
ing and economic growth, as well as 
some heart-stopping corrections in the 
market. seems to have changed Mr. 
Greenspan's thinking. 

Although rates have dropped 
sharply in the past two quarters, 
fmancing spreads continue to widen. 

Sale-leaseback financing most com­
monly involves a company selling one 
or more single-tenant properties to an 
investor - individual, company, pen­
sion fund or group - usually for fair 
market value. The investor/landlord 
provides the seller with a triple-net 
lease for a negotiated period of 10 to 
2S years. The seller/tenant usually 
pays the investor a negotiated annual 
rent equal to 8 percent to 15 percent 
of the contracted sale price. Most 
often, the lease rate is credit-driven 
and constant. 

Triple net refers to the payment of 
property taxes, maintenance and insur­
ance. In an NNN lease, the single tenant 
agrees to pay all the expenses associated 
with the property use and occupancy, 
including the cost of insurance, rcal 
estate taxes, improvements, on-site prop­
erty management and maintenance, in 
exchange for control of the property and 
a favorable long-term lease. 

There also are derivatives of the 
NNN called bond-lease, absolute 
NNN and double-net lease. These 
names invariably change across the 
United States and with different 
investors. 

Regardless of the moniker, NNN 
investments are available for all types 
of existing or build-to-suit real estate, 
including service centers, fast food 
establishments, industrial and health 
care facilities, office and educational 
buildings, distribution warehouses and 
retail stores. 

Most companies require real estate 
in order to conduct their businesses; 

however, few firms profit from owning 
those properties. The cash ancl credit 
they have tied up in facilities and land 
represent assets that could be 
employed much more productively in 
the corporation's core business opera­
tions. 

Directors and officers are constant­
ly faced with the question of how the 
company will pay for or finance the 
cost of the properties without tying up 
operating dollars, without severely 
impacting its credit facility and load­
ing up their balance sheet with debt. 

The question is fraught with a variety 
of uncertain variables, including the 
present and future costs of money, pro­
jected tax benefits, maintenance and 
rental costs, and the accounting treat­
ment. Then there is the guessing game 
on the expected future value of the real 
estate in 10, 20 or 30 years. 

An r-; NN leasehold obligation that 
qualifies as an operating lease under 
the criteria set by the Financial 
Accounting Standards Board, however, 
will not appear on the tenant's balance 
sheet as either debt or long-term oblig­
ation. The corporation pays off the 
mortgage obligations and/or just 
receives the unlocked cash from the 
sale of its depreciated real estate. 

The improved debt-to-equity ratio 
and current ratios can make a corpora­
tion/tenant much more attractive to 
banks and other traditional lenders, as 
well as investors and shareholders. 
Short-term borrowing can be avoided 
and a need for credit lines possibly 
eliminated. 

In addition to expense reduction and 
the conversion of the corporation/ten­
ant's illiquid real estate assets to capital, 
a sale-leaseback with a properly struc­
tured operating lease can provide the 
corporation/tenant company with busi­
ness advantages: 
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• 100 percent financing based on 
the assessed value of the property, in 
contrast to the 50 percent to 85 percent 
usually provided by mortgage financ­
ing; 

• Full operating control of the real 
estate under the tenant's lease provi­
sions; 

• Tax deductible lease payments, 
that is a lower after-tax cost; 

• Cash realized from the sale-lease­
back transactions can be used to 
enhance liquidity, expand operations, 
acquire other businesses, reduce debt, 
invest in 1031 exchanges, etc. 

In the area of acquisitions and lever­
aged buy-outs, a sale-leaseback can be 
used as part of the overall transaction. A 
corporation planning to acquire another 
firm can use the assets of the acquired 
company to reduce total acquisition cost 
The need for higher-eost debt and 
lengthening the maturities of the overall 
financing is reduced. 

Taking a long view, many executives 
express concern about their options 
when the lease expires. Three choices 
emerge: 

• The tenant can renew the lease at 
a new negotiated rate. 

• If the tenant had a renewal clause 
in its initial lease, it could exercise its 
option and re-lease the property from 
the landlord at the rate specified in the 
clause. 

• The tenant can also move to a 
new location. 
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