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Cashing In on a Real-Estate Boom

Most Commercz,al Propertws Are Slumpmg, But Trlple Net Lease Deals Are Hot

‘ BYMP MCQUEEN :

Ar you overlookmg a com-
mereial real-gstate boom?
I fiition: of: the cate-
gory is limited to-splashy - office
parks and shopping malls, both
of which took a pounding during
the financial crisis and haven’t
fully: recovered then you proba—
bly are. U

But think a little' smaller—hke

fast fooll-restaurants, -conve-

niénce stores and gas sta-
- tions--and the returns get big-
-ger; Suehi ventures, known as’
tripié ét-ledse properties, are
“the! best—performmg sectar of-
the tommereial real estate mar-
- ketplace;” says David Bailin, head'
-of global managed investments
.. for: Citl -Private Bank, - which
FyeS ul1:ra-h1gh net-worth: ¢li-.
t'is-thelséctor that lost
th .,leas alue [fliring the reces-
sion}-andrallivd the quickest.”
Triple-net-lease propertles
are usually freestanding build- -
ings in which a tenant agrees to
take responsxbﬂlty for mainte-
nance, taxes and insurance dur-
‘ing a long lease—leaving the in-
vestor with. little to do but
~ collect -checks. -Investors typi-
cally buy individual properties
“through commercial real-estate
brokers like Marcus & Millichap,
CB Richard. Ellis Group or others,
either alone or in limited part-
‘nerships with a few other inves-

. tors, and then lease them out to-

ogcupants. such ‘as drug store

. chains, guick-serve restavrants,

conveniehce and dollar stores;
medical outfits, and in some. -
cases big-box :retaﬂers hke
Costco..
. Triple-net-lease propertles
-are generating annual returns of
- asmuch as 12% these days, esti-
.mates Bernard J..-Haddigan, man- -
aging director.of Mareus & Milli-
i chap Real Estate: Investment
~ Sérvices”-National:Retail-Group.’

" groups of partners generally in-
‘vest $300,000 to'$5 million per
- building.
- 'Some-publicly traded real-es— ’
. ‘tate investment trusts concen-.
_-trate on triple-net-lease proper- -
- ties, to0. They returned 16,9%
- during the- first quarter—com-
- 'pared with 11.1% for Dow Jones
" Equity All REIT Index, which in-
~cludes all types of cormnermal:

. and res1dent1al property ain

. Brlan 'Shumway for The Wall Street Jo nai

Michael Federman at his property m Lower Manhattan, which houses a new Chlpotle Mexican Grlll restau

Triple-net properties suffered
during the recession, but less
than other types of real estate.
Whereas overall commercial

_prices fell by about 40% during

2007-09, prices for triple-net
properties fell by about 15%, ac-

“cording to Mr. Haddigan.

Like all kinds of investing, tri-
ple-net-leasé plays are based on
risk: the more you're willing to
take, the greater the potential
returns. There are several impor:
tant factors that determine a tri-
ple net deal’s riskiness: the cred-
itworthiness of the tenant, the
location, physical condition and

© functionality of +he [property, and

the remaining term on a lease
{shorter is riskier). Alsa impor-
tant: the “occupancy cost” or
“heaith ratio,” defined as the

. percentage that the tenant pays-
'in rent relative to store sales.
. (The lower the ratio, the better.)
Individual investors and .smail °

" 'there’s the risk of picking a ten-
ant whose product or’service

Besides overall economic risk,

might fall out of favor. Changing
consumer trerids can wipe out
cash cows, as happened with
some video-rental stores during

‘the last decade.

“You need .a good tenant u

- says Jeffrey Rogers, president

and chief operating officer of In-
tegra Realty Resources, a com-
mercial real-estate appraisal and

consulting firm that doesn’t own
or broker real estate. “Then you
need an optimal location and to
know what the market rent is.
That is absolutely key.”
Investors who lack the time or

‘inclination to invest in triple-

net-lease properties directly can

get into the category via REITs’
such as the publicly traded Re- :

alty Income Corp. and Lexing-
ton Realty Trust in New York,
as well as American Realty Cap-
ital Trust in Jenkintown, Pa.,

‘which is not traded on a stock

exchange. These REITs invest
mainly in triple-net properties,
and they’re generally sold
through broker-dealers. They
sometimes have minimum-net-
worth and other requirements.’

As with most income proper-
ties, investors can come dut
ahead—or hehind—on triple-net

properties in two ways: through.

price appreciation and income,
The best measure of income po-
tential is the so-called capitaliza-
tion rate, or the net operating

Income divided by the purchase

price of a property. .

‘In _recent months, cap rates
have been falling because prop-
erty prices nationally are re-
hounding. More investors are go-
ing after fewer high-quality
properties, driving prices up.

This is considered a positive sign.

" torney in New York who beg

. with a cap rate of .8.5%. That

for the broader commerciai re
estate market—but it means th
easy money in triple-net -lea
propetties might be commg
an end:

But there is still opportuni
for savvy investors. Michael ]
Federman, 38 years old, is ana

mvestmg n triple-net propertiexﬁ
in 2004, during the previous ré
cession. His first acquisitio
were fried-chicken restaurants’
upstate New York, followed by
Circle K convenience store in A
izona. He later sold the Circle
and.purchased more building
and currently owns a porifoli
15 properties.

" A self-professed “conservgg,
tive” investor, Mr. Federman ne
concentrates primiarily on sing]
tenant properties, he says. Ma
recently, he and 2 business p:
ner in March purchased a long:
term lease property for about
million housing a Chipotle M
can Grill in Lower Manhatt

furn was in line with the n
tional average for casual dinin
restaurants in 2009, accordmg
Marcus & Millichap.

“For me it was a perfect deal
he says, “because it combined!
prime real estate, stellar credif
and minimal management r
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