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/... Some Out of Box Alternatives

1 Synthetic leases
J “On balance sheet” synthetic leases
1 Debt as a cheap equity substitute

1 Ownership and leasing: structural
alternatives for borrowers
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.../ Synthetic Leases—Still 2
- Alive and Still Kicking

Synthetic leasing remains active, although at levels less than 50%
of late *90s

J Due to media hype, most business people think synthetics are dead

New FASB accounting rules had significant impact, but off balance
sheet synthetic leases remain very viable

Sarbanes-Oxley did not terminate synthetics

Financial institutions were substantial “borrowers” (as
opposed to lenders) on synthetic leases in 2004

Financial reporting of synthetics is improved
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/.../ An “On Balance Sheet -

Synthetic Lease”?

An “on balance sheet” synthetic lease retains all the synthetic lease
benefits (except off balance sheet treatment)

interest only financing

100% of project cost is borrowed

corporate credit strength drives a low interest rate
tax benefits are retained

any property appreciation is captured

OO0 0OO

For a “credit” tenant, this is likely the least expensive way to occupy
real estate for a long term. With this alternative, any off balance
sheet synthetic lease “baggage” is avoided.
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/.../ Using Debt as a 2

Cheap Equity Substitute

Low interest rates and competition among lenders combine to make
mezz debt a cheap substitute for equity

J 80 to85% LTV tranche can price at 10% to 13%
O 85% to 90% LTV tranche can price in the mid to high teens

O this compares favorably to the equity costs of many deals, even in
today’s environment of lower yields on equity

 of course, the deal must be able to support the additional debt
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Structural Alternatives for a Real
Estate Construction/Acquisition Financing
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> Interest only financing

» Tax benefits retained

» Potential to capture future asset
appreciation

» Lowest GAAP expense

» Single stage transaction

» Numerous structural options
available with varying cash
flows, NPV, GAAP rents

» Preserves liquidity

» Assumption of construction
risk could reduce overall rent

» Clean transaction

»> Lower P&L expense than some
operating lease alternatives

» Tax benefits retained

> Establishes credit relationship

» Tax benefits retained

» Could credit enhance to lower
interest rate

» Can provide superior lease
flexibility for certain
provisions

» Tax neutral
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> Potential for future

synthetic lease “baggage”

» Interest rate risk exists

»Potential for asset valuation losses
»Must confirm auditor’s position on
the new rules

»Must locate developer/owner to
complete transaction with desired
structure

»Minimal lease term flexibility

»Leaseback alternatives are
restricted

> Interest rate risk is incurred
»Capital expended initially

»Sends negative message
»Reduces liquidity
»Depr. expense on P&L

»Sends negative message
»Partial liquidity reduction
»Depr. expense on P&L

»Asset and debt are on

balance sheet

»Must locate buyer

»Minimal lease term flexibility
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Career Summary

Greg Greene joined the Dallas office of L.J. Melody & Company in February 2003 after nearly five years at
Ernst & Young. At Ernst & Young, and now at Melody, he specializes in structuring and negotiating large
real estate financings for corporate clients, REITs and real estate investors. Greg has structured and
financed nearly $2 billion in real estate transactions over the last five years.

His clients are spread throughout the United States and include Blue Cross and Blue Shield, Citrix Systems,
Dell, Genzyme, Medical Properties Trust, HealthSouth, Immunex, JDS Uniphase, American Medical
Buildings, Vignette, St. Vincent's Hospital and numerous others.

Greg is a CPA and brings over twenty years experience in the areas of real estate finance and accounting.
This experience includes real estate advisory at CPA firms, real estate lease representation, and the Chief
Financial Officer position for a privately held group of real estate companies. Greg is a frequent author and
speaker on various real estate transaction structuring and finance topics.

Specialty
Structuring and financing real estate-based and credit-enhanced on and off balance sheet transactions to
generate positive economics and mitigate ownership risks.

Education

MBA - University of Texas
BS - Accounting - University of Alabama

CBRE|L-J- MELODY

CB RICHARD ELLIS



