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REAL ESTATE FOCUS 

The CRE Bid-Ask Spread is Widening 

The Federal Reserve has dealt a one-two punch to the CRE industry 

with the July 2022 .75% rate hike, which increased the federal funds 

rate to 2.25% from only 0.0% six months ago. The cost of debt and 

equity capital to finance CRE has increased about 2.0% since the July 

increase and the sales volumes of all property types have slowed 

considerably. Even the ultra “hot” industrial and apartment markets 

have seen sales activity come to a screeching halt because of the 

higher cost of capital. We have heard that many purchase contracts for 

CRE have been terminated by the buyer, some, leaving earnest money 

on the table, due to the higher cost of capital. Other buyers are pulling 

back and waiting for prices to adjust to lower values. However, it 

usually takes about nine months for sellers to lower their prices to 

market levels, which will require price drops of at least 10%. 

This has led to a huge bid-ask spread between the buyer and seller of 

CRE assets that is wider than the Grand Canyon. The bid-ask spread is 

about 25% and is widening fast. If a seller is asking $50 million for an 

apartment complex at a 4.0% cap rate, the buyer is balking at the price 

and needs a bid price of around $35 million or a cap rate of around 

5.75% to make the deal work in today’s higher interest rate 

environment. In the June issue of VOM, we discussed how the rate 

increases were creating negative leverage in CRE investments. This is 

when the cap rate is less than the cost of debt, which results on the cash-on-cash or return on equity being less 

than the cap rate and a “no-no” in the CRE biz. Buyers of CRE are now aware of this issue and have been 

reluctant to proceed ahead with acquisitions due to higher capital costs. Many sellers still think that they can sell 
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a CRE asset at a compressed cap rate of 4% to 5%, but the buyers need rates of 6% to 7% to make the deal work 

for them, their lender, and investors.  

CRE investors have not had to deal with rising interest rates since 2006, other than in the Fall of 2018 when the 

Fed tried to bring back rates to some normalcy and jacked up the fund's rate to 2.50%. This aggressive rate 

action caused the stock market to tank and a potential recession, and the Fed panicked and immediately lowered 

the fund's rate back to zero, which led to a new zero interest regime and a round of quantitative easing that was 

on steroids. Today, due to soaring inflation, which has been caused by excessive spending in Congress, we are 

back to a 2.25% funds rate and the Federal Reserve has pledged to increase it further from 3.25% to 3.50%. If 

this occurs, the CRE industry is in for a lot tougher times and will see property defaults and foreclosures due to 

overpayment for properties, over-optimistic rent increases and excessive debt levels.  

 
Blackstone’s New Mega Fund 

Blackstone, Inc., is finalizing its largest commercial real estate investment fund, which is expected to be $30.3 

billion. This will be the largest commercial real estate fund ever and tops Blackstone’s, $20.5 billion fund, 

which at the time was the largest ever, completed in 2019. Blackstone is committing $300 million of its own 

capital to the fund that will invest in CRE assets around the world. With leverage at about 60%, the fund will be 

able to acquire about $75 billion of commercial real estate assets. This is more than the entire value of all the 

CRE assets in a large American city. If the annual asset management fee that Blackstone collects to operate the 

fund is 1%, it will receive an annual fee of $303 million, which is paid on a quarterly basis.  

 
These large mega-funds present some unique issues in acquiring assets for the sponsor. They typically can’t buy 

a single property or portfolio less than $250 million as its too small and doesn’t move the needle for the fund. 

The fund will have to target large portfolios, existing REITs, or large private portfolios. For its latest megafund, 

Blackstone has bought PS Business Parks, a formerly public industrial REIT for $7.6 billion and Bluerock 

Residential Growth REIT, a public apartment REIT for $3.6 billion. Since there are not many of these large 

portfolios or companies on the market, it may take two to three years for Blackstone to spend the capital.  
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CRE Returns and Higher Interest Rates  

One of the detrimental effects of a higher interest rate environment on a CRE investment is higher cap rates 

down the road when the property is sold. Most real estate investors calculate an internal rate of return (IRR) on 

the net operating income and equity to determine the purchase price and equity return to investors. If rates rise 

during the holding period, the investor may see their IRRs decline substantially. Higher cap rates when the 

property is sold will negatively affect the sale value of the property and reduce the internal rate of return on the 

net operating income and equity. Even if cap rates do rise during the next two years along with interest rates, 

many CRE investors may be forced to hold the property for a longer period and until interest rates decline.  

In today’s CRE market, approximately 70% of the IRR on the equity from a CRE investment is derived from 

the sale or terminal value of the property. The other 30% is derived from the yearly net cash flows. In the table 

below, we will compare the IRR before debt on a CRE investment for a property sold at the purchase cap rate 

and the other at a cap rate that is 1.5% higher due to rising interest rates.  

Investment Data: 

Property-A new class-A apartment property with 250 units 

Purchase Price-$75,000,000 

Purchase Cap Rate-6.0% 

Annual NOI Increases-2.5% 

Sale Cap Rates-6.0% in column two and 7.5% in column three 

Holding Period-5 years 

 

Investment Data Sale at Going-
In Cap Rate 

Sale at 1.5% 
Higher Cap Rate 

Purchase Price ($75,000,000) ($75,000,000) 

Year 1 NOI  $4,500,000 $4,500,000 

Year 2 NOI $4,612,500 $4,612,500 

Year 3 NOI $4,727,812 $4,727,812 
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Year 4 NOI $4,846,008 $4,846,008 

Year 5 NOI  $4,967,158 $4,967,158 

Year 5 NOI and Terminal Value $89,822,774 $72,851,651 

Year 6 NOI $5,091,337 $5,091,337 

Sales Value (Year 6 NOI at 6% Cap Rate) $84,855,616  

Sales Value (Year 6 NOI at 7.5% Cap Rate)  $67,884,493 

Internal Rate of Return (Years 1-5) 8.50% 4.56% 

 

As shown in the chart above, the IRR before debt declines from 8.50% to 4.56%, when the terminal cap rate 

rises from 6% to 7.5%. This is the primary risk facing CRE owners that bought property during the last few 

years at low cap rates and have to sell into a market with higher interest rates and cap rates. 

 

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 4.87%-7.83%+ 30 10  75% 

Conduit-CMBS 5.66%-6.68%+ 30 10  75% 

Bridge Loans 6.87%-15.87%+ Interest Only 1-3 90% 

Construction Loans 7.00%-12.00%+ Interest Only 1-4 75% 

Insurance Co. Loans 5.01%-7.20%+ 30 10 70% 

Fannie Mae/Freddie Mac 4.76%-5.31%+ 30 10 80% 

 

Commercial Loan Index Rates 

Prime Rate 5.50% 

30 Day LIBOR 2.36% 

90 Day LIBOR 2.86% 

30 Day SOFR (secured overnight funding rate) 2.28% 

1 Year Swap 3.68% 

10 Year Swap 2.83% 

5 Year Treasury 2.97% 

10 Year Treasury 2.83% 

Federal Funds Rate 2.25% 

 

Short-term interest rates have increased substantially with the 30-day LIBOR rate up to 2.36% from .51% in 

April 2022 and longer-term treasury rates have also increased with the 10-Year treasury at 2.83%. This is due to 

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

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

of the Federal Reserve. The above financing rates and data are courtesy of Paramount Capital Corporation and 

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

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 

A&E Real 

Estate 

Equity 

Residential 

160 Riverside Blvd., 

NY, NY 

$415M A 455-unit luxury 

apartment complex.  

Empire Capital 

Holdings 

Blackstone 

Group and 

RXR 

1330 Avenue of the 

Americas, NY, NY 

$325M A 525,825 square 

foot office building.  

Harbor Group 

International 

and Azure 

Partners 

AvalonBay 

Communities 

Avalon Green, 

Elmsford, NY 

$306M  A 617-unit apartment 

complex built in three 

phases in 1995, 2012 

and 2015. 
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General 

Investment & 

Development 

American 

Capital Group 

and Artemis 

Real Estate 

Uplund at Totem 

Lake by Windsor, 

Kirkland, WA 

$242M A 409-unit apartment 

complex completed 

in 2021. 

MetLife 

Investment 

Management 

Hines Intersect, Irvine, CA $235M A four-building 

office campus with 

453,975 square feet.  

Cohen Asset 

Management 

Martens 

Development 

and Dune Real 

Estate Partners 

The Landing, Mesa, 

AZ 

$208M A nine-building 

industrial campus 

with 858,900 square 

feet.  

Acacia Capital 

Corp.  

Security 

Properties 

Overlook at 

Lakemont, Bellevue, 

WA 

$204M A 400-unit apartment 

complex. 
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JP Morgan JW Mitchell Inland Empire 

Warehouse, Ontario, 

CA 

$180M A 459,000 square 

foot industrial 

property. 

Goldman 

Sachs 

LBA Realty 

and West 

Builders 

Enclave Apartments, 

Berkeley, CA 

$112M A 224-bed student 

housing property.  

Carter Funds Continental 

Realty Corp.  

Riverstone 

Apartments, Owings 

Mills, MD 

$93M A 324-unit apartment 

complex. 
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CORPORATE FINANCE FOCUS 

 
The Ten Guiding Principles from Charlie Munger 

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

Buffett. In this and the next two issues, we will discuss the Ten Guiding Principles from Charlie Munger, the 

Vice Chairman and Partner of Warren Buffett at Berkshire Hathaway, Inc. The first three principles are shown 

below.  

 

I. Risk 

“All investment evaluations should begin by measuring risk, especially reputational.” 

 Incorporate an appropriate margin of safety. 

 Avoid dealing with people of questionable character. 

 Insist upon proper compensation for risk assumed. 

 Always beware of inflation and interest rate exposures. 

 Avoid big mistakes; shun permanent capital loss. 

 

II. Independence 

“Only in fairy tales are emperors told they are naked.” 

 Objectivity and rationality require independence of thought. 

 Remember that just because other people agree or disagree with you doesn’t make you right or 

wrong—the only thing that matters is the correctness of your analysis and judgment. 

 Mimicking the herd invites regression to the mean (merely average performance). 

 

III. Preparation 

“The only way to win is to work, work, work, and hope to have a few insights.” 

 Develop into a lifelong self-learner through voracious reading; cultivate curiosity and strive to 

become a little wiser every day. 

 More important than the will to win is the will to prepare. 

 Develop fluency in mental models from the major academic disciplines. 

 If you want to get smart, the question you have to keep asking is “why, why, why?” 
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Investment Versus Speculation 

Robert Hagstrom, CFA, is Chief Investment Officer at Equity Compass Investment Management and author of 

the New York Times best-selling The Warren Buffett Way. He is also the author of The Warren Buffet Portfolio: 

Mastering the Power of the Focus Investment Strategy; The Essential Warren Buffett: Timeless Principles for 

the New Economy; NASCAR Way: The Business That Drives the Sport, and The Detective and the Investor: 

Uncovering Investment Techniques from the Legendary Sleuths. Below, Mr. Hagstrom provides his insights into 

the age-old quandary of investment vs. speculation. 

 

What is the difference between investing and speculation? At first, you think the answer is simple because the 

distinction is obvious — that is, until you actually put pen to paper and try to answer the question. Go ahead; 

take a few seconds and think about it. Write down “investing.” Now write the definition. Do the same for 

“speculation.” If you are like me, frustration quickly builds because the answers do not come quickly or easily, 

and they should. After all, these terms have been a part of the financial lexicon since Joseph de la Vega wrote 

Confusion of Confusions in 1688, the oldest book ever written on the stock exchange business. In his famous 

dialogues, de la Vega observed three classes of men. The princes of business, called “financial lords,” were the 

wealthy investors. The merchants, the occasional speculators, were the second class. The last class was called 

the “persistent speculators” or the “gamblers.” 

 

Since the Dutch shipping firm Vereenigde Oost-Indische became the first company to trade its shares on the 

Amsterdam Stock Exchange, investors and speculators have coexisted in the marketplace. Over that 400-year 

time period, the noteworthy have offered their own definitions of investing and speculation. But none have 

stuck. 
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Philip Carret, who wrote The Art of Speculation (1930), believed “motive” was the test for determining the 

difference between investment and speculation. “The man who bought United States Steel at $60 in 1915 in 

anticipation of selling at a profit is a speculator. On the other hand, the gentleman who bought American 

Telephone at $95 in 1921 to enjoy the dividend return of better than 8% is an investor.” Carret connected the 

investor to the economics of the business and the speculator to price. “Speculation,” wrote Carret, “may be 

defined as the purchase or sale of securities or commodities in expectation of profiting by fluctuations in their 

prices.” 

 

Benjamin Graham, along with David Dodd, attempted a precise definition of investing and speculation in their 

seminal work Security Analysis (1934). “An investment operation is one which, upon thorough analysis, 

promises safety of principal and a satisfactory return. Operations not meeting these requirements are 

speculative.” Despite being the “dean of security analysis,” Graham’s definition left readers wanting more — a 

fact he confessed years later when he wrote The Intelligent Investor (1949). “While we have clung tenaciously 

to this definition,” said Graham, “it is worthwhile noting the radical changes that have occurred in the use of the 

term ‘investor’ during this period.” 

 

Graham was concerned that the term “investor” was now being applied ubiquitously to anyone and everyone 

who participated in the stock market. He explained: “The newspaper employed the word ‘investor’ in these 

instances because, in the easy language of Wall Street, everyone who buys or sells a security has become an 

investor, regardless of what he buys, or for what purpose, or at what price, or whether for cash or on margin.” 

Graham went on to say: “Since there is no single definition of investment in general acceptance, authorities 

have the right to define it pretty much as they please. Many of them deny that there is any useful or dependable 

difference between the concepts of investment and of speculation. We think this skepticism is unnecessary and 

harmful. It is injurious because it lends encouragement to the innate leaning of many people toward the 

excitement and hazards of stock-market speculation.” 

 

John Maynard Keynes, best known as one of the founders of modern macroeconomics and thought to be the 

most influential economist of the 20th century, was also a skilled buyer and seller of stocks, bonds, 

commodities, and currencies. In addition to thinking about economics, he was intrigued with the stock market. 

Tucked inside his magnum opus, The General Theory of Employment, Interest, and Money (1936), is a chapter 

titled “The State of Long-Term Expectation.” Here, Keynes got right to the point, deciding to “appropriate the 

term speculation for the activity of forecasting the psychology of the market, and the term enterprise [a word he 

used for investment] for the activity of forecasting the prospective yield of assets over their whole life.” But the 

breadth of the chapter has less to do with the difficulty of defining investment and speculation and more to do 

with the observation that the lines between the two approaches had blurred. It is the same point that is driven 
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home 75 years later in The Clash of the Cultures: Investment vs. Speculation (2012). In his book, John Bogle 

argued that in the minds of most individuals, investment and speculation are now indistinguishable. 

 

All market activity lies on a time continuum. Moving from left to right, we observe buy–sell decisions in the 

stock market that occur in microseconds, minutes, hours, days, weeks, months, years, and decades. Although it 

is unclear exactly where the demarcation line is located, it is generally agreed that activity occurring on the left 

side of the time continuum is more likely to be speculation, whereas activity residing on the right side is thought 

to be investing. In Bogle’s opinion, investment means long-term ownership whereas speculation is more short-

term trading. Carret concurred, writing: “The time requisite for the accomplishment of the adjustment of prices 

to values is a factor of great weight to the speculator. Here he parts company with the investor, to whom it is of 

little concern.” Thinking long term or short term might be a sensible starting point that helps us distinguish 

between investing and speculation. But a “stopwatch” definition leaf us woefully short of what is ultimately 

needed to better understand the differences between these two approaches. A time element is simply not 

sufficient. The distinction between investment and speculation is more complex than this. 

 

Let me be clear: This not a sneaky attempt to demonize speculation and declare that only investing is 

sacrosanct. Academic research clearly demonstrates that the market benefits from, and is optimized by, the 

participation of both investors and speculators. Although some investment purists might vote for opening the 

stock market just one day each year and on that day all buyers and sellers would transact business, the lack of 

daily liquidity would likely do more harm than good for the capital markets. Furthermore, despite its negative 

connotation, it can be argued that some types of speculation are, in fact, socially redeeming. Lynn Stout, 

Distinguished Professor of Corporate and Business Law at Cornell Law School, in “Uncertainty, Dangerous 

Optimism, and Speculation: An Inquiry into Some Limits of Democratic Governance” argued that a speculator 

that provides insurance and liquidity for the risk-averse farmer who wishes to enter into a forward contract to 

sell his wheat at today’s price deliverable next month “fits the standard economic model of mutually beneficial 

exchange that improves the welfare of both trading parties.” 

 

In addition to risk hedging and liquidity dealing, Milton Friedman told us that speculators who practice what is 

today called “information theory arbitrage” should be thought of as talented researchers who work aggressively 

to close the price–value gap. Carret shared the same opinion. He wrote: “The speculator is looking for hidden 

weak spots in the market,” and as such, acts as “the advance agent of the investor, seeking always to bring 

market prices into line with investment values.” 

 

Even Graham in The Intelligent Investor came to accept the necessity of speculation. “Outright speculation is 

neither immoral nor (for most people) fattening to the pocketbook. More than that, some speculation is 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 14  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

necessary and unavoidable.” But Graham was quick to distinguish between “good” and “bad” speculation. 

“There is intelligent speculation as there is intelligent investing. But there are many ways in which speculation 

may be unintelligent,” wrote Graham. 

 

But how can we distinguish between what is “good speculation” and “bad speculation,” or “good investment” 

and “bad investment” for that matter, when we don’t even have a firm grasp of the basic definitions? Lacking 

clearly understood boundaries, individuals are wandering aimlessly back and forth between the worlds of 

investing and speculation. And herein lies the danger. The stock market is now dominated by a newly evolved 

species, the investulator — defined as an investor who unwittingly acquires speculative habits without realizing 

it. Although more study is needed, it is highly possible being an investulator is the reason why so many 

individuals perform badly in the stock market. 

 

There is a very important passage in Graham’s The Intelligent Investor. Graham wrote: “The distinction 

between investment and speculation in common stocks has always been a useful one and its disappearance is a 

cause for concern. We have often said that Wall Street as an institution would be well advised to reinstate this 

distinction and to emphasize it in all its dealings with the public. Otherwise, the stock exchanges may someday 

be blamed for heavy speculative losses, which those who suffered them had not been properly warned against.” 

True today as it was 60 years ago. 
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REIT Return Statistics 

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

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

 

 

Period All 

REITs 

All Equity 

REITs 

NCREIF 

NPI 

Levered 

Index  

(Q2-22) 

S&P 500 NASDAQ 

Composite 

6/2022  -19.31% -19.17% 3.95% -19.96% -29.23% 

1-Year -6.87% -5.89% 28.18% -10.62% -23.43% 

5-Year 6.22% 6.75% 10.61% 11.31% 13.47% 

10-Year 8.09% 8.34% 12.00% 12.96% 15.40% 

20-Year 8.85% 9.33% 9.03% 9.08% 10.63% 

Market 

Capitalization $1.40T $1.33T $324B NA NA 

Dividend 

Yield 3.80% 3.44% NA 1.59% NA 
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REIT Review 

Summary 
This REIT valuation is on the Hudson Pacific Properties, Inc. (“HPP”), a publicly-traded REIT that is engaged 

in the ownership, management, leasing, acquisition and development of office and studio properties. HPP owns 

or has interests in 66 properties, including 54 office, four studios and eight land parcels with 21.4 million square 

feet and located primarily in Northern and Southern California, the Pacific Northwest, Western Canada and 

Greater London, UK.  

 

Property Information 
As of Q2-22, the occupancy rate was 90.8% and the Q2 YoY increase in the net operating income was 13%. The 

three largest tenants include Google (12.7% of annualized base rent), Amazon (4.2% of annualized base rent) 

and Netflix (4.1% of annualized base rent).  

 
Corporate Data                           

HPP is traded on the NYSE, is incorporated in Maryland, and is located in Los Angeles, CA. HPP has 141.6 

million common shares outstanding and a market capitalization of approximately $2.13 billion. HPP is the 

general partner and controls its UpReit partnership, Hudson Pacific Properties, L.P., with a 98.3% interest.  

 

Developments 
HPP has two properties under development with 787,000 rentable square feet, a total cost of $175 million and a 

stabilized return on the total cost of 7.5% to 8.0%.  

 
Management 

Victor J. Coleman, 60, CEO and Chairman  

Victor Coleman serves as Chief Executive Officer and Chairman of our Board and has been a member of the 

Board since our IPO. Prior to the formation of our Company, Mr. Coleman founded and served as a managing 

partner of our predecessor, Hudson Capital, LLC, a private real estate investment company based in Los 

Angeles, California. Mr. Coleman is an active community leader, is on the Founding Board of Directors for the 

Ziman Center for Real Estate (from 2004 to the present) at the UCLA Anderson School of Management, and 

also serves on the Boards of the Ronald Reagan UCLA Medical Center, the Fisher Center for Real Estate and 

Urban Economics, Los Angeles Sports & Entertainment Commission and the Los Angeles Chapter of the World 

Presidents’ Organization. In 2015, Mr. Coleman was awarded the City of Hope’s 2015 Spirit of Life Award 

presented by the Los Angeles Real Estate & Construction Industries Council, and the 2019 Real Star of 

Hollywood Award from the Friends of the Hollywood Central Park. Mr. Coleman’s experience as a director 
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also includes service on the board of other publicly traded real estate investment trusts, or REITs, such as 

Douglas Emmett, Inc. (from 2006 to 2009) and Kite Realty (since 2012), where he currently serves as a member 

of its compensation committee. Coleman is also an investor in the Vegas Golden Knights, a National Hockey 

League team. He holds a Master of Business Administration degree from Golden Gate University and a 

Bachelor of Arts in History from the University of California, Berkeley. 

 

Ownership 
Top Institutional Holders Shares (000’s) % 

Vanguard Group, Inc.  22,183 15.66 

Blackrock, Inc.  17,732 12.52 

Norges Bank Investment Management  9,156 6.46 

State Street Corporation 8,287 5.85 

PGGM Investments  7,493 5.29 

 

Ownership Breakdown 

% Of Shares Held by All Insiders and 5% Owners 2.66 

% Of Shares Held by Institutional & Mutual Fund Owners 107.19 

Number of Institutions Holding Shares 392 

All amounts above per Yahoo Finance 

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

(In millions where applicable) 

Financial Data Amounts 

Real Estate Assets, Gross  $8,562 

Total Assets $9,050 

Property Debt (at a weighted average interest rate of approximately 4.0%) $4,321 
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Stockholders’ Equity $3,848 

Revenue  $495 

Net Income (Loss) ($27) 

Cash Flow from Operations $190 

Unsecured Credit Facility ($1B with $485M used) $515 

Market Capitalization $2,130 

Property Debt to:  

     Gross Real Estate Assets           50% 

     Market Capitalization 202% 

     Enterprise Value 67% 

Dividend and Yield ($1.00/sh.) 7.02% 

Shares Sold Short (in millions per Yahoo Finance) 6.29 

 

Valuation Methodology  

Q2-22 Real Estate Revenue  $495 

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

expense, impairment charges plus G&A expenses) 232 

Q2-22 Net Operating Income  $263 

Annualized Proforma Net Operating Income at 102% $536 

Projected Average Cap Rate  8.0% 

Projected Value of Real Estate Assets $6,700 

Add: Net Operating Working Capital (at book value) 570 
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         Investment in Unconsolidated Entities (at book value) 161 

Total Projected Value of the Assets of the Company $7,431 

Less: Preferred Stock Series C (at liquidation value of $25/sh.) (425) 

          Total Debt Per Above   (4,321) 

Projected Net Asset Value of the Company $2,685 

Common Shares Outstanding, 141.6M   

Projected NAV Per Share $19 

Market Price Per Share on 8/15/22 $14 

Premium (Discount) to NAV (26%)  

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

table below: 

 

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

Gross Real Estate Assets $6,423 $7,059 $7,269 $8,215 $8,361 $8,562 

Property Debt $2,421 $2,827 $3,018 $3,596 $3,927 $4,321 

Revenues $728 $728 $818 $804 $896 $495 

Net Income (Loss) $67 $98 $42 $.3 $6 ($27) 

Funds from Operations (FFO) $306 $292 $315 $283 $296 $139 

Return on Invested Capital (1) 6.1% 4.5% 5.8% 5.3% 3.9% NA 

Dividend Coverage (2) 1.32 1.86 1.99 1.82 1.91 1.63 

Dividends Paid Per Share $1.00 $1.00 $1.00 $1.00 $1.00 $1.00(3) 
 

(1) This ratio is cash provided by operations plus interest expense divided by stockholder’s equity plus property 
debt and measures the return the REIT is earning on its invested capital.  
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(2) This ratio is funds from operations divided by common and preferred stock dividends and distributions to 
noncontrolling interests. 

(3) The dividend is currently $.25 per quarter. 

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

HPP Total Return 6/22 1-Yr 3-yr 5-Yr 

 -38.40% -44.19% -20.43% -12.26% 

 

As shown above, our net asset value per share for HPP is $19sh., compared to a market price of $14/sh. Current 

average cap rates for office properties per our industry experience and CBRE’s Cap Rate Survey are in the 6.0% 

to 9.0% range, depending on the location, tenancy, and type. We have used an average cap rate of 8.0% due to 

HPP’s solid portfolio of office assets.  

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

 

Strengths:  

 An attractive dividend yield of 7.02%. 

 

Concerns: 

 REIT prices will decline if interest rates increase. 

 HPPs portfolio is not diversified around the country with 90% located in CA and the Seattle area. 

 A high debt-to-enterprise value of 67%. 

 The dividend per share of $1.00 has been the same since 2017. 

 HPP has a low return on invested capital. 

 

Recommendation: 

HPP is trading at a 26% discount to our NAV, however, we are not recommending the purchase of the stock, due 

to the portfolio concentration in CA and Seattle and the flat dividend.  

 

A five-year price chart for HPP 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 
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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 

25. Host Hotels & Resorts, June 15, 2022 

26. The Macerich Company, July 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 

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, 
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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. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Strategy and Insight for the Commercial Real Estate Industry 

 

Page | 24  
For a Subscription to this letter see 
www.paramountcapitalcorp.com 

Copyright © Paramount Capital Corporation 2022 

 

 

 

 

 

 


