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Day 3 — Resources:
Due Diligence and Compliance



Part 1:
Due Diligence Checklist



* Net Income vs Gross Income
e Ex-GST vs Incl. GST

Fmdmg the * Outgoings Recovered
GOld  Owner is the tenant — check rate per sgm

:  WALE, Length of tenancy and Due to Expire leases
(and the Dirt) © Y P

- /)
II'T IM's - . * Zoning and Planning overlays
TIpS and TrleS * Land Area vs Floor Area and Space Utilisation

* Vacancies, in the building vs. in the area

r

Internet Contact Review Due
Search Agent IM Agreements Diligence [ LOVE

REALESTATE



Due Diligence Period

 Shift mindset to “Where are the hidden problems?”

* What'’s going to lose you money (or not make you as
much as you expect)?

* What’s going to be a problem for your insurer?
* What's going to be a problem for your lender?
* What'’s going to be a problem for future tenants or
purchasing investors?
* Risk - Mitigation -> VALUE Increase

* Verify, Verify, Verify - Documents as evidence.

* Pull the Trigger!
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Four Pillars of Due Diligence |

1) Physical Property and Location

2) Tenancy Matters including Leases /\

3) Financials: Feasibility and Exit Strategies

4) Compliance: Council Approvals, Title

:MJJH.
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1) The Property and Location

SO o=s

Freehold or Leasehold

Site specific constraints e.g. overland flow /
easements for access and other

Access

_—

il

Zoning and approved usages

Environmental Issues: Contamination /
Hazardous material storage

Multi-tenant buildings — electricity and water
meters? (Hairdresser vs Newsagent)

—_—

Tenant Mix and “flavour’ of the building
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1) The Property and Location

SO o=s

e Building Construction and Condition — Approved?
Additions?

* Asbestos Report

 Compliance — Universal access and W&HS .
.
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e Service and maintenance contracts e.g. Fire safety g

* Building and Pest Inspection
e Asbestos register
* OH&S

* Maintenance schedules : Tenant or Landlord
Responsible?




1) The Property and Location

I

Body Corp / Community Title Scheme
* Levy Information
* Body Corporate Records Search

* Search of Body Corporate Orders

* Copies of Service and maintenance contracts

e.g. Fire safety T
* General levels of maintenance and repair of
common areas |
Body Corporate Managers J - |
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1) The Property and Location

|

The Location

 What’s next door?
Where is the competition?
Access

Exposure
 Demand vs. Supply — Tenants and Buyers
Talk to:

e Tenants — building issues/ improvements they’d
ideally like to see

* Maintenance people — any issues

* Business owners next-door e.g. Coffee shop
managers or hairdressers
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2) Tenancy Matters and Leases -3

Retail or Commercial?

e Gross Lease vs Net Lease

Always have a solicitor review!

Who is on the lease?

Security deposit, Bonds and Rental Guarantees

e Guarantors

Rent Reviews and dates

floe
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2) Tenancy Matters and Leases 2-50-3-

* Options to renew

Ratchet Clauses

* Outgoings — what and who pays?

* Incentives

Exclusivity Clauses

Who owns the Fitout

Responsibility for Maintenance
Remediation / Reinstatement clauses

floe
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2) Tenancy Matters and Leases 2-50-3-

* Options to renew

Ratchet Clauses

* Outgoings — what and who pays?

* Incentives

Exclusivity Clauses

Who owns the Fit-out

Responsibility for Maintenance
Remediation / Reinstatement clauses

floe
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2) Tenancy Matters and Leases -3

* Tenant’s business in growth industry?

Competition to Tenant’s business
e Outgrowing the premises?

* Insurance in place

* Permits and Licenses in place
OHS breaches in the past

floe
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3) Financials and Feasibility |

Property Financials (P&L Statement)
* Income sources — rent and other forms of income
* Income — verify consistent income

* Expenses — verify expenses, anything missing
(Maintenance contracts, etc)
* Expenses —what is recoverable and what isn’t?

Rent Roll/ Tenant Ledger — verify income and timely
collection

Current Bond/ Guarantees — do they reflect current rent

Valuations
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3) Financials and Feasibilities:
Typical Outgoings |

Statutory Charges
e Council Rates; Water & Sewage

e Land Tax

Other Expenses
* |nsurance

Property Management a

Fire Detection and Emergency Lighting p

Common Area Cleaning and Janitorial

Common Area Lighting & Electricity

Common Area Heating Ventilation and Air-Conditioning

Lift & Escalator Maintenance

Pest Control
Building Security
Gardening and Landscaping
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3) Financials and Feasibilities: Exit
Strategies and Cashflow Analysis e

e Cashflow at Asking Price

e Cashflow after applying the Cap Rate (True
Value)

-~

e Cashflow after optimising the opportunities

.
* Value after optimising the opportunities = =
* Sensitivity Analysis FW
e Outline exit strategies and resultant Cashflow
and Value J
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4) Compliance

Title, Encumbrances, Easements, Covenants and
Restrictions

Council Permits and Building Approvals; Approved
Usage List

Fire Safety Certificates

Overlays - Flood and Fire

Council Zoning (rezoning?)

Heritage Listing

Environmental Assessment & Hazardous materials
Building Energy Efficiency Certificate

Operational Health and Safety — Building / Site
Insurances —you AND the tenant.
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Additional Due Diligence by Type

Building Energy Efficiency Certificate

Office
(BEEC)

Industrial Engineering Report

Specialist (Petrol Station, Car

Wash and Auto Repair) Environmental Assessment
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Due Diligence Checklist

e Title Searches and Related Matters
* Council / Town Planning

* Survey O
* Occupational/Workplace Health &

Safety

* Drainage Sewerage Services -
* Tenancy Matters X
* Fixtures and Inclusions |
A ..‘
-

* Building Construction
* Building Maintenance
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Due Diligence Checklist (Cont)

* Building and Pest Inspection
* Service Contracts

* Recent Building Works 9
e Asbestos O

* [nsurance

* Licenses or Permits : '

* Body Corporate /Strata

* Environmental Issues /\ .
K
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Part 2: Retail Leases



Disclosure
Statement

Min Term

Security Bonds

Retail Leases around the Countr

into

5 years
unless
solicitor
certificate

To be
deposited
with
Director-
General

None

Any

7 days before 7 days before 7 days before
lease entered possession

lease entered
into

5 years unless
Small
Business
Commissione
r certificate

Must be
interest-
bearing
account, pay
interest to
tenant

before lease
entered into

5 years
unless
solicitor
certificate

Max 4 weeks
rent

7 days before
lease entered
into

5 years

Any

14 days
before lease
entered into

5 years
unless
solicitor
certificate

Max 3
months.
Must be
interest-
bearing
account, pay
interest to
tenant

7 days before
lease entered
into or
possession or
paying rent

5 years
unless
solicitor
certificate

Max 3
months.
Must be
interest-
bearing
account, pay
interest to
tenant

7 days before
lease entered
into

5 years
unless
solicitor or
accountant
certificate

Must be
interest-
bearing
account, pay
interest to
tenant or
capitalise



Retail Leases around the Country

QLD

VIC

ACT

TAS

NT

Rent Reviews

Land Tax

Assignment

Market
Reviews not
more than 1
per year.
Must allow
reduction

Single
Holding Basis

Released if
assignor
provides
assignee a
Disclosure
Statement

Not more
than 1 per
year (except
15t year).
Must allow
reduction

Cannot
recover

Released if
Disclosure
Statements
are provided

Defined type
of reviews.
Must allow
reduction

Cannot
recover

Released if
assignor
provides
landlord and
assignee a
Disclosure
Statement

Defined type
of reviews.
Must allow
reduction

Cannot
recover

Procedures
in S45A to
limit liability

Not more
than 1 per
year (except
15t year)

Single
Holding Basis

Liable, except

for future
provisions

No
restriction

All

Released if
assignor
provides
assignee a
Disclosure
Statement

Not more
than 1 per
year (none in
15t year)

All

Liable, except

if terms
(other than
rent)

of lease
changed

Must allow
reduction

NA

Released if
assignor
provides
landlord and
assignee a
Disclosure
Statement



Part 3:
Compliance Considerations



ie? o8 I ViAW 0 SO0 .5 M )
.. s | . ’ L ..
11 {13 'STE 1 s Sriam ; Ite 9 ") - W
MAIRAZ TENLITIRIN O] IR jeg - et SAR AT Y
N~ anan ' nwen n
1M = 7Y TRITALIT
LS | «d ' viat : waot
ey *12 } " e . L . - ‘
L ’ I *s*Y"'vy &3 Y &= ¥ ¥ 29 TE I
'y ] » ] » » - ' »
PN A Y 1)
Ll ' " N f ALY od 1L " -
vl Wy ' . Y1 '
BEPOAT AN Prdivessigy ¢ '
A MHwies "
t 21 I H 15 i n TELT IHLIE 2303
ANl Vg pvendhay
WSS ‘et Y 10F i
L 444
r /1 oing
PR S Y AN
TR Pad ‘A ' 1 ) ! 3 » !
JLk I ' U . xevn
ol " ! > AT M ALty Tevlan
’ "
" " ’ , oA T dddiTn. ’
e I 8 ) Y ! Y2iedlMw il ' 4 Y
5L ¥ J L ' 1"y 1 BWwlats .
SCINE 3% 1 " ' ’
148 »
. LA . : | 144 5
SPRLAION D Y S (r ) )
Pt )
) ‘0 b ] .
MmN ' 2012 ] ~ B IS =Y .
| L | ! : 5 . " | -l
;_ ) | »l 3 - i 'y L 4 ’ ' B
BEOEOET Iy Fae s
L8 9 =i _— Ve e L
Sl Pl 22 ) ; TN WYiS 3 I
L ' il " t -
.l pa) 4] wivang
5 Y 1
N 5 by Y
Nt TS FRTE ST I T
' i M ’ T AL 2
14! . i . AL
B " M M ALS WTIoaly
: 4 " pIL Vo Bn) ey
3 ] tiwm )il
LN 214 >
. 4% 1093t 2 o
. . " I~ ' L) ’ [ L “» TRLE
AVAME 1o sreeby

VTN "SI MY SN VO M am
JOEWIE UL Do

UAY s




ALBSO0M] L0 GIETLIN| BU) SUTELY 0F RPN g] STy maEERGE W 1 LON

WO PLE A PO 20 Seph Doy Apiiades 10U QU LESOM 44 Ly Duasd et gy 0

S0 DU g SUOERS A Peniey SLOGECOD SROUE OO 0% DU S300d DuMmOpds Ol MO DUR GAGOE N0 106 S0LDNCO Sl 00 S0 e )
SNOWNNOD

§  FAG| DAIWRD M) O Pl Apary mand o AT Jo AT my)

FONVHNSNI

XM Paary

E T L R O T

WA pdea My

SUYEA 38R

" WG L SRR N TR L8 Pt e of SRl uy seRencuy A 0 slheiieied | patuay g
L0

~ BELL O s COUIBROOOE W Dt 50 Oy 90000 O 0BT L UTVn) My

(¥oq mgeagdde w3 SONOOLND
SRS BN GO0 SN 00 FAR N IF 0 AR NULASE LE U LBLIOW OF GIUOHS LKL sare

MOOLERT 0 S0 DOLERD0 ST N A4 TS BRTEDY) LB POLIIZECOON &1 LERPRASEAN I SOQ0L LIS D Mp manh Sued Jege Ry
WIAAD DNOTIOM

ol 1O SAIRY ARELIY K 0§ WY BAJ AT FWSLRU I BINGO M mIcEIaNT] ME SR WG IO &7 sArmD) ) RS
NOUJLO

) v Duasue pus { U S L)

B3 IFRIY ERN R JO W oy

ne3l

SUrAW U 50000 SN TURDOTT Bl B0 BSOS BERUCCRN IS0 SuP 0 PIMIOm DACKIE gl 1F Rl Rt Mg o
A0 p Ky Ol U0 Vo] e 59 s pey 8 mgeiadd pun

w Duous oo )

)

St § | D0 INS B g peg wovdd DIRLES ar Fiaceg
INSM

L0 BRI A0 FRAR SRRRINL) By |

ISN 03 LIINNRJ

WA WA O 1S B DeCEag pew sagaard pr A peulee B oap Asnums mgl U e saangag pr Bcgriou

19900 24| LMD ERRLANT] MR SRRRN PUCIPOTT my )
SISININY

o -y LSO 20y passyn ey ) panuay wg

-

o - 197 3 e & poospunry eyl

NOUVELENIY 189

WEW D 1MALOY TIBUN TR Rith

HPIDEN

VN SR SEALEE BAROEW Sy

Py 0

YR Y AL B & ey

pralny W e avoun

AW P A iy

petpreN e at]
Slluve
PORAA LEIOG mapy (U RIS o »

L0 IGETHSING USSP 51 ener] Wy

M el Dl 20y Seap (oogd dum Jo poud gl Durprydud sasn oyl §0 du
PR BILIN S| AN DEER) FRIAL 4 1O EaETrm 45 U U ran setale! COUS DU SecOe) ESung ot el ) ey

3SV3T IVIDHINWOD | s,




e Commercial Building Disclosure (CBD) Program through
the Building Energy Efficiency Disclosure Act 2010

* Vendors and lessors must acquire a Building Energy
Efficiency Certificate (BEEC) before putting up for sale or
lease

* Any advertising material for the sale or lease must
include the building's National Australian Built
Environment Rating System NABERS Energy star rating.

e Currently, a BEEC is required when:

* atleast 75% of the net lettable area is used for office
space;
* the building's net lettable area is greater than 1,000

square metres (since 1 July 2017; before that it was
2,000 sgm)
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* How to get one:

1. Check if Building already has a BEEC through
online register

B Ul Id | ng http://cbd.gov.au/registers/find-a-
E rated-building
nergy 2. If not, engage and accredited assessor
11 3. Provide required information, assessor
Efﬂc'ency conducts assessment
Ce rt'ﬂcate 4. Assessor submits BEEC
 Cost: Between $4,000 and $13,000 depending on
( B E EC) property size and complexity

http://cbd.gov.au/
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 Particularly for Petrol Stations, Car Wash and
Auto Repair shops

e Petrol Stations — the landlord may own (and be
responsible for) the tanks. Generally the tenant
owns the bowsers

* Not a legislative requirement on purchase, but
usually required by the lender.

* If changing use of property (redevelopment),
then will need to get a Contamination Report.
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* How to get?

1. Contact your state’s Department of Environmental
Protection to find out if there is any lingering
environmental litigation. (Depending on the
structure of the sale, the new owner could be
liable).

2. Check if there is an existing Environmental Survey
of the property already

3. If not, engage and accredited assessor
http://scpaustralia.com.au/directory/

4. Provide required information, assessor conducts
assessment

5. Assessor provides Environmental Assessment
Report

» Cost: Site specific, so get a couple of quotes.
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NATIONAL DIALOGUE ON
UNIVERSAL HOUSING DESIGN

STRATEGIC PLAN

July 2010

MNational People
writh Desabilities
and Carer Council

The members of the National Dialogue
are:

* Australian Human Rights Commission
 Australian Institute of Architects

» Australian Local Government
Association

 Australian Network for Universal
Housing Design

« COTA Australia

» Grocon

* Housing Industry Association

* Lend Lease

» Master Builders Australia

« National People with Disabilities and
Carers Councill

» Office of the Disability Council of NSW
* Property Council of Australia

» Real Estate Institute of Australia

» Stockland | LOVE
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* By 2020, all new housing will include a number
of basic design features that will make them
safer and easier to move around in,” said
Commissioner Innes. “This includes features
such as step less entries and wider doorways.”

Graeme Innes
Disability Discrimination Commissioner
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