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Asset—based borrowing has long been
a prevalent form of financing for cor-
porations with significant corporate
real estate holdings as well as private
equity firms and management groups
looking to finance the acquisition of
these types of companies.

Although the volume of new acquisi-
tions has dropped precipitously due to
the limited availability of capital sour-
ces in the current credit environment,
asset-based financing continues to be
a viable source of funding for compa-
nies with strong management and solid
business strategies.

Sale-leaseback as a form of
corporate financing

The long term sale-leaseback is a form
of asset-based financing that allows
companies to access the market value
embedded in their corporate real estate
assets and convert it to a liquid source
of capital that can be used to retire
existing debt, fund operating costs,
support expansion strategies or some
combination of all three.

The basic premise of the sale-leaseback
is that a corporation sells its real estate
to an investor who then leases the
property back to the company on a
long term basis; thereby allowing the
company to retain operating control of
the property.

Another significant advantage of the
long term sale-leaseback is that finan-
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cing of 15 to 20 years with additional
renewal options can bridge credit cycles.
Consequently chief financial officers and
corporate investors have the ability to
better predict their ongoing financing
costs despite the unpredictable and cy-
clical nature of the debt markets in the
shorter term.

The selction
of the best buyer

In contemplating a sale-leaseback the
seller[tenant needs to look at the finan-
cial strength and structure of the buyer,
its track record in the sale-leaseback
industry, the objectives and reliability of
the buyer's capital sources and the buy-
er's understanding of the selling com-
pany's industry, business and operations.
For a corporate property owner to enter
into a long term transaction with a spec-
ulative buyer looking for a short term
gain is a recipe for disaster.

Everything from initial deal terms to
ongoing decisions with respect to the
asset will be viewed from conflicting
perspectives. Long term assets should be
financed by investment firms with share-
holders whose objectives are to generate
steady income and assure capital preser-
vation over the longer term.
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Although one source of funding for cur-
rent sale-leaseback transactions is pri-
vate sale-leaseback funds whose institu-
tional investors are looking for market
driven shorter term gains, another
source is income-oriented REITs that
invest in sale-leasebacks structured for
individual retail investors who are com-
mitted to a longer term investment
strategy. Because of their longer term
investment objectives, income-oriented
REITs tend to be a more complementary
source for long term sale-leaseback
financing.

The necessary abilities
of the investor

However, a company that "sells" a key
operating facility needs to know that in
addition to having compatible long
term objectives, the buyer is capable of
closing the transaction on a timely
basis. The buyer's ability to structure a
transaction within sale-leaseback con-
tractual parameters while addressing
the specific operating and financial
requirements of the company is also a
critical factor for the seller/tenant.

Lastly, the buyer must also have the
financial expertise to determine inde-
pendently that the company's opera-
tions will support the rental obligations
to the buyer and also generate a profit
for the company.

The analysis of the seller/tenant
in sale leaseback

Because risk management should work
both ways when it comes to sale-lease-
back transactions, the buyer needs to
determine the strength of the seller/
tenant's current and projected financial
position as well as its current and
planned business/operating strategy. The
capabilities of its management team,
the health of the company's industry
and its position within that industry
should also be key components of the
buyer's analysis.

Sale-leaseback financings that incorpo-
rate these types of analyses and due
diligence on the part of both the corpo-
rate seller and financial investor are
those that will achieve success for all
parties over the “long term" 4
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