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Commercial Property - What is it?

* Property primarily used for business purposes

* General Commercial -
“*Property only - Retail, Office, Industrial

* Specialist Commercial (Business Real Property)

“*Business component + property component e.g. storage
sheds, carwash, caravan park, hostel, motel, backpackers,
aged care, child care etc.

* Cash Cow & Manufactured Growth Potential

* Increase in Rent Increases Valuellll
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Typical tem | Commercial |Residential
Commercial vs. e

° ° V |U
Residential? —

Outgoing Expenses
Capital Gains

Lease Duration
Vacancy Rate

Vacancy Period
Tenants Care of Property
Tenant Demand

Rental Increases
Lending Serviceability
Leverage (LVR)
Availability To Purchase

Experience / Expertise

IL "VE PLCPLATINUM

&

REALESTATE



Typical

Commercial vs.

Residential?
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Yield

Value

Outgoing Expenses
Capital Gains

Lease Duration
Vacancy Rate

Vacancy Period
Tenants Care of Property
Tenant Demand

Rental Increases
Lending Serviceability
Leverage (LVR)
Availability To Purchase

Experience / Expertise

Higher (5-10%)
Tenant / Rent Based
Tenant Pays

Lower

Longer (3, 5,10 yrs)
Higher

Longer (months)
Higher

Lower

Built into Lease
Lease Strength
Lower (70%)
Lower

Higher

&

Lower (3-6%)
Market Based
Owner Pays
Higher

Shorter (6,12 mths)
Lower

Shorter (weeks)
Lower

Higher

Demand Driven
Borrower Strength
Higher (90%)
Higher

Lower
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Medium Risk Strategy -

* Existing tenanted commercial property with
long term lease e.g. leased industrial shed

High Risk Strategy -

* Vacant commercial property

* Existing business real property e.g. caravan
park, storage sheds, motel, backpacker

* Development / construction of commercial
property

1L 'VE YeSPLATINUM

REALESTATE



Commercial - Why Medium to High Risk Strategy?
(Module 3 Appendix) -
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Commercial - Why Medium to High Risk Strategy?
(Module 3 Appendix) -

“*Medium to high skill level & experience required —
Due diligence & Management

“*Longer vacancy periods potentially
“*»Higher funds required — Lower LVR
“*More specialist borrowing & tenant strength important
**Value based on strength of lease

“*Fewer buyers come time to sell & buyers less emotional
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ldeal Commercial Property?

“*Multiple income streams — multiple tenants, rent
hardstand, rent signage etc. Positive cash flow.

“*Natural growth potential (rental rate increases, CPI
increases in lease)

“*Potential to add value / manufacture growth — increase
rents, add income streams, reno, strata, subdivide,
construct, develop etc.

“* All manufactured growth strategies used in residential
equally apply to commercial & the process is exactly the
same — reno, strata, develop (DA), construction etc.
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Cycle of Commercial Property Market -

“**Residential market trending - commercial more
subdued

“**Interest rates increase — return on commercial
declines — money flows away from commercial to
secure investments (e.g. term deposits)

“*Macro-economic factors affect availability of
borrowed money hence what banks prepared to
lend on, LVR & interest rate — affect value
commercial (e.g. exchange rates, interest rates,
balance of trade, availability foreign capital)
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Commercial Property: Process Outline -

Phase | — Selecting Target Property Type & Location

Phase 2 — Researching Demand

Phase 3 — Researching Supply - Mapping / Profiling

Phase 4 — Deal Finding

nase 5 — Property Due Diligence

Phase 6 — A Team

Phase 7 — Feasibllity

°hase 8 — Financing

Phase 9 — Negotiating & Purchasing
oPhase 10 - Leasing & Managing
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1A. Select Target Property Type -

« Before researching locations & “going shopping to buy
commercial” you must first decide on the target property

type:

« Commercial offices,
« Medical offices / centre’s
< Industrial property
« Retail buildings
« Mixed use / Multiple income property
<« Special purpose — Business real property

<« YOU must have an opinion on what you are buying
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A) Commercial Offices:

«Individual offices to multi-storey
office buildings

«Larger buildings = complex & costly
to maintain & manage e.g. litts, air-
conditioning

«"Look” = significant & décor needs
to be "up to date”
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B) Medical Offices / Cenires:

«Typically consistent tfenancies, easy to let & refill, tenants
typically 10-20 yrs

«»Generally strong yields 8-12%
«»Low entry price e.g. from $200k up

Q\;m T )‘ \
W\ ;
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C) Industrial Buildings:

«Lowest entry point into commercial
«Simplest class of commercial & cheapest
«Easiest fo understand & highest cash return

«Typically simple box construction with office
partitioned off = cheap to build & maintain

«Less reliant on fooft fraffic = site location less
Influential

«Best grouped together so businesses feed off
each other & Councill’s like to keep them
together
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D) Retail Buildings:

«Single shops, strip shops, small
shopping centres through to shopping
malls

«»From <$100k single shops to hundreds
of millions shopping malls

«Simpler structure than office buildings —
simple box-type build with
architectural frontage
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D) Retail Buildings:

«Location is everything - very site
conscious — dependent on foot fraffic

«Bigger bulk retaill centres tending to
go further out Info more industrial
areas - but grouped together to
create a destination for shoppers
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E) Mixed Use / Multiple Income Properties:

<« Retail / residential; Retail / industrial;
Offices & retail / & or residential

+Reducedrisk due to mixed tenancies B n mnﬂ"ﬁ

& businesses = 100% vacancy unlikely B L T

«Diversity from exposure to different
sectors
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F) Special Purpose-Business Real Property:

«Particular zoning & design e.g. for particular industry or business

«Storage sheds, car washes, child care centres, sporting facilities
(squash courts / tennis courts), recreation facilities (theme parks,
tourist destinations e.g. cheese / ginger factories)
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F) Special Purpose-Business Real Property:

«» Accommodation facilities (caravan parks, hostels,
backpackers, motels, hotels, refirement / aged care facilities),
industrial buildings with specific design criteria etc.

<« Market cycle & ’rrend of mdus’rry |mpoc’rs e.qg. tourism
« Smaller target market for leasing / resale = Increased risk
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The Deal - Storage Shed Facility

o Storage shed dedl

o Going concern business real commercial
o Freehold

o Direct cash cow

o Hold for cash-flow not re-sale

o Further development potential
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1B. Selecting Location

o A) Base on location fundamentals — population size / growth;
employment diversity; business movement; income profile;
industry / government spending; supply / demand; rental
affordabillity / vacancy rates; council affitude, residential
market — commercial lags resi e.g. the more prosperous a resi
areq, the more “things” to store & more likely to spend $ on

stforage — hence need to understand resil! %

oB) Base on yield & price point of “For Sale” @I
properties e.g. 10% vield & $600k max — The Deadl
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The Deal -
For Sale

1L VE

V- first
o’

FOR SALE §520,000

national

Property: building Land Size: 2169 m® Councll Rates: -

Auction: - Building Size: - Water Rates: -
Fully Fenced

STORAGE SHEDS (CHILDERS SELF STORAGE)

* 45 Storage Shed complex (3 only 6m x 4m) (30 only 8m x 3m) and (12 ondy 3m x 3m)
* 720m2 floor area, 2 only 30m x 12m Colorbend Sheds

* 2169m2 of kand (2 tithes) fully security fenced with 24hour electronic ACcess

* Stuated in visible location on the adge of fown

* Showing excelient retums

Tender Date - N/A
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2) Research Demand

o A) For chosen commercial type (e.g. storage sheds) & location -
research demand via?
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2) Research Demand

o A) For chosen commercial type (storage sheds) & location -
research demand via?

«Commercial agents specialising in storage sheds for sale & lease
«|ndustry Assoc. — Storage Shed Assoc. Australio

«Specialist industry consultants e.g. self storage industry
consultants

«Self storage franchising companies

SELF
STORAGE

ASSOCIATION co|||ns
OEAUSTRALASIA ( (\) ass0Ciates
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«»0On-line & newspaper ads for self storage

Self Storage _ sen
+Local agents that may get enquiries for ‘%- ~=

stforage or manage storage facilities

«Local resi agents that can characterise
resi demand so can relate to commercial et =
demand e.g. affluent areas IEER g o EE]

L L.l

+Run own add — internet, website, R e [
newspaper to assess response
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B) Research What The Market Wants -

o From same sources research:

«Location — proximity to resi, location of affluent suburbs,
proximity 1o competitors

«Position — main road exposure, visible frontage, corner block for
eqasy side street access for trucks

«Storage Style — self storage vs limited access; 24hr access Vs
business hours; ground level vs multi storey; secure document
storage; controlled temperature storage (wine, docs); hard
stand storage (cars, boats, caravans, jet skis etc.)

IL "VE )@PLATINUM
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B) Research What The Market Wants - T .

2m x 3m unit

«Storage Size — shipping container, garage,
locker, m?

«Security — camera survelllance, key pad access

«Additional Services — packing material, doc
disposal, vehicle cleaning, sourcing / shipping
goods

«Specific Features — ease of parking, Ilgh’rmg
«»Storage Rates — different storage
sizes & durations
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3) Research Supply -

oWays to Research Supply?
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3) Research Supply -

oWays to Research Supply?

«A) Map existing commercial properties / precincts
«B) Profile existing market
«C) Profile existing businesses

«D) Profile other “For Sale” properties / businesses
«E) Gap Analysis
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3) Research Supply -
o A) Map Existing Commercial Properties / Precincts:
«Map existing storage shed facilities within distance e.g. 50km

°
e.g. www.storagefinder o=y
. . ° A FINDER
Search For Storage:
Childers, QLD 4660
' SSSSS h Distance:
Distance: Within 50 km ap | Satelite
L]
Gin
TORAGE s | L
[[] Boxes and Packaging
Materials
e []Business Storage 4] v
M Good Night Childers
] Document Storage Go 9' nnnnnnnnnnnnnnnnnnn
= [] Household Storage M 2016 QARIPA O {Use_PRaportamepem
[[] Storing Vehicles in Self
INDER = = z
[] Wine Storage - Climate
oooooooooo ility
Select Faci lity Features: cked g
Q FindStorage =~ CHILDERS QLD 4660 Australia
0000000000 www allHocked-up.com.au

«Add 1o map existing infrastructure of importance to target market
e.g. main roads (high visibility & good access); affluent resi areas;

IL_VE SS4PLATINUM

REALESTATE


http://www.storagefinder/

o B) Profile Existing Market:

+What is the trend in the area — business district becoming more

popular / static / dyinge Potential to die in futuree

+What is average vacancy duration (how long to re-tenant /

re-occupy)

«Benefit of being near competitors e.g. car yards VACANCY
«Sensitivity of being near competition — storage facilities too close

= over supply, reduced occupancy, reduced profitabillity / yield &
property value

«Potential for new competition e.g. 100% occupancy could attract

\/
000

REAL ESTATE Uy

competition — turning to oversupply

Capitalisation rate of area
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o C) Profile Existing Businesses:

<« Call mapped existing storage shed operators & learn as much as
possible about the competition — strength & weaknesses & what
factors = success:

»What facilities do they offer?
»Who do they service / clientele — demographics / income?¢
»What is their catchment area?
»What volume of fraffic passe
»Rental ratese

»Their occupancy e.g. waiting lists & for whate " OpEl _..
» Capacity to expand?
»>Who manages & how long in businesse

»Plan to retire¢ For Sale any time soon?¢

1L 'VE PECPLATINUM
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The Deal - A ALL
~—LOCKED | welcome to All Locked Up

(o One OTher Self STorOge in 'I'OW” = UP cuitoens Premier Storage in Childers...

o Recently developed e T

° Shed Sizes from 3m x 3m - 3m x 6m and 3m x Sm

rage fi
° o nge_ ™ . ° Jumbo Sheds aliso available - 9m Long x 4m Wide x 4.2m High
o H O Packoging Materials ( Roller Door 3.3m wide x 3.6m High )
I y O < EXpOI I Contact Us ° Suitable for residential & | g
— ° Secure Parking for your Caravan, Car, Boatetc..
§ ° Insurance Cover available

° Boxes, tape & bubble wrap for sale
° Free use of trolley on site

o Has diversity of rentable spacesetc. o 5 & | ==

|
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o D) Profile Other “For Sale” Properties / Businesses:

« To better understand industry — research operators who's property is “For
Sale” —including outside your target location — present as potential
purchaser to get max info disclosed — e.g. for storage business:

» Business income, rental rates & seasonality

» Operating & holding costs

» Cash-flow details

» Occupancy rates

» Client profile

» Management info

» Compliance info — Council, Govnt., Industry, Building Code
» Insurance

» Industry Assoc.

» Marketing strategy — internet, newspaper, yellow pages, advertisements, photos,
copy, direct & mass marketing

1L VE
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« Visit existing businesses to better understand industry

« Develop profile of what makes a good storage shed business - typical
operating costs, iIncome range, factors affecting these parameters — can
use to compare with your property of interest

|[|\ i

TN

, o “--;::-::5!!lllll|||||||||||

il I il |I|I|I||||Iiili|u
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o E) Gap Analysis:

«Used It establishing business from scratch e.g. storage shed facility

«|ldentifty on map - potential gaps (areas) not yet serviced by a
storage facility - taking info account demographics of areas,
knowing essential characteristics for success

NRGSGGI’Ch main feeder roods INn area & area demogrophlcs ’ro

s
£ Li nx.a\‘,v_‘;;’r‘,""‘:e‘y‘t BBBBBBBB 9 = 528
&
2 < W8S z
\ < Scottang gy %6 ?N@\\
ope 243 |_Bundaberg SR Sher Vo

" Conservation Park

<« Conduct further research If N S :
X Millbank West B ndabary e Ashfi

4 Showground South

3 g* Wl Py Kepnock
. 7 NDC“S /-@“" Alker Sy ‘\wa‘\\‘“‘ SN ]
1 Avoca 2/ Walkervale : Q*\Ae“&

O O e I O O S r V o Z 5.3 ) Svensson Norville e 20
r] r\ e e e() |IIeII 35 4277 "Heights 2 S
,‘,od r>‘£ /v, N \ LY Avenell G5 e
aeet /7 £ & Heights B -
sio®® /) % e
-|- T ° | [/ Cemetery % e Sodr
potentia Aage =t
K / Bundaberg
%@é C“éiﬁ’" [ (Hinklen Aiport '\~ = \"_Thabeban
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4) Deal Finding -

oResearch “For Sale” & Off-market Properties - How?¢
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4) Deal Finding -

oResearch “For Sale” & Off-market properties - How?

«» Commercial property websites — realcommercial.com.au;
commercialrealestate.com.au

« Businesses For Sale websites (often freehold property is sold with business) —
businessforsale.com.au; Domain, For Sale by Owner etc.

«» General websites — Gumtree, Trading post, Google

«» Commercial agents, resi agents, buyers agents

« Specialist agents & brokers e.g. tourismbrokers.com.au

« Business & property managers that may know owners interested in selling
« Talking to locals

« Letterbox drop & door knocking

« RP Data to research off-market properties

1L VE , &PLATINUM
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4) Deal Finding -

GOOD COMMERCIAL AGENT NEEDS TO
BE YOUR BEST FRIEND

Angte, Ciian, Kitlto andd Jouls 26
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The Deal -

o For Sale by local realestate agent who also manages the
leasing

o2 buildings of 45 sheds, mixed size from é6m x 4m to 3x3m, 80%
occupancy at sale

oSecurity fenced, 24hr electronic access

1L VE
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5) Property Due Diligence (DD) -

A) General DD

3) Specific Property DD

C) Tenants Business DD

D) Business Real Property: Business Worth DD
£) Research Opportunities

1L "VE P2CPLATINUM
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5) Property Due Diligence (DD) -

A) General DD -

o Detailed due diligence on
properties of interest

o Commercial brokers invaluable
when doing research

oTalk to other agents not selling the
property — detail what you are
planning to do & spend, get
feedback on capacity to tenant
before locking in dedl

1L VE

Land Use (1): LIGHT INDUSTRY Land Use (2): NONE
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5) Property Due Diligence (DD) -
B) Specific Property DD - What to Research?
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5) Property Due Diligence (DD) -

B) Specific Property DD - What to Research?

. Land Tenure

. Location Risk

. Property Factors & Appeal to Tenants
Rental Rate

Multiple Use Capacity

Industry Specific Improvements

. Size & Affordability

N o gl s w N

IL VE

8. Usage Rights Council Approved

9. Building Compliance & Approval
10. Equitable Access

11. Condition of Existing Premises
12. Property Management

13. Site Specific Constraints

14. Development Potential

2 PLATINUM

REAL ESTATE

&



o1) Land Tenure -

<+ Freehold more valuable vs leasehold

D ¢ ™ 9 A
- . whvs T Y ne =
Froperty Limensions

Wi

.x_ = g— “\ A

www.rpdata.com wwwipdatacom
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02) Location Risk - e @ ) Aot T

BEGINNING . . .

w3 - —— = .,
= i‘,ﬂ_, S & g N e SN
i &5 & = ‘ — 4 3 »
, =G /zﬂ. = L=y ’~ ’
v — o MR

« Risk that location no longer relevant for usage e.g. fown centre
move

=

«+ New competition (buildings, estates) = risk to older locations

« Potential for competition — small retail affected by new
supermarkets / megastores

« Risk of losing anchor tenant e.g. Bunnings
« Traffic flow change — positive / negative e.g. new motorway
re-directs fraffic away from tourist accom.

IL_VE PECPLATINUM
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03) Property Factors & Appeal to Tenants -
« Property condition, management, location, access, parking efc.

« Specific usage requirements e.g. industrial building — bigger the
better - stud height, door heights, fransport access & visibility,
parking, open space, internal flexibility (tfemp dividing walls)

04) Rental Rate -

«Per square metre rate for allowed usage
e.g. café in commercial lower than
industrial building next door

«|n CBD high build cost not reflected
INn rental rate

1L VE
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05) Capacity to Use Property for Multiple Uses -

« E.g. Industrial shed used for storage, mechanic, distribution
point, indoor sports vs café where fit-out limits usage

« Industry specific usage - Positive and negative — Tenant may
stay longer but if vacates may have longer vacancy. Some
fit-outs expensive e.g. dental

+ Have back-up plan to be able to change usage e.g. caravan

REALESTATE



0 6) Industry Specific Improvements -

«+E.g. mezzanine floor / offices in industrial shed, car hoist for
mechanic workshop, loading ramps, built in shelving

«Positive or negative depending on if in demand

o7) Size & Affordability to Rent -

« |f too large — fewer tenants can afford
e.g. Whole floor vs smaller self
contained office suites,
large "box” retail vs smaller space

« Confirm need for size & type
e.g. office space in regional area may
be less demand, demand for storage?

1L VE
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0 8) Usage Rights Council Approved -
«»Confirm usage is Council approved e.g. medical,
food prep — café, restaurant

«»Town planning criteria important - Zoning, land size,
cover, setbacks, car parking, driveway access e’rc

»Complaints fo Council & show S s o i
cause notice/s issued? T ey Y o v,

1L VE , ’_l.%%PLATINUM
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0 9) Building Compliance & Approval -

<« Confirm all built structures Council Approved & comply
National Construction Code of Australia

«Works required to achieve compliance? E.gQ.
glass type, balustrade, stairs etc.

o 10) Equitable Access Compliance -

« Federal Govnt Disability (Access to Premises Building) |

Standards 2010 — provide people with disability equitable
& dignified access to public buildings

« Confirm property complies, is exempft, or requires works

1L "VE J@@PLATINUM
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0 11) Condition of Property -

<« Assess condifion, aesthetic
appeal, structural integrity e
e.g. termite, dry rof, rising T T T -
damp, asbestos, electrical
etc.

"
"

«Research required general
repairs, maintenance, reno e

1L 'VE D2 PLATINUM
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012) Property Management -

«Self managed or professionally
managedze

«Typically tfenant maintains property
because its In their best inferest for
running business

«Landlord responsible for exterior
maintenancee

1L VE
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o 13) Site Specific Constraints -

« Research constraints affecting property
now & in future e.g. flooding, overland
flow, bushfire, heritage, frees,
contamination, easements, covenants,
encroachment, caveat, disputes, site
INnfrastructure, services, road access,
pollution (noise, air), cyclone, Body
Corporate, crime

IR——
P e S
g1 1 1L b
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o0 14) Development Potential -

«Capacity to — add buildings, add fittings / fixtures, divide
INtfo multiple lettable spaces, strata-title, subdivide land etc.

= |

*»*Stage 3 Storage Sheds Potential
— Have to buy next door —
currently rental house

LATINUM
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5) Property Due Diligence (DD) -

C) Tenants Business DD -
1) Existing Lease Terms & Conditions — Lawyer review obligations:

1L 'VE JESPLATINUM
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5) Property Due Diligence (DD) -

C) Tenants Business DD -
1) Existing Lease Terms & Conditions — Lawyer review obligations:

Original lease or copy? Rent review — frequency (3yrs — so can up rent & value), don’t
have coincide with lease renewal, linked to CPI? (gives certainty &

Legal capacity to enter lease? :
saves disagreement)

Every page signed? : _
Rent review date & confirm steps
Commencement date & conditions

to commencement Chattels — who owns? (impacts depreciation, tax, maintenance S)

: . :
Conditions or obstructions to lease Security deposit?(multi tenanted property) S & when

effectiveness e.g. zoning, licenses Bond? S & when

Rights of renewal (ROR) 5 x5 x 5 (lease = first 5yrs, subsequent =
renewal options, Can effect P&l

1L 'VE YeSPLATINUM
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1) Existing Lease Terms & Conditions — Lawyer review obligations:

Outgoings — What, Who pays, multiple tenancy split based on floor space?, rates paid
by tenant (ensure get evidence), Body Corp fees & service costs e.g. lifts, aircon, fire

Reinstatement clause — return to original .
Rachet clause —rent adjusted to market but not go below start rent

< b
Building insurance — Who pays — typically tenant but be aware, special insur conditions? BILL

Sub-leasing — landlord consent needed?

Usage rights — limited to specific business? Tenant can change?
Usage restrictions — e.g. storage hazardous chemicals
Body Corp By-laws — rules & restrictions

Non-competitive clause — same business can’t tenant building

1L 'VE D2 PLATINUM
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1) Existing Lease Terms & Conditions — Lawyer review obligations:

Alterations & improvements clause — permission required?

Maintenance & repairs — Who responsible?

Failure to meet lease conditions — automatic cancellation, cancel by written notice?
Covenants — e.g. signage size/location, outdoor furniture?

Deferred payments or rehab on lease cessation e.g. petrol station

Termination rights — e.g. property sold, destruction premises?
Purchase rights / first right of refusal?

1L 'VE JESPLATINUM
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+2) Quality of Tenants Business - the more successtul - the longer
the tenant is likely fo be in business & the more secure your

Income stream:

“* Growth industry e.g. medical practitioners rarely go bankrupt?

**» Analyse tenants competition — business SWOT analysis (strengths,
weaknesses, opportunities, threats)

» External factors that could impact on business — market cycles,
government policies (e.g. students), technology changes (video stores,

retail store vs online, paper vs electronic storage) {WI{{#W\]

1L 'VE A2l PLATINUM
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5) Property Due Diligence (DD) -

D) Business Real Property: Business Worth DD -

Financial statements — 3yrs Existing employees stay/go

Income tax returns — 3yrs Vendors Statement — business >5200k (excl. stock & land)
Detailed expenses Good will e.g. business name, staff

Detailed income Client profile - demographic

Current value of assets Management — current/historical

Liabilities not in balance sheet Occupancy rate - variability

Financial statements since last year end Inventory list

Current/future existing stock, premises, equipment, | Rules & method of enforcement
employees

Availability raw materials/products Rental agreements, rules, fire / emergency response plans

1L 'VE A2CPLATINUM
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o D) Business Real Property: Business Worth DD - '6 tirst

o Managemen 0D - S

« E.g. storage shed business — dedicated PO
onsite management vs off-site local agent:

» Who manages & roles re bookings, , “
advertising, entry exit inspections, —
complaints etc.?

« How long managing? . 2

=« Fees & charges & last increase?

= Record keeping & capacity to provide e.g. I,
ledgers, statements, entry / exit reports | BT~

« Current vacancy rafe vs area avg. R |

o firstnational a

« Trades availability

IL VE
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o E) Research Opportunities
o Capacity to increase rent & add leftable areas:
« Under-market rent & potential to increase®

« Add rentable storage & hardstand?
« Tenant willing to pay for improvementse E.g. specialized machinery
— makes tenant more competitive & willing to sign longer lease

1L VE
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6) A - Team
il |subsequent
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6) A - Team

Commercial RE agent, buyers agent
Lawyer — commercial specialist
Accountant

Business adviser / broker

Finance broker / S lender

Specialist consultants

Industry bodies

Larger franchise holders - > S1M

IL VE

Leasing agent / property manager
Building certifier

Building / pest inspector

Builder

Tradies

Valuer

Town planner

Designer

Land surveyor

Insurance broker

Quantity surveyor (Depreciation)

Cleaner
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PLATINUM

REAL ESTATE

y 4



7) Feasibility -

o A) Cash Flow Analysis - Sensitivity Analysis
oB) Market Value Analysis
o C) Deal Analysis
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A) Cash Flow Analysis — See Cash Cow Monthly Webinar
o Conduct cash flow analysis:

«Lease income / business income
«Holding costs (only those paid by landlord)
«»Bank interest on 100% of costs
«Depreciation a bonus

o Conduct sensifivity analysis:
«|nterest rate increase

«Rental vacancy

«|ncreased maintenance costs

o Calculate Break even point

1L 'VE PECPLATINUM
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A) Cash Flow Analysis - Feasibility
. tem | Fomua | $§

Income A
Rent

Sales

Hold Costs / Operating Expenses

Interest - Loan

Interest — Owners Funds

Management

Outgoings

Total Hold Costs B
Annual Cash Flow A-B

IL "VE SSPLATINUM
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A) Cash Flow Analysis - The Deal
_ ncome | OperatingExpenses

Rental Interest
Packaging Property Management
Locks Travel

Trailer Hire Advertising
Security Deposit Bond Phone

Key Bond Bookkeeping / Accounting

Landlord Costs (land tax, air con maintenance, annual inspections etc.)

**Rates, Insurance, Body Corp

Business Operating Costs

IL_VE G PLATINUM

REALESTATE



B) Market Value Analysis -

o Market Val of Commercial = Capitalisation of income =
Income Capitalisation Method

o Property leased for good return is worth more than if
property leased for poor return, regardless of what other
properties have sold for in similar condition in surrounding
area. Hence income has huge impact on valuel!

o Different to Market Val of Residential = Comparison Method

1L 'VE D2 PLATINUM
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B) Market Value Analysis -

o 1) Market Value = Net Annual
Income / Area Capitalisation (Cap)
Rate

+E.g. Net Annual Income ($100k) / cop e
Area Cap Rate (10%) = 100k / 0.10
= 3$1M value

+E.g. Net Annual Income ($100k) /
Area Cap Rate (8%) = 100k / 0.08 =
$1,250,000 value

¥ Higher Cap Rate = Lower

Market Value*****
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B) Market Value Analysis -

o 1) Market Value = Net Annual Income / Area Capitalisation

(Cap) Rate
Net Annual Cap Rate Calculation Market Value
Income

$68,000 11%
$68,000 8%
$68,000 6%

1L 'VE YeSPLATINUM
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B) Market Value Analysis -

o 1) Market Value = Net Annual Income / Area Capitalisation

(Cap) Rate
Income
$68,000 11% 68,000/0.11 $618,181
$68,000 8% 68,000/0.08 $850,000
$68,000 6% 68,000/0.06 $1,133,333

1L VE
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B) Market Value Analysis - VALUER

02) Area Capitalisation Rate = Net Annual Income / Market Value
(expressed as %)
<« Cap Rate is the average yield that investors are willing to buy at for a

particular asset class in a particular location. E.Q. if buyers are willing to buy
at a 10% yield in that area then the cap rate will be 10%.

« Determine cap rate by looking at the yield of similar sold properties in the
areaq.

+ E.g. $2M Sale Price & Net Annual Income ($100k excl. GST) = ($100,000 /
2,000,000) x 100 = 6% Cap Rate. Repeat calc for sales in area for good
Indication of cap rate in area

< Also reseorch by asking valuers and commercial agents in area for

)%PLATINUM

REALESTATE



B) Market Value Analysis -

02) Area Capitalisation Rate (%) = (Net Annual Income / Market

Value) x 100
Net Annual | Market Value | Calculation Cap
Income Rate
$68,000 $618,000
$68,000 $850,000

$68,000 $1,133,000

IL 'VE YeSPLATINUM
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B) Market Value Analysis -

02) Area Capitalisation Rate (%) = (Net Annual Income / Market
Value) x 100

Net Annual | Market Value | Calculation Cap
Income Rate
$68,000 $618,000 (68,000/618,181)x100 11%
$68,000 $850,000 (68,000/850,000)x100 8%

$68,000 $1,133,000 68,000/1,133,000) x 100 6%

»Cap Rate reflects RISK:

- Risk of asset class (Retail shop vs Medical)
- Risk of location (Mining town vs Metro)

- Risk of tfenant quality (Tatooist vs Dentist)

1L VE
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Cap Rate Applied to Your Property will be Influenced by Certain Factors
(e.g. 5% inner city vs 7-8% to 10% weak tenant suburban vs 10-14%
| - Vacancy now & in future
- Rent received
- Quality of tenant & ability to pay rent
- Prospective rental rate growth
- Rent review frequency e.g. yearly & linked to CPI
- Lease covenants (effects ease of re-tenanting)
- Permanency of tenants e.g. 1 yr vs 5 yrs lease

- Economic strength of tenant — National tenant vs local .
- Rent received vs market rent i

- Alternative usage potential e.g. redevelopment
- Risk to cash flow e.g. unacceptable increases in rental / outgoings
- Availability of finance for property type

- Contracted deferred payments — rehab

1L 'VE A2 PLATINUM
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B) Market Value Analysis -

03) Calculate Potential Purchase Price of a Property:
Purchase Price (Market Val) = Net Annual Income / Cap Rate %

«E.g. $68k Net Annual Income / 11% Cap Rate = ($68,000 excl GST)
/0.11 = $618,181 potential purchase price)

Net Annual Cap Rate Calculation Potential
Income Purchase Price
(Market Value)

$68,000 11% 68,000/0.11 $618,181
$68,000 8% 68,000/0.08 $850,000
$68,000 6% 68,000/0.06 $1,133,333
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B) Market Value Analysis -

04) Increase in income (rent) has HUGE impact on Value:

ooAny’rhing you can do to increase rent has direct impact on

+»E.g. Area Cap Rate @ 9%

Net Annual Cap Rate Calculation Market Value
Income

$68,000 9% 68,000/0.09 $755,555
$78,000 9% 78,000/0.09 $866,666
$88,000 9% 88,000/0.09 $977,777

»Hence $192.30 / week increase = $111,111 value increase!!
L _"VE JECPLATINUM
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B) Market Value Analysis -
o05) Yield Verses Cap Rate

«Often used inferchangeably — however:

«Cap Rate has an inbuilt “judgement factor”
hence subjective. Properties net income
sfream (either actual or predicted) expressed
as % of asking price

»Yield = Actual net income as a % of
sale/purchase price: Yield (%) = (Actual
Income / Sale Price)x100

«Area Cap Rate ............. Property Yield

1L VE
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C) Deal Analysis — See Cash Cow Monthly Webinar

cemme —“

Purchase Price

Purchase Costs
Hold Costs

Strategy Costs e.g. Renovation

Total Costs A
Market Value B
Profit Potential B-A

1L VE

REALESTATE



8) Finance -
o Use specialist (commercial) finance broker/lender/ valuer

olLease doc loan — serviceabllity based on existing lease not your
personal serviceabillity

o Determine funding tferms & negotiate — LVR, loan term /
duration, P&l & for how long, interest rate, charges / fees etc.

oTypically 65 -70% LVR; 10 - 15 years loan term
o Often P&l for first period e.g. 2 - 5 yearse

o Annual review not uncommon

oRevaluation & refinance - 6 — 12 months gap

after purchasee Copy of leases, info on tenants,
comparables, property features

1L VE
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?) Negotiating & Purchasing -

o Confidentiality Agreement to release info?
o Obtain sellers approval to deal direct with their accountant

o Counter offer made after valuer, accountant, lawyer, financier
review

o Can be protracted negotiation from weeks to months

oSeparate purchase contract for a) property, b) business &
equipment
olf being sold leased — check all details in contract

oNegotiate directly with owner & confirm all instructions /
negoftiations in writing

IL "VE J2SPLATINUM
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10) Leasing & Managing

oSee previously section 5) Property Due Diligence - Existing
lease terms & conditions — All of these aspects are to be
considered in a new lease

oBe acftively involved in the re-leasing process

o Good commercial agent will know who'is ¢
looking to move, who coming to tfown etc.

o Periodically research comparable
properties for lease = competition

1L VE
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QUESTIONS?
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