
ue of the real estate in 10.20 or 30 years. 
A NNN leasehold obligation that quali­

fies as an operating lease under the crite­
ria set by the Financial Accounting Stan­
dards Board. however, will not appear on 
the tenant's balance sheet as either debt or 
long-tenn obligation. The corporation pays 
off the mortgage obligations and/or just re­
ceives the unlocked cash from the sale of 
its depreciated real estate. 

The improved debt-to-equity ratio and 
current ratios can make a corporation/ten­
ant much more attractive to banks and oth­
er traditional lenders. as well as to share­
holders. prospective investors and poten­
tial acquisition partners. Short-tenn bor­
rowing can be avoided and a need for cred­
it lines possibly eliminated. 

In addition to expense reduction and the 
conversion of the corporation/tenant's illiq­
uid reaJ estate assets to capital. a sale-lease­
back with a properly structured operating 
lease can provide the corporation/tenant 
company with the following business 
advantages: 

• 100 percent financing based on the as­
sessed value of the property. in contrast to 
the 50 percent to 85 percent usually pro­
vided by mortgage financing; 

• full operating control of the real estate 
under the tenant's lease provisions; 

• operating leases that do not appear on 
the corporate balance sheet as debt or as a 
long-tenn lease obligation; 

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

• effective land depreciation; (since the 
value of the land acquired is factored into 
the rent. the tenant can effectively depre­
ciate the land by deducting the rent under 
the lease attributable to the land.) 

• cash realized from the sale-leaseback 
transactions that can be used to enhance 
liquidity, expand operations. acquire other 
businesses, reduce debt or invest in 1031 
exchanges. 

In the area ofacquisitions and leveraged 
buy-outs. a sale-leaseback can be utilized 
as part of the overall transaction. A corpo­
ration planning to acquire another fum ­
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or even their own companies throu~h a 
leveraged buy-out - can use the assets of 
the acquired company to reduce total ac­
quisition cost The need for higher-cost debt 
and lengthening the maturities of the over­
aU financing is reduced. 

Taking a long view. many executives ex­
press concern about their options when the 
lease expires. Three choices emerge: a) the 
tenant can renew the lease at a new nego­
tiated rate; or b) if the tenant had a renew­
al clause in its initial lease. it could exercise 
its option and release the property from the 
landlord at the rate specified in the clause; 
and c) the tenant can also move to a new 
location. 
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