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REAL ESTATE FOCUS 

MetLife CRE Outlook for 2022 

MetLife Investment Management is one of the largest institutional real 

estate investment managers with over $109 billion in CRE 

investments, including mortgage debt of $73 billion and real estate 

equity of $36 billion. MetLife recently issued its Outlook and 

Forecasts report for CRE in 2022 and includes some prescient 

analysis. The key insights from the report include the following: 

1. Commercial real estate values will rise 11% in 2022 per the 

NCREIF Market Value Index. 

2. Inflation will remain elevated in 2022. 

3. Interest rates may hit a cycle peak in 2022. 

4. Competition for core CRE assets is fierce, however, there are 

attractive investment opportunities in out-of-favor sectors. 

 

The most important economic drivers per MetLife for CRE in 2022 

are Covid effects on the economy, labor force participation, supply 

chain disruptions and inflation. Although the pandemic is receding, 

there is still a risk of new variants and further lockdowns, especially in 

the large blue states like CA, NY, and IL. This will negatively affect 

the hotel and office sectors which are beginning to recover to pre-

pandemic levels. Labor force participation, which dipped to 80% in 

2020, is now back up to 82%, but still under the pre-pandemic rate of 

83%. The unemployment rate is 3.9% and near the historically recorded low rate of 3.2% achieved in February 

of 2020. One conundrum is that even will a very low unemployment rate, there are still nearly four million 

fewer unemployed workers than prior to the pandemic. It’s not entirely clear why so many workers are on the 
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sidelines but the government stimulus payments, tax credits and expansion of food stamps, the child tax credit 

and other programs are big contributors. Supply chain disruptions are still harming the economy and inflation 

and are now exacerbated by the Ukrainian war.   

 

MetLife is expecting inflation as measured by the CPI to moderate from the 2021 peak of 7.0% but remain 

elevated to near 3.0% by the end of 2022. Core properties are well hedged against high bouts of inflation with 

hotels and apartments the most sensitive to inflation impacts. Hotels have one-night leases and apartments have 

one-year leases, which can more readily capture higher market rents in an inflationary environment. This high 

correlation of income and expenses to inflation will be key to the demand for assets in these two sectors. In 

terms of expense growth, hotels and apartments have high expense ratios as compared to other property types as 

the owners are responsible for paying the operating expenses. Owners of these properties need to review their 

underwriting practices of using a flat 2.0% or 3.0% inflation factor for expenses to make sure they are capturing 

the full effects of this higher inflationary environment.  

 

The interest rate and capital market outlook for 2022 is for the Fed to wind down their quantitative easing 

program of asset purchases by mid-2022 and increase short-term interest rates by 50 basis points. MetLife also 

expects long-term interest rates, specifically the 10-year Treasury rate to remain at or close to the 2.0% level. 

They are still recommending a “risk-on” approach to real estate investment with institutional-quality real estate 

cap rates slightly compressing from an average of 3.9% to 3.8%. This cap rate compression will cause real 

estate prices to rise by 11.0% in 2022 but below the 14% increase as measured by NCREIF (National Council 

of Real Estate Investment Fiduciaries) in 2021. Many investors in the “hot” apartment markets of Phoenix, 

Nashville and Tampa are underwriting higher rent growth to validate sub 4.0% cap rates. Projected rent growth 

is a key factor in estimating cap rates. The cap rate formula is the risk-free rate, usually the 10-year Treasury 

note plus a CRE risk premium and less a rental income growth rate. The higher the growth rate the lower the 

cap rate, however, projecting very high rent growth may be a risky endeavor. The risk is that the future 

projected rent growth of 6.0%, 7.0% or more is not realized after the first or second year of ownership. The 

investor just paid a 3.5% cap rate for an apartment property justified by a high rent growth and if the actual 

growth is only 3.0%, the property was overvalued by 40%. The investor may have substantially overpaid for the 

asset. Cap rates increase as the growth in rents declines. Industrial cap rates are also at historically low levels 

and MetLife expects further compression as measured by NCREIF to 3.3% as of 2021 to a mind-boggling 3.0% 

in 2022. Hotels on the other hand are offering some of the highest risk-adjusted cap rates in the 6.0% to 9.0% 

area and similar to those for regional malls. Another way to look at real estate cap rates is to compare them to 

EBITDA (Earnings Before Interest, Taxes, Depreciation and Amortization) multiples as used to value 

companies in corporate finance. The typical operating company will sell at an EBITDA multiple 

(Price/EBITDA) of eight to twelve times or at cap rates of 8.3% to 12.5%. CRE investments should trade at 
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lower cap rates as they are less risky than operating companies because of the fixed revenue stream from leases 

and their business is much less volatile. However, they should not be trading at historically low cap rates of 

3.0% to 4.0%.  

 

Lastly, MetLife expects alternative property types like single-family rentals, life science office and net lease 

retail assets to be in favor of institutional investors. Investor interest may increase for cellular towers, cold 

storage facilities, manufactured housing, and seniors housing. Transaction volume which hit a record of $808 

billion in 2021 will also rise to over $890 billion in 2022.   

 
 

REITs Raise a Record Amount of Capital in 2021 

Per the National Association of Real Estate Investment Trusts, capital activity is booming for the REIT market 

as new capital and M&A transactions spiked in 2021. U.S. REITs raised more than $126 billion from initial 

public offerings and secondary debt and equity offerings through the third quarter of 2021, a record, even with 

the Q4 amounts still to be tallied. There were also fifteen mergers with an aggregate value of $84 billion. This 

was the highest amount of activity since 2007 and the result of many REITs seeking to acquire larger portfolios 

or smaller REITs, to bulk up their portfolios in a zero-interest rate environment.  

The equity offerings of $54 billion are broken down as follows: 

1. $33 billion in new equity offerings, including $837 million raised in four IPOs 

2. $6 billion in new preferred stock offerings 

3. $15 billion in at-the-market offerings 

There was also a buoyant debt market with $73 billion in new secondary market debt offerings.  

 

The fifteen REIT mergers are included in the table below: 

 
Acquiror Target Type Value 

Brookfield Asset Management Brookfield Property REIT Asset Manager $4.3B 
Kimco Realty Weingarten Realty Investors REIT $5.6B 
RMR Mortgage Trust Tremont Mortgage Trust Finance Co. $.54B 
Realty Income Corporation VEREIT, Inc. REIT $17.2B 
Blackstone REIT QTS Realty Trust, Inc.  REIT $7.8B 
Ventas, Inc. New Senior Investment Group REIT $2.2B 
Kite Realty Group Trust Retail Properties of America REIT $4.5B 
Benefit Street Partners Realty Capstead Mortgage Corp. REIT $.81B 
Independence Realty Trust Steadfast Apartment REIT, Inc. REIT $4.0B 
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PIMCO Columbia Property Trust, Inc.  Investment Mgr. $3.9B 
Industrial Logistics Properties  Monmouth Real Estate Inc. Corp. REIT $3.5B 
Highgate/Cerberus Capital Mngt CorePoint Lodging, Inc.  Investor Group $1.4B 
American Tower Corp.  CoreSite Realty Corp.  REIT $10.2B 
KKR/Global Infrastructure Partners CyrusOne, Inc.  Investor Group $14.8B 
Blackstone, Inc.  Bluerock Residential REIT Asset Manager $3.1B 

 

 

Avoiding CRE Risks in a Volatile Market  

It appears that the CRE industry is entering a period of high volatility with the Fed promising to raise interest 
rates beginning in March, soaring inflation, the war in Ukraine, and a possible recession occurring later this year 
due to this high inflation, especially in food and gas prices.  

The CRE investment process is a multifaceted procedure to analyze, acquire, finance, manage, lease, and sell a 
commercial property. There are many steps in the process from evaluating a broker sales package, to analyzing 
the market in which the property is located, touring the property, raising the appropriate amount of debt and 
equity capital, closing the acquisition, and managing and leasing the property. Each of these steps is critical to a 
successful CRE property investment. CRE investment is subject to many risks that were ignored during the last 
six or seven years due to the buoyant market. However, in this tumultuous environment, there are several 
concerns that investors should reevaluate to assure a successful investment. 

1. Acquiring Properties at Low Cap Rates 

Acquiring CRE at low cap rates is one of the biggest sins that an investor can commit. Today, many apartment 
and industrial properties are trading at sub 4.0% cap rates. This is due to artificially low interest rates, an 
abundance of capital looking for CRE investments as an inflation hedge and strong fundamentals. In acquiring 
commercial real estate assets, it is more important to buy a good asset at a great value than a great asset at a 
good value. The most important criteria in a successful real estate acquisition are to buy the asset below its 
intrinsic value. Buying a CRE asset above its value or at a low cap rate, is rarely, in the long term, a route to a 
successful transaction. 

2. Poor Due Diligence 

The due diligence process conducted before the closing of a real estate acquisition includes all the procedures to 
make sure the property, financial and market data provided by the seller and broker are accurate and form the 
basis upon which the purchase price is based. During the booming CRE market of the last few years, the due 
diligence process has been condensed and, in some cases, not even performed. Sellers have compressed the time 
to close a transaction, which leaves the buyer with less time to complete a thorough due diligence program. This 
is especially true of large portfolio transactions with dozens of properties. Shoddy due diligence can result in 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 5  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

poor financial proformas, missed negative lease provisions and critical issues with the property’s physical 
condition and can lead to lower investment returns and reduced cash flow for the property. 

3. Inadequate Market Analysis  

One of the key procedures in the due diligence process per above is a detailed analysis of the market the 
property is situated. This involves looking at property data such as supply and demand for space, rents, vacancy, 
new construction, cap rates, competition, and a highest and best use review. As many of you know, technology 
is changing consumer behavior, which is affecting the CRE industry, both positively and negatively. Many class 
A properties that were once tops in their local market and in great locations are finding that the local real estate 
market has changed and demand for the property has waned or changed substantially. A proper market analysis 
should uncover these key market issues and reduce the risk of market changes that will negatively affect the 
value of the property. 

4. This Time it’s Different 

These are the most dangerous four words in the investment world and are associated with every market bubble 
and financial crash in U.S. history. CRE investors that overpay for a property by buying at low cap rates will 
often utter these four words to justify their investment. They will comment that the real estate market is 
changing and if we don’t buy this asset at a low cap rate, somebody else will and our investors will redeem their 
funds. Or we think we can raise the rents substantially during the next few years and that justifies the high price 
and low cap rate, or the cost of debt is so low even borrowing at floating rates, we will be able to flip the 
property for a nice profit before interest rates rise. This perverse thinking is occurring right now in the booming 
industrial and apartment markets, where space demand is very strong and cap rates have declined below 4.0% in 
the last few years. 

5. Using Excessive Leverage  

Acquiring CRE assets with high leverage is one of the most common investment risks. This was particularly 
common during the early 2000s and up to the middle of the Great Recession in 2010. Many properties bought 
during that period had a securitized first mortgage, several levels of mezzanine debt, preferred equity and finally 
the owner equity. Excessive leverage is nirvana when the market is booming, inflation is high and prices are 
rising, but is persona-non-grata, when the economy and markets tank. Thankfully, the regulated lenders have 
been very conservative with their real estate underwriting and lending structures, often limiting loan to value 
ratios of 65% or less.  

6. Poor Management and Ownership of a Property 

As is any industry or business, there are good owners and managers and bad owners and managers. This is very 
apparent in the CRE industry, especially with apartments. Apartments are the most management-intensive of all 
real estate assets due to the large number of tenants and leases, high levels of employee turnover and poor 
management policies. With 27 million apartments in the U.S., there are a large number of bad apartment 
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managers whose shoddy policies and procedures lead to low occupancy and subpar net operating income and 
cash flow. There are also bad owners in the CRE industry, whether they are incompetent, lack serious 
experience and expertise, or are naïve about owning and operating CRE assets. This includes some of the largest 
and most prestigious real estate investment managers. As real estate private equity firms grow to immense size 
with billions of CRE assets under management, they become marketing machines and asset gatherers instead of 
real estate managers. The unwritten goals of a lot of these firms are to just raise more and more capital, increase 
the 1.5% to 2.0% asset management fee and acquire more and more assets regardless of the price and 
performance. 

7. Need to Invest Idle Fund Cash 

In today’s frothy CRE market, there is an abundance of unused powder or cash that needs to be invested. Per 
industry data, there are over 200 real estate private equity funds in the U.S. with more than $250 billion in 
capital looking for deals. The pressure on the sponsors of these deals from their investors to use the funds and 
justify the 1.5%-2.0% annual asset management fees on these funds and generate the projected internal rates of 
return is immense. Many of these sponsors will overlook the risks above and make bad investment decisions, 
just to place the capital to work. Sometimes the best deal in CRE is the one that you don’t do. 

 

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 
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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. 
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CRE Financing Rates  
 

Loan Type Mortgage Rate Maximum 

Amortization 

Term  

(years) 

Maximum LTV 

Permanent Loans 2.61-6.92% 30 10  75% 

Conduit-CMBS 4.27%-5.35%+ 30 10  75% 

Bridge Loans 4.61-13.61%+ Interest Only 1-3 90% 

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

Insurance Co. Loans 3.82%-6.05% 30 10 70% 

Fannie Mae/Freddie Mac 3.42%-4.50% 30 10 80% 

 

Commercial Loan Index Rates 

Prime Rate 3.25% 

30 Day LIBOR .31% 

90 Day LIBOR .61% 

30 Day SOFR (secured overnight funding rate) .04% 

1 Year Swap 1.33% 

10 Year Swap 1.84% 

5 Year Treasury 1.82% 

10 Year Treasury 1.92% 

Federal Funds Rate 0% 

 

Short-term interest rates have increased substantially with the 30-day LIBOR rate up to .31% from .12% in 

February 2022. This is due to higher inflation expectations as inflation is roaring throughout the economy and 

market jitters from the war in Ukraine. As shown above, the entire term structure of interest rates is still at 

historic low levels, however, inflation expectations and the war 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 

Blackstone 

Real Estate 

Income Trust 

Preferred 

Apartment 

Communities, 

Inc.  

Preferred Apartment 

REIT 

$5.8B The REIT has 44 

apartment properties 

with 12,000 units.  

Realty Income 

Corporation 

Wynn Resorts Encore Boston 

Harbor Resort, 

Boston, MA 

$1.7B Sale-leaseback of the 

Encore Casino. 

Macquarie 

Asset 

Management 

Dermody 

Properties 

Logistics Center, 

Wilmington, DE 

$392M A 3.8 million square 

foot industrial 

facility. 
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Finmarc 

Management 

Inc. and KPR 

Centers 

Brandolini Cos.  Providence Town 

Center, Collegeville, 

PA 

$162M A 760,000 square 

foot shopping center 

that is 92% leased.  

Gelt Holland Partner 

Group and 

North 

American 

Sekisui House 

Volta on Pine, Long 

Beach, CA 

$156M A 271-unit apartment 

complex. 

Argent 

Ventures 

Ivy Realty and 

DWCapital 

White Plains Plaza, 

White Plains, NY 

$105M Two office buildings 

with 715,365 square 

feet and 76% leased.  

Granite 

Properties 

Ares 

Management 

Corp.  

First Avenue Plaza, 

Denver, CO 

$105M A 264,000 square 

foot, two-building 

office complex. 
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29th Street 

Capital 

Ideal Capital 

Group 

Sunterra Apartments, 

Oceanside, CA 

$97M A 240-unit apartment 

complex. 

The 

Georgetown 

Company 

Gemdale USA 

Corporation 

Hollywood Media 

Campus, Hollywood, 

CA 

$93M A 75,593 square foot 

office property net 

leased to Netflix. 

Center Capital 

Partners 

Rockpoint 

Group 

Redwood City 

Office, Redwood 

City, CA 

$83M Two office buildings 

with 144,000 square 

feet. 
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CORPORATE FINANCE FOCUS 

 
24 Lessons from Warren Buffett-Lesson 20 

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 19: “Leaders Should Live the Way They Want Their Employees to Live” 

 

This month we discuss Lesson 20: “Hire People Who Have No Need to Work” 

In letter after letter, Buffett reminds his readers that the true stars of Berkshire Hathaway are not him or Charlie 

Munger — they are the managers that run the various companies under the Berkshire Hathaway umbrella. 

“We possess a cadre of truly skilled managers who have an unusual commitment to their own operations 

and to Berkshire. Many of our CEOs are independently wealthy and work only because they love what they 

do… Because no one can offer them a job they would enjoy more, they can’t be lured away.” 

 

Warren Buffett’s hiring strategy, as he explains it, is relatively simple: find people who love what they do and 

have no need for money, and then give them the most enjoyable job they could possibly have. Never force them 

into a meeting, or a phone call, or even a conversation — just let them work. It is to this strategy that 

Buffett credits much of the success of both Berkshire and its many companies. “There are managers to whom I 

have not talked in the last year, while there is one with whom I talk almost daily,” he adds. There’s very little 

that defines the kind of person that Buffett hires beyond these qualifications. “Some have MBAs; others never 

finished college,” he writes, “Some use budgets and are by-the-book types; others operate by the seat of their 

pants. Our team resembles a baseball squad composed of all-stars having vastly different batting styles… 

[changes] are seldom required.” Whatever the mentality of the manager, the key is to give them the freedom in 

how to work and ensure that they get the most fulfillment out of it as possible, an ideal that Buffett sees as less 

of a science and more an art. “Managers of this stripe cannot be “hired” in the normal sense of the word. What 

we must do is provide a concert hall in which business artists of this class will wish to perform,” he writes. 
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How to Value REITs 

Understanding REIT valuation is a very important tool for any Investor. There are three financial methods or 

models used to value REITs. These are the FFO multiple approach, the dividend discount model approach, and 

the capitalization rate approach. Each model will generate different valuations, however, they should all be 

fairly close in a final value. Since we here at VOM are highly experienced in commercial real estate, we use the 

cap rate approach and believe this is the most accurate valuation technique. 

 

The FFO Multiple Approach 

FFO is defined as funds from operations and is calculated as the net income of a REIT, adding back 

depreciation and amortization, plus or minus gains and losses on property sales. This valuation metric is 

primarily used by Wall Street analysts and sell-side investors to value REITs. The market capitalization of the 

REIT is divided by the FFO and the FFO multiple is the result. The entire equity REIT market today trades at an 

FFO multiple of approximately 18 times. The FFO multiple approach determines the value of a REIT by 

applying the FFO multiple of comparable REITs to a specific REIT. For example, if the average FFO multiple 

for apartment REITs is 18 times, then USA Apartment REIT will be valued at 17 times its FFO.  

 

The FFO can be adjusted up or down for the quality of USA’s real estate portfolio, its growth trajectory, 

dividend, and management. The FFO multiple is called relative value analysis and is somewhat flawed because 

the other REITs in the sample are trading at 17x and may be overvalued and therefore if the same valuation is 

applied to USA, it will also be overvalued. This is no different than saying tech company A is trading at 25 

times earnings per share, but peers are at 30 times, therefore, company A is undervalued, and the stock should 

be bought. The FFO multiple has also expanded over time, and this is called multiple expansion. Fifteen years 

ago, the average REIT traded at about 12 times FFO versus today at 18 times. 

 

Dividend (Gordon) Discount (DDM) Model Approach 

The second approach to REIT valuation uses the dividend discount model. Since REITs pay a constant quarterly 

dividend, the DDM can be used to value a REIT. This model assumes that the value of a stock is equal to the 

present value of its future dividends according to the following formula: 

Value = Dividend (next year)/R – G 

R = expected return on the stock per the CAPM (capital asset pricing model) 

 

The CAPM is a model that calculates the expected return on a stock and the formula is as follows: 

CAPM = R = Rrf + B(Rm-Rrf) 

Rrf = risk-free rate and the 10-Year Treasury note is typically used 
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Rm = expected market return and the expected return on the S&P 500 Index is typically used 

B = Beta or the volatility of the stock as compared to the market 

G = growth rate of the dividend 

 

The dividend discount model doesn’t include the future stock price in the model, because at any future point in 

time the value of the stock will always be equal to the present value of the future dividends.   

 

Capitalization Rate Approach 

The third approach to REIT stock valuation is the venerable capitalization rate. The capitalization rate approach 

applies an average cap rate to a REITs proforma net operating income. See a complete valuation analysis as 

shown in the REIT Review section of this newsletter on Simon Property Group. The cap rate is typically 

derived from similar properties purchased in the market, cap rate surveys or the cap rate formula which is; the 

risk-free rate plus a risk premium and less the income growth rate. However, just because a property trades at a 

4% or 5% cap rate doesn’t mean that is the appropriate cap rate to use in valuation. Since about 2016 and due to 

artificially low-interest rates promulgated by the Federal Reserve, cap rates have compressed to dangerously 

low levels and created a valuation bubble.  

 

Valuation Example 

A valuation example for USA Apartment REIT will show its valuation under the above three approaches. USA 

REIT expects in the next year a net income of $8/share, including a deduction of $2/share for depreciation. USA 

has no gains or losses from real estate sales. It owns apartments and upon your analysis of the apartment 

market, apartments are currently selling at an average cap rate of 8%. USA has 1,000,000 shares outstanding; its 

balance sheet shows mortgage liabilities of $40,000,000 and has a proforma NOI of $12,000,000. Comparable 

apartment REITs are valued at an FFO of 10x. USA expects to pay a dividend during the next year of $6/share 

and to increase the dividend at 5.5% per year into the future. Investors in REITs like USA expect a total return 

of 12%. What is the value of USA using the three methods above? 

 

Valuation Methods: 

 

FFO multiple approach: 

FFO = $8/sh. (net income) + $2/sh. (depreciation) = $10 per share 

FFO x FFO Multiple = $10/sh. x 10x = $100 per share 

 

Dividend discount model approach: 

$6 (dividend) / (12% (expected return) - 5.5% (dividend growth rate) = $92 per share 
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Cap rate approach: 

$12,000,000 (NOI) / 8% (cap rate) = $150,000,000 = value of the REITs assets 

$150,000,000 - $40,000,000 (debt) = $110,000,000 = net asset value of the REIT 

$110,000,000 of NAV / 1,000,000 (shares outstanding) = $110 net asset value per share 

 

As shown above, the three values per share of USA are $100, $92, and $110 or an average value of $101 per 

share. Which one of the valuation methods is best or preferred? It depends on the valuer; however, we believe 

that the capitalization rate is the most accurate. This is because it’s based on the actual operations of the REIT 

which include the gross potential rent, effective gross income, operating expenses, and net operating income in 

the analysis. The appropriate cap rate to apply depends on the type of property, location, tenancy, interest rates 

and real estate risk.  

 
The advantages and disadvantages of each valuation method are as follows: 
 
FFO multiple approach 
Advantages: 

 Easy to calculate and use 
 
Disadvantages: 

 The multiple can expand over time, 15 years ago the average REIT multiple was 12x, today it is 18x 
 The amount and cost of leverage affects the valuation as interest expense is included in the FFO 
 It is faulty relative value analysis 

 
Dividend discount model approach 
Advantages: 

 Easy to calculate and use 
 
Disadvantages: 

 The calculation of “R” or expected return can vary substantially 
 The amount and growth of the dividend may affect the valuation 

 
Cap rate approach 
Advantages: 

 Most accurate 
 Based on actual net operating income before debt  

 
Disadvantages: 

 Must have significant CRE experience to apply correctly 
 Calculation of the net operating income may vary 
 The appropriate cap rate can vary 
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REIT Return Statistics 

Current REIT statistics for January 2022 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 were one of the best-performing asset classes in 

2021. 

 

 

Period All 

REITs 

All Equity 

REITs 

NCREIF 

NPI 

Levered 

Index  

(2021) 

S&P 500 NASDAQ 

Composite 

1/2022  -7.71% -7.983% 17.69% -5.17% -8.96% 

1-Year 29.30% 30.18% 17.69% 23.29% 9.65% 

5-Year 10.22% 10.58% 7.76% 16.78% 21.61% 

10-Year 10.44% 10.61% 9.37% 15.43% 18.90% 

20-Year 10.30% 10.74% 8.75% 9.31% 10.50% 

Market 

Capitalization $1.60T $1.52T $834B NA NA 

Dividend 

Yield 3.08% 2.80% NA 1.29% NA 
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REIT Review 

Summary 
This REIT valuation is on Simon Property Group, Inc., (“SPG”), a publicly-traded REIT that is engaged in the 

ownership, management, and development of premier shopping, dining, entertainment, and mixed-use 

destinations, which consist primarily of malls and outlet centers. SPG owns or has interests in 199 retail 

properties consisting of 95 malls, 60 outlet centers, and 35 lifestyle and other shopping centers. The properties 

are located in 37 states and Puerto Rico and total 175 million rentable square feet.   

 

Property Information 
As of 2021, the occupancy rate was 93% and the net operating income increased by 22.3% YoY. The three 

largest tenants include The Gap, Inc. (3.1% of annual base rent), Tapestry, Inc. (1.6% of annual base rent) and 

PVH Corporation (1.6% of annual base rent) 

 
Corporate Data                           

SPG is traded on the NYSE, is incorporated in Delaware, and is located in Indianapolis, IN. SPG has 220.8 

million common shares outstanding and a market capitalization of approximately $49.1 billion. SPG is the 

general partner and controls its UpReit partnership, Simon Property Group, LP, with an 87.4% interest. SPGs 

credit rating is A3 by Moody’s, and A- by Standard and Poor’s.  

 

Developments 
As of 2021, SPG had a number of developments in progress with a total cost of $944 million, with $250 million 

incurred through 2021. The expected stabilized return on cost of the developments is 7.0%. 

 
Management 

David Simon, 59, Chairman of the Board, President, and CEO  

David Simon was named Chairman of the Board of Directors of Simon Property Group in 2007. He has been 

Chief Executive Officer of Simon Property Group since 1995. Mr. Simon was President of the Company from 

1993 to 1996. He was a Vice President of Wasserstein Perella & Company from 1988 to 1990 and an Associate 

at First Boston Corp. from 1985 to 1988. Mr. Simon also serves as Chairman of the Supervisory Board of 

Klépierre, a publicly-traded, Paris-based retail real estate company. Mr. Simon has been a director of Simon 

Property Group since 1993. In 2010 and again in 2013, the Harvard Business Review recognized Mr. Simon as 

one of the world’s best-performing CEOs. In March of 2013, Mr. Simon was recognized as one of the World's 

Best CEOs by Barron's Magazine. 
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Ownership 
Top Institutional Holders Shares (000’s) % 

Vanguard Group, Inc.  47,545 14.47 

Blackrock, Inc.   35,039 10.66 

Cohen & Steers, Inc.  22,140 6.74 

State Street Corporation 21,332 6.49 

FMR, LLC 8,171 2.49 

 

Ownership Breakdown 

% Of Shares Held by All Insiders and 5% Owners .49 

% Of Shares Held by Institutional & Mutual Fund Owners 90.29 

Number of Institutions Holding Shares 1,461 

All amounts above per Yahoo Finance 

 
 
Financial Analysis and Valuation 
Select financial data for SPG per the 2021 10K and supplemental information. 

(In millions where applicable) 

Financial Data Amounts 

Real Estate Assets, Gross  $37,932 

Total Assets $33,777 

Property Debt (at a weighted average interest rate of 3.03%) $25,321 

Stockholders’ Equity $3,852 

Revenue  $5,116 

Net Income (Loss) $2,246 

Cash Flow from Operations $3,637 
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Unsecured Credit Facility ($7.5B with $1.3B used) $6,200 

Market Capitalization $49,100 

Property Debt to:  

     Gross Real Estate Assets           67% 

     Market Capitalization 51% 

     Enterprise Value 34% 

Dividend and Yield ($6.60/sh.) 5.02% 

Shares Sold Short (in millions per Yahoo Finance) 10,400 

 

Valuation Methodology  

2021 Real Estate Revenue  $5,116 

2021 Real Estate Operating Expenses (excluding depreciation, amortization, interest 

expense, impairment charges plus G&A expenses and less income from unconsolidated entities) 1,441 

2021 Net Operating Income  $3,675 

Annualized Proforma Net Operating Income at 102% $3,749 

Projected Average Cap Rate  6.0% 

Projected Value of Real Estate Assets $62,483 

Add: Net Operating Working Capital (at book value) (630) 

         Investment in Unconsolidated Entities (at book value) 8,041 

Total Projected Value of the Assets of the Company $69,894 

Less: Total Debt Per Above   (25,321) 

          Less Series J Preferred Stock (at $50 liquidation value) (50) 
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Projected Net Asset Value of the Company $44,523 

Common Shares Outstanding, 375.7M (342.9 common shares plus 47M 
partnership units and less 14.2 treasury shares)   

Projected NAV Per Share $118 

Market Price Per Share on 3/15/22 $130 

Premium (Discount) to NAV 10%      

 
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 SPG for the years 2016 through 2021 are shown in the 

table below: 

 

(Millions except dividend and 
per share amounts) 2016 2017 2018 2019 2020 2021 

Gross Real Estate Assets $35,226 $36,393 $37,092 $37,805 $38,050 $37,932 

Property Debt $22,977 $24,632 $23,305 $24,163 $26,723 $25,321 

Revenues $5,435 $5,538 $5,657 $5,755 $4,607 $5,116 

Net Income (Loss) $1,835 $1,944 $2,436 $2,098 $1,109 $2,246 

Funds from Operations (FFO) $3,280 $4,020 $4,324 $4,272 $3,236 $4,486 

Return on Invested Capital (1) 15.4% 15.2% 16.8% 17.0% 10.3% 15.74% 

Dividend Coverage (2) 1.42 1.56 1.53 1.45 1.95 1.67 

Dividends Paid Per Share $6.50 $7.15 $7.90 $8.30 $6.00 $5.85(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 $1.65 per quarter. 

The total return of SPG year to date and through five years is shown in the chart below per NAREIT: 
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SPG Total Return 1/22 1-Yr 3-yr 5-Yr 

 -7.87% 65.52% -1.61% .87% 

 

As shown above, our net asset value per share for SPG is $118/sh., compared to a market price of $130/sh. 

Current average cap rates for mall and retail properties per our industry experience and CBRE’s Cap Rate 

Survey are in the 5.0% to 9.0% range, depending on the location, tenancy, and type of property. We have used 

an average cap rate of 6.0% due to SPG’s Class A portfolio of retail assets.  

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

 

Strengths: 

 A Class A diversified portfolio of retail and mall assets. 

 A low debt to enterprise value of 34%. 

 An attractive dividend yield of 5.02%. 

 

Concerns: 

 REIT prices will decline if interest rates increase. 

 SPG is trading at a 10% premium to our NAV. 

 The dividend in 2022 has only increased 1.5% from 2016. 

 

Recommendation: 

SPG has a quality diversified portfolio of Class A retail assets; however, we are not recommending the purchase 

of the stock, due to the premium valuation.  

 

A five-year price chart for SPG 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 

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

27. VEREIT, Inc., October 15, 2021 

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

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

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

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