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  TrendTalk 
Net Leases Hit Record High in 2011. 
Can 2012 Keep the Magic? 

By Nicholas Ziegler, News Editor 
Along with multi-family, could the net-lease sector be the next big winner 
in 2012? 
Single-tenant net-lease property sales hit a record in 2011, averaging more than 10,000 transactions per quarter, according to a January 2012 report by CapLease, a REIT that specializes in net- lease transactions. Sales volume in the first three quarters of last year exceeded $29 billion, while total year-end volume was estimated to reach nearly $38 bil- 
lion. "Low interest rates, economic uncertainty ty 



that are making the big moves of late. In a $45 million, triple-net-lease trans- action in late December, Jones Lang LaSalle Inc. orchestrated a sale of one of toymaker Mattel Inc.'s design offices from Kilroy Realty Corp. to a vehicle of Angelo, Gordon & Co.—just after the tenant signed a new, 15-year lease. "Investors are targeting those long-term leases, both from a real estate standpoint and a financial standpoint," explained Bob Prendergast, a managing director with Jones Lang LaSalle. "Mattel was a 
high-credit tenant (continued on page 21) 

and volatile equity markets will keep the sin- n
gle-tenant net-lease market one of the hottest CRE markets in 2012," the report noted. 
"There is certainly a lot of money out there," Randolph Mason, CCIM, SIOR and a partner 



Economist's View 
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World Problem 

with Commercial Realty Specialists, told Com- 
mercial Property Executive. "Depending on the tenant mix, (net leases) are absolutely a safe 
investment because of the lack of volatility." 
Cap rates for the sector continue to compress. According to data firm Real Capital Analytics Inc., average cap rates for single-tenant assets dropped from 7.7 percent at the beginning of 2011 to 7.5 by the third quarter. Comparative- ly, the average cap rate in 2010 was 7.9 percent. 
The Boulder Group, a research firm special- izing in net-lease transactions, found a simi- lar trend. A fourth-quarter report by the firm found that "the national single-tenant net- lease market transaction volume should remain active due to the stability and financing avail- ability of this asset class." Additionally, a ma- jority of the firm's clients are expecting 2012 transaction volume to increase between 5 and 14 percent from 2011 levels—with core assets from investment-grade tenants remaining in the highest demand. 
And it is those investment-grade tenants 



By Dr. Peter Linneman 
We are in the third year of the most anemic recovery in post-World War II history, and it will further weaken if Europe does not muddle through its mess. It became clear within a few months after the No- vember 2010 elections that poli- ticians of both parties were more interested in rhetoric than predict- ability. As government shutdowns and defaults were threatened by 
leaders of both parties, unpredictability soared. 
In spite of endless governmental activity, we are no closer to knowing who will ultimately bear the burden of the trillions of dollars of wealth lost when the housing bubble burst. The bulk of the loss was shifted to the federal gov- ernment via a series of breathtaking interven- tions (dare we say bailouts) by the Treasury and 



the Fed. The result is a staggering increase in the federal deficit, and four years on, we still do not know how this burden will ultimately be split among the citizenry. In- stead of focusing on creating new wealth, we have devolved into a variant of Russia, where fighting over existing wealth trumps creat- ing new wealth. It has become a game of "Old Maid" of epic pro- 
portion, and no one wants to get stuck with the Old Maid. 
The world's economic problem is best sum- marized by the fact that while for the past 20 years Germany, Italy and Japan have been among the worst of the developed world gov- ernments in terms of providing a healthy envi- ronment for economic growth, today Germany 

18 
February 2012 | Commercial Property Executive 

[image: image3.jpg]1 : "
IEXECUTIVE E.




Net Lease Hits 
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(continued from page 18) 
and, based on tenant credit, investors can get 
high leverage." 
But the real issue is finding the funding. "Bankers have told me that they're willing to lend money, but getting through government regulations is difficult," Mason said. "So you're seeing investors paying all cash or getting very low-leverage ratios." The result? "A larger number of small transactions, as well as some portfolio transactions by larger buyers, such as 
pension funds, who have the cash." 
The Boulder Group's analysis found that, 
"Depending on the 
tenant mix, (net 
leases) are absolutely 
a safe investment 
because of the lack 
of volatility." 
—Randolph Mason, Commercial 
Realty Specialists 
as with Mason's clients, investors have been challenged to look at their acquisition criteria. Since supplies of investment-grade properties continue to fall, cap rates for well-located, high-quality assets continued to compress much further than the market as a whole. "This can be best illustrated by McDonald's and Walgreens cap rates compressing by 23 and 25 basis points, respectively, in the fourth quarter," the firm noted. "In contrast ( the overall net-lease retail sector decreased by 
only three basis points." 
So the stage for net lease is set in 2012, but with a few extra twists from the previous year. While there are still deals to be found, it remains to be seen if investors decide to sign up for the ride once again. 
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