be. However, to even be more successful, CRE players require a 

skill set that is not easily achieved and below are seven traits that are necessary to be a successful participant.  

 

 Conviction. The CRE participant must have solid convictions on its consulting, investment, brokerage 

or development transaction or strategy and be confident enough to ignore those who disagree. Great 

decision-making ability is one of the most important keys to success in the industry. Decisions should 

only be made after a detailed analysis of the facts and circumstances, supported by financial, market, 

tenant, or other data and consideration of and recommendations from others. Once a decision is made, 

the participant must have conviction and not waiver or buckle under criticism from others.  

 

 Experience. The most successful CRE participants have accumulated years and years of experience in 

the industry in different markets, property types, transactions and economic booms and busts. 

Participants that have been in the industry for two decades or more have a keen sense of the markets, 

different properties, and myriad of financial transactions. The more experienced an individual is in the 

industry, the better decision-making process they will possess. 

 

 Patience. The CRE participant should have great patience as real estate investment is a difficult long-

term business. Whether one is in the investment, brokerage, or development side of the business, success 

depends in large measure on the ability to recognize undervalued investment opportunities, establish 

marketing programs and relationships for sales and leases and the fortitude to develop new properties. 

Many large and complicated real estate transactions can take years to develop, nurture and close. All of 

these skills require patience and the ability in many cases to be a contrarian. 

 

 Hard Work. To be a successful CRE participant, one needs to work hard. Working hard does not mean 

40 hours a week, but 70 hours per week or more. All successful investors, whether in real estate, finance, 

investment banking, corporate investment, etc. have a work hard ethic. In CRE, working hard means 

obtaining a thorough knowledge of a property, market, financial data, tenancy, economy, interest rates, 

competition and risks and using this knowledge to effect profitable transactions. 
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 Knowledge. A successful CRE participant should have a significant knowledge base about the 

brokerage, investment, and/or development transaction in question, including information on the 

property, market, tenant, financing, investment returns, competitive properties, interest rates and the 

economy. The best way to gain this knowledge is through the experience of closing many transactions 

but also from reading, writing articles, attending conferences and making presentations. 

 

 Ambition. Real estate players must have a deep desire to do or achieve something, typically requiring 

hard work and determination. This may be being the top-producing broker in the office or starting your 

own real estate development firm. Having ambition means that you work hard at your job to get ahead, 

achieve your professional goals, and contribute to the company’s success. Participants will likely take on 

added responsibilities and duties to show their ambition and drive. Real estate employers value the 

quality of ambition in many positions in the commercial real estate industry.  

 

 Confidence. For successful CRE participants, confidence is the belief in your abilities and skills. You 

trust yourself to take the best action, and you rely on your knowledge and experience to get the job done. 

Confident people focus on their strengths and learn from their mistakes quickly. As a confident real 

estate player, you complete your tasks with accuracy and skill while showing others the way. Employers 

value the quality of confidence in various positions in the CRE industry. 
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NCREIF Returns Begin to Soften 

 

The NCREIF (National Conference of Real Estate Investment Fiduciaries) CRE performance indexes are 

beginning to soften from a torrid pace during the last year. The NPI-ODCE index is the national property Index 

for open-ended core equity funds that invest in core properties around the country. Core property investments 

are typically the best-located, lower-risk investment strategies utilizing low leverage in higher quality fully 

leased properties. The NFI-ODCE Index is an unlevered, capitalization-weighted, gross of fees, time-weighted 

return index with an inception date of 1/1/1978. Open-end Funds are generally defined as infinite-life vehicles 

consisting of multiple investors who have the ability to enter or exit the fund on a periodic basis, subject to 

contribution and/or redemption requests, thereby providing a degree of potential investment liquidity. This 

Index is used as the benchmark for many commercial real estate private equity returns.  

 

The fund tracks a portfolio of over 2,100 properties and has a value of approximately $280 billion. Private 

equity returns have been on a tear the last few years, but the third quarter return is down substantially from 

4.77% in the previous quarter.  
 

Period NPI-ODCE NAREIT S&P 500 
Q-3 2022 .52% -10.83% -4.88% 
1-Year 22.10% -16.27% -15.47% 
5-Year 10.24% 4.02% 9.24% 
10-Year 10.92% 6.95% 11.70% 
20-Year 8.69% 9.31% 9.08% 
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Get Your Copy of Three Great CRE Books by Our Editor, Joseph Ori 

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

Commandments of Commercial Real Estate Investment” Edition I and II and “Commercial Real Estate 

Investment for Pros (and Dummies Too!).” All books are available on Amazon and other book outlets in Kindle, 

and soft and hardcover from $8.99 to $24.99. 

 

Both editions of The Fifty Commandments of Commercial Real Estate Investment compile 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 

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. 
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CRE Financing Rates  
 

Loan Type Mortgage Rate Maximum 

Amortization 

Term  

(years) 

Maximum LTV 

Permanent Loans 5.92%-8.89%+ 30 10  75% 

Conduit-CMBS 6.43%-7.67%+ 30 10  75% 

Bridge Loans 7.92%-16.92%+ Interest Only 1-3 90% 

Construction Loans 7.75%-12.75%+ Interest Only 1-4 75% 

Insurance Co. Loans 5.89%-7.88%+ 30 10 70% 

Fannie Mae/Freddie Mac 5.27%-6.00%+ 30 10 80% 

 

Commercial Loan Index Rates 

Prime Rate 6.25% 

30 Day LIBOR 3.31% 

90 Day LIBOR 3.92% 

30 Day SOFR (secured overnight funding rate) 3.28% 

1 Year Swap 4.75% 

10 Year Swap 3.92% 

5 Year Treasury 4.14% 

10 Year Treasury 3.89% 

Federal Funds Rate 3.00% 

 

Short-term interest rates have increased substantially with the 30-day LIBOR rate up to 3.31% from .51% in 

April 2022 and longer-term treasury rates have also increased with the 10-Year treasury at 3.89%. This is due to 

expectations that the Fed will continue to aggressively raise the federal funds rate to halt raging inflation. As 

shown above, the entire term structure of interest rates is rising substantially with higher rates to come courtesy 

of the Federal Reserve. 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, 

jjo@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 

GIC and Oak 

Street 

Store Capital 

Shareholder 

Store Capital, Net 

Lease REIT 

$14B Purchase of the 

public REIT at 

$ 32.25 per share. 

NA Ocean West 

Capital 

Partners and 

Tiger 

Alternative 

Investors 

Seven-Property 

Industrial Portfolio. 

$900M A seven-property 

portfolio with seven 

million square feet.  

BXP REIT Biogen 125 Broadway, 

Cambridge, MA 

$592M A six-story life 

science building with 

271,000 square feet 

net leased to Biogen. 
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GI Partners Alexandria 

Real Estate 

Equities 

Three Life Science 

Buildings, Bay Area, 

CA 

$388M Three buildings with 

332,000 square feet. 

CBRE 

Investment 

Management 

Starwood 

Capital Group 

Park Point, Durham, 

NC 

$288M A 662,607 square 

foot life science 

campus. 

Hamilton 

Zanze 

Continental 

Properties Co. 

Foothills Farm, 

Colorado Springs, 

CO 

$111M A 264-unit apartment 

complex. 

TA Realty JCS Properties Two Industrial 

Properties, CA 

$92M Two industrial 

properties with 

393,946 square feet.  
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Harbor Group 

International 

3rd Ave. 

Investments 

Colter Park 

Apartments, 

Phoenix, AZ 

$81M A 384-unit apartment 

complex built in 

1972. 

Limestone 

Asset 

Management 

and Orion Real 

Estate Group 

North 

American 

Development 

Millenia Plaza, 

Orlando, FL 

$74M A 411,503 square 

foot retail center. 
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CORPORATE FINANCE FOCUS 

 
The Ten Guiding Principles from Charlie Munger 

In the prior 24 issues of this newsletter, we discussed the 24 Investment and Business lessons from Warren 

Buffett. In this and the last two issues, we discussed the Ten Guiding Principles from Charlie Munger, the Vice 

Chairman and Partner of Warren Buffett at Berkshire Hathaway, Inc. The last four of the ten principles are 

shown below.  

 

I. Patience 

Resist the natural human bias to act. 

 “Compound interest is the eighth wonder of the world” (Einstein); never interrupt it unnecessarily. 

 Avoid unnecessary transactional taxes and frictional costs; never take action for its own sake. 

 Be alert for the arrival of luck. 

 Enjoy the process along with the proceeds because the process is where you live. 

 

II. Decisiveness 

 When proper circumstances present themselves, act with decisiveness and conviction. 

 Be fearful when others are greedy, and greedy when others are fearful. 

 Opportunity doesn’t come often, so seize it when it does. 

 Opportunity meeting the prepared mind: that’s the game. 

 

III. Change 

 Live with change and accept unremovable complexity. 

 Recognize and adapt to the true nature of the world around you; don’t expect it to adapt to you. 

 Continually challenge and willingly amend your “best-loved ideas.” 

 Recognize reality even when you don’t like it—especially when you don’t like it. 

 

IV. Focus 

 Keep things simple and remember what you set out to do. 

 Remember that reputation and integrity are your most valuable assets—and can be lost in a heartbeat. 

 Guard against the effects of hubris and boredom. 

 Don’t overlook the obvious by drowning in minutiae. 

 Be careful to exclude unneeded information or slop: “A small leak can sink a great ship.” 

 Face your big troubles; don’t sweep them under the rug. 
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REIT Return Statistics 

Current REIT statistics for August 2022 per NAREIT and NCREIF are included in the table below. Please note 

the all-equity REIT return over 20 years. REITs have been one of the best-performing asset classes historically. 

 

 

Period All 

REITs 

All Equity 

REITs 

NCREIF 

NPI 

Levered 

Index  

(Q2-22) 

S&P 500 NASDAQ 

Composite 

8/2022  -17.45% -17.43% 3.95% -16.14% -24.07% 

1-Year -10.32% -9.75% 28.18% -11.23% -21.99% 

5-Year 6.32% 6.80% 10.61% 11.82% 13.98% 

10-Year 8.04% 8.32% 12.00% 13.08% 15.68% 

20-Year 9.26% 9.75% 9.03% 9.74% 11.60% 

Market 

Capitalization $1.41T $1.34T $324B NA NA 

Dividend 

Yield 3.72% 3.37% NA 1.57% NA 
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REIT Review 

Summary 
This REIT valuation is on the Realty Income Corporation (“O”), a publicly-traded REIT that is engaged in the 

acquisition and management of freestanding commercial properties that generate rental revenue under long-term 

net lease agreements. O owns or has interests in 11,427 properties with 218.5 million square feet and are 

located in all 50 states and Puerto Rico, the United Kingdom and Spain.  
 

Property Information 
As of Q2-22, the occupancy rate was 98.9% and the Q2 YoY increase in the net operating income was 80%. The 

three largest tenants are Walgreens (4.0% of annualized base rent), Dollar General (3.90% of annualized base 

rent), and 7-Eleven (3.9% of annualized base rent).  

 
Corporate Data                           

O is traded on the NYSE, is incorporated in Maryland, and is located in San Diego, CA. O has 116.8 million 

common shares outstanding and a market capitalization of approximately $6.065 billion. O is the general 

partner and controls its UpReit partnership, Kilroy Realty, L.P., with a 99% interest. O is rated A3 by Moody’s 

and A- by Standard and Poor’s. O owns a 98.1% managing ownership interest in its UpReit partnership, Realty 

Income, L.P.  

 
Management 

Sumit Roy, 52, President and CEO   

As the President & Chief Executive Officer, Mr. Roy’s primary responsibility is to perform as a fiduciary for 

our shareholders in fulfilling our mission to provide monthly dividends that increase over time. This 

responsibility involves overseeing all of our operations, as well as creating and executing on the company’s 

strategy. The implementation of our strategy involves constant monitoring of the economic environment, 

analyzing factors that can impact our operations, and doing what is required to generate investor returns, while 

mitigating the risks that are taken to achieve those returns. Mr. Roy has served as Realty Income’s Chief 

Executive Officer since October 2018 and President since 2015. Mr. Roy previously served as Realty Income’s 

Chief Operating Officer from 2014 to 2018. As COO, Mr. Roy oversaw the Company’s investments and 

business operations, including Acquisitions, Dispositions, Asset Management, Portfolio Management, 

Information Technology, Internal Audit and Human Resources. He also served as the Chairman of the 

Investment Committee and a member of the Executive Management Team. He joined Realty Income in 2011 

and was promoted to Chief Investment Officer in 2013. Prior to joining the Company, Mr. Roy was an 

Executive Director at UBS Investment Bank where he worked for seven years. During his tenure at UBS, he 
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was responsible for more than $57 billion in real estate capital markets and advisory transactions. Mr. Roy has a 

Bachelor’s and Master’s degree in Computer Science. He also holds a Master’s in Business Administration in 

Finance and Economics from the University of Chicago, Booth School of Business. Mr. Roy currently serves on 

the Executive Board and the Governance Committee for the National Association of Real Estate Investment 

Trusts. 

 

Ownership 
Top Institutional Holders Shares (000’s) % 

Vanguard Group, Inc.  95,825 15.93 

Blackrock, Inc.  56,279 9.35 

Norges Bank Investment Management  47,212 7.85 

Principal Financial Group, Inc.  35,202 5.85 

State Street Corporation 22,799 3.79 

 

Ownership Breakdown 

% Of Shares Held by All Insiders and 5% Owners .13 

% Of Shares Held by Institutional & Mutual Fund Owners 81.7 

Number of Institutions Holding Shares 1,410 

All amounts above per Yahoo Finance 

 
 
Financial Analysis and Valuation 
Select financial data for O per the Q2-22 10Q and supplemental information. 

(In millions where applicable) 

Financial Data Amounts 

Real Estate Assets, Gross  $37,707 

Total Assets $44,951 

Property Debt (at a weighted average interest rate of approximately 3.5%) $15,953 
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Stockholders’ Equity $26,402 

Revenue  $1,617 

Net Income (Loss) $422 

Cash Flow from Operations $1,256 

Unsecured Credit Facility ($4.25B with $250M used) $4,000 

Market Capitalization $35,542 

Property Debt to:  

     Gross Real Estate Assets           42% 

     Market Capitalization 45% 

     Enterprise Value 31% 

Dividend and Yield ($2.98/sh.) 5.13% 

Shares Sold Short (in millions per Yahoo Finance) 21,430 

 

Valuation Methodology  

Q2-22 Real Estate Revenue  $1,617 

Q2-22 Real Estate Operating Expenses (excluding depreciation, amortization, interest 

expense, impairment charges plus G&A expenses) 173 

Q2-22 Net Operating Income  $1,444 

Annualized Proforma Net Operating Income at 102% $2,946 

Projected Average Cap Rate  6.5% 

Projected Value of Real Estate Assets $45,323 

Add: Net Operating Working Capital (at book value and excluding goodwill) 5,192 
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         Investment in Unconsolidated Entities (at book value) 113 

Total Projected Value of the Assets of the Company $50,628 

Less: Total Debt Per Above (15,953) 

Projected Net Asset Value of the Company $34,675 

Common Shares Outstanding, 617.5M   

Projected NAV Per Share $56 

Market Price Per Share on 10/15/22 $51 

Premium (Discount) to NAV (9%)  

 
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 O for the years 2017 through Q2-22 are shown in the 

table below: 

 

(Millions except dividend and 
per share amounts) 2017 2018 2019 2020 2021 Q2-22 

Gross Real Estate Assets $15,016 $16,541 $19,577 $21,015 $35,908 $37,707 

Property Debt $6,116 $6,498 $7,901 $8,816 $15,444 $15,953 

Revenues $1,215 $1,327 $1,491 $1,657 $2,080 $1,617 

Net Income (Loss) $301 $363 $436 $395 $359 $422 

Funds from Operations (FFO) $772 $903 $1,039 $1,142 $1,407 $1,219 

Return on Invested Capital (1) 8.3% 8.2% 7.7% 5.2% 4.0% NA 

Dividend Coverage (2) 1.10 1.18 1.21 1.18 1.20 1.35 

Dividends Paid Per Share $2.54 $2.64 $2.74 $2.80 $2.84 $2.98(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.  
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(2) This ratio is funds from operations divided by common and preferred stock dividends and distributions to 
noncontrolling interests. 

(3) The dividend is currently $.248 per month. 

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

O Total Return 8/22 1-Yr 3-yr 5-Yr 

 -1.86% 1.88% 2.82% 8.77% 

 

As shown above, our net asset value per share for O is $56/sh., compared to a market price of $51/sh. Current 

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

6.0% to 8.0% range, depending on the credit of the tenant, and lease term. We have used an average cap rate of 

6.5% due to O’s large and diversified portfolio of net lease assets.  

 
Valuation Analysis 
O’s strengths, concerns and recommendations are as follows: 

 

Strengths:  

 An attractive dividend yield of 5.13%. 

 A debt-to-enterprise value of 31%. 

 A large and diversified portfolio of net leased assets.  

 O is trading at a 9% discount to our NAV. 

Concerns: 

 REIT prices will decline if interest rates increase. 

 O has a low return on invested capital. 

 

Recommendation: 

O is trading at a 9% discount to our NAV; however, we are not recommending the purchase of the stock, due to 

the negative effects on a long-duration net lease portfolio from higher interest rates.  

 

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

1. WP Carey, November 15, 2020 

2. Equity Residential, December 15, 2020 

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

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

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

6. Duke Realty Corporation, April 15, 2021 

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

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

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

 

 
 

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

11. Mid-America Apartments, Inc., September 15, 2021 

12. VEREIT, Inc., October 15, 2021 

13. Spirit Realty Capital, Inc, November 15, 2021 

14. First Industrial Realty Trust, Inc., December 15, 2021 

15. Camden Property Trust, Inc., January 15, 2022 

16. Healthcare Trust of America, Inc., February 15, 2022 

18. Simon Property Group, Inc., March 15, 2022 

19. Brandywine Realty Trust, April 15, 2022 

21. Rexford Industrial Realty, Inc., May 15, 2022 

22. Host Hotels & Resorts, June 15, 2022 

23. The Macerich Company, July 15, 2022 

24. Hudson Pacific Properties, Inc., August 15, 2022 

25. Kilroy Realty Corporation, September 15, 2022 

 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 21  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

General Publication Information and Terms of Use 

View of the Market is published by Paramount Capital Corporation at 

www.paramountcapitalcorp.com 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 
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