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WP Carey REIT: Tempting 6.2% Yield, But Is The Price At Risk? 

August 31, 2018, by Blue Harbinger 

Interestingly, after 2 years of underperformance, REITs have staged a bit of a comeback (see chart), 

but why has WP Carey REIT (WPC) not kept pace? This diversified commercial property REIT has a 

tempting 6.2% yield, but this article considers the safety of that yield, as well as some important 

clues about the valuation and the opportunities going forward. 

 

About: 

WP Carey REIT is a commercial property real estate investment trust that offers a big 6.2% dividend 

yield. It operates through two segment: Real Estate Ownership and Investment Management, 

although investment management has been shrinking (as a percentage) as shown in the following 

chart. 
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WPC operates across multiple industries and geographies, as shown in the following charts. 

 

 

And these property businesses generate steady cash flow for WPC. 

Uses of Cash: 

Considering it is a REIT (required to pay out at least 90% of net income as dividends), WP Carey’s 

uses of cash are not surprising. 

 

As you can see, most of the cash is used for debt, followed by dividend payments, and the company 

is NOT overextended in this regard. 

Debt: 
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As a REIT, WPC carries a significant debt load, however much of WPC’s debt isn’t expected to mature 

until 2023 – 2027. 

 

Importantly, according to WPC’s 10-K: 

“Within the next five years, approximately 27% of our leases, based on our ABR as of December 31, 

2017, are due to expire. If these leases are not renewed or if the properties cannot be re-leased on 

terms that yield comparable payments, our lease revenues could be substantially adversely affected.” 

That info is important because if WPC cannot re-lease its properties, the afore mentioned debt could 
become a problem. Fortunately for WPC, the economy  is strong, occupancy remains high (above 
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98% for the last 5-years), and many of the WPC’s long-term leases have built-in rent escalators. 

 
 
Worth mentioning, the rating agencies have a healthy and stable view of WPC debts, as shown in the 
following graphics: 
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The Dividend 
WPC dividend yield is tempting at 6.2%, but how safe is it? For starters, the rating agencies have a 
stable outlook as shown in the charts above, and the company’s cash is covering the dividend 
payments and the debt servicing, as shown earlier. Further, occupancy is high, and rents have built 
in escalators (also good for dividend safety). Further, WPC has a long-stead history of increasing the 
dividend: 

 
Also important, WPC has leases that don’t expire for many years, for example 2027 and thereafter, 
which is good for steady longer-term income. 
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Further still, this REIT has historically been very predictable as there are very few earnings surprises 
(quarterly earnings in generally very close to expectations). Also, the dividend yields currently sits 
near a historically reasonable level. 

 
In our view, the dividend yield is often a signal from management as to where they believe the price 
should be (the yield is high when the price is too low, and the yield is low when the price is to high).  
 
Valuation: 
Wall street believes WPC is relatively fairly priced, with some upside, as shown in the following 
chart. 
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However, keping in mind that Wall Street price targets are notoriously short sighted, it’s also worth 
considering their forward expectations (even if they only look 1 to 3 years ahead). For starters, Fund 
from Operations “FFO” and Adjusted Funds from Operations “AFFO” have been growing: 

 
 
And they are expected to remain strong and healthy in the years ahead. 

 
And also importantly, the street expects the dividend to increase, as shown above. More specifically, 
and importantly, AFFO per share is expected to stay well above the current quarterly dividend of 
$1.02 per share (i.e. dividend safety). 
 
And here is a look at WPC’s reasonable valuation metrics versus its recent history. 
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Investment Management Business: 
As noted earlier, WPC’s investment management business is shrinking as a percent of the total 
company. We view this as a positive because it reduces volatility in the business. Investment 
management fees can be volatile, while rents on properties owned are more predictable, which is a 
good thing for managing the steady growing dividend. On such example of the changing business 
mix is WPC’s merger with CPA: 17 (which is one of the non-traded REIT investment management 
businesses WPC manages. According to WPC management in the most recent quarterly earnings 
release: 
 
"We also remain on track to close the proposed merger with CPA:17 around the end of the year in a 
transformational transaction that we believe will create immediate and enduring value for our 
stakeholders." 
 
We view this as a good thing because it reduces volatility, and also it reduces the chance for conflicts 
of interest (WPC and the investment management businesses are theoretically, and sometimes 
literally, competitors). 
 
Conclusion:  
WPC’s big dividend is healthy and growing. WPC’s business is also healthy and strong. The valuation 
is reasonable, and leaves room for some price increases from both Price/FFO multiple expansion and 
long-term FFO growth. If you are looking for steady high income with the potential for some price 
appreciation too, we rate WPC a healthy high-income “BUY.” 
 


