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GUEST COLUMN 
Is REll Corporate Debt a Panacea for Uncertain Economic Recovery? 
By Scott Robinson 

Investors seeking a relatively safe, liquid opportunity to earn 
current income during an uncertain economic recovery have 
increasingly sought exposure to real estate investment trust 
corporate debt. Since the dark days of early 2009, the price 
appreciation of these bonds has been tremendous-and their risk 
proftle is solid compared to many other real estate investment 
opportunities. While the value of most ftxed-income instruments 
will likely come under pressure in the "new normal" economy, 
there are compelling reasons why REIT bonds may be buffeted. 

REIT corporate bonds are the unsecured liabilities of the 
corporate borrower. They have a senior unsecured creditors claim 
on the corporation's assets, making them structurally 
subordinated to secured mortgage debt in the event of default. 
Investors, however, beneftt from fairly strict financial covenants, 
including limitations on leverage and debt service coverage, and 
the maintenance of an unencumbered collateral pool to support 
the amount ofoutstanding bonds. There are, of course, outliers 
but the standard covenant package limits leverage to 60%, 
requires interest coverage of 1.5Ox and requires an unencumbered 
collateral pool equal to at least 150% of the amount of 
outstanding unsecured bonds. 

Year-to-date REIT bond performance has been solid as 
spreads have contracted by roughly 60 basis points since January 
1. This is in addition to the phenomenal contraction of nearly 
1,000 bps in 2009, reversing the unprecedented widening of 
approximately 950 bps in 2008. Despite this dramatic spread 
contraction, REITs still trade wide of most high-grade corporate 
bonds, at approximately 230 bps versus roughly 140 bps. 

Credit Characteristics Improve 
In July of 2009, investors were pricing unsecured real estate debt 
as ifall REITs were teetering on the brink of default. This fear 
was driven by eroding property fundamentals and a lack of 
liquidity, particularly in light of the nearly $135 billion of 
corporate REIT debt maturating between 2010 and 2013. Yet a 
quick glance at Figure 2 demonstrates that REITs issued an 
unprecedented amount of equity in an effort to deleverage, 
raising roughly $22 billion in secondary offerings in 2009 and 
another $10 billion though June of this year. During this same 
time period, REITs also raised a little more than $21 billion of 
unsecured debt. This flurry essentially eliminated all liquidity 
fears and enabled REIT managers to de-lever by repaying 
approximately $40 billion of outstanding debt. 

Fundamentals Ukely To Remain Stagnated 
Real estate is a lagging industry and as such, it stands to reason 
that an uncertain economic outlook will only dampen an 
improvement in property fundamentals. Limited GDP growth, 
elevated unemployment, increased regulation and shifting 
consumer spending habits will stall any sustained improvements 
in occupancy and rental rates for the near-term. 

REIT bond investors benefit from the diversified property 
portfolios held by the REITs. Most REITs have geographically 
diverse investment portfolios, which limits their exposure to specific 
markets, industries and tenants. Because of this, the near-term 
impact ofeconomic downturns on cash flow and debt service 
coverage is usually relatively minor as leases expire and become 
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marked-to-market over time. Additionally, future acquisitions could REIT Bond Values Show Strength 
provide a valuable offset to these rent roll-downs as rental rates In the near term, a slow economic recovery will likely keep 
drops are off-set by cash flow from higher-yielding investments. deflationary pressures from easing, driving up the value of the 

dollar and keeping the yield curve flat. As the economic recovery 
Weak Capital Markets Limit Fixed-Income eventually gains momentum, investors will begin to seek 
Opportunities protection from possible inflationary pressures. Many investors 
The broader capital markets will remain very fragile for the will likely rotate out of fixed-income investments, which in turn 
foreseeable future, driven by the economy and growing concerns could put downward pressure on their value. Real estare, 
over sovereign risk and fiscal imbalances. Commercial real estate however, is a classic inflation hedge and REIT bonds typically 
investors have become more risk averse and will continue to attract dedicated real estate investors. 
focus on de-leveraging as they seek to unwind many of the Despite macro-economic uncertainty and volatile capital 
complex capital structures that were engineered during the last markets, REIT credit profiles should remain relatively stable. 
cycle. As a result, the availability ofcapital to real estate, namely Strong cash flow protection measures, staggered lease 
securitized debt, will likely be limited. maturities, ample liquidity and good transparency differentiate 

This lack ofavailability will not only limit the amount of the REIT sector from other fixed income opportunities. In 
commercial real estate transactions. It will also limit the amount addition, the downside protection afforded by REIT bond 
of viable investment opportunities for fixed-income investors. covenants and a near-perfect track record of REIT defaults 
Institutional investors seeking investment-grade investments can should further bolster investor confidence. As such, REIT 
no longer look to the CMBS market as downgrades and risk of bonds should continue to provide solid risk-adjusted returns for 
credit loss are significant. Direct mortgage opportunities are also investors. 
difficult to execute due to the lack of transaction volume and 
required due diligence. REIT bonds therefore offer a transparent, Scott Robinson is aprofessor at the NYU Schack Institute ofReal 
liquid alternative opportunity. Estate and a managingpartner ofCadence Capital Group. 

Recent Loan Transfers To Special Servicing 
The following is a list ofloam included in commercial mortgage-backed securities deals that were recently transferred into special servicing. 

Loan Name DeallD State UPB Maturi!l date Date xferd to SIS 
Healthcare Wood mark at Steel Lake CSM07COl FEDERAL WAY WA 98003 $6.571,490.50 10/11/16 5/14/10 
Hotel Hudson Hotel WBC07W08 NEW YORK NY 10019 $102,390.000.00 7/12/10 5/20/10 
Hotel Hudson Hotel Loan Combination CTG07FL3 NEW YORK NY 10019 $93,800,000.00 7/15/10 5/27/10 
Hotel Marriott Desert Springs GSM298G2 PALM DESERT CA 92260 $75,085.499.22 12/11122 6/4/10 
Hotel Crowne Plaza Hotel San Antonio MLFT0601 SAN ANTONIO TX 78205 $59,000,000.00 7/15/10 5/18/10 
Hotel Windsor Hotel Porlolio GCC03COl NULL Various NULL $48,352,372.41 6/1/10 5/25/10 
Industrial Noble Tech GCC07GG9 WARREN MI 48089 $35,000,000.00 1/6/17 6/8/10 
Industrial Warm Springs Industrial-Las Vegas BACM0704 LAS VEGAS NV 89123 $33,000,000.00 8/1/17 5/12/10 
Industrial 321 Ellis Street JPC07FL1 NEW BRITAIN CT 6051 $17.700.000.00 3/9/10 2/4/10 
Industrial Raines Distribution Center GECC03C2 MEMPHIS TN 38118 $17,073.508.7 1 6/1/13 5/13/10 
Industrial South Bay Tech Center CCSCOOC2 MILPITAS CA 95035 $12.810,575.19 4/1/10 4/22/10 
Multi·family Villas Parkmerced CD06CD2 SAN FRANCISCO CA 94132 $350.000,000.00 10/1/10 5/25/10 
Multi·family Creekside Apartments JPC05LD4 BENSALEM PA 19020 $68,000,000.00 8/11/15 6/2/10 
Multi·family Union Square Apartments CD05CDCl Palm Beach Gardens FL 33410 $58,000.000.00 11/1/10 5/17/10 
Multi·family Entrata di Paradiso Apartments WBC07C30 LAS VEGAS NV 89108 $39,000,000.00 2/11/12 5/18/10 
Multi·family Peaks at Papago Park GMAC01Cl PHOENIX A7. 85008 $36,401,189.32 4/1/11 5/28/10 
Office One Alliance Center LBUB07C2 ATLANTA GA 30326 $165,000,000.00 5/11/17 5/25/10 
Office 200 South Wacker Drive LBUB06C3 CHICAGO IL 60606 $95.500.000.00 2/11/11 5/19/10 
Office Park Place GSM206G6 SEAnLE WA 98101 $69,250,000.00 11/6/13 5/13/10 
Office 757 Third Avenue LBUB04C8 NEW YORK NY 10017 $65,970,085.94 8/11/14 6/10/10 
Office Executive Centre Portfolio GMAC06Cl SPRINGDALE OH 45246 $51,479,500.00 1/1/16 5/7/10 
Other Beacon D.C. &Seattle Pool!l) WBC07C31 Various Various Various $414,000,000.00 5/7/12 4/7/10 
Other Five Star Commerce Center Portfolio JPC03PMl Various MN 55369 $12,272,125.75 6/1/13 5/10/10 
Other Mercede Executive Park and JPC04ClO PLANTATION FL 33322 $11 .104,104.76 9/1/14 5/6/10 

The Tower Building Portfolio 
Other Stow Company Self Storage CD05CDCl CRANBURY NJ 8512 $9,913,331.28 8/11/15 6/11/10 
Other Dever Portfolio RolI·Up MSC07114 Various FL Various $9.086.491.10 12/1/16 6/7/10 
Retail Tysons Galleria JPC06LD8 MCLEAN VA 22102 $171,897.201 .30 9/11/17 4/22/09 
Retail GGP Portfolio BSC07P18 Various Various Various $153.793,939.20 2/1/13 4/27/09 
Retail Lakeforest Mall BSC05T20 GAITHERSBURG MD 20877 $141,050,000.00 7/8/10 5/11/10 
Retail Valley View Center CD06CD2 DALLAS TX 75240 $125.000,000.00 1/1/11 5/24/10 
Retail Branson Landing GCC07GG9 BRANSON MO 65616 $88,348.840.18 12/6/16 6/22/10 

Source: R •• lle 
Rlr more information. go to www.realpoint.comhttp://www.realpoint.com/or c31118001 299·1665 
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