
April 2022

Triple Net Lease, A New Real Estate Sector  
That Is Attracting Attention

Decreased occupancy and rental rates as a result of the pandemic have made it more challenging for real estate 
investors to find stable income. Despite today’s challenging real estate investing environment, the net lease sector 
has proved to be resilient in terms of stable occupancy and continued cash flows throughout the pandemic. 

We interviewed Yoshiko Nakamura, Vice President of Hodes Weill & Associates, a global capital advisory firm 
specializing in real estate and real assets, and an expert on the global real estate industry, about the structure of 
triple net leases and their investment merits.

This article has been translated to English from its original publication in Japanese. The article was first 
published in AL IN on February 28th, 2022.  https://al-in.jp/8115/

First of  all, could you provide an overview of  the net lease sector and explain what a 
triple net lease is?

In a net lease agreement, the tenant pays operating costs and capital expenditures such as real estate 
taxes in an addition to rent. Depending on the prescribed costs that the tenant will bear, these leases can 

either be classified as a double or triple net leases. A triple net lease is usually a lease contract in which the tenant 
bears many of  the costs normally borne by the property owner, such as repair & maintenance expenditures, 
insurance, and taxes.

Net lease agreements are commonly structured as a “sale-leaseback agreement” in which a company sells its 
owned real estate asset to a third-party fund or investor who then leases it back to the company as a tenant. This 
allows the company to continue to use the real estate asset while simultaneously unlocking substantial capital 
through the sale, which can then be redeployed for other more core business uses.

A new long-term lease is typically structured as part of  the sale-leaseback transaction, allowing the new owner 
to benefit from long-term contractual rent payments, without the variance of  property expenses, which are 
passed through to the tenant. Additionally, the leases are often structured so that tenants are obligated to 
continue paying rent over the life of  the lease, even if  they choose to vacate the property before the lease term 
is up. These elements make it possible to maintain highly predictable net cash flows over a long period of  time.

We are not very familiar with these types of  contracts in Japan, but are these  
common overseas? 

Yes, net lease contracts are fairly common in the United States and Europe, especially for single tenant 
properties. Net lease transactions accounted for approximately 14.7% of  all commercial real estate 

transactions in the United States in 2020.1 United States and European companies have become more mindful 

1. CBRE Research, Real Capital Analytics Q1 2021.
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of  capital efficiencies and are feeling increased pressure to unlock capital from their real estate holdings and 
reinvest this in their core business. This has resulted in continued demand for net lease transactions as a source 
of  financing, alongside more traditional debt and equity methods. 

 

As triple net leases continue to be utilized throughout the real estate sector, how can 
investors access this strategy?

Given Japanese real estate investors’ strong demand for lower risk strategies and stable yields, as well as 
corporations’ need to access capital, net lease real estate has been increasingly prevalent in recent years 

and has become a popular investment strategy for both publicly listed REITs and private funds.

For example, in 2006 there were only nine U.S. listed REITs focused on net lease with a market capitalization 
of  approximately $1 billion, which accounted for 2% of  the total REIT market. By 2021, there were 21 net 
lease REITs with a market capitalization of  approximately $144 billion, accounting for 9% of  the total market.2

In terms of  asset classes, office, industrial, and retail are the most popular sectors in the net lease market. The 
retail sector is not limited to discretionary retail types, with consumer staple companies, such as supermarkets, 
pharmacies, and gas stations & convenience stores, also frequently using this strategy. 

Private funds that invest in net lease strategies are becoming increasingly popular, especially across the United 
States and Europe. According to CBRE, the average net lease cap rate across the United States was 6.2% last 
year.3 Furthermore, investors are finding that net lease strategies offer relatively higher yields in addition to the 
same stability associated with core real estate strategies.

Could you please tell us more about the performance  
of  net lease real estate?

Net lease strategies have maintained stability across multiple real estate cycles. If  you look at the quarterly 
changes in the NOI of  investments across different sectors during the Global Financial Crisis, the NOI 

Index’s for the office, apartment, retail, and industrial sectors significantly declined during this period as a result 
of  reduced occupancy 
rates and falling rents. 
During this same period, 
the NOI index for net lease 
investments, backed by 
long-term contractual cash 
flows, remained stable.

Similarly, net lease REITS 
proved resilient during the 
pandemic, outperforming 
REITS from other sectors 
over the same time period. 
Additionally, in the current 
rising interest rate environment, listed REITs may be volatile. Private funds, on the other hand, are less sensitive 

2. NAREIT REIT Watch 2006 and 2021. 
3. CBRE Research Q1 2021.

Source: CoStar Research & Data
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to market volatility, while still enabling investors to benefit from the long-term contractual cash flow nature of  
net leases. 

Are there any important considerations for  
net lease investments?

The quality of  tenant credit is an important consideration when making net lease investments. As net 
lease investments are often single-tenant in nature, the credit quality of  the underlying tenant becomes a 

more important factor as compared to general real estate investments with multiple tenants.

From an investor’s perspective, it is also important to determine the sourcing capabilities of  the manager 
and its net lease investment strategy. As many corporations use sale-leaseback transactions as a financing 
strategy to access the capital markets, some managers seek to structure sale-leaseback transactions directly from 
corporations, thereby creating additional value. Alternatively, net lease assets with pre-existing leases can be 
acquired from other net lease investors.
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Hodes Weill & Associates (“Hodes Weill”) is a leading, global advisory firm focused on the real estate investment and funds management industry.*  
The firm has offices in New York, Denver, Hong Kong, London and Amsterdam. Founded in 2009, Hodes Weill provides institutional capital raising for funds, 
transactions, co-investments and separate accounts; M&A, strategic and restructuring advisory services; and fairness and valuation analyses. Clients  
include investment and fund managers, institutional investors, lenders, property owners and other participants in the institutional real estate market. 
 
This document is only intended for institutional and/or professional investors. This material is intended for informational purposes only and should not be relied upon to 
make any investment decision, as it was prepared without regard to any specific objectives, or financial circumstances. It should not be construed as an offer, invitation to 
subscribe for, or to purchase/sell any investment. Any investment or strategy referenced may involve significant risks, including, but not limited to: risk of  loss, illiquidity, 
unavailability within all jurisdictions, and may not be suitable for all investors. This publication is not intended for distribution to, or use by, any person in a jurisdiction 
where delivery would be contrary to applicable law or regulation, or it is subject to any contractual restriction. 
 
The views expressed within this publication constitute the perspective and judgment of  Hodes Weill & Associates, LP at the time of  distribution and are subject to change. 
Any forecast, projection, or prediction of  the real estate market, the economy, economic trends, and equity or fixed-income markets are based upon current opinion as 
of  the date of  issue, and are also subject to change. Opinions and data presented are not necessarily indicative of  future events or expected performance. Information 
contained herein is based on data obtained from recognized statistical services, issuer reports or communications, or other sources, believed to be reliable. No representation 
is made as to its accuracy or completeness. 
 
* All U.S. regulated capital market and securities advisory services are provided by Hodes Weill Securities, LLC, a registered broker-dealer with the SEC, and a member of  
FINRA  and SIPC, and internationally, by non-U.S. Hodes Weill affiliates. 
 
For more information, please contact us at info@hodesweill.com or visit us at www.hodesweill.com
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