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W.P. Carey’s 5.3% Yield: Is Portfolio 

Restructuring A Big Red Flag? 

W.P. Carey (WPC) has undergone major portfolio 

restructuring including its significant acquisition of Corporate 

Property Associates 17 Global (“CPA:17”) in October 2018, 

and its increased M&A and disposition activity, in general. 

And while this activity is creating some operating turbulence 

in the near-term, management believes its inorganic growth 

strategy will be accretive to AFFO/share in the long-term. This 

article considers the various strengths of WPC, its dividend safety, valuation, and then concludes 

with our opinion about whether WPC’s current operating dynamics are a red flag or if this big-

dividend REIT is worth considering for investment. 

Overview 

W. P. Carey is the second largest net lease real estate investment trust (“REIT”) with an enterprise 

value of approximately $19 billion and a diversified portfolio of operationally-critical commercial 

real estate that includes 1,168 net lease properties. For over four decades, the company has 

invested in high-quality single-tenant industrial, warehouse, office and retail properties subject to 

long-term leases with built-in rent escalators. The company derives its income from lease revenue 

generated through its real estate portfolio and fees from investment management of non-traded 

investment programs. 

WPC’s portfolio is located primarily in the US and Northern and Western Europe and is well-

diversified by tenant, property type, geographic location and tenant industry. As of March 31, 

2019, out of the company’s annualized base rent (“ABR”) of $1.1 billion, approximately 64% was 

generated from properties located in the US and 34% from Europe. In terms of tenants, 29% have 

investment grade credit and its top 10 tenant concentration is 23.2%. 

Durable Portfolio 

WPC's portfolio is well-diversified among four major asset classes (office, retail, industrial, and 

warehouse) and it’s global in nature (with operations in both US and Europe, while its larger peers 

are skewed towards US retail properties). This geographical and asset class diversification often 

give WPC the ability to achieve better lease terms and investment volumes than peers, thus 

improving growth prospects and reducing exposure to economic and sector specific risks. And 

in terms of customer concentration, WPC has above-average diversification, with the top five 

tenants accounting for 14.2% of total ABR and the top ten tenants accounting for 24.4% of ABR.  

Key Takeaways: 

• Fundamentally 
strong portfolio. 

• Strategic inorganic 
expansion. 

• FFO accretion in the 
long run. 

• Quality of earnings. 
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Also 

important, WPC’s leases inherently exhibit higher growth as compared to peers considering 99% 

of its leases contain contractual rent escalations (including 63% of hikes linked to the consumer 

price index (CPI) and 33% fixed hikes.  

Strong Deal Sourcing Platform 

The W.P. Carey platform has a 45-year track-record of sourcing sale lease-back deals. This is 

important because WPC runs its business differently than peers. Specifically, WPC peers are often 

simply bidding in auction situations for an existing net lease asset (or structuring deals by simply 

competing on yield). However, the WPC platform utilizes long-term relationships (with private 

equity, brokerage, investment banking and tenant communities) to act as a go-to financing 

partner. Its global reach means that it can provide a one-stop solution for these parties, and the 

size and scale of the team provide a level of certainty and speed in getting deals done. This helps 

make counterparties more apt to work with WPC. In turn, WPC has been able to drive attractive 

lease terms, often with more contractual growth than competitors. For example, during the most 

recent Q1 2019 earnings call, management explained: 

“The market opportunity in the US for net lease remains vast. Our long-standing presence, with 

stretches back close to 50 years, and track record of providing certainty of close to sellers ensures 

we get access to almost every deal. Combined with our diversified approach and a competitive 

cost of capital, we continue to win transactions without having to compromise on lease term or 

deal structure.” 

Streamlining Through a Sizeable Acquisition 

In October 2018, with the goal of streamlining its operations, WPC acquired CPA:17 Global, a 

portfolio of net lease assets held in a non-traded REIT that the company was managing on behalf 

of its retail investors. CPA:17 was acquired in a $5.9 billion all stock deal (new issuance of 53.9 

million shares) at a cap rate of 7.0%.  
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One of the most important aspects of the deal was that it helped WPC reduce its exposure in the 

non-traded REIT investment management business. Post-acquisition, revenues generated from 

company-owned real estate increased, from 86% to 94% of total revenue, simultaneously 

reducing the contribution from fees, from 14% to 6%. However, despite  taking over $2.1 million in 

debt and a resultant decline of $30 million of asset management revenues, the acquisition is 

anticipated to be dilutive to the company’s AFFO/share, though it is accretive to the FFO/share.  

The acquisition has added approximately $5.6 billion of assets to WPC’s portfolio and increased 

the equity market capitalization to approximately $11 billion. And while the increased size and 

liquidity will help improve WPC’s quality of earnings through cost efficiencies, it creates the 

challenge in that WPC will need to make more investments to significantly impact its growth rate 

(due to its enhanced base of assets). 

Restructuring Through M&A and Dispositions 

In Q1 2019, WPC completed five acquisitions totaling $188 million and investments in two 

depleted capital investment projects at a total cost of $52 million. These acquisitions are 

consistent with the company’s goal to increase revenues through an increasingly diversified 

property portfolio. Per the Q1 2019 earnings call: 

“The acquisitions we completed during the quarter were all critical properties on long-term leases 

with the weighted average lease term of approximately 17 years and supported by strong tenant 

businesses. They provide built-in rent growth, either tied to inflation or from fixed increases with a 

weighted average fixed increase of close to 2%. And in keeping with our diversified investment 

approach, they cover a range of property types, tenant industries and geographic locations.” 

For the full year 2019, management continues to target $1 billion in acquisitions within the US, 

primarily comprised of industrial properties. The acquisitions are to be funded through dispositions 

worth $500 million to $700 million and proceeds from new debt of $128 million.  

Interestingly, and worth noting, by the end of 2019, WPC is expected to sell its stake in the New 

York Times building in New York City for $250 million and at a cap rate of 11%. The cap rate for the 

sale is above average as the lease agreement gives the tenant the option to repurchase the 

stake it sells to WPC at a predetermined price.  

Short Term Challenges  

The CPA:17 Global transaction was dilutive from an earnings (AFFO/share) point of view, resulting 

in an expected AFFO/share decline of 4.8% in 2019. The deal was dilutive from an earnings 

standpoint because the loss of fee income from CPA:17 Global fund management, and because 

of the decline in other investment management income outweighed the accretion from real 

estate WPC purchased. The likely continued wind-down of other nontraded REITs in 2020 is 

expected to further reduce the fee income stream for WPC. Additionally, the sale of the 

company’s stake in the New York Times building is expected to cause an annualized drag of 1-
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2% on the AFFO/share, given the higher cap rate compared to the market purchase cap rate of 

7-8%.  

And as WPC continues to restructure its portfolio through increased M&A and dispositions, there 

could be negative to flattish short-term growth of AFFO/share in 2019 and 2020 (unless deal 

volumes shift high). We believe WPC has the ability and desire to ramp up investment volume to 

help offset these drags, but the earnings headwinds nonetheless exist. However, in the long run, 

FFO is expected to increase thanks to the net accretion from the firm’s restructuring activities. 

Further, strengthening investment volume, primarily in industrial and warehouse properties with 

attractive spreads, is expected to also drive long-term growth. 

Higher Interest Rate Sensitivity 

Net-lease REITs primary line of business includes owning long-term assets with an average lease 

term varying between 10-20 years with little dependency on other operating cash flows. These 

investments are similar to bonds in nature and are even more sensitive to interest rate changes 

compared to some REITs. However, this is applicable for both the upside and downside 

movements. Additionally, interest rates also impact the cap rates for these securities (inverse 

relation), which ultimately drives the NAV/share. Said differently, WPC’s net leases are a little bit 

like long-term bonds in the sense that rising interest rates may put downward pressure on 

valuations, but conversely—rising rates can improve valuations too because of built in inflation-

adjusted rent escalations—not to mention if rates are rising, it probably means the economy and 

WPC’s business are doing well too.  

 

Valuation 
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As seen in the graph above1, WPC is currently trading at a P/FFO LTM and P/FFO FY+1 above its 

5-year average. However, despite the increased M&A and disposition activity, FFO is expected 

to increase in the years ahead, as seen in the table below2. 

 

On average, analysts believe the shares are currently close to fairly valued3, as shown in the 

above graphic. However, these analysts are notoriously too short-term focused, and we believe 

a higher price is justified due to the expected accretions from the acquisitions. Further, the 

increased operational certainty from the streamlined business decreases risks and warrants a 

higher valuation, especially as compared to peers. WPC is well-positioned for continuing long-

term growth. 

Dividend Safety 

WPC has historically increased its dividend as shown in the chart below. And we expect dividend 

growth to continue in the years ahead. In particular, the company’s proactive restructuring efforts 

have streamlined the business and decreased operational uncertainties. For example, the 

CPA:17 acquisition gives WPC a stronger industry footprint and more recurring real estate 

revenues (versus fee-based income) thereby providing additionally confidence and safety for 

the dividend. 

                                                           
1 Factset 
2 Factset 
3 Factset 
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Conclusion 

With a diversified portfolio spread across multiple industries and geographies, combined with 

close tie-ups with high quality tenants, WPC has stabilized its earnings and significantly reduced 

its exposure to economic fluctuations. The company’s goal of streamlining business operations, 

highlighted by the recent acquisition of CPA:17, is expected to support WPC’s stability and 

stimulate growth. And even though the company is currently facing operational headwinds 

associated with increased M&A and disposition activity, we expect the long-term advantages of 

WPC’s strategy to significantly outweigh the short-term challenges. In particular, the market may 

not yet be giving WPC enough credit for the likely decrease in volatility thanks to its streamlined 

operating activities (i.e. the market is too focused on the short-term operational volatility 

associated with the restructuring). Moreover, the 5.3% dividend yield is attractive (especially as 

compared to peers), and we expect the dividend and share price to both increase in the years 

ahead. We are long WPC. 
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