
42 • SHOPPING CENTER BUSINESS • JANUARY 2014

Randall Shearin

New players make the net lease sector a crowded, but congenial, market.

A Class Of Its Own

The single tenant net lease retail 
sector continues to be on a growth 
path. As the most active area of 

retail — by number of transactions — the 
sector is also growing by number of inves-
tors and the size of investors. Traditionally 
known as an area filled with individual in-
vestors, large equity players now dominate 
the industry — a dramatic change from 
a decade ago, when there were only a 
handful of large companies in the space. 
Today, large equity vehicles that buy net 
lease properties are some of the most pro-
lific real estate investment trusts (REITs), 
and they show no signs of slowing down.

“In three to five years, net lease is prob-
ably going to be a $100 billion-plus sector 

within the REIT space,” says Guy Ponti-
cello, managing director with Jones Lang 
LaSalle. “That has put pressure on a lot 
of the other buyers.” 

Well capitalized individual buyers are 
still competing with institutions for top as-
sets, but many mid-size and lesser capital-
ized buyers seeking yields have changed 
their criteria over the past few years by 
acquiring assets with shorter lease terms 
or in secondary and tertiary markets. 

While the current economy bodes well 
for the net lease sector, velocity in the 
industry is dependent on interest rates. 
With a direct effect on cap rates, inter-
est rates are one of the largest controlling 
factors on yields when cap rates are at 

all-time lows. 
“What happens with interest rates in the 

next six to 12 months, will play a major 
factor in what gets done and what gets 
taken to the market,” says Jonathan Hipp, 
president of Reston, Va.-based Calkain 
Cos. 

Larger PLayers

One noticeable change in the industry 
over the past five years has been the cre-
ation of many equity vehicles, including 
REITs, which are well capitalized and 
can easily buy top credit properties in top 
locations at top dollar. The REITs have 
really pushed net lease to the forefront 
of the investment community, serving as 
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EXP Realty Advisors sold this CVS/pharmacy in Austin, Texas, in July 2013 to a local 1031 exchange buyer. 
The property was well located and sold for a 5.2 percent cap rate.

This article originally appeared in Shopping Center 
Business, January 2014., and has been reproduced with 

permission from the publisher. 

©2014 France Media, Inc.
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an alternative to bonds and other stable 
investments that offer a consistent return. 

“Net lease has become its own asset 
class,” says Jason Fox, co-head of global 
investments for W. P. Carey. “There are a 
lot of public companies like W. P. Carey; 
we have seen a lot of new entrants as well. 
This is a bond-like investment; the differ-

ences are really for 
the positive. The 
investments have in-
creasing cash flows. 
You are also holding 
a hard asset that has 
value in the end.”

The pending ac-
quisition of Cole 
Real Estate Invest-
ments by American 
Realty Capital will 
create an entity that 
has $27 billion in en-
terprise value. The 
resulting company 
will be the largest 
owner of single 
tenant assets in the 
United States, and 
it will be 64 percent 
larger than the next 

largest net lease REIT. Moreover, the 
resulting REIT will become one of the 
15 largest REITs by equity capitalization.

“This will be the largest REIT merger 
in any sector over the last few years,” says 
Ponticello. “[The merger] creates a focus 
on the net lease sector within the overall 

REIT world. The sector is now being cov-
ered by a more consistent fashion by the 
REIT analysts.” 

More than their impact on the REIT 
universe, large cap REIT funds allow ev-
eryday investors to own stock in net lease 
properties. They are an easy entrance to 
real estate for many investors. 

Cole Real Estate Investments was the 
third largest buyer of single-tenant retail 
properties over the past 24 months, ac-
cording to Real Capital Analytics. The 
Phoenix-based company likes to acquire 
real estate with credit-worthy tenants in 
long-term leases, according to Brian Gar-
rigan, Cole’s vice president of acquisitions 
– single tenant retail. 

“Traditionally, we seek brand name, 
necessity retail and services, including 
pharmacies, grocery stores, home im-
provement stores, dollar stores, national 
superstores, restaurants and other leading 
regional retailers,” says Garrigan. “We are 
able to pursue opportunities across the 
United States in major markets, as well 
as strategic secondary and tertiary markets 
that meet our criteria.”

W. P. Carey has been an active buyer of 
net lease retail properties in Europe for a 

Who are your primary buyers and sellers for net lease properties?
We saw consistent transaction activity from both private and institutional sellers, as well as an increase in activity from merchant 
builders, during 2013. As for buyers, there continues to be strong demand for high-quality net lease assets from institutional, private 
and foreign capital.

With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? Have 
individual buyers had to change their standards? 
During 2013, cap rates continued to compress, forcing all commercial real estate investors to refine their investment strategies. At the 
same time, the historically low cost of debt and limited investment alternatives have allowed demand to remain strong. We are still 
seeing a consistent supply of high quality assets, particularly assets under $3 million — both individually and amassed in portfolios.

How would you describe the climate in the net lease retail sector over the last five years?
The net lease sector has experienced tremendous popularity during the past five years. Five years ago lenders were on the sidelines, 
making permanent debt difficult to find for developers. As a result, cap rates were significantly higher than they are today. More 
recently, we find ourselves in a more efficient market where debt and equity are much more available and relatively inexpensive 
by historical standards. Demand has increased, driving cap rates lower and values upward, but the spread between cap rates and 
interest rates remains healthy.

What is your outlook for 2014 in the net lease retail sector?
While economic growth remains moderate, real estate fundamentals are improving due to strengthening demand and a historic lack 
of new construction. At Cole, we will continue to invest in necessity-based, net-leased retail, office and industrial properties leased 
long-term to creditworthy tenants.

COLE REAL ESTATE INVESTMENTS, INC.
Brian Garrigan, Vice President, Acquisitions – Single-Tenant Retail
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Who are your primary buyers and sellers for net lease properties?
Calkain has the most diverse clientele within the net lease investment industry. There are countless numbers of clients from all 
corners of the globe that work exclusively with Calkain and its advisers. In 2013 alone, buyers have been procured from seven 
countries outside of the US and from over 30 different US States. The fact that Calkain is able to go outside of the usual investor 
pool for assets completely sets it apart from all of their competition. Additionally, sellers that work with Calkain benefit from the 
vast array of buyers that are brought to the negotiation “table.” In the words of a well-known triple net REIT at one of their annual 
acquisition meetings it was said that “it is difficult to buy assets from Calkain because the cap rates they ask for their clients are 
too low for us...and they get them.” Calkain sees that quote as the ultimate compliment! 
 
With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? Have 
individual buyers had to change their standards? 
All buyers are challenged to find assets in today’s market. However, what Calkain has identified is the fact that there as many 
investors as there are strategies to purchase net leased properties. With a shortage of new construction investments available, both 
institutions and individual investors are forced to become more creative and entrepreneurial in an effort to find value within any one 
asset.  Calkain is seeing new efforts to purchase net lease assets that will provide a return on a short term basis as well as very long 
term holds. In either case, there is still opportunity, as long as you have the right team in place to execute.
 
What is your outlook for 2014 in the net lease retail sector?
Calkain is forecasting a year of strong economic fundamentals that will lend itself well to the net lease investment market. We see cap 
rates stabilizing in the short term and allowing for interest rates to make their long-awaited increase. Most likely, we’ll see a shift in 
pricing, increase in cap rates, by the third quarter of 2014 but not in a drastic sense. All in all, 2014 will still be a great opportunity for 
both buyers and sellers to invest given the lack of options in other investment vehicles.

Calkain Companies
David Sobelman, Executive Vice President and Managing Partner

AdvertoriAl
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number of years. The company acquires 
net lease properties by strong European 
retailers like Agrokor, a Croatian food 
retailer. 

“There is fewer retail square footage 
per capita in Europe than in the U.S., so 
there is more inherent long-term value of 
retail in Europe,” says Fox. “There is also 
a less developed market for commodity-
driven net lease assets.”

Due to the less competitive environ-
ment, yields are stronger in Europe, espe-
cially on large portfolio transactions, says 
Fox. W. P. Carey also concentrates on 
portfolios because it doesn’t want to get 
into competition on single assets.

“For us, doing one-off retail and com-
peting with 1031 buyers is not that inter-
esting for us; we can do larger portfolios 
and put some more money to work. We 
get economies of scale by acquiring larger 
portfolios,” says Fox. 

Inland Real Estate Acquisitions (IREA) 
is one of the larger players in the industry, 
having purchased more than $11 billion 
of single tenant net lease properties over 
the past 10 years. The company has a vari-
ety of properties it searches for, says Vice 
Chairman Joe Cosenza, who estimates 
that the company will acquire north of 

$2 billion of net lease assets in 2014. The 
company buys large — it recently acquired 
12 7-Eleven stores and was in the process 
of acquiring a portfolio of 72 drug stores 
at press time. 

While many buy other funds or merge, 
Inland Real Estate Acquisitions has cho-
sen to build its portfolio property-by-
property, occasionally buying portfolios. 
This process is intricate when buying the 
volume that IREA does. Cosenza says that 
is aided by the fact that IREA’s reputa-
tion is such that about 50 percent of deals 
come directly from the sellers. About 25 
percent of deals come through advisors 
and brokers who seek Inland as a poten-
tial buyer. 

“We only buy what we want to buy,” 
says Cosenza. “If that takes us seeking out 
all of these sellers, or all the represen-
tatives of these sellers, and dealing with 
them individually, we are doing it.”

The larger players have undoubtedly set 
the bar for the industry, and changed what 
other investors can buy.

“Because the large players have a low 
cost capital, they can acquire for all-cash,” 
says Ricky Novak, CEO of Atlanta-based 
Strategic Exchange Advisors. “As those 
groups raise more money and have to de-

ploy it, they are buying more and more of 
the quality assets. That has pushed others 
down to the lower-quality assets.”

Changed industry

While the big guys have changed the 
way investors might approach the indus-
try, they are also changing the way the 
industry and new investors view it. 

“Net lease has come of age; it is a recog-
nized asset class now,” says Gordon Whit-
ing, managing director of Angelo, Gordon 
& Co. “Twenty years ago, I spent two-
thirds of my time educating CEOs and 
CFOs as to what a sale-leaseback was and 
why it would be a benefit to them. Today, 
everyone understands the economics of 
it.” 

The growth in recognition comes at a 
strange time for the sector: Many in the in-
dustry say that the volume of development 
of single-tenant net lease retail buildings is 
about 25 percent of what it was five years 
ago. The constrained supply in a period of 
intense demand has changed the market 
for many who have been in it a long time.

“‘Resource scarcity’ is the new catch-
phrase in the net lease business,” says 

Please introduce yourself:
I am Bill Kahane, co-founder of AR Capital and Chief Executive Officer of RCS Capital (NYSE: RCAP). AR Capital is one of the foremost alternative 
investment sponsor-managers in the industry. RCS Capital is a full-service investment firm exclusively focused on the alternative industry. Through its 
broker dealer, investment banking, and securities processing channels, RCS Capital supports the investment programs created by sponsor-managers 
such as AR Capital from inception through full-cycle liquidity onto exchange traded markets.

Where does AR Capital see the opportunity to provide investors with “durable income” oriented alternatives today?
We like several sectors within the alternatives universe, but are particularly optimistic about the retail real estate sector.

What makes the retail real estate sector attractive for investment?
According to NCREIF, retail real estate has been the most resilient sector among all of commercial real estate from a risk-adjusted perspective for the 
last thirty years. This drives our focus to create durable income producing portfolios within this space. In addition, we believe that now is the time to 
invest in this sector given that, historically, high quality retail real estate-focused investments such as REITs have tended to be strong performers in 
periods of economic recovery. This is in large part due to their easier access to capital, greater acquisition capacity and superior investment returns 
compared to traditional asset classes. As the economy continues to recover, we anticipate that interest rates will rise. Retail real estate assets are 
favorably positioned to generate investor value in a rising rate environment. Given the relatively shorter duration of retail leases, property owners 
have the pricing power to offset rising costs through their ability to raise rents more quickly than other property sectors.

Where do retail-focused real estate investments fit into an investor’s portfolio?
The odds of the stock market experiencing significant volatility in the future are 100%, and with the 30-year bull bond market fading, investors and 
financial advisors alike are wondering where to allocate that capital. How do they reduce their portfolio’s risk exposure? How do they maintain 
their ability to supplement expenses with durable income return sources? This is where I think retail-focused commercial real estate investments, 
particularly those structured as REITs enter the picture. Retail REITs provide a tax-advantaged, non-correlated vehicle through which investors can 
protect wealth, receive an attractive level of current income and pursue opportunities for long-term capital appreciation. In short, retail real estate 
investments can be a great way for investors with traditionally-structured financial portfolios to reduce overall risk and simultaneously increase return 
— potentially providing investors with another diversified source of durable income.

William m. Kahane
Co-Founder, AR Capital; CEO, RCS Capital
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Article continues on page 50



A BETTER
ALTERNATIVE

(Member FINRA/SIPC)

1  National Council of Real Estate Investment Fiduciaries (NCREIF)
2 Will change to net asset value (calculated quarterly, plus applicable selling costs) beginning the first calendar quarter following the acquisition of  

$1.2 billion in assets. 
THIS MATERIAL IS NEITHER AN OFFER TO SELL NOR A SOLICITATION OF AN OFFER TO BUY ANY SECURITIES. SUCH AN OFFER CAN ONLY BE MADE 
BY A PROSPECTUS, WHICH CONTAINS COMPLETE INFORMATION INCLUDING RISKS FOR ITS RESPECTIVE OFFERING. An investment in any of the 
offerings described herein involves a high degree of risk and there is no assurance that the investment objectives of the program will be obtained. 
Realty Capital Securities, LLC (Member FINRA/SIPC), is the wholesale distributor acting as the dealer/manager for the programs listed here.

We are Realty Capital Securities. We know retail real estate investing. 

Introducing a better retail real estate investment alternative, brought to you by the same distributor of 
net-leased retail real estate investment programs that has returned over $3 billion to investors since 2011. 

To obtain a prospectus for an offering detailed herein, contact the dealer manager: 

Realty Capital Securities, LLC (Member FINRA/SIPC),
Three Copley Place, Suite 3300, Boston, MA 02116

877-373-2522

www.rcsecurities.com

American Realty Capital – Retail Centers of America

Retail Centers of America, Inc.

$1,500,000,000 
$10.00 price per share

Power and Lifestyle Shopping Centers 
Publicly Registered, Non-Traded REIT 

Phillips Edison–ARC Grocery Center REIT II, Inc.
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American Realty Capital Global Trust, Inc.
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Cole Credit Property Trust IV, Inc.
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Net Lease Real Estate
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Who are your primary buyers and sellers for net lease properties?
Our primary sellers are developers and large institutions, and our primary buyers are high net worth individual as well as 
some institutions. Our main business involves us taking assets owned by institutions and moving them to the private client 
market, which allows us to achieve the maximum valuation for the assets that we sell

With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? 
We have not found it to be difficult to find properties for individual investors, as institutions are often constrained by their 
rigid criteria of what they want to and are able to buy. Individual investors have a higher tolerance for risk which allows them 
much more flexibility.

Have individual buyers had to change their standards? 
As there is more competition in the market for desirable assets, individual buyers must be able to move fast, be agile, and 
have in-place banking relationships if they are leveraging assets.

How would you describe the climate in the net lease retail sector over the last five years?
In the past five years, the sector has been building and we believe that it is currently overheated. Today, CAP rates have hit 
an all-time low and the market has become frothy. As long as interest rates remain low, we do not forsee a significant change 
in this climate over the next year or two.

What is your outlook for 2014 in the net lease retail sector?
In 2014, the sector will continue to be robust and we anticipate more transactional volume. There should be new inventory in 
the market as developers across the country are busy filling their pipelines again.

CBRE Capital MaRkEts
NEt lEasEd pRopERty GRoup

Maurice Nieman, Senior Vice President Ian Schroeder, Senior Vice President
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trademarks being used under license.
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Sean O’Shea, managing director of the 
net lease group at Los Angeles-based 
BRC Advisors. “It is the result of histori-
cally low debt rates, which support histori-

cally low cap rates. When you factor in the 
lack of supply, the net result is a scarcity 
of product.”

The scarcity has increased velocity for 

many brokers, who are finding 
new buyers and sourcing new 
sellers in many new markets. 
Tulsa, Okla.-based Stan John-
son Co. has seen opportunity 
in the market; over the past 
few years, the company has 
opened several offices nation-
wide, the latest in Atlanta, to 
pursue activity in the South-
east market. The company 
represents a lot of developers 
selling into the market. 

The new activity in the mar-
ket has also adjusted the way 
that assets are priced when 
they come to the market. Be-
cause of the sheer number of 
deals that the larger players are 
doing, and the critical timing 
of buyers in 1031 exchanges, 
brokers know that they usu-
ally only have one chance for 
a buyer to consider a property 
— and that the price must be 
right.

Hipp says Calkain advises 
its clients selling properties to price them 
right for the market the first time. Many 
sellers who don’t get hits when a property 

Who are your primary buyers and sellers for net lease properties?
The largest by far of the buying and selling entities of Net Leased properties are definitely Real Estate Investment Trusts (REITs)  It 
does not matter whether or not the REIT is listed on one of the Exchanges or whether the REIT hasn’t decided to list yet (ARC, Cole, 
Inland, Griffin).  They are by far the largest buyers and sellers of this type of property.  Now there are many individual buyers out 
there, for smaller deals, where for a variety of reasons they would like to own a small Net Leased property instead of putting their 
money in Treasuries. 

With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? Have 
individual buyers had to change their standards?
I think this question certainly goes along with my answer above in question one.  With REITs as the primary buyer and seller it 
certainly has become a sector that is institutionalized.  But keep in mind, there are thousands of small Net Leased deals on the 
marketplace that are for sale from time to time.  Whereas most REITs look to purchase Net Leased properties in large bulk, Inland has 
continually picked off the individual properties one by one in the marketplace.  This is way more time consuming, way more staff 
hours, way more legal hours, but at the end of the day, you get what you want.  Now when it comes to individual buyers, I think as 
time goes on and as Cap Rates rise and fall you find investors changing their minds and changing their standards, but in most cases 
I think the standards are stretched more so by geography and by net cash returns than they are by product type or quality of asset.

Geographically, where are you seeing properties trade?
Frankly unless I am in the middle of the desert, or prairie lands, or mountains, in the United States I think Net Leased properties 
are trading everywhere.  Now, the closer you get to any coastline, whether it be east coast, the gulf, or west coast, you will have the 
tightest numbers and smallest Cap Rates, simply because there are many, many, more people that are able to invest in that area.

Inland Real estate acquIsItIons acquIsItIons
G. Joseph Cosenza (Joe), Vice Chairman

AdvertoriAl

Upland Real Estate sold this Gander Mountain location in Lubbock, Texas, 
for $9.8 million in 2013.
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Total transaction volume in 2013: 500 assets valued in excess of $2 billion
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is marketed often suffer from no interest 
when it is repriced lower and remarketed; 
buyers often see the property and not 
the changed price. Recently, buyers have 
tended to chase deals when price isn’t fully 
defined or details not fully thought out.

“When a buyer senses that a seller is 
getting unrealistic about pricing, they lose 
their patience and develop deal fatigue,” 
says Hipp. “Buyers are quicker to cut bait 
today than to stay and try to make a deal.”

S i m i l a r l y , 
Keith Sturm, 
principal with 
the net lease 
group of Min-
neapolis-based 
Upland Real 
Estate Group, 
says that his 
firm advises 
clients to price 
properties cor-
rectly to fit the 
needs of many 
buyers, so they 
are attractive 
when they hit 
the market.

“We like to 
price proper-

ties close to what we think the actual sales 
price is versus overpricing product and 
seeing if there is a single buyer who will 
fit that price,” says Sturm. “In the sector, 
the buyers, brokers and sellers are get-
ting more educated as far as where pricing 
should be.”

For sellers, timing is always a factor. 
The fear that interest rates may change 
and affect the buyer’s ability to close is at 

the forefront of an exit strategy.
“Right now, sellers see that cap rates 

may move higher next year, so if they are 
going to get deals done, they may realize 
lower prices,” says Hipp. “In deals of $15 
million-plus, cap rate is becoming more of 
an issue because debt is increasing. The 
buyer pool just isn’t as big.”

Buyers and seLLers

Some in the industry say that the in-
creased presence of the large players has 
created a trickle-down theory over the past 
few years. Large institutional investors and 
well capitalized private investors can still 
acquire top properties in top markets, 
but others — who used to be able to af-
ford those properties — have now been 
pressed to pay up or change their criteria 
to achieve desired yields. 

“There’s no question that there’s been 
a trickle effect,” says Ponticello. “Inves-
tors are having to look beyond your tra-
ditional commodity of single tenant deals 
in the retail sector like banks and drug 
stores. They are going into niches like 
automotive companies and properties in 
secondary and tertiary markets to get their 
returns.” 

The market for deals less than $10 mil-

Send all acquisition opportunities to Nate Tower: ntower@broadreachretail.com • 443.621-6555

www.broadreachretail.com • Toll Free: 1.800.307.3130
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Who are your primary buyers and sellers for net lease properties?
We represent and transact with a wide variety of market participants, including public and private REITs, life companies, equity funds, developers, high 
net worth individuals, family offices and others. We’ve also been very active in the sale-leaseback arena and have represented various corporate owners 
of real estate, both publicly and privately held. In general, we have represented any imaginable owner of single-tenant net leased investments.
 
With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? Have individual buyers 
had to change their standards?
The institutions currently have a veracious appetite for net leased investments. The increased institutional demand has been primarily focused on 
“core” assets, those leased to investment grade tenants with more than 10 years of remaining lease term. These assets are now harder to find, but they 
are by no means impossible to source. In 2013 we transacted on about 30 drug stores, a Home Depot and about 800,000 square feet of single tenant 
class-A office, most of which sold to private capital. So, while the institutions are highly active, private investors are still finding success in today’s 
market. It’s really just a matter of having the relationships with owners and a deep understanding of what investors want.
In regard to individual investors changing their standards, we believe their standards are always changing. Currently there’s a disproportionate focus 
on core assets, so the scarcity in that subsector is pushing cap rates lower. We see some individual investors choosing to accept lower yields and in other 
cases taking on more risk. However, individual investors do not appear to have a dramatically increased appetite for risk.
 
What is your outlook for 2014 in the net lease retail sector?
We often look at the spread between cap rates and the treasuries as one indicator of where the market may be headed. The market generally becomes 
more susceptible to a correction when the spread narrows, which often results in a build-up of supply, the first indicator of a slowdown. At this point, 
however, the spread is still wider than levels seen over the past 10 years and inventory remains historically low, indicating that the market may have 
room to absorb a slight increase in interest rates or additional cap rate compression. Consensus estimates are predicting that interest rates will rise in 
2014. One Bloomberg survey predicts that the 10-Year Treasury will climb to 3.41% in 2014, or approximately 60 basis points above where it is today. We 
feel that the market can absorb this increase without affecting cap rates. We expect to see continued scarcity of core assets and additional M&A within 
the sector. Yield hungry private investors will continue to gradually move up the risk curve. Our outlook is for another very active year.

Thomas Company
neT Lease CapiTaL markeTs

Adam Christoffersen          Jeffrey Thomas

AdvertoriAl
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What is your acquisition criteria?
For 2014 we are targeting net lease retail assets leased to industry-leading retailers. Big box, junior box, restaurants, grocery, 
automotive and tire, c-stores and a variety of specialty retailers all hit our strike zone. This includes qualified franchisees for 
top-ranked flags in the restaurant space, particularly via sale leaseback.  Where we can differentiate ourselves is our ability to 
buy both short and long term leases, to acquire assets with assumable debt as well as atypical structure, such as leaseholds. 

Is supply affecting the ease/ability to acquire net lease retail properties, or the ease of acquisition?
The past year saw a continuation of the trend of robust demand and constrained supply in the space. However, Agree is a 
unique hybrid in the net lease space — we pair our four decades of development experience with institutional acquisition 
capabilities. It is this entrepreneurial operating strategy which permits us execute on both lower price point assets as well 
as large, game-changing portfolios.  In the upcoming year, we will significantly expand on our 2013 successes in which the 
Company acquired and developed over $100,000,000 of premier net lease retail assets for the second consecutive year.

What are your acquisition goals for 2014?
Our goal for 2014 remains the same — to construct an elite portfolio of net lease assets via executing on our three growth 
platforms: acquisition, development and joint venture. We have recently developed or acquired in excess of $300,000,000 of 
net lease properties across the United States. We seek to work with the best across all areas of the business in order to identify 
superior risk adjusted opportunities and create value for all of our stakeholders.

AGREE REALTY CORPORATION
Geoff Linden, Vice President of Acquisitions

AdvertoriAl
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lion is still driven largely by the private 
investor market, say brokers. 

“The smaller buyers have the ability to 
pay more aggressive pricing in some cases 
because they don’t have the yield require-
ments,” says Alvin Mansour, senior direc-
tor of Marcus & Millichap’s National Re-
tail Group. “The private buyers are able 
to play in the same space [as the larger 
entities]. Once you get over $8 million, 
the institutional buyers are really stepping 
up right now.”

“It’s not that the REITs are crowding 
out everyone else, but based on their capi-
tal needs, they are focused on the larger 
transactions and cap rates that are accre-
tive to their dividends,” adds Ponticello. 
“That means that private investors can 
still play in the sub-$20 million space. 
However, that space has gotten extremely 
competitive.”

The addition of many new players to 
the net lease sector has created a frenzy 
when it comes time to sell a property. 
Many properties are privately marketed 
to a select group of qualified buyers before 
— if need be — they are mass marketed.  
Investment sales executives say this is the 
way the industry has evolved, simply be-
cause of supply and demand. They are 

able to tailor the asset to the correct buyer, 
often.

“We have entered a new era, where 
there is demand from many different buy-
er pools,” says Jereme Snyder, executive 
vice president in the Irvine, Calif., office 
of Colliers International. “There are a lot 
of people fishing in a very small pond.”

There are three major factors in pricing, 
say many investment sales brokers: lease 
terms (including length and actual legal 
terms like cancellation clauses); location 
of the property; and the tenant’s credit.

“We look at those three factors and then 
determine what the value of the property 
is,” says Sturm. “Then, buyers look at the 
alternative properties and determine the 
value of the individual property to them. 
Pricing-wise, our sector is good at coming 
up with a range that works. The real dif-
ference lies in how important a buyer or 
seller thinks their particular location is.”

Buyers who were used to acquiring top 
properties have moved on. They are get-
ting comfortable with assets in secondary 
and tertiary markets, as well as net lease 
properties with lower credit tenants. 

 “Investors are going to tertiary markets, 
chasing yields,” says Rob James, president 
of New York City-based EXP Realty Ad-

visors. “Investors who have higher yield 
targets as a result of a higher cost of capital 
are priced out of A-quality product. In-
stead, they are buying tenants that are not 
credit rated, non-public, or tertiary mar-
kets to achieve higher yields and deploy 
their money.”

Location has become less of a factor 
to some buyers, who still want credit. For 
other buyers, they simply want a net lease 
and will go for the risk of lesser credit, 
lesser location.

“It used to be that buyers only wanted 
top credit, no matter the market,” says 
Novak. “Now, we are seeing net lease 
deals get snapped up regardless of their lo-
cation. We are seeing some people make 
decisions based on the cash flow, not the 
underlying real estate. As you start getting 
into the C class assets, you are really taking 
on a lot of risk.”

Another reason the single tenant net 
lease sector has gotten crowded is that 
retail sales — especially among commod-
ity- and needs-based retailers — have 
picked up. 

“Retail is coming back in popularity,” 
says Novak. “We are seeing more inves-

Article continues on page 58
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Who are your primary buyers and sellers for net lease properties?
We continue to see a relatively healthy mix of institutional and individual buyers. The mix has shown somewhat of a migration to the 
institutional side, but it has not been dramatic. Those individual investors are the traditional 1031 buyers, as well as first time buyers who are 
making the decision based on risk and wealth preservation influences. In regards to our institutional buyers, it’s all the names so prevalent 
across the industry, but there are also numerous, and relatively large, private REITs as well.
 
Geographically, where are you seeing properties trade?
Relative to historical norms, we have not seen any seismic shifts in geographical preferences or prejudices. One exception we have seen 
are buyers becoming more comfortable with secondary and tertiary markets. Other than that, California is still a market onto its own, and 
perhaps the Rust Belt continues to cause some pause, but the fundamentals of the net lease sector continue on. Those “core” fundamentals 
cause almost all players in the project life-cycle (developers, capital partners, banks, and buyers) to evaluate and weigh the credit risk and 
operating history more so than the real estate itself.
 
How would you describe the climate in the net lease retail sector over the last five years?
Steady. Certainly cap rates and velocity have ebbed and flowed a bit; however, as a sector it weathered the Great Recession better than any 
other CRE group. The volatility in other sectors was extreme and, at times, devastating. Conversely, in the net lease sector, a sense of calm 
prevailed and was followed by (and continues in) a period of opportunity.
 
What is your outlook for 2014 in the net lease retail sector?
Simply put, the velocity of the net lease retail sector in the next 12 months will revolve around two things: tenants and interest rates. Every 
new project is always an orchestrated “dance” of timing, tenants, and capital. That dance now has more tenants clearly wanting to participate, 
but at what price? How will developers and capital sources anticipate interest and cap rate shifts, and will tenants still be willing to expand 
if rent needs a corresponding increase? With that said, the liquidity and demand in the sector will most likely allow some smoothing of any 
dislocations caused by interest rate concerns or outright volatility.

NET LEASE ALLIANCE
C. Patrick Cox, President and Chief Executive Officer
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Who are your primary buyers and sellers for net lease properties?
We are seeing a tidal wave of 1031 executions since sellers are achieving historical cap rates for their transactions. Finding 
them suitable replacement properties is the challenge in the face of “resource scarcity” in all NNN sectors. Capital coming 
from foreign investors, public and private REITs with their lower cost of capital; and private investors who are struggling to 
compete.
 
With the increased institutionalization of the net lease sector, how dif cult is it to  nd properties for individual investors? 
Have individual buyers had to change their standards? 
We have stated in our mission statement from day one, that we wanted to ‘craft client-speci c NNN solutions.’ In this market, 
foreign buyers have their own metrics for safety, security, as well as ‘yield’ in acquiring hard assets. The REITs have their 
stipulated or target coupon, depending on sector; it’s the private investors who are continually forced to recalibrate their 
expected discount rate based on actual availability and their ability to execute and secure these scarce NNN assets.

Geographically, where are you seeing properties trade?
Strong stated preferences for tax-free states (getting fewer due to budgetary problems and states looking for new revenues); 
primary and major markets, as always; but we look for opportunities for ‘best-of-breed’ NNN wherever we can identify them. 
Not all NNN assets are alike, even within the same tenant inventories across the country. Residual valuation more critical.
  
What is your outlook for 2014 in the net lease retail sector?
Interest rates and cap rates stabilized; best of breed NNN properties are short supply.

THE O’SHEA NET LEASE ADVISORY OF BRC ADVISORS
Sean O’Shea, Managing Director

ADVERTORIAL

Who are your pri

T
S

Sean O’Shea, Managing Director
The O’Shea Net Lease Advisory

of BRC Advisors
(310) 433-8851 - Cell  •  soshea@brcadvisors.com

www.nnnbrcadvisors.com

 LOCATION TENANT CREDIT INTEGRITY 

 LOCATION TENANT CREDIT INTEGRITY

 LOCATION TENANT CREDIT INTEGRITY

We understand the importance of all 3.



58 • SHOPPING CENTER BUSINESS • JANUARY 2014

tors look at retail as an option, so more 
dollars are looking to flow into retail. 
With high net worth individuals who are 
looking at real estate, net lease retail is 
probably the easiest asset class for them 

to get their arms around.”
Brokers say that many entering the sec-

tor are often well educated, but may still 
be unfamiliar with the intricacies of net 
lease properties, particularly the real es-

tate side and the debt. 
 “There are a few [indi-

vidual] buyers who suffer 
from sticker shock when 
they go to their lenders,” 
says O’Shea. “People who 
are chasing yield almost 
have to do that on a cash 
basis. To get the best 
rates, you have to be at a 
50 to 60 percent leverage 
range. Real estate is still a 
good investment, but it is 
a long-term play. You can 
get comparative returns on 
real estate, even with low 
cap rates, but depending 
on how you finance it, you 
can’t just turn around and 
sell it at 9 a.m. tomorrow 
like you can a stock.”

Still, many say that net 
lease properties are no lon-
ger an alternative to stable, 
market-based investments 

like bonds, but a comparable substitute. 
“Net lease buyers are flocking to safety 

and security,” says Snyder.

Who are your primary buyers and sellers for net lease properties?
As the oldest firm specializing in originating and structuring sale-leasebacks UTF has been buyers since 1972. The sellers run 
the spectrum of quality companies both public and private in all asset classes anywhere in the United States.
 
With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? 
Have individual buyers had to change their standards?
The net effect of low interest rates has created extraordinary competition for quality net lease buyers. Standards and quality 
have diminished when the music stops you better have a chair.
 
Geographically, where are you seeing properties trade?
This year UTF has completed sale-leasebacks in New York, California, Illinois, Pennsylvania, Texas and Ohio. United Trust 
Fund has successfully completed sale leasebacks in 44 states and is not bound by geographical limitations.
 
How would you describe the climate in the net lease retail sector over the last five years?
The historically low interest rate environment has created a huge demand side for product and a very limited supply. The 
monetization of real estate via the sale-leaseback post-recession has never been more competitive. I see a lot of capital spent 
without appropriate due diligence/underwriting going into net leased deals.
 
What is your outlook for 2014 in the net lease retail sector?
If the Federal Reserve continues their monetary policy of “kicking the can down the road” we can expect low interest rates 
and the opportunity for Corporate America to access capital via sale-leaseback at extremely low cap rates.

UNITED TRUST FUND
Paul M. Domb, Asset Management

AdvertoriAl

Camping World is one of a number of retailers who have become attractive to net lease investors. 
Upland sold a Camping World location in Flagstaff, Ariz., in 2013 for $7.2 million (prototype store 

pictured).
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Who are your primary buyers and sellers for net lease properties? 
Envoy’s primary buyers fall into two main groups: 1) high-net-worth individuals for net lease properties under $5mm and 2) institutional 
buyers such as net lease REITs for properties or portfolios over $10mm. As an equity JV partner and construction lender we also see the long 
term debt market — both credit tenant lease and CMBS execution — as a competitor for the supply of new net lease properties. 

With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? Have 
individual buyers had to change their standards? 
The advent of large net lease REITs, internet listings and specialized net lease brokerage firms since the early 2000s has made the net lease 
market very efficient. Today, the individual net lease buyer is a price taker with little room on most net lease transactions to negotiate price 
or terms. Also, the REITS are now pushing the one-off, high-net-worth investor out of the running for investment grade net lease properties 
and forcing them to lower their tenant credit standards or purchase specialty purpose properties like restaurants or daycare centers. These 
days, individual investors who want to avoid taking on additional risk have focused on purchasing investment grade properties with lower 
yields that REITs won’t touch, like investment-grade ground leases with McDonalds, Chase Bank and others.

What is your outlook for 2014 in the net lease retail sector?
Our crystal ball is still cloudy, but overall we think 2014 will be better as more new properties come to market — though we doubt there will 
be enough new supply to change pricing for Class A net lease properties. Looking at the near horizon, we think the greatest impact for the 
net lease retail sector is likely to be higher interest rates, which will affect pricing the most for lower quality net lease properties and larger 
net lease properties dependent on longer term, fixed rate debt financing. REIT’s minimum cap rates will also rise in tandem as their cost of 
capital increases. Yet net lease REITs still have a lot of money to invest so that will put a floor under pricing.

On the property supply side, the concern is customer disposable income growth. Earlier in 2013, retailers turned cautious when disposable 
income took a hit from the increase in social security withholdings. This year, retailers will be concern with the impact of increased health 
care premiums and deductibles will have on customers’ disposable income.  Stay tuned as we have another year driven by what happens in 
Washington, D.C. 

Envoy nEt LEasE PartnErs, LLC
Ralph N. Cram
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Who are your primary buyers and sellers for net lease properties?
We are a buyer, a long-term principal investor and the leading company in the US engaged in net lease investments for middle market single 
tenant operational real estate (which is what STORE stands for).  Our customers (the sellers) are middle market companies that employ real 
estate in their businesses and who are engaged in retail, service and distribution activities nation-wide. 

With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? Have 
individual buyers had to change their standards? 
The total enterprise value of the publicly-traded net lease companies has grown meaningfully over the past few years, but still stands at 
just about $40 billion. To put this in context, that is less than 2% of the available market, making us still very much in the early phase of this 
institutionalization.  And, on any given day, there are probably $10 billion in listed assets that are visible on the internet.  So, individual 
buyers have a lot to choose from.  As a fluid market, relative investment values move frequently, so astute investors are constantly looking to 
alter their investment horizons as they feel appropriate.  

Geographically, where are you seeing properties trade?
We do business nationally and are engaged in fee simple assets, most of those free-standing. So, over thirty years, we have done business 
in about every state, but will tend to have more activity in suburban, rather than urban, markets. That would often place us throughout the 
Midwest and sunbelt states.
 
How would you describe the climate in the net lease retail sector over the last five years?
Well, 2008-2010 was clearly a time of capital contraction, with lease rated higher as a result.  Between 2010 and today, capital has returned 
to the market, though the “great recession” left resultant risk-averse investors with a preferred taste for investment-grade tenants.  As to the 
middle market companies, we have generally seen normalized average going in lease rates range between 7.5% and 9% over the past twenty 
years, which is still the case today.   
 

STORE Capital
Christopher H. Volk, Chief Executive Officer
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“The stock market is rallying, but that 
is a world where you are not sure what 
you’re buying,” says Bill Rose, national 
director of Marcus & Millichap’s National 
Retail Group. “Net lease properties have 
residual value when the leases mature. 
People who own real estate are active in-
vestors; that’s why this business will always 
remain strong.”

new suBseCtor

With the trickle-down theory of prop-
erty, many investors have discovered a 
new market: purchasing well-located, 
strong credit tenanted net lease proper-
ties that have shorter lease terms. Often, 
these properties are under 10 years old, 
but the eroding lease term makes them at-
tractive to some buyers, who want to take 
a risk that the location is the property’s 
best asset.

Joey Odom, principal at Stan Johnson 
Co., has seen this trend first-hand. A Wal-
greens in Seattle that he sold in 2010 at 
a 7.6 percent cap rate just sold again at a 
5.95 percent cap rate. 

“You see a lot of second-generation 
product trading hands because cap rates 
make a lot of sense for owners of top 
properties to sell now,” says Odom. “Be-

cause cap rates are so low, a lot of institu-
tions are not buying the newer product; 
they are letting the 1031 investors pay the 
lower cap rates. Instead of looking for a 
Walgreens with 25 years left, they will find 
a Walgreens with 15 years left and get a 
little bit higher cap rate in exchange for a 
little less lease term.”

“There are investors who are focused 
on properties with shorter leases because 
they can achieve a better yield,” adds 
Ponticello. 

This dovetails with the efforts of many 
net lease investors, who don’t like to hold 
the properties through the end of the lease 
term. 

“We advise our clients to sell their 
properties while they still have 10 years 
or more of remaining lease term,” says 
James. “Our experience has been that 
prices go down as the lease term erodes 
past 10 years. That mostly has to do with 
the debt that is available for properties 
with lesser lease terms.”

There are also companies in this realm 
who will, once a property is under con-
tract, approach the retailer about extend-
ing the lease. If negotiations are success-
ful, the buyers have already increased the 
value by the time they get to the closing 

table.
The market for properties with shorter 

lease terms is strong, but since less debt 
is available and the risk is higher, many 
buyers are willing to take a chance.

“A lot of the product we have seen the 
past couple years has been existing assets 
from owners who bought three years ago. 
There has been significant cap rate com-
pression, and the lease terms they have 
are still viable,” says Ponticello. 

Investors who look at this market are 
banking on the future. The first option 
with this is that the current tenant renews 
at a higher rent. The second gamble is 
that they must rely on the fact that the real 
estate is so strong that, should the current 
tenant leave upon lease expiration, they 
can secure a new tenant at a higher rent. 

“There’s less competition, but still ro-
bust demand,” says James. “People are 
starting to get comfortable with shorter 
remaining lease terms if they are sophis-
ticated investors. The buyer has to have 
a grasp of the store’s performance and 
the quality of the real estate must give the 
store decent prospects for redevelopment 
in the event that the tenant left.”

“The benchmark for the net lease mar-
ket is really the 10-year Treasury rate,” 
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Who are your primary buyers and sellers for net lease properties?
Our buyer pool is better defined by the listing profile. Values in the sub $2 million range are often private exchange buyers for 
who we represent the greatest number of trades annually. Larger values see interest from hybrid investors who are private in 
nature, yet endowed by institutional equity funds. Lastly, large portfolios are more often pursued by institutional funds.
 
With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? 
Have individual buyers had to change their standards?
Net-leased focused REITs (ARC, Cole, Inland, Realty Income, etc.) have certainly been more aggressive in their acquisition 
volume, however they often don’t represent the highest bid on any given transaction and this is where the private client has a 
distinct advantage. A REIT that guarantees its investors a 6 percent annual return won’t be able to acquire core assets at going 
market rates — sub 6 percent cap rates in core markets. Value-driven investors have another distinct advantage in acquiring 
properties with short remaining lease terms as most institutional investors require 10-plus years remaining lease terms.  
 
How would you describe the climate in the net lease retail sector over the last five years?
At the time when most of our peers believed the market was frozen, our firm generated consistent deal flow during the 
downturn, proving to be the primary source for credit tenant net-leased investing. In fact, all-cash acquisitions were often 
executed. Since 2008, our inventory continues to generate double-digit volume increases year over year.
 
What is your outlook for 2014 in the net lease retail sector?
While new multi-tenant shopping center deliveries are estimated to reach 8.7 million square feet — down 9 percent from 2012 
— net-leased deliveries are slated to grow 10 percent to 18 million square feet. This new supply, coupled with a favorable cost 
of capital, supports double-digit growth expectations for next year. 

Marcus & Millichap’s NatioNal retail Group
Bill Rose, National Director

AdvertoriAl

Top Buyers (prior 24 months)
 Rank Buyer Location Acq $ (mil) # Props Avg Price $ (mil) Total Global Acq $ (mil) # Props
 1 Spirit Realty Capital Scottsdale, AZ 3,376.6 310 10.9 7,546.0 391
 2 Realty Income Corp Escondido, CA 1,748.3 432 4.0 5,326.7 930
 3 Cole RE Investments Phoenix, AZ 903.2 231 3.9 13,864.2 1,454
 4 American Realty Capital Jenkintown, PA 590.3 153 3.9 9,143.9 978
 5 Inland Real Estate Group Oak Brook, IL 485.1 100 4.9 27,682.1 1,789
 6 National Retail Properties Orlando, FL 469.9 175 2.7 1,775.7 436
 7 WP Carey (REIT) New York, NY 426.9 33 12.9 7,380.9 437
 8 General Growth Properties Chicago, IL 345.0 14 24.6 20,870.4 244
 9 Jeff Sutton New York, NY 308.5 5 61.7 2,652.4 42
 10 Crown Acquisitions New York, NY 302.8 5 60.6 4,022.5 36
 11 ARCP New York, NY 283.9 16 17.7 2,582.6 101
 12 STORE Capital Scottsdale, AZ 230.3 32 7.2 451.8 64
 13 The Landes Group Dallas, TX 222.5 45 4.9 1,851.3 420
 14 Ladder Capital Finance New York, NY 219.2 21 10.4 475.9 26
 15 Thor Equities New York, NY 212.6 4 53.1 4,649.9 80

Top sellers (prior 24 months)
 Rank Seller Location Disp $ (mil) # Props Avg Price $ (mil) Total Global Disp $ (mil) # Props
 1 Cole RE Investments Phoenix, AZ 3,476.3 325 10.7 8,315.3 425
 2 AR Capital Trust New York, NY 899.6 302 3.0 2,679.4 516
 3 CVS Woonsocket, RI 501.4 101 5.0 4,717.7 1,184
 4 WP Carey New York, NY 464.7 38 12.2 6,103.5 427
 5 Inland Real Estate Group Oak Brook, IL 440.5 224 2.0 12,898.9 1,049
 6 Sears Holding Corporation Hoffman Estates, IL 316.2 16 19.8 1,189.3 53
 7 BJ’s Wholesale Club Natick, MA 290.7 16 18.2 966.4 42
 8 CVC Capital Partners Luxembourg 283.5 15 18.9 312.7 16
 9 Leonard Green & Partners Los Angeles, CA 283.5 15 18.9 283.5 15
 10 CapLease New York, NY 270.4 13 20.8 2,193.7 62
 11 Onassis Foundation Athens, Greece 194.4 2 97.2 499.0 4
 12 Retail Properties of America Oak Brook, IL 193.2 21 9.2 753.1 51
 13 Safeway Inc Pleasanton, CA 179.9 19 9.5 1,090.1 80
 14 KBS Realty Advisors New York, NY 176.2 80 2.2 4,910.8 360
 15 Walgreens Deerfield, IL 158.3 28 5.7 781.8 144

tOp seLLers OF sINgLe-teNANt retAIL prOpertIes
(prIOr 24 MONtHs)

Source: Real Capital Analytics
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adds Jonathan Wolfe, principal of Chica-
go-based STREAM Capital Partners. “As 
investors see higher rates on the horizon, 
they will look for better lease structures, 
even if they are at shorter terms. Three 
years ago, everyone wanted 10 or more 
years on the lease; now there is more 
of an appetite for the right risk-adjusted 
return.”

The trend is so prevalent that even 
larger companies are getting in on the act. 
Inland Real Estate Acquisitions is starting 
a fund to acquire properties with top loca-
tions, strong retailers, but with lease terms 
less than 10 years. 

“We have the same standards with the 
properties that we do with properties that 
have 15- and 20-year leases,” says Cosen-
za. “The real estate, to the best of our 
knowledge, has got to be just as good as 
the real estate that has a long-term lease, 
and you have to believe that if your ten-
ant never renews, someone else will come 
into that property.”

retaiLers

The favored retail sectors for single 
tenant net lease investments continue to 
be high credit tenant drug stores, banks, 
dollar stores, big box retailers, auto parts 
retailers and quick service restaurants. 
Strong, A-rated retailers like McDonald’s 
and Walgreens are trading at strong cap 
rates. Other strong retailers, including 
bank properties like those of Wells Fargo, 
Chase and Bank of America on new 15-
year leases, are trading at extremely low 
cap rates. However, there are users like 
medical, convenience stores and grocery 
stores that have become popular with 
investors. 

“At the end of the day, this business 
is always about location,” says Rose. “If 
you are a private client and you are buy-
ing for yield, then you are going to have 
to go with a non-rated net lease property, 
but you make sure that you know the real 
estate. That way, when the lease matures, 
you have the opportunity for a new tenant 
at a higher rent.”

Rob James of EXP says that drug re-
tailers have also returned to the market 
somewhat, which has helped to ease sup-
ply. The company is selling 7-Elevens in 
the low 5 cap rate range.

“Cap rates are moving down for tenants 
like Dollar General,” says James. “Many 
tenants have grown to become investment 

erson & Co, LLC is seeking to invest equity with NNN build-to-suit developers 

	  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

G.H.ANDERSON&CO. 
 

                           NET LEASE DEVELOPMENT EQUITY PROGRAM                
 

STRUCTURE 
 

• $100K - $2M in equity per project 
• All construction loan guarantees to be provided by developer 
• Will fund up to 100% of the equity required based on tenant 

credit and developer track record 
• Closing following all permits in-hand and fully- executed tenant lease 
• Limited reporting requirements 
• Flexible Structuring:  Mezz or Traditional Joint Venture  
• Single Deals or Programmatic Development – Relationship Driven 
• Disposition Strategy - individual project sale upon completion 
   or portfolio aggregation 

  
GEOGRAPHIC MARKET 
• Will follow retailers and developers, any market nation-wide considered 

 
 
TENANT 
• All seasoned NNN retail tenants considered 
• Minimum 10-year lease term 
 

 
 

For additional information, please contact:  
Bryan Pruiett 

50 Glenlake Parkway, Suite 450, Atlanta, GA 30328 
(770) 390-3102 • 

bryan@ghanderson.com 
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Who are your primary buyers and sellers for net lease properties?
 In the past 7-8 months, the universe of buyers has really opened up for us. Right now, our product garners interest from diverse 
set of investors including institutional investors, public and private REITs, 1031 exchange buyers and individual investors 
depending on the fundamentals of the underlying asset (e.g. tenant credit, lease term, location, etc.) and the size of the project.

With the increased institutionalization of the net lease sector, how difficult is it to find properties for individual investors? 
Have individual buyers had to change their standards?
As the competitive landscape has evolved and institutions have become a bigger part of the investment universe, the private or 
individual buyer has had to adapt and change their investment parameters to focus on non-core or secondary markets. We have 
expanded our strategy to accommodate these investors, so it has not been difficult for us to find properties for these investors in 
markets where institutions are not as eager to play. 

Geographically, where are you seeing properties trade?
The southeast is growing due to retiring baby-boomers. It is interesting to note many retirees are settling into smaller towns that 
do not fit the traditional retirement community mold. As a result, many of our smaller towns are attracting retirees and retailers 
are following.
 
How would you describe the climate in the net lease retail sector over the last five years?
A lot has transpired over the past five years. Much like the broader economy, we saw a period of contraction where very few 
retailers were committed to expansion. Today, we are seeing retailers who weathered the economic downturn emerge more 
nimble and with stronger balance sheets. They are pursuing aggressive growth plans and looking to gain key market share 
through new development. 

Red Rock developments
William C. (Bill) Smith, Jr., Chief Executive Officer

AdvertoriAl

Contact Bill Smith at 803 354 4275 or BSmith@RedRockDevelopments.com

redrockdevelopments.com

OUTPARCEL 
OPPORTUNITIES 
IN SOUTH CAROLINA

Let Red Rock be your turn-key solution 
through build-to-suit/lease, ground lease 
or outright sale of an outparcel for your 
next strategic location.

Clemson, SC: One outparcel with 
main traffic artery frontage in a 
newly completed, 100% leased, 
Publix-anchored retail center.

Myrtle Beach, SC: Seven outparcels 
(two pad ready) in a retail center 
anchored by Lowes Foods and 
McDonald’s.

Red Rock Developments has Class A retail outparcels 
available in grocery-anchored shopping centers. National 
tenants include TCBY, Publix, IHOP, Lowes Foods, CVS  
and McDonald’s. 

RRD089013_D.indd   1 12/19/13   5:06 PM
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How are you locating net lease retail properties to acquire?
We work with a variety of deal sources to look for interesting opportunities in the retail space, including developers, private 
equity investment funds, and brokers across the country.
 
What is your acquisition criteria?
• Size: $10 - 300 million
• Location: North America and other established markets
• Lease term: 15 - 20 years, plus renewals
• Property Type: Industrial, office, retail, flex/R&D and special-use
• Tenant Credit: Rated and unrated
• Lease: Single tenant, triple net
• Additional: Build-to-suit and expansion
 
Is supply affecting the ease/ability to acquire net lease retail properties, or the ease of acquisition?
The supply of net lease transactions has increased due to investor demand, which has created a competitive environment.  
General transactions have also become more standardized and efficient, but it has resulted in more tenant-friendly leases, 
which we feel is not always priced into transactions appropriately.
 
What are your acquisition goals for 2014?
We are seeking to purchase in excess of $500 million in net lease real estate assets annually.
 

Angelo, gordon & Co.
Gordon J. Whiting, Managing Director

AdvertoriAl

Top Buyers (prior 24 months)
 Rank Buyer Location Acq $ (mil) # Props Avg Price $ (mil) Total Global Acq $ (mil) # Props
 1 Spirit Realty Capital Scottsdale, AZ 3,376.6 310 10.9 7,546.0 391
 2 Realty Income Corp Escondido, CA 1,748.3 432 4.0 5,326.7 930
 3 Cole RE Investments Phoenix, AZ 903.2 231 3.9 13,864.2 1,454
 4 American Realty Capital Jenkintown, PA 590.3 153 3.9 9,143.9 978
 5 Inland Real Estate Group Oak Brook, IL 485.1 100 4.9 27,682.1 1,789
 6 National Retail Properties Orlando, FL 469.9 175 2.7 1,775.7 436
 7 WP Carey (REIT) New York, NY 426.9 33 12.9 7,380.9 437
 8 General Growth Properties Chicago, IL 345.0 14 24.6 20,870.4 244
 9 Jeff Sutton New York, NY 308.5 5 61.7 2,652.4 42
 10 Crown Acquisitions New York, NY 302.8 5 60.6 4,022.5 36
 11 ARCP New York, NY 283.9 16 17.7 2,582.6 101
 12 STORE Capital Scottsdale, AZ 230.3 32 7.2 451.8 64
 13 The Landes Group Dallas, TX 222.5 45 4.9 1,851.3 420
 14 Ladder Capital Finance New York, NY 219.2 21 10.4 475.9 26
 15 Thor Equities New York, NY 212.6 4 53.1 4,649.9 80

Top sellers (prior 24 months)
 Rank Seller Location Disp $ (mil) # Props Avg Price $ (mil) Total Global Disp $ (mil) # Props
 1 Cole RE Investments Phoenix, AZ 3,476.3 325 10.7 8,315.3 425
 2 AR Capital Trust New York, NY 899.6 302 3.0 2,679.4 516
 3 CVS Woonsocket, RI 501.4 101 5.0 4,717.7 1,184
 4 WP Carey New York, NY 464.7 38 12.2 6,103.5 427
 5 Inland Real Estate Group Oak Brook, IL 440.5 224 2.0 12,898.9 1,049
 6 Sears Holding Corporation Hoffman Estates, IL 316.2 16 19.8 1,189.3 53
 7 BJ’s Wholesale Club Natick, MA 290.7 16 18.2 966.4 42
 8 CVC Capital Partners Luxembourg 283.5 15 18.9 312.7 16
 9 Leonard Green & Partners Los Angeles, CA 283.5 15 18.9 283.5 15
 10 CapLease New York, NY 270.4 13 20.8 2,193.7 62
 11 Onassis Foundation Athens, Greece 194.4 2 97.2 499.0 4
 12 Retail Properties of America Oak Brook, IL 193.2 21 9.2 753.1 51
 13 Safeway Inc Pleasanton, CA 179.9 19 9.5 1,090.1 80
 14 KBS Realty Advisors New York, NY 176.2 80 2.2 4,910.8 360
 15 Walgreens Deerfield, IL 158.3 28 5.7 781.8 144

tOp bUYers OF sINgLe-teNANt retAIL prOpertIes
(prIOr 24 MONtHs)

Source: Real Capital Analytics
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$105,047,230
Headquarters 
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Cerberus
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Oaktree Capital
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Sterling Partners
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Acquisitions CriteriaSale-Leaseback Financing From AG Net Lease

AG Net Lease is actively seeking to invest in long-term, net-
leased corporate real estate in the US and abroad in transactions 
ranging from $10 million to $300 million. AG Net Lease is seeking 
to purchase in excess of $500 million in real estate assets 
annually. We believe Angelo, Gordon’s credit and real estate 
underwriting expertise ensures highly competitive pricing and 
speed of execution to tenants and sponsors.

Contact Gordon J. Whiting, Portfolio Manager • 212-883-4157 • gwhiting@angelogordon.com  
Angelo, Gordon & Co.  •  www.angelogordon.com/netlease

Sale-Leaseback Financing

• Size:   $10 - 300 million
• Location:  North America and other 
  established markets
• Lease term:  15 - 20 years, plus renewals
• Property Type: Industrial, office, retail, 
  flex/R&D and special-use
• Tenant Credit:  Rated and unrated
• Lease:  Single tenant, triple net
• Additional:  Build-to-suit and expansion
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grade. Once that 
happened for 
Dollar General, 
cap rates for 
those stores went 
down 100 basis 
points.”

A brand new 
Walgreens with 
a 20-year lease 
will sell for a 5.75 
percent cap rate, 
says Ponticello, 
who is marketing 
a new Walgreens 
in Southern Cali-
fornia that he 
estimates will sell 
for a 5.25 percent 
cap rate. 

Large buyers 
prefer tenants 
that have a needs-
based consumer. 
Drug stores and 
banks are the 
most obvious in 
this category, but 
savvy investors 
are good at find-

ing new categories of re-
tailers who fit the bill. In 
addition to its 7-Eleven 
purchase, Inland Real 
Estate Acquisitions 
has also been acquir-
ing Mariano’s grocery 
stores around the Chi-
cago area. The compa-
ny has purchased sev-
eral Pathmark grocery 
stores in New Jersey 
and New York as well, 
particularly ones with 
high sales volumes, says 
Cosenza. It also likes 
BJ’s Wholesale.

Mansour, of Marcus 
& Millichap, has seen 
a lot of development 
activity from retailers 
like Walmart Neighbor-
hood Market and from 
natural food grocery 
stores. 

“We are also seeing 
a lot of growth and cap 
rate compression in the 
two-to-three tenant strip 
centers,” says Mansour. 
“We will continue to see 
a lot of growth there in 

2014. More buyers are stepping up in this 
area.”

Another area where Mansour has seen 
expansion is net lease medical users, like 
urgent care centers. Many of these are 
second-generation space users. Discount 
retailers, like dollar stores, are another 
area of growth. 

“Dollar General is a tenant who has 
consistently increased its credit rating, its 
net worth, and its profitability since we 
have been working them,” says Inland’s 
Cosenza. 

“We are not seeing expansion in the 
mid-range retailers, but we are seeing 
expansion of the discount retailers,” says 
O’Shea. “This is really reflective of the 
new economy.”

Beyond retailers, small strip centers 
— so called convenience or service cen-
ters — with two to four tenants are also 
coming to market as triple net assets. Exp 
Realty Advisors was marketing a center 
with Panda Express, Slim Chickens and 
Elegant Nails in Arkansas at the time this 
article was written.

“Some of our buyers are okay with a 
two-tenant building,” says James of EXP 
Realty Advisors. “If they are equipped for 

Nationally Recognized 
as one of the 

Top Brokerage Firms in 
Net Lease Sales Transactions

  Net Lease Investment Sales 
  Nationwide

  Proven Success with over 
  $1.7 Billion in Sales 
  Transactions

  Established in 1995

  Represent Buyers, Sellers 
  and Retailers

  Broker Cooperation Encouraged

  Team Approach

Look Upland. Where properties and people unite! 

1-888-655-1031  |  www.nnnsales.com

EXP Realty Advisors sold this Pollo Tropical in Ft. Myers, Fla., for $2.625 million in 2013. 
The sale was at a 6 percent cap rate.
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it, such as a family office who can do some 
property management, it works well.”

1031 aCtivity on the rise

Because of the popularity of other real 
estate sectors — most notably, multifamily 
— the increase of 1031 buyers who trade 
into net lease properties is on the rise. The 
1031 like-kind exchange — part of the IRS 
tax code — allows sellers of property to 
re-invest the proceeds into a like property 
within 180 days. The trick of the 1031 
has always been the timing, says Novak 
of Strategic Exchange Advisors. 

“From the day you sell, you have 45 
days to identify the new property,” he says. 
“The minute a seller’s property goes un-
der contract, they are starting to look. As 
soon as earnest money goes hard on their 
sale, they are immediately trying to put 
the replacement property under contract. 
In this kind of net lease market, proper-
ties will go quickly. They are being very 
conscious of the timing.”

That can sometimes lead to finding a 
property on the double, and paying a little 
more for it or trading certain wants for the 
need to close on time and avoid paying 
capital gains tax.

“The individual 1031 buyers have time 
constraints related to their exchange, and 
they are looking to fit a need,” says Sturm. 
“Some buyers change their parameters, 
like location or return expectations, to 
work within their exchange requirements.”

1031 exchanges continue to be a strong 
business line for many in the net lease 
industry. 

“Half of our sales are due to individuals 
completing 1031 exchanges,” says James. 
To facilitate that, EXP Realty Advisors has 
a co-brokerage model to help it identify 
1031 buyers. The company was originally 
known as Kimco Exchange Place before 
splitting off into its own entity a few years 
ago. The company still valuates nearly ev-
ery net lease property that Kimco has ac-
quired over the past few years, says James, 
and it maintains a close relationship with 
the REIT regarding its net lease business. 

“The only people beating the institu-
tional investors on pricing are the 1031 
exchange buyers,” says James. 

As an example of that, EXP sold a 
CVS/pharmacy in Austin, Texas, in July 
2013 to a local 1031 exchange buyer. The 
property was well located and sold for a 
5.2 percent cap rate, despite interest by a 
number of institutions. James says to his 
estimation it was the lowest cap rate for a 

CVS/pharmacy at the time.
“At the end of the day, we sold it to the 

exchange buyer,” says James. “Those guys 
can still beat out the institutions with the 
low cost of capital because they have to 
buy something.”

2014
Signs are positive for 2014, say many 

experts that SCB spoke to for this article. 
Most of the larger funds, whose appetites 
are based on contributions from investors 
stated — while not giving specifics — that 
they anticipated being active acquirers 
over the next year. Investment sales bro-
kers also say that they see signs toward 

another strong year. The only looming 
question remains interest rates.  

“If interest rates do pick up, cap rates 
will follow pretty quickly thereafter,” says 
Mansour.  

Ponticello, of Jones Lang LaSalle, be-
lieves that 2014 will see more consolida-
tion in the net lease sector. 

“There have been a tremendous num-
ber of acquisitions by private companies 
over the past five years. Those companies 
are now starting to get scale and will ulti-
mately need to have a liquidity event. That 
is probably going to come in the form of a 
public exit or a merger or sale to a publicly 
traded entity.” SCB


