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Cap rates in the single tenant net leased drug store sector continue to 
compress from the �rst to second quarter of 2011, with the median 
asking cap rate declining by 11 basis points. The compression is being 
derived by the anemic growth of new drug store development from both 
Walgreens and CVS compared to prior years.  Both these category 
leaders have decreased their year over year development of new stores 
by over 10%.  This lack of new development combined with the contin-
ued low interest rate environment and increased use of 1031 exchanges 
is driving the rising valuations. A further contributing factor enabling cap 
rates to decrease is investors in the single tenant sector are demanding 
low risk assets with long term leases to investment grade rated tenants.  
Among low risk properties, Walgreens and CVS are rare investment grade 
retailers with lease terms of over twenty years.  Investor demand for the 
higher quality properties in this asset class can be illustrated by the cap 
rate spread of drug stores vs. the net lease retail market as a whole. In the 
second quarter, drug stores were transacting at a 110 basis point 
premium vs. the net lease retail market as a whole.

While Walgreens and CVS remain the center of investment activity within 
the net lease drug store sector, Rite Aid is seeing a nascent resurgence of 
investor interest.  Transaction volume for Rite Aid properties has 
increased 23% on a year over year basis.  Despite Rite Aid’s long term 
leases, there has been limited demand from investors as Rite Aid is a 
non-investment grade rated tenant.  However, with a long term lease 
and a current median yield of 9.23%, investors are emerging to selec-
tively pursue locations in primary metropolitan areas with strong store 
sales. 

The single tenant net lease drug store sector will continue to remain 
active as private investors seek the safety of this asset class. Transaction 
volume remains heavily concentrated in Walgreens and CVS properties. 
However, as Walgreens and CVS development pipeline remains below 
historical standards; our expectation is for new property demand to 
outpace supply until at least the end of 2012. This supply constraint will 
cause some investors to seek drug store assets with shorter term leases 
or pursue other investment grade related single tenant investments.
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MEDIAN ASKING CAP RATES BY PROPERTY TYPE
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MEDIAN ASKING CAP RATE BY BUILDING AGE
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COMPANY AND LEASE OVERVIEW

A (Stable)

$32 Billion

$71 Billion

208

7,715

25 year primary term with 
fifty years of options

None

BBB+ (Stable)

$49 Billion

$101 Billion

238 

7,266

25 year primary term with 
six 5-year options

Not in the primary term, 
10% in option periods

B- (Stable)

$1 Billion

$25 Billion

0

4,714

20 year primary term with
six 5-year options

Increases every 10 
years of 10%
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Typical Lease Terms

Typical Rent Increases


