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Triple-Net Leases Provide Safety
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enfion you're & physician to anyone within
earshat and you will be barraged with a slew
ol heatth-related questions. Mention you'ne &
commarcial real estate broker and anly ane
question comes ta mind: How is the market?

That is a question whose roots dale back to the first time
the Garden of Edan was sald. The question is simlar o ask-
ing & chiess grandmaster: “What's the best move on a chess-
poard? ™ It"s a shifling lransactional marketplace. Chear the
years, sach assel class—retail, office amd mulllamily sut-
porform each ather, only to fall oul of faver, then back in
vogue an investor's radar screens.

In the early 1990s when builders were construsting strip
centers on every corner, one ocut of eight retail stores
became vacant in Suffolk County. Then came the prolifera-
tion af the big bax category killers, such as BJ's, Cosico and
Target, which compated in central business district areas
with the local neighborhood stores by offering ane-s1ap con-
venience, Today, the regional mall is evolving into the new

WM
“ ™ investor to COMPUTE WITH

CONFIDENCE a more “
PREDICTABLE RATE OF RETURN.

CBD---offering entertainment, banking. restauranis, &le.,
all under ane roof. Intense competition $till exists in the
suburbs betweesn owtlets, strips and chain stores. but the
greatest challenge facing retailers is not the billion-delfar
supes slores, but the growth of the Internet shopper. In
19949, there were B3 millicn Internet users in the US and
that number = expected o rise ta 165 million by 2003,

Even office buildings have lost some of their cachel dus
to sector consolidation, corporate downsizing. continuing
tax hikes, shyrockeling insurance costs and rising electricity
costs, Dne example is Cablevision, which i markeDing
300,000 sf of class & cffice space for sublease in Jeriche,
HY. With operating expenses now topping 512 a faot in
some parts of Nassau County significantly reducing the bot-
fom line, an increasing number of high mel-worth et i -
als, pension fund advisors and REITs have besn searching
far greater portfolie diversification.

Conditions that following September 11 and the subssquert
stock markel meltdown have created a new conservatie breed
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of rigk=averse ineesbors |ook-
ing to alter thesr multi-tenant
operations, resulling in
halghtaned interist from
iwerslions. o0 a flight o qual-
ity' to the safety of an abso-
jude Iriphe-net leased prop-
erty, guaranieed by |
investment-gréde corpora-
ticns, A dedinition of a ‘raled’
tenant might be one whase
credit has been verified as
gxcellent, in othier words, |
rated AAA by credit-rating
ARENCies such as
Standard & Poor's. Typically, in a triple-net lease fransaction,
the terant or kesses ks responsible for the direct care of a prop-
arty and ales must pay all of the expenses refated to building
cperations. I1's also the most secure lease structure for @ pas-
sive af absenbes landicnd, 85 the temant takes over all manage-
ment responsibilities, Pricing on net-leased projects 15 based
primarily on the lessee's cradit, lease term and the desirability
of locatien, of In ather words, & propey’s cemdgraphics,

For eamipia, take the sales of two net-leased dnug Stones an
Long Island—on located on the North Shone andl the second
located in Hicksville, with an aggregate price of $6.7 million.
Both properties traded at above market yields, due to the
abareviated lease terms (under LO years on the primarnyl,
Taday's prototypical pew drug stores are fres-standing with
drive-through windows, 20-year lease terms, offerang conwe-
nience to Tamilies, seniors and other residents,

Anather instance of a safe imestment that earned excablent
yields and proved successtul for bath the buyer and the seller
imalved @ national daycare cepter. The firm desired 1o con-
summate salefleaseback fransactions for @ number of thair
propeerties on Long Island, The asking price had been esiab-
lishid utilizing a cap rate of &%, with B% increases overy five
years during the pamary temn of 15 years.

While demand continues to exceed supply 10 all asset
classes, in a volatile marke?, triphe-nel |pases are DecomIng
more popular with lease durations of 20 years or more, bridg-
ing aconcmic cycles and allgwing the conservative invester 1o
compute with confidence a mone predictable rate of return. +
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