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REAL ESTATE FOCUS 

Welcome to Negative Leverage in CRE 

Negative leverage has made a comeback in CRE investing, as interest 

rates have risen, and cap rates have remained compressed. One of the 

most important axioms of a successful real estate investment and 

development program is to acquire or build real estate with positive 

leverage. Positive leverage occurs when the cap rate is greater than the 

cost of debt, which means the return on equity will be greater than the 

cap rate. Negative leverage is just the opposite and is defined as when 

the cap rate on a property acquisition is less than the cost of debt or 

debt constant and therefore, the cash-on-cash return is less than the cap 

rate. The debt constant is the annual debt service (principal and 

interest) payment divided by the amount of the debt.  

 

When negative leverage occurs, this means the cash-on-cash return or 

return on the investor's equity is less than the cap rate and this is a big 

“No-No” in CRE. This is happening with more frequency in this 

robust CRE market because interest rates have shot up with the 10-

Year Treasury currently at 3.3% and up from 1.48% only a year ago. 

Apparently, this has caught many real estate investors, even some of 

the largest and most astute private equity firms in the business by 

surprise, as the property they signed a contract to purchase at a 3.5% 

or 4.0% cap rate only a few months ago, must be financed with debt 

that now cost 4.5% to 5.0% or more. 
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Let’s say an apartment property is purchased for $50 million, with a net operating income of $2 million or a cap 

rate of 4.0%. If the property is financed with a permanent loan at 70% or $35 million, with an interest rate of 

4.50% interest only, the annual mortgage payment would be $1.575 million. The annual debt constant is 

therefore 4.5% ($1.575M/$35M), the same as the interest rate since there is no loan amortization. Since the cap 

rate of 4.0% is less than the debt constant of 4.5%, the cash-on-cash return falls to only 2.8% (NOI of $2.0M 

less the debt payment of $1.575M, equals the cash flow to equity of $425K, divided by the equity of $15M, 

equals a return of only 2.8%) and this is negative leverage. One of the most important financial incentives to 

invest in CRE is to provide the investors with a high cash-on-cash return or commonly referred to as, “levering 

the equity.” Leveraging the equity is the whole attraction of the CRE investment business. No other alternative 

investment program like private equity, venture capital and hedge funds provide this simple leveraging 

technique. The levered equity return structure is inherent in CRE investment and development. In the above 

example, if the interest rate on the debt was 4.0% and the cap rate was 5.0%, as they were a year ago, the 

investment would have positive leverage as the cap rate of 5.0% would be greater than the debt constant of 

4.0% and the cash-on-cash return would be an attractive 7.3% and this is the yield the investors would receive 

in year one from positive leverage and substantially higher than the 2.8% in the negative leverage example.  

 

Why are investors continuing to buy CRE with negative leverage? I think there are three reasons. One is they 

have the capital raised in a fund or private placement and are eager to spend it. Two, they believe that rent 

increases will be high enough in future years to create positive leverage and three, many investors are seeking 

CRE investment for inflation protection, notwithstanding the negative leverage concerns. However, what if 

these rent increases don’t materialize and interest rates go even higher or cap rates continue to stay compressed? 

The halcyon days of CRE investment that we have all enjoyed since the end of the Great Recession in 2012, 

may be coming to an end with higher interest rates and higher cap rates. It all depends on the Federal Reserve. 

Is the Fed serious about jacking up the federal funds rate to over 3.0% from only .75% as many of the Fed 

Governors and Chairman have stated, or are they, “All hat and no cattle?” I believe the latter, but we will know 

in the next few months.  
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CRE Investment Strategies 

Most institutional CRE investors consider six basic investment strategies when deciding to deploy capital into 

the real estate industry. These strategies are Core, Core Plus, Value-Added, Opportunistic, Distressed and 

Development and are listed from lowest risk and lowest return for Core assets to highest risk and highest return 

for Development investments.  

 

Core investments are class A, high-quality, fully leased to a high percentage of credit tenants, multitenant 

properties located in major metropolitan areas with low-income volatility, conservative capital structures 

(usually low or no leverage) and are usually priced at the lowest returns. Core investments usually have a long-

term holding period of seven to twelve years and focus on income generation. Core investors seek low leverage 

internal rates of return on equity of 6% to 8%+.  

 

Core Plus investments are really Core type properties as described above but with a little higher upside or return 

and may not be tenanted by high credit tenants. These properties typically match the physical description of 

Core investments, but usually, have some opportunity to increase the NOI. A typical Core Plus type property 

would be a well-located, fully leased CBD office building with solid credit tenants, but with a high percentage 

of the leases rolling over in the next few years. Core plus investors seek moderate leverage internal rates of 

return on equity of 8% to 12%+. 

 

Value-Added investments are typically properties with moderate leverage that require some type of physical or 

aesthetic upgrade or require management and/or operational improvements. Value-Added investments usually 

have a short-term holding period of three to five years and focus on capital appreciation. Value investors seek 

leveraged internal rates of return on equity of 10% to 15% or more.  

 

Opportunistic investments are properties with high risk and leverage that require some form of conversion, 

redevelopment, retenanting, recapitalization or repositioning to generate return. Opportunistic investments 

generally have a short-term holding period of three to six years and focus on capital appreciation. Opportunistic 

investors seek leveraged internal rates of return on equity of 15% to 20% or more.  

 

Distressed investments include properties that are typically available during an economic downturn or 

recession. They are characterized by high vacancies and loss of credit tenants, high leverage, negative cash flow 

after debt and the properties are often in default or bankruptcy. During the Great Recession from 2007 to 2012, 

there were numerous Distressed assets and many of the large private real estate equity firms that had funds for 

investment snapped up these assets at discounts of 50%-60% on the dollar. Most of these properties today have 
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doubled, tripled, or quadrupled in value. Distressed investors seek leveraged internal rates of return on equity of 

20% to 25% or more. 

 

Development investments are the riskiest investments due to the various risks faced by new construction. These 

include construction risk or the risk that construction will be delayed or not completed and the long-term 

construction period of eighteen to thirty-six months, tenant risk or risk that anchor tenants will back out of the 

project or difficulty in leasing the property, interest rate risk or risk that rates will rise during construction, 

economic risk or risk that the economy goes into recession and leasing risk or difficulty in leasing the property 

to achieve the proforma rents. Development investors seek leveraged internal rates of return on equity of 15% to 

25% or more. 

 

The chart below from management consulting firm, McKinsey & Company’s, Global Private Markets Review 

2022, shows the assets and growth rates of some of these institutional strategies from 2010 through 2021.  
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Update on REIT Sector Returns 

REIT stock returns have turned negative for 2022 through April as inflation jitters and higher interest rates take 

their toll on the sector. The FTSE-NAREIT All Equity Index was up a whopping 41.30% in 2021 with some 

property sectors with even larger gains, like retail, up 51.91%, self-storage, up 79.43% and apartments, up 

63.61%. The biggest sector losers in 2022 are regional malls, down 25.3%, office, down 10.5% and healthcare, 

down 8.17%. See the REIT returns section for all the key real estate and major index returns.  

 

The table below shows REIT sector returns from 2017 through April 2022 for the four primary REIT sectors, 

office, retail, apartments and industrial and the FTSE-NAREIT All Equity Index. 

 
Sector 2017 2018 2019 2020 2021 4/2022 

Office 5.25% -14.50% 31.42% -18.44% 22.00% -8.04% 
Retail -4.77% -4.96% 10.65% -25.18% 51.91% -10.13% 
Apartments 3.72% 3.70% 26.32% -10.69% 63.61% -8.02% 
Industrial 20.58% -2.15% 48.71% 12.17% 62.03% -8.41% 
FTSE-NAREIT All Equity Index 8.67% -4.04% 28.66% -5.12% 41.30% -8.72% 

 

As shown above, the returns over the last five-plus years were very choppy, however, we still recommend that 

all individuals have 10%-20% of their total investment portfolio in a diversified REIT equity fund, as the return 

has substantially outperformed the S&P 500, Dow 30, and NASDAQ indices over a 20-year period. 
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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 3.69-7.98% 30 10  75% 

Conduit-CMBS 5.58%-6.60%+ 30 10  75% 

Bridge Loans 5.69-14.69%+ Interest Only 1-3 90% 

Construction Loans 5.50%-10.50% Interest Only 1-4 75% 

Insurance Co. Loans 4.98%-7.10% 30 10 70% 

Fannie Mae/Freddie Mac 4.29%-5.37% 30 10 80% 

 

Commercial Loan Index Rates 

Prime Rate 4.00% 

30 Day LIBOR 1.19% 

90 Day LIBOR 1.69% 

30 Day SOFR (secured overnight funding rate) .74% 

1 Year Swap 2.78% 

10 Year Swap 3.10% 

5 Year Treasury 2.99% 

10 Year Treasury 3.20% 

Federal Funds Rate .75% 

 

Short-term interest rates have increased substantially with the 30-day LIBOR rate up to 1.19% from .51% in 

April 2022 and longer-term treasury rates have also increased with the 10-Year treasury at 3.2%. This is due to 

expectations that the Fed will be aggressively raising 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, 

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 

Boston 

Properties 

Barings and 

Schnitzer West 

Madison Center 

Office Tower, 

Seattle, WA 

$730M A Class A office 

tower with 760,971 

square feet. 

TA Realty Gravestar Shopping Center 

Portfolio, MA, and 

RI 

$390M A nine-property 

shopping center 

portfolio with 

729,437 square feet. 

Avanath 

Capital 

Management 

Greenland 

USA 

38 Sixth and 535 

Carlton, Brooklyn, 

NY 

$315M Two rent control 

apartment properties 

with 601 units.  
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Inland Real 

Estate Income 

Trust Inc.  

Inland Retail 

Property Fund 

LP 

Shopping Center 

Portfolio 

$278M An eight-property 

shopping center 

portfolio with 

686,851 square feet.  

Bell Partners Saris Regis 

Group and the 

AFL-CIO 

Building 

Investment 

Trust 

Cadence Apartments, 

South San Francisco, 

CA 

$206M A 260-unit apartment 

complex built in 

2009. 

The Necessity 

Retail REIT, 

Inc. 

CIM Real 

Estate Finance 

Trust, Inc.  

The Plant, San Jose, 

CA 

$175M A 509,000 square 

foot shopping center. 

Harrison Street Stockdale 

Capital 

Partners 

Medical Office 

Buildings, Los 

Angeles, CA 

$156M Two medical office 

buildings with 

104,000 square feet. 
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Standard 

Communities 

JPI 

Development 

Jefferson SoLA, 

South Gate, CA 

$130M A 244-unit apartment 

complex. 

Avanath 

Capital 

Management 

Relate 

California and 

Chinatown 

Community 

Development 

Center 

Crescent Cove 

Apartments, San 

Francisco, CA 

$96M A 236-unit apartment 

property built in 

2007. 

BH Properties Vornado Realty 

Trust 

Lincoln Center, 

Miami Beach, FL 

$93M A 129,360-square-

foot shopping center 

built in 1999. 
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CORPORATE FINANCE FOCUS 

 
24 Lessons from Warren Buffett-Lesson 23 

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 22: “Never Use Borrowed Money to Buy Stocks” 

 

This month we have Lesson 23: “Borrow Money When it's Cheap” 

The Oracle of Omaha’s famous cost-consciousness does not mean that Berkshire Hathaway never borrowed 

money or went into debt — on the contrary, Buffett makes clear in his letters that he is enthusiastic about 

borrowing money in one type of circumstance. Buffett is an advocate of borrowing money at a modest rate 

when he believes it is both “properly structured” and “of significant benefit to shareholders.” In reality, that 

usually means when economic conditions are tight, and liabilities are expensive. “We borrow… because we 

think that, over a period far shorter than the life of the loan, we will have many opportunities to put that money 

to good use,” Buffett writes, “The most attractive opportunities may present themselves at a time when credit is 

extremely expensive — or even unavailable. At such a time, we want to have plenty of financial firepower.” 

 

When money is expensive, having more of it (in the form of debt) is a way of setting yourself up to take full 

advantage of opportunities. This fits Buffett’s general investment worldview — that the best time to buy is 

when everyone is selling —very well. “Tight money conditions, which translate into high costs for liabilities, 

will create the best opportunities for acquisitions, and cheap money will cause assets to be bid to the sky. Our 

conclusion: Action on the liability side should sometimes be taken independent of any action on the asset side.” 
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Why You Never Want to be the Smartest Person in the Room 

The above quote and its variation, “If you are the smartest person in the room, you are in the wrong room” have 

been attributed to many successful business leaders over the years. These quotes should be ingrained in every 

businessperson’s mind, to become the best you can be whether you are an entrepreneur, business leader, 

politician, corporate CEO, or small business owner. The keys to business success today are to accumulate the 

most knowledge, experience, judgment and negotiation skills for your individual job or business. This is 

whether you are a commercial real estate pro or finance executive. 

 Knowledge, experience, and people skills are derived from years of business experience, great mentoring, 

management knowledge, being involved in a multitude of transactions, reading voraciously, and working hard, 

not forty hours a week but seventy hours a week. If you are at the top of your game in these areas, you will be 

phenomenally successful. A commercial real estate broker will be the top producer in their office or company, 

when they obviously close the most deals but also have the key client relationships built over time, to make 

those deals happen. A corporate finance managing director will also be the best in class by also closing the most 

deals and their knowledge and skill in structuring complex corporate finance transactions and long-term 

relationships with corporate CFO’s and CEO’s. 

However, many high-profile real estate and corporate finance players are comfortable being the smartest person 

in the room but not the biggest producer or salesperson. If you are one of these professionals, then you are in the 

wrong room. The smartest and most successful business people in real estate and corporate finance throughout 

history have surrounded themselves with people who are smarter than they are, so they can increase their 

knowledge capital and become better at their craft. This is evident when you read the biographies and books on 

successful business billionaires like Warren Buffett, Sam Zell, Carl Icahn, Jerry Speyer, Steve Schwarzman, 

Howard Marks, and Charlie Munger, just to name a few. If you surround yourself with people who are less 

capable than you, you will be dragged down to their level and will become the average of these people. If you 

are an up-and-coming young Whipper Snapper real estate broker with grandiose plans to be the biggest 

producer in your office or the entire firm and you pal around with other real estate brokers who are only doing 

average business, you will become just an average broker. Successful people are not average, they are way 

above average and should never tolerate being stuck in a group of people who strive only to be average.  

As the editor of this newsletter and with over 35 years of commercial real estate experience, I often learned the 

most when I was with senior and more experienced real estate colleagues, many of whom were my mentors. 

When I was a young real estate Assistant Vice President of Acquisitions in the 1980s, I often accompanied my 

boss to the office of the company CEO. The CEO was one of the smartest real estate people I had ever met and 

when in his office, he was usually on the phone making CRE deals all over the country. I learned more about 

CRE investment and finance in those fifteen or twenty-minutes listening to the phone conversation than I did 
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taking college real estate investment and finance courses. When you surround yourself with people who are 

much smarter than you, you will learn things that will raise your knowledge IQ, competence level, confidence 

and business skills that will make you a top-notch businessperson. These encounters will also open up new 

business opportunities and relationships. If you are the dumbest person in the room, you are in the right room. 

How do you upgrade the room you are in? There are many ways like excelling at your job or business, 

voracious reading, authoring articles and blogs for your business, attending, and speaking at seminars and 

conferences and finding a mentor. 

 

REIT Return Statistics 

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

the all-equity REIT returns in one year and the high performance of the All-Equity REIT Index over a 20-year 

period. REITs have been one of the best-performing asset classes historically. 

 

 

Period All 

REITs 

All Equity 

REITs 

NCREIF 

NPI 

Levered 

Index  

(Q1-22) 

S&P 500 NASDAQ 

Composite 

4/2022  -9.06% -8.72% 6.81% -12.92% -21.00% 

1-Year 8.69% 10.12% 28.99% 0.21% -11.08% 

5-Year 9.20% 9.77% 10.21% 13.66% 16.40% 

10-Year 9.58% 9.80% 11.94% 13.67% 16.27% 

20-Year 9.73% 10.21% 10.39% 9.09% 10.45% 

Market 

Capitalization $1.56T $1.49T $315B NA NA 

Dividend 

Yield 3.29% 2.98% NA 1.44% NA 
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REIT Review 

Summary 
This REIT valuation is on HOST Hotels & Resorts, Inc., (“HST”), a publicly-traded REIT that is engaged in the 

ownership and operation of hotels and resorts. HST owns or has interests in 78 hotel properties throughout the 

U.S., Canada, and Brazil with 42,300 rooms.  

 

Property Information 
As of Q1-22, the occupancy rate was 54%, the average room rate was $305, and RevPAR was $166. Total 

revenues increased 169% YoY. HST is rated Baa3 by Moody’s, BBB- by Standard & Poor’s and BBB- by Fitch.  

 
Corporate Data                           

HST is traded on the NASDAQ, is incorporated in Maryland, and is located in Bethesda, MD. HST has 715 

million common shares outstanding and a market capitalization of approximately $14.74 billion. HST is the 

general partner and controls its UpReit partnership, Host Hotels & Resorts, L.P., with a 99% interest.  

 

Subsequent Events 
Subsequent to Q1-22, HST sold the Sheraton New York Times Square Hotel for $373 million, including a $250 

million bridge loan provided to the buyer, and the YVE Hotel Miami for $50 million, including $1 million of 

FF&E funds retained by HST. 

 
Management 

James F. Risoleo, 66, President, CEO and Director  

Mr. Risoleo joined the company in 1996 and has served as our president and chief executive officer since 

January 2017. Previously, he was executive vice president and managing director of European business 

activities, and in 2015, assumed leadership for all west coast investment activities in addition to Europe. He has 

also served as executive vice president and chief investment officer and as senior vice president for acquisitions. 

Prior to joining Host, Mr. Risoleo was vice president, development at Interstate Hotels Corporation and a senior 

vice president, commercial real estate at Westinghouse Electric Corporation. In addition, Mr. Risoleo serves as 

a director of Griffin Capital Essential Asset REIT, a public non-listed REIT. He is an executive board member 

and past chair of Nareit, an executive committee member of American Hotel & Lodging Association (AHLA), a 

member of the U.S. Travel Association CEO Roundtable and a member of the Real Estate Roundtable. 
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Ownership 
Top Institutional Holders Shares (000’s) % 

Vanguard Group, Inc.  116,329 16.49 

Blackrock, Inc.  69,403 9.84 

Cohen and Steers, Inc.  60,878 8.63 

State Street Corporation 49,154 6.97 

JP Morgan Chase & Company, Inc.  37,806 5.36 

 

Ownership Breakdown 

% Of Shares Held by All Insiders and 5% Owners 1.15 

% Of Shares Held by Institutional & Mutual Fund Owners 103 

Number of Institutions Holding Shares 797 

All amounts above per Yahoo Finance 

 
 
 
Financial Analysis and Valuation 
Select financial data for HST per the Q1-22 10Q and supplemental information. 

(In millions where applicable) 

Financial Data Amounts 

Real Estate Assets, Gross  $17,932 

Total Assets $11,829 

Property Debt (at a weighted average interest rate of approximately 3.4%) $4,210 

Stockholders’ Equity $6,525 

Revenue  $1,074 

Net Income (Loss) $116 

Cash Flow from Operations $261 
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Unsecured Credit Facility ($1.5B with $0 used) $1,500 

Market Capitalization $14,740 

Property Debt to:  

     Gross Real Estate Assets           23% 

     Market Capitalization 28% 

     Enterprise Value 22% 

Dividend and Yield ($.24/sh.) 1.13% 

Shares Sold Short (in millions per Yahoo Finance) 24.89 

 

Valuation Methodology  

Q1-22 Real Estate Revenue  $1,074 

Q1-22 Real Estate Operating Expenses (excluding depreciation, amortization, interest 

expense, impairment charges plus G&A expenses) 780 

Q1-22 Net Operating Income  $294 

Annualized Proforma Net Operating Income at 105% $1,235 

Projected Average Cap Rate  8% 

Projected Value of Real Estate Assets $15,437 

Add: Net Operating Working Capital (at book value) 1,199 

         Investment in Affiliates (at 2x book value) 286 

         Construction in Progress (at book value) 328 

Total Projected Value of the Assets of the Company $17,250 

          Total Debt Per Above   (4,210) 
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Projected Net Asset Value of the Company $13,040 

Common Shares Outstanding, 715M   

Projected NAV Per Share $18 

Market Price Per Share on 6/15/22 $20 

Premium (Discount) to NAV 11%   

 
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 HST for the years 2017 through Q1-22 are shown in the 

table below: 

 

(Millions except dividend and 
per share amounts) 2017 2018 2019 2020 2021 Q1-22 

Gross Real Estate Assets $17,926 $18,177 $17,994 $18,279 $18,449 $17,932 

Property Debt $3,954 $3,837 $3,794 $5,541 $4,891 $4,210 

Revenues $5,387 $5,524 $5,469 $1,620 $2,890 $1,074 

Net Income (Loss) $571 $1,151 $920 ($732) ($11) $116 

Funds from Operations (FFO) $1,250 $1,308 $1,298 ($119) $437 $279 

Return on Invested Capital (1) 12.75% 12.90% 13.20% NA 4.20% NA 

Dividend Coverage (2) 1.84 2.05 1.86 NA NA NA 

Dividends Paid Per Share $.85 $.85 $.85 $.20 $0.0 $.24(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 $.06 per quarter. 

The total return of HST year to date and through five years is shown in the chart below per NAREIT: 
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HST Total Return 4/22 1-Yr 3-yr 5-Yr 

 17.20% 12.23% 3.77% 5.53% 

 

As shown above, our net asset value per share for HST is $18/sh., compared to a market price of $20/sh. 

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

the 6.0% to 10.0% range, depending on the location, franchise, and type. We have used an average cap rate of 

8.0% due to HST’s solid portfolio of hotel assets.  

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

 

Strengths: 

 A very low debt to enterprise value of 22%. 

 A diversified portfolio of leisure and business hotels.  

 An investment-grade credit rating.  

 

Concerns: 

 REIT prices will decline if interest rates increase. 

 A low dividend yield of 1.13%. 

 The dividend has been reduced from $.85 in 2017 to $.24 in 2022. 

 Key gateway urban markets like Chicago, Los Angeles, New York, San Francisco, and Seattle have not 

seen demand for hotel nights increase from the pandemic.  

 

Recommendation: 

HST has a solid portfolio of hotel assets, however, we are not recommending the purchase of the stock, due to 

the volatility in the hotel industry.  

 

A five-year price chart for HST 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 
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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 

23. Brandywine Realty Trust, April 15, 2022 

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

 

 

 

General Publication Information and Terms of Use 

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

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

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

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

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

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

financial situations, or needs of individual investors.  

 

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

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

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

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

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

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

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

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

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

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

subscribers or others interested in the newsletter content. 

 

Subscription Information 

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

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

information. 
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