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REAL ESTATE FOCUS 

Cap Rate Expansion? 

Treasury rates are rising rapidly with the 10-Year treasury currently at 

2.72% and up substantially from the pandemic low of .65% two years 

ago. A conundrum in this CRE market is that cap rates so far, have not 

increased to reflect the increase in the risk-free rate of the 10-Year 

Treasury note, which is used as the base rate for cap rates. Instead of 

rising, cap rates have compressed further, especially for apartment and 

industrial properties. In the “hot’ Sunbelt markets, many newer 

apartments are trading at sub-5% cap rates and industrial properties at 

sub-4% cap rates. As we have discussed here on VOM many times, 

buying a CRE asset at a sub-5% cap rate is like buying a tech stock at 

a 100-price earnings ratio. Investors may get away with this for a 

while, but it will eventually lead to lower returns and even a loss of 

equity.  

 

The cap rate is the property's net operating income divided by the 

purchase price or value. Another way to determine the cap rate is to 

use the cap rate formula, which is; the risk-free rate (10-Year Treasury 

rate) plus a risk premium (typically between 3% and 10% and in 

today’s pricey market we use 7%) less the growth rate in rents, which currently averages about 3.5% for 

apartments and industrial properties. The formula cap rate is then, 2.72% + 7% - 3.5% or 6.22%. This is an 

average cap rate and needs to be further adjusted for the location and property type but even for apartments and 
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industrial properties, the average cap rates should be in the range of 5% to 6% and not at pricey rates of 3.5% to 

4%. The key question is when will the market begin to balk at high selling prices and low cap rates? We believe 

that this is beginning to happen now. The first signs of this value adjustment will be deals falling through, when 

buyers cancel letters of intent or purchase contracts and deal activity, which has been at record levels, slows 

down considerably.  

 

It usually takes CRE sellers about nine months to a year to adjust to the market price of their real estate 

properties. Many properties that will come on the market for sale during the next several months, will have 

asking cap rates of 4%-5% and it will take the sellers about a year to adjust those cap rates because of higher 

interest rates and buyers’ reluctance to pay the high asking price. Another important issue is the amount of 

money that CRE private equity, wealth managers and private REITs have to invest in the U.S. These sums are 

currently over $250 billion and many of these firms will continue to buy properties at low cap rates to “put the 

funds to work” instead of sitting on the sidelines until cap rates begin to rise. Many of these firms will lose or 

forfeit their capital if the funds are not invested within a one-to-three-year time period.  

 

All CRE property owners will see their portfolios decline in value if the assets were purchased during the last 

few years. However, since many are private entities, instead of selling today, they will extend the holding period 

and enjoy higher rents and partner distributions. Public REITs that are “marked to market” daily will initially 

see their stocks drop due to these higher cap rates, but then stock prices will begin to increase as they are able to 

buy new properties at lower prices and higher returns.  
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The Value of CRE in the U.S.  

The U.S. economy currently has a GDP of approximately $24 trillion and the CRE market represents an 

important component of this market. The estimated market value of all investment real estate in the U.S. 

excluding state and local government and corporate real estate is estimated at approximately $12.9 trillion as of 

2019. This amount is per NAREIT, RERC, Real Capital Analytics, Deloitte, and the National Association of 

Realtors. The capital stack is valued as follows: 

 

Capital Stack Value  

(billions) 

Percent 

Debt:   

    Public debt (CMBS) $1,053 8.4% 

    Private commercial debt $3,656 29.0% 

 $4,709 37.4% 

Equity:   

    Public commercial real estate equity $1,620 12.9% 

    Private commercial real estate equity $6,271 49.7% 

 $7,891 62.6% 

   

Total Value $12,600 100% 

 

According to the Federal Reserve, the value of CRE owned by state, local and the federal governments and non-

real estate corporations is estimated at over $25 trillion. The total value of all CRE in the U.S. is, therefore, 

$37.6 trillion as of 2019 and estimated to be about $45 trillion as of 2022. 
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The CRE Brokers are Booming  
 

The largest sector of the service side of the CRE industry is the brokerage segment and it is booming. The CRE 

brokerage sector has been on fire for the last five years with tremendous revenue, profits, and growth. This has 

primarily been due to zero interest rates, shorter holding periods for CRE assets and record transaction volume 

of sales, financings, and leases. The six publicly traded firms include; CBRE, Jones Lang LaSalle, Cushman & 

Wakefield, Colliers, Marcus & Millichap, and Newmark Group (Newmark Knight Frank). The latest firms to go 

public were Cushman & Wakefield in August 2018 and Newmark Group in December 2017. 

 

A good barometer of the CRE industry is how well the big six brokers are doing and below is a table with 

financial and operating statistics. As shown in the table, the financial data of all the firms is impressive. The 

firms are still riding a wave of increased and record transactional volume from low-interest rates, a fast-growing 

economy, tax cuts and positive business policies emanating from Washington D.C. The collective market 

capitalization of all the firms as of 4.11.22 was $49.45 billion and up from 28.6 billion in 2018. Although this 

combined market cap is a drop in the bucket compared to Apple with a market cap of over $2.7 trillion, it’s still 

impressive for alternative asset real estate service companies. Most of the stocks have had great returns over the 

last five years except for C&W and M&M. 

 

The revenue per employee is also a very interesting statistic with the two smaller firms, Newmark and Marcus 

& Millichap generating revenue per employee almost twice that of the larger firms. This is primarily due to the 

higher percentage of revenue that is represented by transaction commissions for these firms as compared to the 

larger firms. The larger firms have a more diversified revenue stream like asset, facilities, and property 

management, which have lower profit margins and require more personnel. 

 

 CBRE JLL Colliers C&W Newmark M&M 

Market Capitalization $28.8B $11.25B $5.5B $4.3B $2.5B $2.1B 

Stock Price (4.11.22) $87.03 $225.50 $124.50 $19.11 $13.62 $53.77 

Annualized Return 2017-2021 27.2% 19.7% 19.3% 6.3% 12.14% 7.7% 

Assets (2021) $22.0B $15.5B UK $7.8B $5.2B $1.0B 

Revenue (2021) $27.7B $19.4B $4.0B $9.3B $2.9B $1.2B 

Net Income (2021) $1.8B $961M ($237M) $250M $750M $142M 

Employees (2021) 105,000 98,000 17,000 50,000 6,200 2,795 

Revenue per Employee $263,800 $197,900 $235,200 $186,000 $467,700 $429,300 
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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 3.01-6.92% 30 10  75% 

Conduit-CMBS 5.33%-6.35%+ 30 10  75% 

Bridge Loans 5.01-15.01%+ Interest Only 1-3 90% 

Construction Loans 5.00%-10.00% Interest Only 1-4 75% 

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

Fannie Mae/Freddie Mac 3.94%-5.04% 30 10 80% 

 

Commercial Loan Index Rates 

Prime Rate 3.50% 

30 Day LIBOR .51% 

90 Day LIBOR 1.01% 
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30 Day SOFR (secured overnight funding rate) .25% 

1 Year Swap 2.13% 

10 Year Swap 2.82% 

5 Year Treasury 2.78% 

10 Year Treasury 2.72% 

Federal Funds Rate .25% 

 

Short-term interest rates have increased substantially with the 30-day LIBOR rate up to .51% from .12% in 

February 2022 and longer-term treasury rates have also increased with the 10-Year treasury at 2.72%. 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 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, jori@paramountcapitalcorp.com, for your real estate capital needs. 

 

CRE Deal Focus 

 
CRE Deals of the Month 
 

Purchaser/ 

Sponsor 

Seller Property/ 

Deal 

Price Description 

BioMed Realty 

Trust 

Crescent Real 

Estate, 

Goldman Sachs 

Asset 

Management 

and Lionstone 

Investments 

Flatiron Park, 

Boulder, CO 

$600M A 1 million-square-

foot life science and 

office campus with 

22 buildings and 90% 

leased.  
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A&E Real 

Estate 

Equity 

Residential 

140 Riverside Blvd., 

NY, NY 

$266M An apartment project 

built in 2003 with 

354 units 

Callahan 

Capital 

Partners and 

Oak Hill 

Advisors 

The Howard 

Hughes Corp.  

110 N. Wacker Dr., 

Chicago, IL 

$210M A 55-story, 1.5 

million square foot 

office tower that is 

80% leased.  

Fairfield 

Properties 

Tritec Real 

Estate and 

Rockwood 

Capital 

The Wel, 

Lindenhurst, NY 

$146M A 260-unit apartment 

property built in 

2021. 

Western 

Wealth Capital 

Weidner 

Apartment 

Homes 

Tucson V, Tucson, 

AZ 

$130M A five-property 

apartment portfolio 

with 880 units. 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 9  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

Carter 

Multifamily 

B&M 

Management 

Apartment Portfolio, 

Mobile, AL 

$121M A four-property 

apartment portfolio 

with 876 units. 

Decron 

Properties 

MG Properties 

Group 

Ascent at Papago 

Park, Phoenix, AZ 

$107M A 270-unit apartment 

property built in 

2007. 

Asana Partners George Oliver The Alexander & 

The Jonathan, 

Chandler, AZ 

$86M Two office properties 

with 218,580 square 

feet  

RRA/GREA Champion Real 

Estate 

Campus Hill 

Apartments, 

Syracuse, NY 

$65M A 267-unit student 

housing project. 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 10  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

Rexford 

Industrial 

Laramar 

Chatsworth 

Associates 

21415-21615 

Plummer St., 

Chatsworth, CA 

$42M A 231,769 square 

foot office campus 

that is 85% leased.  

 

 

 

 

 

 

 

 

 

 

 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 11  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

CORPORATE FINANCE FOCUS 

 
24 Lessons from Warren Buffett-Lesson 21 

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 20: “Hire People Who Have No Need to Work” 

 

This month we discuss Lesson 21: “Compensation Committees Have Sent CEO Pay Out of Control”  
 

In 2017, word got out that Yahoo CEO Marissa Mayer had been making a staggering $900K a week during her 

five years at the beleaguered company. This was a massive sum even by Silicon Valley standards, and many 

were shocked that someone with such a poor record made out so well. Yahoo wasn’t doing well when she 

arrived, but many said her management style and decisions made it worse. She resigned in 2017 after the 

company was sold to Verizon. 

 

CEOs didn’t use to command such enormous sums. Prior to World War I, the average annual salary of an 

executive at a large corporation was $9,958, or $220,000 in today’s dollars. Between 1936 and the mid-1970s 

the average CEO was paid about $1M a year in today’s money. By 2017, that average pay had ballooned to 

$18.9M, according to the Economic Policy Institute. What happened? Well, many things. But Buffett believes 

part of the answer lies with the compensation committees that determine the CEO’s pay package. There’s often 

a cozy relationship between members and the CEO. Board members are well compensated, and if you want to 

be invited to serve on other boards, then making waves isn’t going to help. Buffett notes in his 2005 letter: 

“Though I have served as a director of twenty public companies, only one CEO has put me on his comp 

committee. Hmmmm . . .” 

 

Buffett identifies the problem in the comparative data the committees use to determine a CEO’s compensation 

package. This has led to a rapid inflation in which the offers get bigger and more loaded with perks and 

payments. There’s little tied to performance. “The drill is simple,” he wrote in his 2005 letter, “Three or so 

directors – not chosen by chance – are bombarded for a few hours before a board meeting with pay statistics 

that perpetually ratchet upwards. Additionally, the committee is told about new perks that other managers are 
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receiving. In this manner, outlandish ‘goodies’ are showered upon CEOs simply because of a corporate version 

of the argument we all used when children: ‘But, Mom, all the other kids have one.’” 

 

 

Corporate Cash Flow 

Due to the roaring economy and a zero-interest rate regime, many companies are flush with cash on their 

balance sheets and cash flow from their operations. Generating a lot of free cash flow is the envy of every 

company in the world and this is very positive for the company, its stakeholders like shareholders, employees 

and third parties like vendors, unions and government entities. Many companies with the largest cash hoards are 

technology-oriented firms like Apple, Alphabet and Microsoft, who combined have $457 billion in cash and 

short-term investments as of their latest 10K SEC filings. Instead of these successful cash-rich companies being 

admired and lauded, they are being criticized by many politicians for not lowering prices and increasing 

compensation. Although, they pay some of the highest wages in the country. A few politicians have proposed 

regulations and restrictions on these cash-rich firms in using their 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 silly non-business cash uses. This is totally insane and in our capitalistic economy, we do not want the 

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

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

investment, fewer jobs, and lower returns for stockholders. 

A company that is lucky enough to generate excess corporate cash has only four options when it comes to using 

the 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 (buyback or retire debt) and stockholders (dividends and 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 was over $936 billion in 2021, a record. Some companies are also 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 
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many issues, how to calculate a company’s intrinsic value, which subscribers can reference. Most corporate 

buybacks are at prices in excess of a company’s intrinsic value and this, in the long run, will erode the 

company’s stock price and shareholder wealth. Even Warren Buffett, Chairman, CEO and majority stockholder 

of Berkshire Hathaway, has not been a fan of stock buybacks unless the stock price is less than its intrinsic 

value, repurchased over $27 billion of its stock in 2021. The annualized return on Berkshire Hathaway stock 

from 2021 to April 12, 2022, was 14.02%.  

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 company's cost 

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

companies elect to buy back stock or pay down debt instead of reinvesting in their core business, this means that 

they do not have enough profitable investment opportunities in the core business and make the decision to 

return the capital to shareholders. Another key reason companies elect buybacks over core investments is that 

it’s easier and less risky. Many CEOs are reluctant to make big risky acquisitions or invest in corporate capital 

budgeting boondoggles. Finding suitable and profitable core investments is hard, but buying one’s own stock is 

very easy. Returning the capital to shareholders in the form of dividends and buybacks also has benefits in that 

it allows shareholders to spend, save or reinvest that capital, which lowers the overall corporate cost of capital 

and 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 earnings 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 

about 80% of corporate acquisitions do not add value to the acquiring company five years after the acquisition 

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

Communications and Quaker Oat’s purchase of Snapple, are a few glaring examples of failed acquisitions. 

The worst alternative above 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 $190 billion in 

excess cash/investments on its balance sheet. Apple is a very insular company and believes that “if it is not 

invented here, it is an inferior product” and therefore is not an acquisitive company. They did, however, buy the 

headphone maker, Beats, but that was only a three-billion-dollar deal and pocket change for Apple.   
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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 Brandywine Realty Trust, (“BDN”), a publicly-traded REIT that is engaged in the 

acquisition, development, redevelopment, ownership, management, and operation of office, life science, 

residential and mixed-use properties. BDN owns or has interests in 81core properties consisting of 72 office 

properties, five mixed-use properties and four properties in development or redevelopment. The properties are 

primarily located in the five key market areas of Philadelphia downtown, Pennsylvania suburbs, Austin, 

Washington D.C. and other locations and total 13.7 million rentable square feet. BDN also has interests in 

unconsolidated joint ventures with 9.4 million rentable square feet of space.  

 

Property Information 
As of 2021, the occupancy rate was 91.3% and the net operating income decreased by 9.4% YoY. The three 

largest tenants include IBM, Inc. (4.6% of annual base rent), Spark Therapeutics, Inc. (3.9% of annual base 

rent) and Comcast Corporation (2.7% of annual base rent) 

 
Corporate Data                           

BDN is traded on the NYSE, is incorporated in Maryland, and is located in Philadelphia, PA. BDN has 170 

million common shares outstanding and a market capitalization of approximately $2.17 billion. BDN is the 

general partner and controls its UpReit partnership, Brandywine Operating Partnership LP, with a 99.5% 

interest.  

 

Developments 
As of December 31, 2021, BDM was developing/redeveloping 600,000 rentable square feet of office/life 

science properties and one parking facility. 

 
Management 

Gerard H. Sweeney, 65, President, and CEO  

Mr. Sweeney has served as President, Chief Executive Officer, and Trustee of Brandywine since the Company’s 

founding in 1994. Under his leadership, Brandywine has grown into one of the largest, publicly-traded, full-

service, integrated real estate companies in the United States, with a core focus on urban, town center, and 

transit–oriented development in the Philadelphia, PA, Washington, D.C., and Austin, TX markets. Mr. Sweeney 

is also Chair of the Schuylkill River Development Corporate (SRDC), the Center City District Foundation 

(CCDF), the King of Prussia Rail Coalition Advisory Committee, and the Philadelphia Regional Port Authority. 

He is a member of the Real Estate Roundtable, NAIOP Research Foundation, the National Association of Real 
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Estate Investment Trusts (NAREIT), and the Urban Land Institute (ULI). Additionally, Mr. Sweeney is co-

founder and co-CEO of Bonomo Turkish Taffy LLC. Prior to 1994, Mr. Sweeney served as Vice President of 

LCOR, Incorporated, a real estate development firm, and Financial Vice President and General Partner of the 

Linpro Company (a predecessor of LCOR). He has previously served on the boards of several Philadelphia 

organizations. Mr. Sweeney holds a bachelor’s degree in Economics from West Chester University in West 

Chester, Pennsylvania.  

  

 
Ownership 

Top Institutional Holders Shares (000’s) % 

Blackrock, Inc.  33,221 19.38 

Vanguard Group, Inc.  28,106 16.40 

State Street Corporation 11,773 6.87 

JP Morgan Chase and Company, Inc.  11,485 6.70 

Macquarie Group, Ltd.  7,110 4.15 

 

Ownership Breakdown 

% Of Shares Held by All Insiders and 5% Owners 1.69 

% Of Shares Held by Institutional & Mutual Fund Owners 104.35 

Number of Institutions Holding Shares 373 

All amounts above per Yahoo Finance 
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Financial Analysis and Valuation 
Select financial data for BDN per the 2021 10K and supplemental information. 

(In millions where applicable) 

Financial Data Amounts 

Real Estate Assets, Gross  $3,472 

Total Assets $3,846 

Property Debt (at a weighted average interest rate of approximately 3.5%) $1,852 

Stockholders’ Equity $1,690 

Revenue  $486 

Net Income (Loss) $11 

Cash Flow from Operations $190 

Unsecured Credit Facility ($600M with $23M used) $577 

Market Capitalization $2,170 

Property Debt to:  

     Gross Real Estate Assets           53% 

     Market Capitalization 85% 

     Enterprise Value 46% 

Dividend and Yield ($.76/sh.) 6.03% 

Shares Sold Short (in millions per Yahoo Finance) 8,270 

 

Valuation Methodology  

2021 Real Estate Revenue  $486 
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2021 Real Estate Operating Expenses (excluding depreciation, amortization, interest 

expense, impairment charges plus G&A expenses) 218 

2021 Net Operating Income  $268 

Annualized Proforma Net Operating Income at 101% $271 

Projected Average Cap Rate  7% 

Projected Value of Real Estate Assets $3,871 

Add: Net Operating Working Capital (at book value) 164 

         Construction in Progress and Land Held for Investment (at book value) 418 

         Investment in Unconsolidated Entities (at book value) 435 

Total Projected Value of the Assets of the Company $4,888 

Less: Total Debt Per Above   (1,852) 

Projected Net Asset Value of the Company $3,036 

Common Shares Outstanding, 170M   

Projected NAV Per Share $17 

Market Price Per Share on 4/15/22 $12 

Premium (Discount) to NAV (29%)   

 
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 BDN 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 $3,586 $4,051 $4,229 $4,006 $3,474 $3,472 

Property Debt $2,012 $1,930 $2,026 $2,143 $1,830 $1,852 
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Revenues $525 $520 $544 $580 $534 $486 

Net Income (Loss) $32 $115 $135 $33 $305 $11 

Funds from Operations (FFO) $166 $229 $247 $253 $240 $237 

Return on Invested Capital (1) 6.90% 6.90% 7.90% 8.24% 8.22% 7.11% 

Dividend Coverage (2) 1.57 1.95 1.91 1.87 2.32 1.82 

Dividends Paid Per Share $.64 $.64 $.72 $.76 $.76 $.76(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 $.19 per quarter. 

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

BDN Total Return 2/22 1-Yr 3-yr 5-Yr 

 .64% 15.22% .42% .82% 

 

As shown above, our net asset value per share for BDN is $17/sh., compared to a market price of $12/sh. 

Current average cap rates for office and mixed-use 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 7.0% due to BDN’s Class A/B portfolio of office and mixed-use assets.  

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

 

Strengths: 

 BDN is trading at a 29% discount to our NAV of $17/sh.  

 An attractive dividend yield of 6.03%. 

 

Concerns: 

 REIT prices will decline if interest rates increase. 
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 The dividend has not been increased since 2018. 

 BDN’s portfolio is concentrated in slower growth and high-crime blue cities. 

 

Recommendation: 

BDN has a solid portfolio of Class A/B office and mixed-use assets; however, we are not recommending the 

purchase of the stock, due to the concentration of the assets in blue cities.  

 

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

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

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

3. Piedmont Office Realty Trust, August 15, 2020 

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

5. Federal Realty Trust, October 15, 2020 

6. WP Carey, November 15, 2020 

7. Equity Residential, December 15, 2020 

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

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

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

11. Duke Realty Corporation, April 15, 2021 

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

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

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

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

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

17. VEREIT, Inc., October 15, 2021 

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

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

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

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

22. Simon Property Group, Inc., March 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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