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Commercial Finance

Who is Andrew Kubenk? Who is WiZDOM?

Andrew Kubenk

* Financial broker for 7 Years
* Previously Business and Corporate Finance for CBA for 11 Years.

* 7 Years of that in Leadership.
* Worked on over 75 Projects across Commercial Property and Development

WizZDOM
Specialist Investment Brokerage with huge exposure to Projects nationally.

Accounting and Advisory.
Nationwide

Our specialist nature means we see and react to the changing environment very quickly.
Asset Protection and Structuring Focus

Strategic Approach — Highlight and plan for problems rather than deal with a NO.
Access to all Majors, Minors and an increasing number of Privates
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The Funding Stack
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6 Funding Sources

Your Own Money / Line of Credit
Family and Friends

Traditional Lenders

Vendor Finance

Joint Venture Partners

o v A wN e

Private Lenders

CORIMERCIAL 11SVE
PROPERTY SECRETS REAL ESTATE
KKnowledge Source 4 !eEIA{vESXTEE



COHIMERCIAL
PROPERTY SECRETS

Funding Sources
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REAL ESTATE

1. Your Own Money / Line of Credit

* Project Costs: Yes
* Purchase Costs: Yes
* Equity: Yes
« 2nd Mortgage: Yes (100%+ LVR)
15t Mortgage: Yes (100%+ LVR)
* Interest Rates: 0% —5% p.a.
e Term: Unlimited
* Timeframe: 24 hours
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2. Family and Friends

* Project Costs: Yes
* Purchase Costs: Yes
* Equity: Yes
« 2nd Mortgage: Yes (100%+ LVR)
15t Mortgage: Yes (100%+ LVR)
* Interest Rates: 0% —25% p.a.
* Term: 1-12 months
¢ Timeframe: 5 days
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3. Traditional Lenders

* Project Costs: No

* Purchase Costs: No

* Equity: No

« 2nd Mortgage: No

15t Mortgage: Yes (Up to 80%LVR)

* Interest Rates: 3.5%—9% p.a.

e Term: 5-30years

* Timeframe: 4 — 6 weeks
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Traditional Commercial Finance

* The Differences between Residential and Commercial Finance
* Process

* LVR’s

¢ Cost

* Timeframes

* Approach — Have everything at the outset and making a “professional”
approach to a lender.
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The Sources of Commercial Finance

* The Majors
* CBA, NAB, ANZ and Westpac
* Highest Requirements
* Lowest Cost —ish. Some Minors are super competitive at the moment.

* The Minors

* St George, BOQ, Bankwest, IMB Commercial, ING Direct, Citibank, Suncorp
* Private Money

* Funds sources from wealthy individuals and investment pools

* Lowest Requirements
* Higher Cost
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Commercial Finance — Terms

* Loan Term can run out to 25 — 30 years
* Most servicing is based on 15
* Interest Only is normal, and 5 years is generally okay

* Term may be shortened to match with WALE
* WALE (Weighted Average Lease Expiry)

* Can easily extend the term at the end if the facility is maintained. May
need a Revaluation.
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Commercial Finance — Cost

* Commercial Costs are much higher than Residential
* Interest Rates will range from 3 - 8% for Majors up to 15%+ for Private Money
* Establishment Fees will be 0.5% - 0.75% for Majors up to a minimum of 2.2% for Private
Money
+ Valuation fees will depend on location and amount with a minimum of around $2,000
* Commercial money is currently as cheap as | have ever seen it in my career.
* How does 3.71% Fixed for 5 Years for a 70% Lend sound?

* Timeframe
* Expect Approval to take a month
* A more detailed and slower application process
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Commercial Finance — Lease Doc

* A Lease Doc facility relies only on the lease income from the property.
* No need to “show the world”

¢ Lower LVR, best case 65%

* Interest Rates are higher (6.79%)

* Lease needs to have at least 12 months

* Location matter. Metro and Large Regional only.

* Very Postcode specific and needs to be checked.
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Making your approach for Finance

* In Commercial we must be Organised and Professional
* You will need
* All your financial information up to date
* Make sure it is clean — no overdrawing / late payment

* Use a Broker
* We deal with all the Banks
* We filter the bad before its too late!

Wi..DOM

Accountants | Finance Strategists | Advisors
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4. Vendor Finance

* Project Costs: Yes — Special Condition

* Purchase Costs: Yes — Special Condition

* Equity: No

« 2" Mortgage: Yes

15t Mortgage: Yes — But!

* Interest Rates: 0% —25% p.a.

* Term: 1-60 months

* Timeframe: 30 - 90 days B
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Project Costs Clause

The Vendor will reimburse the Purchaser’s costs to paint the house in
the agreed amount of $5,500.00. This amount will be allowed by the
Vendor as an adjustment at settlement.

Project Costs Clause

The Vendor will reimburse the Purchaser’s stamp duty costs in the
agreed amount of $8,870.00. This amount will be allowed by the
Vendor as an adjustment at settlement.
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2" Mortgage / Deposit Finance Clause

The Purchase Price is to be paid as to $XXXX at or prior to

settlement. The balance of the Purchase Price is to be paid by 60 equal
monthly instalments of SXXXX commencing 1 month after the
settlement date followed by a balloon payment of SXXXX 60 months
after the Settlement Date.

We would look to re-leverage the property after the 5 Years

Notes:

Can offer an interest rate on the above to the Vendor

Need to be careful around finance as banks do not like Vendor Finance
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5. Joint Venture Partners

* Project Costs: Yes - Profit Share -

* Purchase Costs: Yes - Profit Share

* Equity: Yes - Profit Share

« 2" Mortgage: Yes - Profit Share

* 15t Mortgage: Yes - Profit Share

* Interest Rates: N/A — Profit Split

* Term: 2 — 36 months

“Tor richar or poorer, b wcknew and health,

* Timeframe: 2 weeks T i e e
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Joint Venture Case Study

Roles:
Investor 1 - The Deal Maker:

Found and negotiated the deal and does all the work to complete the
deal.

Investor 2 - Money:
Puts up all the cash needed to complete the deal.
Investor 3 - Borrower:

Puts Property in their name and gets an bank loan.
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Joint Venture Considerations

« Risk of Transaction

* Location of Property

* Type of Property

* Vacancy of Property

* Local Council
* Timeframe of Deal
* Amount of Money Needed
* Experience of each Investor
* Credit of Borrower

“I need you, darting. You complete me."
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Joint Venture Case Study

Investor 1 (The Deal Maker) finds and negotiates to purchase a 3 tenant commercial property in country NSW for $2,000,000.
After a $100,000 renovation, strata title and leasing up of the 1 vacant shop the property will be worth $3,000,000.

Investor 2 (Money) agrees to invest $900,000 to fund the following:

«  Project Costs: $100,000
« Purchase Costs: $100,000
«  Deposit (Equity): $700,000

Investor 3 (Borrower) agrees to buy the property and get a commercial loan for $1,300,000 (65% of $2M).
* Profit after 18 months:

* Value: $3,000,000
+ Less ANZ Mortgage: $1,300,000
* Less Investor 2’s Funds: $900,000
 Less Selling Costs (Agent) $100,000
* NET Profit: $700,000
\al
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6. Private Lenders

* Project Costs: No
* Purchase Costs: No
* Equity: No
« 2nd Mortgage: Yes (80% LVR)
15t Mortgage: Yes (80% LVR)
* Interest Rates: 9% —36% p.a.
* Term: 2 —36 months
* Timeframe: 2 weeks
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Private Lenders - Business Finance
Product Rate Term Amounts
1st Mortgage v 1.00%-2.50% pem 2 =12 months $50,000 - $2,000,000
1* Mortgage 9.00%-1500%pa  3-36months  $2,000,000 - $50,000,000
{Wholesale)
2nd Mortgage 1.50%-3.50% pcm 2~ 12 months $50,000 - $1,000,000
Caveat 3.00%-500%pem 26 months $50,000 - $500,000
CORIMERCIAL
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Private Lenders — Loan to Valuation Ratios (LVR)
Maximum | Categoryl | Category2 | Category3  Category 4
Residential B0% 5% 70% 65% 60%
Commercial 80% 70% 65% 60% 55%
Industrial 80% 65% 60% 55% S0%
Land 70% 65% 60% 55% 50%
67% 50% S0% S0% S0%
70% 65% 0% 55% 50%
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Private Lenders — Fees and Charges
* Assessment Fee: $550 - $1,100 (Complexity)
* Valuation: At Cost
* Minimum Approval Fee:
Less than $100,000: $3,000 (Plus GST)
$100,001 - $500,000: 2.50% (Plus GST)
$500,001 - $2,000,000: 2.00% (Plus GST)
$2,000,000 + 1.50% (Plus GST)
« Referral Fees: Added to Approval Fee OR Mandate Directly
CORIMERCIAL |
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Recap — Many sources of Money
Your Own Money / Line of Credit

Family and Friends

Traditional Lenders
Vendor Finance

Joint Venture Partners

IS e

Private Lenders

Ao
“I's mn adjustable mortgage. If lnterest rates go v,

your paymen increases. M insorest rates
29 down, your paymsent [ncreases. ™
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Finance Takeaways...
* Don’t wait for a NO. Create a YES.

* Everything is achievable, but must be built. ¢

* Commercial is a big world of Grey.
* Think outside the box.

* Create the deal, don’t “find” the deal.

* Everything is negotiable, except what isn’t.
* Commercial is a slow burn. Keep at it.

 Get ready, be ready and communicate.

* Have fun!
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Lets Really Talk — Questions?

m
WI _/_/{!:4--%_‘:_m

Accountants | Finance Strategists | Advisors

loans@wizdom.com.au

1300 WiZDOM - 1300 949 366
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Professionals Masterclass: What You Need

To Know And Look Out For In Your Legal
And Leases Documentations
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e

PACIFIC LAW

Commercial Due Diligence

Legals and Leases

e

PACIFIC LAW

The Purchase Process
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What is Commercial Property?

+ Any property other than residential property

+ Notable exceptions - retirement villages, home parks
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Commercial vs Residential Property

» Residential - Investment in basic need for shelter

+ Commercial - Investment in business activity
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Types of Commercial Property

+ 3 Main categones

+ Retall

« Office

+ Industrial - factories, warehouses

CORIMERCIAL
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Why invest in Commercial Property?

+ Generalisation
+ Residential- potential for capital growth

« Commercial- higher rental yields
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Why invest in Commercial Property?
pes___os |
Higher returns. Longer untenanted periods
Control rent increases More o
Longer lease pericds Can e lower capral gaing
Abikty 10 pans off more expenses 10 tenants Value depends on the terant
Flenble uses- addeng on mezzanine levels, ddferent Move sl rak of the
Layout can increase rent tenant
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Process Chart
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Common Metrics

« Capitalization Rate (Cap Rate) = Net Income/Price

* e.g. Price of Property = $2.5M Lan Bare
. Net Income = $180,000 v
. Cap Rate = 7.2% Stue

* Determines price

* 10% Cap rate — Price = $180,000 + 10% = $1.8M
* 8% Cap Rate — Price = $180,000 + 8% = $2.25M

* 5% Cap Rate — Price = $180,000 + 5% = $3.6M
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Common Metrics

» Weighted Average Lease Expiry (WALE)

» Metric to measure the risk of a property portfolio gaing vacant

+ Used for multi tenanted property

Tenamt | Exgiry [yeans] | Net income | WALE | Cakeslation

1 25 565,000 0794  (65.000/180000 X2.2

2 35 545,000 0875 (45,000/180000) X 3.5

3 % $70,000 1789 (70000/380000) X46

$120,000 1458
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What does a lawyer do in the process?

2 main tasks

« Technical support-documentation and compliance.

« Risk management- due diligence process, searching, lease reviews, settlement processes.
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Conditional vs Unconditional contracts

* Unconditional contract = Locked in position.

« Conditional Contract = Ability to terminate.
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Managing the Deposit

* Breakitup - Initial and balance
* Negotiable - Not 10%

« Time to pay — not on the day
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The Contract of Purchase

¢ Buying entity

+  Foance cﬂ&

+  Bulking repont ———

——————
+  Due Digence e —
ST- Boing cancern : - ' 4

+  Body corparate/ Owners corparation ssues

*  Froper discfosures provided

+ Correct conditions
CORIMERCIAL 1 2VE
PROPERTY SECRETS REAL ESTATE

KKnowIedge Source 19

| LKOVE

REAL ESTATE



COHIMERCIAL
PROPERTY SECRETS

Watch the Fine Print
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Due Diligence

Due Diligence
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The Lease

+ Commerdial Leases are very different to a resdentsal lease
+  fetal v Other Comymnercal loase

« Retall shop legislation varies across the country

« Process to establish leases - tenants can terminate if not followed
« Process to renew leases and resent rent
* Gross Rentv Net Rent Leases

*  Turnover Rent

CORIMERCIAL
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« Rebalancing the landlord / tenant relationship espedally shopping centres

REAL ESTATE

The Lease

+  Loase coverants (clauses)
« Whnat security Is on the lease - bond, personal guarantees
« Rent reviews
« What outgoings included
+ Maintenance responsibilities
« Use - proper licensing and approvals obtained
+ Insurance
« Landlord's property v tenant’s property
« Rights of first refusal

CORIMERCIAL
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agrert

The Lease

+ Air-conditioning requirements - temperature control:
» Obligations to redecorate

» Enviranmental impact industries - remediation works
» Car parking - can increase incame

+ Demolition rights

+ Relocation rights
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Financials

Check the Property income - rent v expenses

Check the rent roll to confirm income and expenses

Check the bond and personal guarantees - make sure they reflect the lease

CORIMERCIAL
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Financials

« Expenses of the Property

Rates

Water

Land tax

Bullding insurance
Common area lighting

Comman toilets

maintenance

Air-conditioning for commaon

areas
Garden maintenance

Security

Property management

Pest contro’

The Building

Buliding and pest report

Body corporate records searches
Maintenance records —air can, fire safety, bfts etc

Speak to the tenants to find out building Issues

Waterught
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Compliance

« Compliant uses of tenants?
« Classification of Building

Mezzanine level approved - other structures approv
« Environmental impact indust

stries? Petrol stations

Title encumbrances - easements other covenants?

CORBMERCIAL

COMPUDRNY
« Signage licences?

] g
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Settlement and Post Settlement

« Settlement calculations to adjust rents

+ Collect bonds/transfe

bonds
« Notice to tenants of change of ownership

« Budget yearly outgoings

« Engage property manager

CORBMERCIAL
PROPERTY SECRETS

Covid-19 and Leases

* How is the Pandemic affecting lease realtionships?
* National Code of Conduct.
* Altered Rights
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Contact Us .y

Qld-Calvin Kong
calvin.kong@pacificaw.com.au

NSW - Andrew Kleiman
andrew@pacificlaw.com.au

Vic - Lewis O’Brien
Lewis.obrien@pacificlaw.com.au

PH: 1300 151 651

www.pacificlaw.com.au
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