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iStar Financial, Inc. 
Upcoming Investor Presentation a Potential 
Watershed Event for STAR  

When asked about the wide gap between our take on iStar Financial’s 
asset value and business prospects and the company’s share price, we 
point to two main factors that we believe largely account for the 
disconnect. One is the fact that the stock does not fit neatly into a single 
coverage category for analysts on the buy-side or the sell-side. The 
company is a REIT and has assets typical of a REIT, but given that it has not 
paid a dividend since prior to the financial crisis, it is avoided or overlooked 
by REIT analysts. STAR also has assets that would typically be associated 
with a homebuilder stock, but doesn’t really fit into that category either. 

 

 

The other factor is that STAR’s inherent value is not readily apparent 
from a GAAP accounting standpoint such that the stock does not 
screen well. The company has made significant progress in monetizing 
and repositioning its portfolio of legacy commercial real estate and 
land assets and then investing the proceeds that result in new projects. 
However, the resulting improvement in earnings power has remained 
largely obscured. 

 

 

 

We have stated that we believe 2015 is likely to be a pivotal year for 
STAR. We anticipate the monetization of the company’s legacy assets 
will accelerate, providing more transparency with regard to their 
value, while the deployment of capital into new investments should 
continue apace after it achieved $1.3bn in loan commitments during 
2014. As STAR's value becomes more apparent – the long-awaited 
sale of a portion of the $1.1bn in land assets it acquired via foreclosure 
during the financial crisis should be a key part of this revelation – the 
stock should finally break out to the upside, in our view. 

 

 

 

Valuation: Our $17 price target for STAR is based on 0.75x our 
estimate of the company’s residual value per diluted share available to 
the equity as derived from our waterfall analysis. 

  

 

STAR $14.77 
12 month target $17.00 

Upside 15.1% 

  
  BUY  
 

52 week range $12.30 - $15.19 

Market Cap (m) $1,922 

 

Price Performance 

 
Source: IDC 

 

Estimates 
 

 1Q14 A 2Q14 A 3Q14 A 4Q14 A FY14 A 1Q15 A 2Q15 E 3Q15 E 4Q15 E FY15 E FY16 
      Net Income (Adj.) (27) (16) 22 (28) (49) (23) (7) (1) 5 (25) - 

Diluted EPS (Adj.) (0.31) (0.19) 0.17 (0.33) (0.51) (0.26) (0.08) (0.01) 0.04 (0.26) - 
Finance Income 109 130 113 110 462 113 116 119 121 469 - 
Source: BTIG Research Estimates and Company Documents ($ in millions, except per share amount) 
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 As such, we believe STAR’s investor presentation on Wednesday at 
9:30am ET in New York City at the Warwick Hotel, across the street 
from NAREIT’s ongoing REITWeek, could be a watershed event for 
the company and the stock. Management has said that the 
presentation will provide a roadmap for how it intends to unlock the 
inherent value of its legacy assets and to position itself for future 
earnings growth. While such increased clarity would be important for 
investors in any company, we think it could be even more significant 
for STAR given some investors’ frustration with what they perceive as 
the company’s lack of transparency. “During our June meeting, we‘ll 
give you a comprehensive overview of how we see the world,” STAR 
CEO Jay Sugarman during the company’s 1Q15 conference call on 
April 29. 

Among the questions we believe management should address during their 
presentation are the following: 

 Sugarman, during STAR’s 1Q15 call, pointed to “some fairly 
significant technological changes taking place that are impacting real 
estate,” a theme that the company would look to pursue. Sugarman 
did not elaborate, stating that he would address the topic during the 
upcoming presentation. What are the changes to which Sugarman 
alluded, and how does STAR intend to pursue them? What is 
management’s take on the potential upside associated with this 
initiative, and what would be the associated costs? 

 STAR’s tax asset of over $750mm provides it with a benefit enjoyed by 
few REITs, which are required to pay out at least 90% of their taxable 
income to shareholders in the form of dividends. While most REITS 
must sell stock or other securities to raise capital, STAR for several 
years will be able to increase its capital base and thereby create more 
dry powder to be deployed into new loans and leases without the 
need for dilution. What is management’s take on how it views 
capital management, leverage (STAR was at the lower end of 
management’s targeted range of 2.0x-2.5x at March 31) and the 
potential to use a portion of its capital to pay a dividend? 

 Sugarman, during the 4Q14 call, noted that STAR management 
believed it was “at what we perceive as a pretty toppy part of the 
market.”  He also stated during the 1Q15 call that the market was 
“very competitive” and that “we’re seeing lots of new entrants into 
the market.”  At the same time, STAR has been steadily deploying 
capital, as it exceeded its target of $200mm in new investments per 
quarter for three straight quarters: $205.6mm in 3Q14, $456.4mm in 
4Q14 and $274.0mm in 1Q15. Sugarman has explained in the past 
that STAR has proven itself able to engage in deals that the 
company’s would-be competitors either can’t or won’t pursue, an 
ability that has given it a solid pipeline of opportunities with strong 
risk-adjusted returns. “There are always pockets to play in,” the CEO 
said during the 1Q15 call. “Part of our skill set has been to try to find 
those pockets, and you’ll hear us talk a lot more about that in June.” 
What are examples of such pockets, and what factors allow STAR 
to exploit them? 
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Waterfall Analysis: 

($  in  mms)

Collateral  Pool Asset Value

Real Estate Finance 1,307.2

Net Lease Assets 1,116.2

Operating Properties 560.0

Land 882.0

Strategic Investments 71.9

Total  Encumbered Pool Asset Value 3,937.3

1st Lien Debt

1st Lien Claims 834.6

1st Lien Debt Coverage % 472%

Remaining Asset Value Avai lable for Unsecured Debt 3,102.7

Unencumbered Asset Value 3,221.6

Residual Encumbered Asset Value 3,102.7

Asset Value Avai lable for Unsecured Debt 6,324.3

Unsecured Debt

Asset Value Available for Unsecured Debt 6,324.3

Unsecured Debt 3,426.9

Unsecured Debt Coverage % 185%

Value Avai lable for Preferred Stock 2,897.4

Preferred Stock

Asset Value Available for Preferred Stock 2,897.4

Preferred Stock 545.0

Preferred Stock Coverage % 532%

Value Avai lable for Convertible Preferred Stock 2,352.4

Convertible Preferred Stock

Asset Value Available for Preferred Stock 2,352.4

Preferred Stock 115.0

Preferred Stock Coverage % 2046%

Value Avai lable for Common Stock 2,237.4

Common Equity

Outstanding Shares 98.1

Value per Share $22.80

Source: BTIG Research Estimates and Company Documents
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Income Statement 

 

 

 

 

iStar Financial - Operating Model Dec-13 Mar-14 Jun-14 Sep-14 Dec-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Dec-15 Dec-16

($ in millions) 2013A 1Q14A 2Q14A 3Q14A 4Q14A 2014A 1Q15A 2Q15E 3Q15E 4Q15E 2015E 2016E

Operating lease income 234.6          62.1            61.0           60.7              59.3          243.1        59.1          60.6          61.2          61.8          242.8        253.6       

Interest income 108.0          27.9            35.1           31.1              28.6          122.7        34.9          35.2          35.6          36.0          141.7        147.4       

Other income 48.2            14.6            29.3           18.4              18.8          81.0          10.6          10.8          10.8          10.9          43.1          44.6          

Land sales revenue -              4.1               4.5             3.3                3.3            15.2          8.3            9.5            10.9          12.6          41.2          67.0          

Total revenues 390.8          108.7          129.8        113.5            110.0        462.0        112.9        116.1        118.6        121.2        468.8        512.7       

Interest expense 266.2          57.5            56.5           55.4              55.1          224.5        54.6          54.6          54.6          54.6          218.5        221.3       

Real estate expense 157.4          42.6            40.6           41.3              38.9          163.4        39.6          39.2          38.8          38.5          156.2        157.7       

Land cost of sales -              3.7               3.6             2.8                2.8            12.8          6.9            6.9            6.9            6.9            27.6          30.3          

Depreciation and amortization 71.3            18.6            18.8           17.7              18.4          73.6          18.5          18.6          18.7          18.8          74.6          76.1          

General and administrative 92.1            19.8            26.6           23.4              19.0          88.8          20.8          20.3          20.1          19.9          81.2          80.7          

Provision for (recovery of) loan losses 5.5               (3.4)             (2.8)            (0.7)               5.2            (1.7)           4.3            4.3            4.3            4.3            17.2          20.6          

Impairment of assets 12.6            3.0               3.3             15.5              12.9          34.6          -            -            -            -            -            -            

Other expense 8.1               0.2               4.7             (0.3)               1.2            5.8            2.1            1.0            1.0            1.0            5.1            10.6          

Total costs and expenses 613.1          141.9          151.3        155.1            153.5        601.8        146.8        145.0        144.5        144.0        580.3        597.3       

Income (loss) before earnings from equity method investments (222.4)         (33.2)           (21.5)         (41.6)             (43.5)         (139.8)      (34.0)         (28.9)         (25.9)         (22.8)         (111.5)      (84.6)        

Loss on early extinguishment of debt (33.2)           (1.2)             (23.6)         (0.2)               (0.4)           (25.4)         (0.2)           -            -            -            (0.2)           -            

Earnings from equity method investments 41.5            3.2               24.1           49.6              2.5            79.3          6.5            6.6            6.7            6.7            26.6          27.7          

Loss on transfer on unconsilidated subsidiary (7.4)             -              -             -                -            -            -            -            -            -            -            -            

Income (loss) from continuing operations before taces (221.4)         (31.2)           (21.0)         7.8                (41.5)         (85.9)         (27.6)         (22.2)         (19.2)         (16.0)         (85.1)         (57.0)        

Income tax expense (benefit) 0.7               0.5               0.2             (0.1)               (4.5)           (3.9)           (5.9)           -            -            -            (5.9)           -            

Income (loss) from continuing operations (220.8)         (30.7)           (20.8)         7.7                (46.0)         (89.8)         (33.5)         (22.2)         (19.2)         (16.0)         (90.9)         (57.0)        

Income from discontinued operations 0.6               -              -             -                -            -            -            -            -            -            -            -            

Gain from discontinued operations 22.2            -              -             -                -            -            -            -            -            -            -            -            

Income from sales of real estate 86.7            16.5            17.2           27.8              28.5          89.9          21.2          27.5          30.3          33.3          112.2        135.5       

Net income (loss) (111.2)         (14.2)           (3.6)            35.5              (17.6)         0.2            (12.3)         5.3            11.0          17.3          21.2          78.5          

Net income (loss) attributable to noncontrolll ing interest (0.7)             (0.5)             (0.3)            0.4                1.1            0.7            1.8            -            -            -            1.8            -            

Net income attributable to STAR (112.0)         (14.6)           (3.9)            35.9              (16.5)         0.9            (10.5)         5.3            11.0          17.3          23.1          78.5          

Preferred dividends (49.0)           (12.8)           (12.8)         (12.8)             (12.8)         (51.3)         (12.8)         (12.8)         (12.8)         (12.8)         (51.3)         (51.3)        

Net income (loss) attributable to HPU holders 5.2               0.9               0.5             (0.7)               0.9            1.6            0.7            0.7            0.7            0.7            3.0            3.9            

Net income (loss) attributable to common shareholders (155.8)         (26.6)           (16.2)         22.3              (28.4)         (48.8)         (22.6)         (6.8)           (1.1)           5.2            (25.2)         31.1          

EPS Diluted -$1.83 -$0.31 -$0.19 $0.17 -$0.33 -$0.51 -$0.26 -$0.08 -$0.01 $0.04 -$0.26 $0.24

Adjusted EPS Diluted -$0.27 -$0.07 $0.34 $0.44 $0.16 $0.98 $0.10 $0.23 $0.29 $0.24 $0.87 $1.08

Diluted shares outstanding 85.1            84.8            85.2           130.2            85.2          96.3          85.5          85.5          85.5          131.1        96.9          131.4       

Source: BTIG Research Estimates and Company Reports
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Appendix: Analyst Certification and Other Important Disclosures 

Analyst Certification 

I, Mark Palmer, hereby certify that the views about the companies and securities discussed in this report are 

accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 

for expressing specific recommendations or views in this report. 

I, Giuliano Bologna, hereby certify that the views about the companies and securities discussed in this report are 

accurately expressed and that I have not received and will not receive direct or indirect compensation in exchange 

for expressing specific recommendations or views in this report. 
 

Regulatory Disclosures 

Analyst Stock Ratings Definitions 

BTIG LLC’s (“BTIG”) ratings, effective May 10, 2010, are defined as follows: 

BUY – A stock that is expected at initiation to produce a positive total return of 15% or greater over the 12 months 

following the initial recommendation. The BUY rating may be maintained following initiation as long as it is 

deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 

return. 

SELL – A stock that is expected at initiation to produce a negative total return of 15% or greater over the next 12 

months following the initial recommendation. The SELL rating may be maintained following initiation as long as it 

is deemed appropriate, notwithstanding price fluctuations that would cause the target to fall outside of the 15% 

return. 

NEUTRAL – A stock that is not expected to appreciate or depreciate meaningfully over the next 12 months. 

NOT RATED – A stock that is not rated but that is covered by BTIG. 

Distribution of Ratings and Investment Banking Clients 

BTIG must disclose in each research report the percentage of all securities rated by the member to which the 

member would assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG 

must also disclose the percentage of subject companies within each of these three categories for whom the 

member has provided investment banking services within the previous twelve months. Below is the distribution of 

BTIG’s research recommendations. 

BUY: 57% NEUTRAL: 39% SELL: 4% 

Stocks in coverage as of the end of the most recent calendar quarter (March 31, 2015): 142 
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The percentage of Investment banking services is calculated as of March 31, 2015. Distribution of investment 

Banking Relationships: BUY: 83% NEUTRAL: 17% SELL: 0% 

For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold 

and Sell categories, respectively. 

Company-Specific Regulatory Disclosures 

iStar Financial, Inc. (STAR) 

Valuation 

Our $17.00 price target is based on  .75x our estimate of STAR’s residual value per diluted share available to the 

equity as derived from a waterfall analysis. 

Risks 

The primary risks to achieving our price target include vulnerability to weakness in the commercial and residential 

real estate markets, a meaningful percentage of loans that are nonperforming, a cost of capital higher than that 

of many of its peers, and vulnerability to significantly higher interest rates. 
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General Disclosures 

Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG 

institutional and corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because 

they may have received such BTIG report. 

The equity research analyst(s) responsible for the preparation of this report receives compensation based upon a 

variety of factors, including the quality and accuracy of research, internal/client feedback, and overall Firm 

revenues. 

BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive 

information, but makes no representation or warranty that the reports are accurate or complete. BTIG opinions 

and information provided in this report are as of the date of the report and may change without notice. 

This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any 

jurisdiction where such an offer or solicitation would be illegal. This research report was not drafted specifically for 

any particular individual or entity and is not a personal recommendation to participate in any particular trading 

strategy or transaction. Any recipient of this research report should obtain independent advice specific to their 

personal circumstances before undertaking any investment activity and must make their own independent 

evaluation of any securities or financial instruments. 

Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information 

known to, employees or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG 

and its parents, subsidiaries and/or affiliates). BTIG Group employees, including Sales Representatives and 

Traders, may provide oral or written commentary or advice that may be inconsistent with the opinions and/or 

views expressed in this research report. BTIG Group employees and/or its affiliates not involved in the preparation 

of this research report may have investments in securities or derivatives of securities of companies mentioned in 

this report that are inconsistent with the views discussed in this report. 

Investors in securities products bear certain risks in conjunction with those investments. The value of, and income 

from, any investments may vary because of changes in interest rates or foreign exchange rates, securities prices 

or market indexes, operational or financial conditions of companies or other factors within or beyond the 

companies control. Recipient of the research reports should be aware that investments in equity securities may 

pose significant risks due to the inherent uncertainty associated with relying on forecasts of various factors that 

can affect the earnings, cash flow and overall valuation of a company. Any investment in equity securities should 

be undertaken only upon consideration of issues relating to the recipient’s overall investment portfolio and 

objectives (such as diversification by asset class, industry or company) as well as time horizon and liquidity needs. 

Further, past performance should not be taken as an indication or guarantee of future performance, and no 

representation or warranty, express or implied, is made regarding future performance. There may be time 

limitations on the exercise of options or other rights in any securities transactions. 

The trademarks and service marks contained herein are the property of their respective owners. Third-party data 

providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness 

of the data they provide and shall not have liability of any damages of any kind relating to such data. The report or 

any portion hereof may not be reprinted, sold or redistributed without the written consent of BTIG. This report is 
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intended only for use by the recipient. The recipient acknowledges that all research and analysis in this report are 

the property of BTIG and agrees to limit the use of all publications received from BTIG within his, or her or its, own 

company or organization. No rights are given for passing on, transmitting, re transmitting or reselling the 

information provided. 

Jurisdiction and Dissemination 

BTIG is a U.S. broker-dealer and member of FINRA and SIPC. 

BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange 

Participant of SEHK and licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and 

regulated by the FSA; and BTIG Singapore Pte Ltd, registered and licensed with MAS; are all separate but 

affiliated entities of BTIG. Unless governing law permits otherwise, you must contact a BTIG entity in your home 

jurisdiction for further information, or if you want to use our services in effecting a transaction. 

Issues and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional 

clients only. Issued and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore 

and Hong Kong, further information may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, 

respectively. 

 


