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monetization of owned real 
estate via sale/leasebacks

Funny how wrong the “experts” can be. The summer began with 
Britain’s vote to leave the European Union and the political and 
economic fall-out that, according to just about everyone, was certain 
to result. This prediction was technically correct, but only for about 
a week as the U.K. economy made a quick recovery. It is too early 
to conclude if the British economy will be stronger outside the EU, 
but the economic collapse that was predicted now seems foolish.
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Brexit was the opening act for 
the U.S. presidential election. The 
“experts” said that a Democratic win 
was all but certain, and the markets 
prepared themselves accordingly 
with expectations for slow, but steady 
economic growth and a continuation 
of cheap debt. Economists and other 
prognosticators declared that the 
stock market would crash and world 
economies would plunge into recession 
in the unlikely event of a surprise 
Republican win. The unlikely happened 
and the experts appeared to be correct 
— at least for the first twelve hours.

The markets quickly reversed their 
outlook. Just two weeks after the 
election the stock market hit an all-
time high. Yields on U.S. debt have 

risen dramatically post-election, with 
10-year Treasury notes climbing over 
50 basis points over the first 20 days, 
after November 8th. Investors are now 
betting that the new administration’s 
policies — increased spending, tax 
cuts, and reduced regulation — 
will grow the economy and drive 
inflation. Are we beginning a period of 
sustained economic growth and higher 
inflation? Only time will tell. In the 
meantime, beware of the “experts.”

Now may be an opportune time for 
businesses to consider a sale/leaseback 
of owned real estate. Cap rates are at 
historic lows and are likely to remain 
low even as interest rates climb. The 
spread between cap rates and interest 
rates is still above peak lows, offering 
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room for spread compression to off-
set rising interest rates. Ample and 
cheap debt, improving real estate 
fundamentals, and strong risk-
adjusted returns for U.S. real estate 
investment will keep demand high

Domestic and foreign investors view 
U.S. real estate as a preferred asset 
class, especially investments offering 
the stability and security of fully-leased 
properties to corporate occupiers.

Monetizing Owned Assets 
Offers Advantages to 
Corporate Owner/Occupiers
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Accesses favorable 
long-term financing 
The pricing of capital in a sale/
leaseback is currently near its 2006 
peak aggressiveness for quality 
properties. Cap rates are at or near 
historic lows, so securing inexpensive 
capital via a sale/leaseback is a smart 
move. Additionally, corporate borrowing 
requires full principal repayment; sale/
leasebacks provide positive leverage 
to a company, as only a portion of the 
capital is recovered during the term of 
leaseback. This arithmetic results in the 
cost of capital in a sale/leaseback often 
being well below corporate costs of debt 
once principal repayment is included.

Improves financial performance 
Sale proceeds raise cash, and under 
current lease accounting rent expense 
for operating leases is reflected in the 
footnotes and not on the balance sheet, 
improving key financial ratios such 
as return-on-assets, return-on equity, 
debt-to-equity, and other performance 

metrics. Using monetization proceeds 
to pay down debt enhances borrowing 
capacity by deleveraging the 
company, and removal of depreciation 
expense resulting from the sale can 
increase earnings-per-share. For 
financial institutions, monetizing 
owned properties can relieve stress 
as they face a tighter regulatory 
environment requiring higher capital 
reserves against owned real estate.

Unlocks capital for growth 
and operations 
Capital locked in bricks and 
mortar provides no real return for 
a business and monetizing these 
illiquid assets liberates capital 
for more productive uses. Most 
companies achieve a significantly 
higher return on capital invested in 
their core business than the cap rate 
defining the leaseback expense.

Raises capital via 
non-traditional sources 
Maintaining cash and preserving 
traditional lines of corporate borrowing 
can be important as the global 
economy continues its slow and 
choppy recovery. Real estate investors 
and their lenders are new sources 
of financing that do not typically 
require restrictive covenants found in 
most corporate debt instruments.

Transfers obsolescence and 
residual risks of ownership 
Monetization can be achieved 
even with relatively short terms of 
leaseback for quality real estate 
assets in healthy markets, making a 
sale/leaseback a strategic option for 
maximizing proceeds while planning 
for changing occupancy requirements. 
Selling assets subject to leases of 
even a few years can create higher 

net proceeds than selling properties 
once they are vacant. Additionally, 
a sale and partial leaseback can be 
a great option for companies with 
smaller space requirements today.

Maintains control of property 
for as long as needed 
Lessees can maintain flexibility and 
asset control for extended periods 
through renewal options, expansion 
rights, and other lease clauses. 
Repurchase options or participation 
in residual upside can be achieved, 
depending on the accounting 
treatment desired for the leaseback.

The timing for monetization of 
owned and occupied real estate is 
very favorable today. Corporations 
can access new sources of capital 
at aggressive rates to liquefy non-
productive assets, improve balance 
sheet performance, facilitate right-
sizing, and maintain asset control 
while transferring ownership risks.


