


Benefits to leasing:
« Flexibility
e Lower initial cash required
« Ability to focus all energies on operating the business
« Credit requirements are often less
* Easier to move to a new location
« Monthly rent expenditure is a tax deduction as a business
expense
« Not subject to the risk of a declining real estate market

Disadvantages to leasing:
e Less control
e Increasing future rent expenses
¢ No opportunity for equity buildup as with owning property
» Tenant may cancel or not renew the agreement
» May be forced to relocate at the end of the lease term

Our Texas retailer targeted the lower-upper and higher-
middle class consumers who frequented premium locations near
malls and big box retailers. For him an ideal site was a location
near the big box retailers and malls. “The national chains identify
the premium locations for you,” he said. “You may pay a pre-
mium but secure a site with good appreciation potential.” This
retailer advises against looking for the inexpensive location and
betting on future growth. He prefers a sure bet at a premium.

Tenant mix is not as important as you might expect. Origi-
nally this retailer focused on leasing to complementary tenants.
However, this strategy didn't make much difference and now
he focuses on getting the best tenants possible, often the na-
tional brands.

With a 20 year time horizon your real estate has the po-
tential to be worth more than the floorcovering business. The
real estate will be highly marketable, while the flooring business
may be harder to sell. A reasonable strategy for floorcovering
retailers is to begin investigating the options of owning your

Benefits to purchasing:
« Control
« Fixed mortgage amount for the term of the loan
* Ability to rent excess space
« Interest on the mortgage loan is tax deductible
 Improvements can be made to the property as you wish
« Annual depreciation deductions on taxes
* Potential real estate appreciation

Disadvantages to purchasing:
* Reduced flexibility
« Short term impact on cash reserves
« Real estate market may decline or become overbuilt
« Responsible for property management in addition to operating
a business

own real estate, becoming the anchor tenant, and leasing
the additional space. This strategy provides a hedge against
the ups and downs of the business
cycle and the future marketability of
the floorcovering business. B
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