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Historic CRE = Cottage Industry
“Location, Location, Location”
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Does Location, Location, Location apply in ALL situations?
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CRE Adaptation & Evolution

Is Location, location, location dead?
“The LIN Correction changes everything”
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Institutional Investment Grade Asset 
Classes – Pre-1990’s
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The Making of an Asset Class
Wharton Real Estate Review, Roy Hilton March, Spring 2012

• Prior to the 1990s, any significant equity investment in real 
estate was limited to pension funds

• Lending was limited to life companies, banks and thrifts

• Despite being nearly 30 years old, the U.S. REIT market had a 
capitalization of less than $10 billion

• Non-traditional investors such as private equity, hedge funds 
and Wall Street looked to real estate for office space rather 
than for investment
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• From 1992 to 1997, the equity REIT market grew by a factor of 13

• Market capitalization increased from less than $10 billion to 
nearly $128 billion

• Commonly referred to as the dawn of the "modern REIT era“

• Today more than a quarter of the equity invested in U.S. real 
estate is owned by publicly traded REITs

7

The Making of an Asset Class
Wharton Real Estate Review, Roy Hilton March, Spring 2012



“Today, real estate competes directly with stocks, 
bonds, currencies, commodities and other financial 
assets.”
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The Making of an Asset Class
Wharton Real Estate Review, Roy Hilton March, Spring 2012



“With the advent of Modern Portfolio Theory in 
the 1950s and its subsequent adoption by 
institutional investors in the 1960s to 1980s, 
commercial real estate went from cottage 
industry to bona fide asset class.”
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The Making of an Asset Class
Wharton Real Estate Review, Roy Hilton March, Spring 2012



Institutional Investment Grade Asset 
Classes – Today

10

St
o

ck
s

B
o

n
d

s 

C
u

rr
en

ci
es

C
o

m
m

o
d

it
ie

s

O
th

er
 F

in
an

ci
al

 In
st

ru
m

e
n

ts

C
R

E



11

Meet Uncle Hank…

Institutional Investor



Slide 12
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• According to JLL / RCA, the US NNN 
market was:

• In 2006:   6.6% foreign share
• In 2016:   20.0% foreign share



Slide 13
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• According to JLL / RCA, the US NNN 
market was:

• 2009:   $9.0 billion
• 2015:   $8.8 billion . . .

• IN THE FIRST QUARTER



Property types will adapt to the 
market….
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Slide 15

Restaurants
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Hotels
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General Retail
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Drug Stores
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Automotive Tire Sales and Auto Repair 
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Banks 
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Fitness 



“CRE Property Types 
Adapt to the 
Demands of 

Investment-Grade 
Investors”

22

In other words - Follow the money…



“By providing liquidity to 
otherwise illiquid debt 

markets,
securitization links providers of 

capital with those in need of 
capital by

aligning the risk appetite of 
investors with the appropriate 

risk premium
paid by borrowers.”
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Transform CRE to Investment Class by..

Correction of 3-CRE shortfalls for Investment Class 
Status: (the “LIN” correction):
• (L) Liquidity
• (I) Investment grade
• (N) No management responsibilities 

• Liquidity, Investment Grade, No management = (LIN)
• The lease provides the correction
• Leased fee versus fee simple
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LIN
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LIN
Verb
1. To desist (from something), stop.
2. To cease; leave off.

http://www.yourdictionary.com/lin#c3H0DWIJyE00om5X.99



Transform CRE to Investment Class by..

Correction of 3-CRE shortfalls (the “LIN” correction):
• (L) Liquidity
• Shares in securities or company (REIT or vehicle)

• (I) Investment grade
• BBB- or better S&P rating company for tenant

Tenant company backed guarantee
• (N) No management responsibilities 
• NNN or Institutional grade management company

• Liquidity, Investment Grade, No management = (LIN)
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Transform CRE to Investment-Grade Asset by..
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“In its opening chapter 
spanning roughly 25 

years,
commercial mortgage 
backed securitization 

(“CMBS”) has played a
significant role in 

financing commercial real 
estate.”

28

Annual Historical Commercial 
Mortgage Backed Securities (CMBS) 
Issuance



“CMBS grew from 
relative obscurity in 
the early 1990s to 

become
the largest capital 

source to commercial 
real estate by 2007”
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Annual Historical Commercial 
Mortgage Backed Securities (CMBS) 
Issuance



“CRE Property Types 
Develop Over Time to 
Adapt to Both Use of 

Space and Demands of 
Investment-Grade 

Investors”
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Annual Single-Asset Single-Borrower
Issuance



So, what does all of this history have to do
with the future of retail property?
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Question?



Because what they are buying is changing…
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Answer:



What happens when the corrections are Uncorrected?
Correction of 3-CRE shortfalls:
• Liquidity
• Shares in securities

• Investment grade
• BBB- or better S&P

Tenant company backed guarantee
• No management responsibilities 
• NNN or Institutional grade management company
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Why the difference?
Property #1 - $1,126,900

Cap rate 7.00% $125/SF

NN Lease 15-yrs remaining

Property #2 - $675,000

Cap rate 7.70% $75.00/SF

NN Lease 9-yrs remaining

34Difference is remaining term on the lease



Why the difference?
Property #1 - $1,769,000

Cap rate 6.5% $177.00/SF

NN Lease 10-yrs remaining

Property #2 - $557,000

Cap rate 8.0% $69.00/SF

NN Lease 4.5-yrs remaining

35Difference is remaining term on the lease
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CRE Market 
Total

Institutional CRE Market

($360 Billion sales – 2014

Top 100 hold $6 Trillion)

(Source: Real Capital 
Analytics)

What do Institutional Investors 
Purchase?
• Leases with Credit Preforming Tenants
• Leases provide the corrections “LIN” 

needed to make it an institutional-
grade asset class



Slide 37

• What can the property produce in rent as fee simple?

• What does “Available for lease” mean?

• Does Fee Simple allow for excess or deficit rents?

• If so, how does it change the value(s)?

Fee Simple 
Estate “Available for Lease”….

(AT MARKET RATES)

Fee Simple Value

Market Rent Level



Slide 38

• What can the property produce in rent as fee simple?

• What happens to the Leasehold Interest with Excess rent?

• Does what the property “can produce” as fee simple change with excess rent in 
place?

Negative Leasehold 
Interest

Total Leased 
Fee Estate

Hypothetical Fee Simple 
Interest

Leasehold Value with Excess Rent

Market Rent Level



Slide 39

• What can the property produce in rent as fee simple?

• What happens to the Leasehold Interest with Excess rent?

• Does what the property “can produce” as fee simple change with excess rent in 
place?

Positive Leasehold 
Interest

Total Leased 
Fee Estate

Leased Fee Interest

Leasehold Value with Deficit Rent

Market Rent Level

Contract Rent Level



Institutional-grade tenant defined as:

“any tenant that has an S&P rating of BBB- or better or a Moody’s 
rating of Baa3 or better.”

Source: The Dictionary of Real Estate Appraisal, 6th ed. (Chicago: Appraisal Institute, 2015), page 121.”

The Credit (Institutional-grade) Real Estate Market
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Growth Investment Group
http://www.nnnpropertiesgroup.com/client-resources/market-research/tenant-credit-ratings/



Growth Investment Group
http://www.nnnpropertiesgroup.com/client-resources/market-research/tenant-credit-ratings/

Costco 

Wholesale Corp.
Discount COST A+ 2.91% A2 1.29%

CVS Caremark 

Corp.
Drug CVS BBB+ 10.29% Baa2 4.64%

Dollar General 

Corp.
Discount DG BB 29.93% B1 43.34%

Kohl's Corp. Home & Garden KSS BBB+ 10.29% Baa1 4.64%

The Kroger Co. Grocery KR BBB 10.29% Baa2 4.64%



Growth Investment Group
http://www.nnnpropertiesgroup.com/client-resources/market-research/tenant-credit-ratings/

Lowe's 

Companies, Inc.
Home & Garden LOW A+ 2.91% A 1.29%

The Sherwin-

Williams Co.
Home & Garden SHW A- 2.91% A3 1.29%

Starbucks Corp. Restaurants SBUX BBB+ 10.29% Baa3 4.64%

The TJX 

Companies, Inc.
Discount TJX A 2.91% A3 1.29%

Verizon 

Communications 

Inc.

Technology VZ A 2.91% A3 1.29%

Walgreen Co. Drug WAG A 2.91% A2 1.29%

Wal-Mart Stores, 

Inc.
Discount WMT AA 1.50% Aa2 0.52%



Once a 
national credit 

tenant, 
ALWAYS a 

credit tenant?

Why should it matter?
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Once a 
national credit 

tenant, 
ALWAYS a 

credit tenant?

Why should it matter?
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Why all the change??
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One word….
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“Amazon wants to be 
between you and 
EVERYTHING you buy.”

-Jeff Bezos 



Value Proposition  Article - William J. Barrett, Esq.
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Value Proposition  Article - William J. Barrett, Esq.
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“Business (intangible) value is the least secure and can change 
rapidly because of innovation and competition.”

Why should it matter?
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Property Rights
For Property Tax Valuation (Generally) – Fee Simple
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TCA 67-5-601 defines value for Tennessee property tax 
valuation as:

“The value of all property shall be ascertained from the 
evidence of its sound, intrinsic and immediate value, for 

purposes of sale between a willing seller and a willing buyer 
without consideration of speculative values”

The Definition…



“It is the legislative intent that no appraisal under this part 
shall be influenced by inflated values resulting from 

speculative purchases in particular areas in anticipation of 
uncertain future real estate markets; but all property of every 

kind shall be appraised according to its sound, intrinsic and 
immediate economic value”1

1 TCA 67-5-601

The Stated Intent…



Value fee simple on a property that is generally transferred leased 
fee as an institutional grade investment. 
(the conversion to institutional grade adds value by application of 
a lease - LIN effect).

Two choices:

1. Appraise using fee simple sales with same HBU

2. Appraise using leased fee sales with adjustments for property 
right differences

The Challenge…



Slide 64

The Bundle of Rights



Slide 65

Fee Simple versus Leased Fee

Interest in Real Property
▪ Fee simple

▪ “Available for lease”

▪ Assume rent at market rates

▪ Leased fee
▪ Right of use and occupancy given up by contract (lease)

▪ USPAP – “must analyze the effect on value of existing leases”



Slide 66

Fee Simple versus Leased Fee

▪ Question: 
▪ Is leased fee value at market rates a “proxy” for fee simple?

▪ Fee simple:
▪ “When the fee simple interest is valued, the presumption is that 

the property is available to be leased at market rates.”*

▪ What does “available for lease” mean?

▪ How does the comparable being leased “at market rates” change 

things – or does it? 

* The Appraisal of Real Estate 14th edition. Page 441



Slide 67

Fee Simple versus Leased Fee

“A lease never increases the market value of the real property 
rights to the fee simple estate. Any potential value increment in 
excess of a fee simple estate is attributable to the particular lease 
contract.”

Source: Appraisal Institute, The Appraisal of Real Estate, 14th ed. (Chicago: Appraisal Institute), 2013, p. 441.



Slide 68

• What can the property produce in rent as fee simple?

• What happens to the Leasehold Interest with Excess rent?

• Does what the property “can produce” as fee simple change with excess rent in 
place?

Negative Leasehold 
Interest

Attributable 
to Real 
Estate

Hypothetical Fee Simple 
Interest

Leasehold Value with Excess Rent

Market Rent Level

Attributable 
to Lease 
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Let’s talk about….

Go Dark



Slide 70

“Go Dark” comparisons mean different things…

Closed “Dark” store (vacant) Open store under lease

=???

Different Highest and Best Uses



Slide 71

Choice of Comparable Sales

▪“Appraisers have a special responsibility to scrutinize the 
comparability of all data used in a valuation assignment. They 
must fully understand the concept of comparability and should 
avoid comparing properties with different highest and best uses, 
limiting their search for comparables, or selecting inappropriate 
factors for comparison.“

Source: The Appraisal of Real Estate 14th edition, page 125



Slide 72

Viable Retail Location?



Slide 73

Viable Retail Location?



Slide 74

“Go Dark” comparisons mean different things…

Sale1 - Leased - Sale Price $4,000,000 Sale2 - Fee simple – Sale Price $3,000,000

=

Same HBU as fee simple
The lease may provide the “LIN Correction” for Sale 1 



Slide 75

“Go Dark” comparisons mean different things…

Fee simple sale – Former Walmart Marketplace Across Street - New Super Walmart

Same HBU
Walmart stayed at location and moved across street 
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Leased fee 
sales

Fee simple 
sales



Slide 77

Valuation of Fee simple on Leased Properties

“Income-producing real estate is often subject to an existing lease or 

leases encumbering the title. By definition, the owner of real property 

that is subject to a lease no longer controls the complete bundle of 

rights, i.e., the fee simple estate. If the sale of a leased property is to 

be used as a comparable sale in the valuation of the fee simple estate 

of another property, the comparable sale can only be used if

reasonable and supportable market adjustments for the differences in 

rights can be made.“
Source: The Appraisal of Real Estate 14th edition, page 406



What is “LIN”??
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LIN
Verb
1. To desist (from something), stop.
2. To cease; leave off.

Institutional investors “leave out” location, location, location and 
replace it with the lease and 3-things the lease provides! 



Retail Changing?
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For institutional-grade properties, the difference between fee 
simple and leased fee is more pronounced because of the “LIN 
Correction” to the rights purchased. 

Leased fee ≠ Fee simple
Leased fee ≠ Proxy for Fee simple



The Future of Retail Properties in 
Valuation for Property Tax 

Purposes 
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The Future is Only Going To get Worse
Benjamin R. Sellers, MAI
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