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This is the National Real Estate Investor’s department’s deck is best if it 
runs two lines long.  By Writer

Department Head is Best at 1 Line

W ith a weak economy and the 
prospect of war, real estate 
investors are understandably 

nervous. The good news is that they 
aren’t handcuffed by a 1990s-style liquid-
ity crisis that brought the industry to a 
standstill a decade ago.

In the past few years, the commercial 
real estate market has been buoyed by 
a liquid secondary market for debt cre-
ated by the soaring volume of loan sales 
and loan securitizations. Commercial real 
estate loan securitizations now exceed $60 
billion annually while commercial real 
estate loan sales are estimated to be $10 
billion per year and growing rapidly. This 
new liquidity is fundamentally changing 
the dynamics of commercial real estate 
lending and is likely to exert a greater 
influence on the market in years to come.

For commercial real estate investors, 
what are the most significant and imme-
diate benefits from this new wellspring 
of liquidity? First, credit is more readily 
available today than in previous economic 
downturns and will remain available, even 
if market conditions do not improve. 
Additionally, pricing decisions are becom-
ing more rational because the secondary 
markets provide lenders with an indepen-
dent price comparison for similar loans, 
validated each day by the collective wis-
dom of buyers and sellers.

Subhead
Commercial real estate investors have 
more access to credit in this business 
cycle than in previous ones because lend-
ers are using the secondary market to dis-
pose of debt efficiently and quickly, thus 
freeing up capital for additional lending. 
The Internet has substantially reduced 
the friction in selling loans by facilitating 
online loan analysis, due diligence and 
bidding, as well as the use of online data 
to set debt prices. As a result, the Internet 

has reduced the loan sale process from 
120 days to 45. Ten years ago, when the 
Internet didn’t exist for commercial pur-
poses, bank debt was largely illiquid.

This newfound liquidity in the sec-
ondary market has enabled bankers to 
alter their lending strategies to accommo-
date more investment financing. Today, 
lenders are often making a loan with the 
intent of letting it season for two years and 
then selling it individually, in a pool of 
loans, or packaged as commercial mort-
gage-backed securities (CMBS). 

Equally as important, lenders increas-
ingly are taking advantage of the sec-
ondary market to buy commercial real 
estate loans to balance or fine-tune the 
composition of their portfolio and to 
minimize risk.

Subhead
The key reason liquidity is unlikely to dry 
up anytime soon is that structural forces 
in the commercial real estate lending 
industry are effectively institutionalizing 
the secondary market.  After the hard 
lessons of the 1990s, regulators are wary 
about overexposure to any asset type, 
particularly commercial real estate. 

Bank shareholders have concerns of 
their own. Lenders with a sizeable portfo-
lio of non-performing loans can damage 
share prices quickly. Therefore, selling 
problem loans in the secondary market 
can lead to an immediate boost in share 
prices.

One of the most important collat-
eral benefits of the thriving secondary 
market — and a unique difference in 
this business cycle — is that local real 
estate markets are enjoying a new level of 
liquidity. National and regional lenders 
are regularly selling debt held on proper-
ties located in suburban or rural areas to 
investors from outside the region. The 
secondary market’s ability to factor in risk 

for regional differences is making those 
transactions both possible and profitable 
for market participants.  

Subhead
In addition to greater availability of cred-
it, the secondary market is rationalizing 
the loan pricing process for commercial 
real estate investors. The reason is that 
the secondary market is providing an 
objective, immediate and independent 
benchmark for comparison.

For both bankers and investors, the 
secondary market provides a daily refer-
ence point for prices on all kinds of loans. 
In fact, both parties can look at the same 
trade data to make their own case for the 
most advantageous terms. the loan pric-
ing process for commercial The tyranny 
of best guesses, anecdotal evidence, or 
some other criteria is giving way to hard 
numbers from actual trading — available 
for all to see.

The net effect of this greater liquid-
ity is not only more available credit and 
more systematic pricing, but also a higher 
comfort level among bankers. These are 
positive trends for the long-term health of 
the commercial real estate industry.

With a weak economy and the gist 
of war, real estate to hard numbers from 
actual trading way to hard times from 
actual trading way to hard numbers from 
actual trading investors are understand-
ably nervous. The good news is that they 
aren’t handcuffed by a 1990s-style liquid-
ity crisis that brought the industry to a 
standstill a decade ago.

To a standstill a ago.
❚

O U T S TA N D I N G  W O M E N

But she was determined to keep the real 
estate holdings, and she prevailed. 

Fast forward nearly 10 years. Ventas 
has been transformed from arguably the 
worst performing real estate investment 
trust to one of the best. Its portfolio is 
valued at $10 billion and includes 514 
health care-related facilities — 191 skilled 
nursing centers, 41 hospitals and 253 
seniors housing projects among them 
— in 43 states. The REIT has produced a 
10-year annual compound return of 19% 
and a five-year annual compound return 
of 39%, according to the CEO.

Today, Ventas boasts an estimated $6.5 
billion equity market capitalization and 
has $3.5 billion of debt. Contrast that 
with 2000, when it had $100 million 
in equity and $1.1 billion of debt, says 
Cafaro, chairman, president and CEO.  
On Aug. 25, Ventas stock closed at $43.36, 
down from a 52-week high of $50.39.

What became of the bankrupt ten-
ant Vencor? Cafaro helped rescue it by 
restructuring its debt, and it was revived 
as Louisville-based Kindred Healthcare, 
a strong Ventas tenant with annual
 revenues exceeding $4 billion. 

A cum laude graduate of the University 
of Chicago Law School in 1982, Cafaro’s 
achievements have been rewarded. She 
earned more than $7 million in executive 
compensation in 2007, including a base 
salary of $600,000, short- and long-term 
bonuses and other incentives, according 
to an April 4, 2008 proxy statement. The 

When a board member of the 
Louisville, Ky.-based health 
care REIT Ventas phoned 

Debra Cafaro nearly 10 years ago and 
asked for her help, Ventas was essentially 
on life support: Its main tenant, Vencor, 
faced bankruptcy.  

Cafaro was a Chicago real estate attor-
ney who in 1998 had negotiated the 
sale of Ambassador Apartments and its 
15,728 units to Denver-based AIMCO, 
a multifamily REIT, for $682 million. 
She had been hired just a year earlier as 
Ambassador’s president before discov-
ering financial problems so severe she 
decided that selling the company was the 
only solution. It left her without a job.

“The board asked me to come and try 
to save Ventas,” Cafaro says. Louisville-
based Vencor, which accounted for 99% 
of Ventas’ revenues, filed for bankruptcy 
in 1999, months after she came aboard. 
“I really had to learn the health care busi-
ness, and I had to do it while we were 
doing this high-wire act and very intense 
negotiation and restructuring process 
with multiple parties. It was really Ventas 
against the world at that time.” 

The REIT’s main asset was its real 
estate, a network of health care facili-
ties and seniors housing. “Everybody 
else wanted it. Our banks wanted it, 
Vencor’s banks wanted it, and so it was a 
very intense period and there were many, 
many long days and nights and a lot of 
blood, sweat and tears,” Cafaro recalls. 

base salary represents an 8.1% increase 
over her 2006 salary. 

Cafaro delivered results far beyond 
expectations. “She is strategic and per-
ceptive to the changes taking place in her 
business, and has an uncanny ability to 
stay ahead of the curve,” says economist 
Peter Linneman, professor of finance and 
business and public policy at the Wharton 
School of the University of Pennsylvania. 
Ventas is now one of the nation’s largest 
publicly traded real estate companies.  

In May, Cafaro moved the REIT’s 
headquarters from Louisville to Chicago 
to increase exposure to other REITs, pri-
vate real estate companies and inves-
tors. In 2007, she guided the $2 bil-
lion purchase of Sunrise Senior Living, a 
Canadian REIT, which brought Ventas 77 
private-pay assisted living facilities. 

The Sunrise model departed from 
Ventas’ reliance on triple net leases, since 
it derives net operating income from 
assets, and must balance revenue with 
property expenses. Sunrise accounts for 
about 19% of net operating income. 

Ventas has 10 medical office projects 
in the pipeline, valued at $150 million.

Not surprisingly, Cafaro has no sense 
of being held back in her career because 
of her gender. “There have been many 
occasions in my professional life when 
people have sought me out,” she says, as 
Ventas board member Doug Crocker did 
a decade ago. “I’ve been so fortunate.”
— Denise Kalette

Debra Cafaro, Ventas

Attorney Debra Cafaro taught herself the 
health care business and fought to save 

the enterprise’s real estate holdings.

Ventas CEO 
Rescued REIT 
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