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Environment

White-elephant properties turned
around with cash and expertise

by Gary D. Beers
As a result of increased envi-
| lati -1

towards that goal. Often, the prop-
erty owner wnntx the same end,

uuhadbeenleuedbylmpr
firm for oil well

g but lacks fi | capability. the closure of the wells, the
environmental liability and re- At this point, the investor will landowners had di
stricted lending practices for con-  have experts review the technical leum ination of the sur
taminated “white elephant” prop-  aspects of the environmental prob-  face and subsurface soils in lim-
erties, many owners are stuck with  lem, including the need, scope ited areas of the property.
large commercial properties that Andpmpoledconufonddmoml ‘The major firm wanted to con-
are contaminated. work. The investor can be- tinue the lease and avoid further
Several savvy investors have gin a detailed aelemon process  discovery into the magnitude of
developed expermc in hunting for the approp i | problem, while
down tal \! the landowners wanted to sell the
lndworltmgmmthcownerm The hasis in this approach ial prop for develop-

bring the property into the mar-
ket and complete a sale. While
the specifics on how this is ac-
complished vary, there are some
general guidelines used by inves-
tors.

Approach

First, the difference between
the current and potential market
value of the property should be
large enough to provide a good

is on engaging several small firms,
each with specific expertise and
firsthand knowledge of a par-

ticular regulatory agency. With tent of the problem.

an understanding of the agency’s After initial screening of the
infc ion needs and decisi various P of the prob-
making process, each d lems d with the

firm is able to “fasttrack” the
project through the review and
approval process.

Fourth, the phm for convert-

potential return to the i
working with the owner, as well
as to the owner.

Typically, properties with a
potential market value in the $2
million to $8 million range and a
present value of less than 60 per-
cent of this potential value are
likely candidates for near-term
turnaround projects.

Second, a likely purchaser and
mortgage institution must be iden-
tified. While a specific purchaser
may not be identified immedi-
ately, the nearterm sale of the
property must be a sound assump-
tion. The groundwork for financ-
ing the property for the new
owner is typically done through
the contacts of the investor.

At this point, the investor will
obtain an option to buy the prop-
erty. With this position of equi-
table ownership, the investor has
control of the real estate asset
and a position to nmplemcn( the
next phase, with the

ing the hi

into a marketable pmperty are

completed, and the necessary le-

gal arrangements between the

owner and the investor are signed.
Typically, this arrangement
dresses the money to be in-

vested in the project by the inves-

§

tor and the distrib of the
net gain when the improved prop-
erty is sold. While the investor
will look for a sizeable portion of
this added value, there will be a
reasonable portion for the owner.

Further, instruments of under-
standing are completed with en-
vironmental agencies, the exist-
ing lender and others who may
have contributed to the property’s
environmental problem.

The latter type of agreement
ean be critical to the eventual
sale of the property. For example,
prior owner/operators at the

may agree to i ify
fulure owners if the pfoblcm is

h the investor’s

of the current owners.

Third, the environmental con-
tamination problem at the prop-
erty is cl rized in terms of
regulatory agency perspective, of
existing lender perspective and
technical factors.

An attractive situation for the
investor is when the regulatory
agency and lender want the prob-
lem moved toward a practical
solution and are willing to work,

approach and financial support.
Fifth, the agreed upon plans

by major firm for future owners
of the property.

With this foundation in place,
the investor financed the
remediation of the property and
continued negotiations with two
other parties. First, the property
owners were assured that their

Second, discussions were held.
with the local municipality about
options for future land uses at

nt
the property would be suitable
for an automobile parking mall
to support adjacent commercial

are funded and i
Example

While the details of an ex-
ample of the above approach can-
not be revealed for reasons of
client confidentiality, a limited
description is provided of a turn-
around in another state.

A vacant 5-acre parcel located
in an lightindustrial and urban

In about one year,
this white-elephant property had
been converted into marketable
real estate which sold for a price
in the $2 million to $3 million

range.
Gary D. Beers is the presi-
dent of Environmental Prop-
Inc.’
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