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Sale-leasebacks likely tobe ‘good business’ innear future

By MariLyn Bowpex

Some owner-users of indus-
trial properties are looking for
sale-leaseback arrangements as
a way to raise capital, but bro-
kers say tough financing crite-
ria and uncertainty about true
market value can be major
hurdles for potential buyers.

A sale leaseback — which frees
funds for the seller and. be-
cause the property has a tenant
and an income stream, is a rela-
tively safe investment for the
buyer — is likely to be *a good
business for the next several
months,” said Edward W.
Easton, chairman of The Easton
Group. “Sellers are much more
motivated to do something like
this now because it is one of the
few methods of financing avail-
able to them.”

But there’s a gap, he said,
between what buyers are ask-
ing and what sellers are willing
to pay.

“Sellers are getting more real-
istic,” Mr. Easton said. “but
buyers are getting more demand-
ing because their capital has
potential in other arcas. So that

is one difficulty. Anotheris that
in this economy. people are
afraid to do anything at all.

“There’s $14 trillion in liquid-
ity funds that really doesn’t want
to be there,” he said. “They
would prefer to make an invest-
ment, but there is that fear.”

Paul N. lsenbergh, a senior
vice president in the Global Lo-
gistics Group at Grubb & Ellis,
said financing is very difficult
to obtain today.

“Institutions can do it,” he
said, “but they are being very
cautious right now.”

He said many industrial real
estate investment trusts have
recently reduced their staffs sig-

nificantly and have put some of

their portfolios on the market.

“They are not normally sell-
ers,” Mr. Isenbergh said, “but
they are selling now to raise
cash and improve their balance
sheets. So many of the institu-
tions that would typically be
acquiring are on the sidelines
right now.”

As for individual and private
investors, he said, “unless they
are flush with cash and can get
a 60%-65% mortgage, they are
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Paul N.Isenbergh, of Grubb & Ellis, says some industrial investment
trusts have started selling portfolios to improve their balance sheets.

out of the game.”

Buyers also have an under-
standable reluctance to gamble
onalenants’ viability in a chang-
ing market, said Walter Byrd,
managing director at
Transwestern.

“*The ground is moving under
everybody’s feet,” he said. “No
one can get a handle on whether
atenant is going to be there two
or three years down the road.
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With that plus the difficulty in
obtaining financing, it's a bit of
achallenge.”

Jose Juncadella, founder of
Fairchild Partners, said there
are institutions looking for sale-
leaseback deals but they will be
very choosy about the tenant,

“It has to be a B-plus or A
credit type of company with good
financial statements, not one that
is in an industry in trouble.” he

said — companies such as tile
distributors and home-furnishing
firms that rely on the housing
trade need not apply.

“Potential buyers are also
looking for a good discount,”
Mr. Juncadella said. “They are
complaining that there is a dis-
connect between what the seller
considers the price of a prop-
erty to be and what they are
willing to pay.”

Tomakeadeal, Mr. [senbergh
said, “sellers will have to accept
that prices are not as good as
they were 10 months ago and
cap rates on the lease are going
to much higher because the risk
is much greater these days.

“A single-tenant building has
more risk than one with many
tenants, so I think the cap rate
will be 9%-12%. A year ago,
really good-quality industrial
properties were trading at 7%-
8% cap. That’s a tremendous
jump.”

But for sellers who can find
buyers, Mr. Isenbergh said,
“it’s a greal way to raise cash
and help their company be re-
classifying their leasehold facil-
ity abligations.”



