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LEARNING OBJECTIVES

Atthe conclusion of this chapter, students will be able to:

+ Understand key aspects of commercial real estate finance analysis
+ Describe the application process and documentation requirements

for commercial real estate loans |
+  Understand how the property evaluation process relies on more than
the appraised value of the property and how the type of commercial
loan will affect the approach to valuation and maximum loan
considerations
Explain the draw or disbursement process for commercial
construction real estate loans
Describe the approach used for considering commercial construction

loans for residential properties versus other types of commercial real
&state |oan
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INTRODUCTION
ide variety of properties ang bug;

Cc i ith a w
ommercial loans deal with a he major categories of buildinslne“es

I . : ider
n this chapter, we will COI::Ie special conditions that lender musgts al°n8

with some information on . .

ine to properly underwrite each loafnl- \Z;tshajzrtzm categories of Copy

mercial buildings, different forms of f€a th tg nerally yseq, We M
look at these leases along with the buﬂdlngst 2 tlallse them. Fo; instg,

a term lease is normally used for apartment rentais, net leases are ,

ildings and warehouses, and Pel‘ce::tften

age

used in free-standing stor€ bu .
g centers. Some leases will be defineq e
Creqt.

leases dominate shopping ¢€™ 1
ing a leasehold interest and tl'ns can be tfcl)r 2 rtes1dent1al or Commercial
property. A leasehold interest 15 @ form ol Al e.nuFe OT property teny;,

_ t to use land or a building for a giye,, len e

where the lessee buys the righ D ,
of time. In residential Jeasehold situations, t%le lender will require that t,
wed like taxes and insurance payments g, ang

lease payment be €scro -

that the lease runs at least until the end of tpe loan term.
th some information on farm and ranch, o

S

The chapter closes Wi ‘
p ercial loans. While they are a mogt impor

which are not classed as commert= hile .
tant category of loans and follow different guidelines, this text only giyeg

some generalized information and does not address this kind of Jogp j,

any depth. -
The study of commercial real estate loans is important as it is very
large, competitive market with highly fragmented ownership and .
ries many of the same risks as residential real estate in terms of over.
centralization in a geographic area (e.g., the Texas oil belt recession of
the mid to late 1980s, when the collapse of oil prices affected both the
commercial and residential markets) and concentration of risk (eg, an
overexposure to loans on financed properties with Blockbuster or Circuit
City as the main tenants or owners). More recent trends reveal that some
retailers typically found in malls have failed, such as Dots LLC, Ashley
Stewart Holdings, Inc. and Coldwater Creek Inc., all of which declared
bankruptcy in 2014. These three firms account for over 1,000 stor
These key issues underpin commercial real estate financial analysis.
In some states, contracts covering commercial real estate space now
show increased use of covenants intended to protect health of humab';

safety against the presence of hazardous materials. Such claims ™
recorded against a property and remediation expenses can be enforceé
able even if they do not benefit the land of the party seeking t0 enfor¢



Special-Purpose Buildings

t. Environmental i
he Covfnantial real proper | issues are a key focus of due di;
On,reslden ty purchase and sale tr ¢ diligence in
po” . as of current or historical manufa ansactions, particu-

n .

plY L ons, auto body and - cturing, dry cleani

station® Y repair shops, and landfill t’lsce:agtlnc% ﬁ:s-
- es

ine : .

(c)(l:; on! res»‘»ﬂ t;m o dlsc.h arge, release, or disposal of
ipants a.t cause soil, groundwater, surface 0 Poll}uants” or
inationj which Cal‘.l create significant economi:r ::lef., and indoor air
ubli€ calt ns'lis’ hal:e iereang impact on the wa:bﬂi?yr:rr:;n te . arfld
geﬂl.‘ Mor® det.al on these emerging issues will be covered in ChermS ey
The following commentary points out major differences inatlilt: rvslns‘:
i-

¢ Jtegories of commercial loans for buildings

SPECIAL—PURPOSE BUILDINGS

all b“ﬂdm.gs are special purpose;” as their design generally
; ostricts use to .a spec1ﬁc kind of occupancy. However, in the jargon of

| estaté special pu.rpose. has a more precise meaning. Special-purpose
puildings offer a spec1ﬁc kind of service and are more difficult to convert
1o any other usage. Examples of special-purpose buildings include fast-
food restaurants, bowling lanes, service stations, recreational structures,
(heaters; and automobile dealerships. Because of the close relationship
hetween the puilding and the specialized services offered, such buildings
ned by the business operator. But many are built by investors

are often OW.
for lease tO professional operators.

Another feature of a special-purpose building is a much greater
dependence 0N the ability of the operator/manager to achieve profitable

operation. While management is important in other kinds of income
ildings, it is less critical than

property, such as apartments and office bu
yith special-purpose property. For instance, an office building, once
to show a cash flow even with changes in the

leased up, will continue
management. But an automobile dealership or 2 fast-food franchise 18

heavily dependent on the particular skills of management for its profit-
eir portfolio

ity Therefore, lenders may limit the amount of loans in th

for special-purpose buildings. They may also restrict loans for these types

ofbuildings depending on their risk tolerance. In addition, there are also

_—

1
gotshaJI-Maxon, Lee, and Nichols, Sandi. “Key lssues in: Real Property Purchase and Sale Agree-
ents.” Presented at Getting Ahead of the Deals Coming Your Way in 2012 Conference in San

Francisco on January 24, 2012.
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blic Act—rules that have to dq wi a. Re
R s Ac ith 8u

. . l ~
der certain REIT ClaSSIﬁCations rSClloslzres
e ate

restrictions for pu -
lation S-B of the Securr.tle -
and restrictions on holdings

ial-purpose buildings-
Spe(;af:aﬁlsepof this emphasis o1 management, lenderg Must |,
e

the building itself and examine the caiab(iilei:zinoii; t;f)se who wij beer)r'lond
aging the property. This is never o ZanZWcomer to tll(: ni)anfl ttis Partiig‘
larly dificult f the 1072 appllcant;: such a determj et. USinegg, ender‘
may use several procedures to make nation, 54 —

in the following section.

ty

Earnings Record of Applicant

If the company requesting the loan ha's a record of steady €arning, .
creditworthy, there is little prob.lem ‘A.’lt}‘l approwfal. EX@ples Of thi -
of applicant include oil companies .bulldmg SCIVice stations and f, St-foog
franchisers expanding their operations, among others.

Endorsement

A method of credit enhancement sometimes used to ex

: Pand automg,
dealerships or recreational facilities is a manufacturer’s endorsement of

the obligation. This means that the manufacturer agrees to accept a cop.

tingent responsibility for repayment of the mortgage obligation o the
special-purpose building. For the manufacturer, the purpose of undertaj.
ing such a risk would be to increase its sales outlets,

Future Purchase Contract

Yet another method of credit enhancement that has a broader applica-
tion than just special-purpose buildings is a future purchase contract.
Consider a situation where a large grocery chain desires assurance of

a special product made or produced by a small local supplier. By offer
ing the supplier a large continuing contract for its product, the supplier
WOl.dd have a proven source of cash flow to induce a lender’s favorabl
decision on a loan, As additional security, the lender might ask that th
Pufchase: money for the product be paid through the lender’ offices &
tclisllverér is made to the grocery chain. While such a contract, ?ssig.niﬁ) :;

ender or not, fallg short of an endorsement of the obligation, It




Apartment Buildings

assurance as to h
. lender so'me. . ow the loan wi
§ a1<ey question In the minds of all lenderg an will be repaid, And that

it
ARTMENT BUILDINGS

tment building, or multifamily oy
n 2P ifies ; sing as the f
ﬁ] ” dasmﬁe_s it, represents an. investment in residentia ;ierea: golveg:-
esidente property, particularly low-income housing Il)'.tast):;njltl) de
] Ye

f, i
pash advantages, and it is subj
i 85 g subject to some restraints that serve to

e ; i

; otect the rights tog ;zin:flnts. While .tax advantages for a while tended to
gistort investmen Al SIONs, the principal determinant for sound apart-
ent ipvestment StUl r€MAns the occupancy of such projects in each

arket ared. .
Underlying t'he. achievement and maintenance of good occupan
. sevefal quahfylng factors. Experienced apartment operators judg
ee factors to be of a.lmost equal importance in a successful operation:
) Jocation (2). Physmal fficilities, and (3) management. Obviously, a
arefl underwriting analysis must consider all three factors in determin-
ng the risk involved.

Location
ocation i usually the first limiting requirement of an apartment seeker.
A major consideration of location is easy access to jobs. Access to free-
yways improves accessibility for apartment dwellers, and many apartment
ceekers regard proximity to schools and churches as important. The avail-
ability of recreational facilities such as parks, golf courses, restaurants,
.nd other entertainment is also an important consideration. Apartment
dwellers as a group are not as burdened with exterior housework and yard
maintenance as are single-family home residents.

Since location is a major determinant of the available market, it is nec-
essary to evaluate the market in that area. For instance, does the proposed
rental structure fit the requirements? Will it be competitive? Do the size

and type of units meet these demands?

Physical Facilities

z?e RhYsical plant must meet the market requirements, not only in size
units but also in architectural style and amenities available. Amenities
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include such factors as playground areas, tennis courts, Swimpy,
club rooms, and entertainment facilitics If the market g Primarﬂg P%L\
Y fany
0]

lies, the two- or three-bedroom units would be the “OSt popygy ch
intended for young singles, the one-bedroom aﬁd Smdl(? designg, i
in greatest demand. The elderly, on th,e other. and, might Prefe, eo&e"
two bedrooms with a minimum of stairs t(.) climb, Sometimeg . "o
ment of units is used with the hOP€ of coveringall phases of the Inaral:sort'
smaller communities, this assortmen”f may best ﬁ.t local nees, Ho o
in metropolitan areas, this “shotgun apprC;?tifh s subSti'lut:Vfe r,
careful analysis of the market, as it may resultin 01111; type or Style of 4
easily rented and maintaining gOOd occupancy while others g, be it
for tenants. Before building begins onan apartment “ lex, knowled g
able operators (developers) sFu.dY the market for part.lcular # ‘I‘Iiremen:
and then use their merchandising power to attract suitable OCCUpapgg

Management
the third major factor in successful apartment Operati
n,

Its importance i well known to experienced owners but tog often ypq %
estimated by newcomers to the field. Along with location and the physicy
o, can be a “make-or-break” factor,

plant, management, t0
Larger cities throughout the country have companies that Special.
ize in apartment management, offering a complete_ Management .
vice for a fee of three to five percent of the gross revenues. Good map-
agement involves maintaining routine cleanliness of the public areas
prompt repairs of equipment or damaged sections of the building, an
fair enforcement of rules for the mutual well-being of the tenants; all ar
necessary to achieve and maintain a high occupancy rate. Experienced
operators learn how to cope with the special requirements of rental prop-
erties, such as initial screening of tenants, the most effective methods of
collecting rents and keeping them current, the special problems created
by domestic pets, handling skip-outs, and dealing with tenants who create
disturbances for other occupants. Consequently, an underwriter will ook
much more favorably, risk-wise, on a property under the management of
competent individuals or companies.
As apartment-style living proliferates in cities, underwriters e%

nize that the better-planned, better-maintained facilities are thos¢ th;lst
10

w.fiH sustain occupancy in soft or competitive markets. And a confin
high occupancy rate is the key to survival in this business.

Management is



i of Income and Expenses

oo

fo 0 show anticipated gross revenyeg

tuate wj
expenses do fluctuate with occllpzn‘/‘clzl)?ir (lCCuP&Hl:Y il

; ) ates, such as utiliti i

i libor _ § utilities, mainte-
ce, SUPP_heS’ a;ld olr A special expense that i frequently overlooked

. underestlmate 1§ replacement cost. Items such ag drapes and carpetin

and equjpment such as ranges or dishwashers, all in continuous useq;lave%

o5 dency to wear out. Allowances must be set ’

. s aside for their replacem
Thecash remaining after these deductions the P ent.

8 n becomes available for debt
aric. Any remaining cash, after all cxpenses and debt service have been

overed serves asa cushion against a loss or a slow period.
Many of these costs estimated ahead of construction are subject to
erpretation- For example, what occupancy rate may be reliably pro-

| octed? The FHA uses a percentage figure of 93, with exceptions for 221(d)
prograims and 223(f) programs where lease-up requirements are less con-

gricted. Conventional lenders generally tend to select an occupancy rate
substantiated by actual rates prevailing in a particular area. Most lenders
require proof of an occupancy rate near 90% before they will entertain
i apartment loan application. Rental rates also must be in line with the
going market. Expenses can be projected with reasonable accuracy. In gen-
eral, total expenses range from 36% to 45% of the gross operating income,
depending on the size of the operations and the efficiency of management.
The dramatic drop in commercial real estate values during the recent
fnancial crisis has caused many projects to be put on hold. It has also
aused many banks to have to put up additional capital for perform-
ing real estate loans as a result of downgrades in loans stemming from
the recent and ongoing bank safety and soundness examinations. These
eraminations are quite vigorous; between 2010 and 2014, about $1.4 tril-
lion in commercial real estate loans will reach the end of their terms, and
some have estimated that half are currently “underwater”? As discussed in

—_—

2:(imfman, Ted. The Final Report of the Congressional Oversight Panel. Submitted under Section
:5 (b)) of Title 1 of the Emergency Economic Stabilization Act of 2008, Pub. L. No. 110-343.

ccessed Jan, 31, 2015 at http:/ /cybercemetery.unt.edu/archivelcop120110402010341/cop.senate
'E°v/documents/cop-061010—report.pdf
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in the development of myyjf, .

y 2014, the interest moveq p,,, h%

al properties. The office bui]g; re to“’ard
Ing se

starts of development of industri .
shows primary activity in redevelopment of holdings to a ddres sg‘mem
tenant demands as well as t0 attract new tenants. h’fling
Debt service is the monthly of annual cost'of the Pri.nCipal andiy

payment, and should be tailored t0 ens.ure timely retiremens . thterem
loan. By careful analysis of the cash .avallable for debt service, 5, ue fu
writer can determine the most effective loan for the proposed N art;,der‘
e term, which range froment

15

Adjustable and negotiable factors are th © |
years upward to 30 years and the loan-to-value ratio, which dete,, .

the equity cash required- The interest rate may be adjustable or ﬁxeclin !
_ i

d is less subject to negotiati
usually pegged to market rates, an ' gotiation
Vv pegs . from Fannie Mae and Freddie Mac have sho,, "
for single—family homes have been unprece dente;t

d leases have delinquency rates far lower than
; Ur-
ing the last major downturn at the end of 2010. Fannie Mae and Fredge

Mac’s new multifamily MBS was down over 60% between 2007 anq 0
while FHA multifamily originations had grown more than seven foldb’

October 2011 than in the previous three years.’ As of the beginning 0’;
2015, delinquency rates continued to abate to pre-recession levels, A ¢
the beginning of 2015 due to the generation “Y” preference of housingy
2 more urban setting’ the multifamily commercial market should cop.
tinue to see positive growth—at Jeast in the near term. This will ultimatey

affect residential housing demand, because generation “Y” is putting off
new household foundations to later decades. Moreover, they prefer urban

living to suburban living.

Chapter 11, there was a renewal
ing units as early as 2011, but b

delinquency rates
multifamily loans an

Term Leases
onditions of a term lease—that

Apartments are usually leased under the ¢

is. a short-term lease that may or may not be in writing. While state Jaws

control how leases may be handled, a general rule is that a lease for ke
ature of the less

than one year need not be in writing. The short-term 1

— -

*Prior, Jon (2011). “FHA multifamily origination breaks record.” HousingWire Magazine. R
B aks-recor

family-origination brea’::/goope n

from http://www.housingwire.com/articles/13997-ftha-multi
014. Price Waterhou

“Warren, Andrew, et al. “Emerging Trends in Real Estate 2
Urban Land Institute, Report 2014, page 7.




Fai Housing Requirements

Fair Housing Amendments Act of 19
e
Thainst discrimination in the 1968 Fy 88 extended the prohibitions

e, Prior Jaw coTls'iders unlawful any di3c§$?n:i1§2‘_luf:1§nt to the act to
£1ace color, rehglon,. gender, or nationa] origin. The n;‘:Slng bficause
aded O new categories for'protection against discriminatioar?flli: Efint
nd familial status. The afidltional restrictions are of particul'ar ifnl .
acein the rental of multifamily dwellings. a
The new categor?r of “disability” protection requires proper accom-
qodation in the design and construction of multifamily dwellings. The

ilding and its facilities mustt provide accessibility and usability for
physiCaHY disabled people. This includes such items as doors and hall-

ways wide enough to handle wheelchairs, light switches and elevator
huttons at 2 level accessible to those in wheelchairs, and alarm sig-
sals in both light and sound to protect those with hearing and visual
impairment. People with AIDS are now included in this protected cat-
egory as well.

protection for familial status prohibits discrimination on the basis
of family composition. Housing must be open to people with children
1§ years and under. Parents with children or guardians with children
annot be denied housing. “Adults-only” apartments are no longer

permissible. There are exceptions for housing occupied by elderly
persons only.

Tax Deductions

Asresidential rental property, apartments have always offered some spe-
dil tax advantages for investors. The purpose, of course, is to encour-
ge suitable housing in this country. Under current law (the 1993 Tax
Act), as renewed under President George W. Bush, residential property
has retained its 27-1/ 2-year recovery period, while nonresidential prop-
Ity maintains its 39-year recovery period. Another tax advantage is that
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since the building—not the land—is depreciable, an Apartms
) . . . nt Off

favorable combination of values. The building portion of the iy, "
, : _ ith the non-depreciable | Sty

Is relatively high compared with the P € lang, g, " e
classed as personal property, such as any dr APES; appliances’ ang
ing necessary for apartment operatiOI‘I, are eligible for ever, Sreatey
Ciation deduction rates than the building, and the calculation Canpg, " ©

. I
using accelerated rates. d the tax .
Revisions to the 1986 Tax Act change nature of cergy;,

of property formerly considered real estate to the class of «, . &

- ‘ A
property,” and thus eligible for greater deprecla.tlon deductiop Sy Ch?lal;le
improvements as roads, fences, and landscaping are noy, Placeq ; thd
¢

15-year class and eligible for either straight-line or accelerateq dePIEcia
tion deductions. Qualified real property does not share in the expens

benefits allowed under the Tax Relief, Unemploment Insuranc, Re;l::f
thorization, and Job Creation Act of 2010 (Tax Relief Act of 2010), Ung

the 2010 Small Business Jobs Act 2 taxpayer can elct up 1 gy
of the $500,000 Code Sec. 179 deduction Pmlt (subject to the Inveg;.
ment limit) for qualified real property (quahﬁed- leaseholfi %Inprowemellt
property, qualified restaurant PrOPert}c and qualified retaj] Improvene,
property) for tax years beginning in 2010 and 2011, flhe Tax Reljef Actgj
2010 does not extend this treatment. Another possible tax break is thy

sewer pipe s listed in the 20-year class. |
While tax deductions have grown fewer since the early 1980s, ther,

remain important benefits for real estate investors. Depreciation deduc-
tions are based on the total value of a building, not just the equity interet
in it. Since this kind of deduction represents a noncash item, it protects
cash flows, allowing more money for debt service if necessary. The Jobs
and Growth Tax Relief Reconciliation Act of 2003 reduced capital gains
tax rates from 10% to 5%, and from 20% to 15% for asset sales after May5,
2003, for assets held a year or longer. Gains from property purchasled affer
2000 and held more than five years are taxed at an 8% capital gains e
The Tax Relief Act of 2010 extended the Bush Era individual and cap(;tij
gains/dividend tax cuts for all taxpayers for two years and als? exteri Ek
the 100% exclusion of gain realized from qualified small busn.less Srt Zn t
held for more than five years—a provision that is particular.ly m;) o
for small commercial and farm real estate investor consortiums : ;S g
theless, lenders are generally skeptical of any cash flow that depe

the unstable nature of tax law,



Retail Store Buildings

1L STORE BUILDINGS

gET . :

_standing |‘-eta.|| .store building, or strip of st
‘Theinvestment for individuals as wel] a5 large comparc:;:: ’
lﬁ"a e way {0 hrfmdle su(‘;h an investment is to first obtain a lease for th
Srgrrlises’ thef{ bl-llld to suit the tenant, In good economic envirz;n(ir te
Pan cuch puildings are cons.tructed on a strictly speculative basis irrllti;
mwners and devel.opers EXI?ECtlng to attract tenants later. However d’uring
glﬂes of economic Stltess’ in order to be eligible for financing pr:)perties

1 have 10 include elther.an anchored or unanchored retail ;tore build-
" gswellas net-leased, single-tenant properties with certain occupancy
:;%’ sales requiremf!nt& Atall time.s, the best commercial mortgage rates
i (erms al.re possible when a subject property meets some of following
hasic condition

. ngh yisibility
A Proﬁtable operating history
access to major roadways

is an interest-
The more con-

, Direct

s of Income and ExPenses

AnalYSi
) retail store building rented to a business tenant for a fairly long term—
gy, 10 0F 15 years—offers a stability of income not found in apartment-

¢ properties. A well-drawn lease agreement should allow periodic
rental increases either as a fixed amount every few years Or as an escala-
tion clause. The escalation clause ties an increase in rentals to increases in
e landlord’s operating €Xpenses.

with this type of property, the payment of expenses is usually nego-
ible between the landlord and tenant and is spelled out in the lease
greement. A common division of responsibility for maintenance is that
the tenant pays the costs of maintaining the interior of the building while
the landlord is responsible for the exterior. And the landlord is responsi-

ble for handling building insurance coverage and payment of taxes.

Net Lease

free-standing store buildings are often leased to major grocery chains
nd other retailers on a net lease basis. This means the tenant is respon-

sble for maintaining the building, providing the insurance coverage, and
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paying property taxes. With the responsibility ﬂ.f(-)r P'aYing -
insurance, and taxes passed on to the tenant, this kjp, d of e, ::aﬂcg,

identified as triple net. It is the kind Oftlz;:;:nint that js attractiv:ﬁe"
person who wants to avoid managemen t withoztotll)lerty; e reng r »
based on a fair return on the investmen € additjy,, of 5 s

. 1: s a
agement cost. Financing for this kind of 1nvestm‘ent may be ¢ ancmafl.
the assignment of all or part of the rentals. A major tenany ;¢ an attr: Uy

Cie

source of loan repayment for lenders.

SHOPPING CENTERS

The development and leasing of sh-opping. centers is a spe; alizeq
ness. Some developers not only build major centers but are re'taine;m‘
manage them. Many large retailers have entered the de"elopmem L u;o
ness themselves to expand their own mar.ket reach,. It is likely that ¢, I-
ping center owners work to prelease t}.lell' centers’ space Mmore , ﬂ;])
owners of most other types of property investment. To attract tenany b c
new project, the developer can undertakfa a careful market analyss Ofth:
area to be served. Such a market study includes Potentia] sg]¢g Volup,
for the various commodities that will be offered at the center. Wit ﬂn:

information in hand, the developer can better prove tg 4 merchan gy,
value of opening an outlet in the subject area. The market Study woyg
also be of benefit to prospective mall owners seeking a mortgage oz,

Anchor Tenant

Crucial to the successful operation of a shopping center is havinga major
tenant, or anchor tenant. The big merchant can attract shoppers thyt
benefit the smaller merchants. Major retailers have learned thyt smaller
stores can also attract customers on their own, thus benefiting all, as thi
arrangement offers greater convenience for the shopper.

The value of an anchor tenant is such that many major retailers have
spearheaded their own projects. Some rely on experienced shopping
center developers to implement thejr plans and manage the center upon
completion. Others, such ag Sears, Roebuck & Company, have enter'ed
the development business themselves. Sears has built a number of mgo
centers through its Homart Development Company subsidiary.

Shifts in consumer attitudes, along with consumer interests in beft”
values, have caused mall owners and mall developers to embrace more



) Sh°PPing Centers

ot stores as ancnor tenants. For exam ,
(:];C;illifm S:lls itl'l::il(()):st I?;allv\lrocated 20 millzlse,ntok::hpzlfl ;?iisycemel? 4
h;‘s our 1 f one another.’ frh holesale Club, Home Depot an(:irl'(l“cuy,
puilt O tofhz arking area'w iSt.r ucturing has worked we]l,becau afﬁ:’t
sectioﬂ & l(ft along with oas uilt on a slope, and each store has fie1 i
20085 to the 10 Ver 150 other retail stores and eateries -

ass“:,‘-,ai:ion of Centers

cl

i defy easy classificati

ing centers Y classification, as ,

ghopP be different. Something uni b most major developers try
dto more appeal, and the intent is

ar "
t ract th.e general public. (?enters fall into roughly three classes, based
mosﬂY on Size and merchandise offered: neighborhood, communi,ty and
. oal, ’
Ieglon . .
Ne;ghborhood Center: Smaller neighborhood centers often consist of

Jlarge corner area Wi’fh a strip of two or more stores. Merchandise offered
i mostly daily essentials such as food, drugs, hardware, and other every-

Comm"“'tY Center: A community center offers all the services found
o the neighborhood center plus an anchor tenant, such as a general

mel’ChandiSe store, an apparel store, a furniture outlet, a professional
grvice, Of SOME recreational facility.

Regional Center: The largest category, a regional center, offers a full
range Of merchandise and services. It contains at least two anchor ten-
ints as well as SCOTES of lesser shops, and a variety of restaurants, theaters,
and other recreational facilities. Often, there is a large mall that offers
arious kinds of entertainment to attract the general public. Hotels, office
hiildings, and apartment complexes are often found around these areas.
Regional centers have become an attraction for business meetings of all
kinds since they offer easy access to “off-duty” activities for those attend-
ing (or not attending) the meetings.

Income and Expenses

Theincome from a shopping center depends to considerable degree on
the success of its tenants. High-volume sales attract and retain tenants.

-

5
huxenberg, Stan. “Redefining the Mall Anchor Tenant.” National Real Estate Investor. Accessed
.31, 2015 at http:l/nreionline.com/mag/redeﬁning-ma||—anchor-tenant
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Management expertise can add. to the S;;Zeise :::;I: ;.;lvertisin  ctoy,
attracting displays, and entertamment-_s ot o ler the tie be d.
center profitability and tenant success rll ? that most I 3ses are basede:n
a percentage of the tenants’ sales. To € ’ dp fon of g, B \
and spearfhieads a tenant/nnanage e,

management usually organ’ses lan and arrange financ; Mep
association that meets regularly to P cing for .
malls are capable of offering rathe .

ous sales events. Larger shopping g
ish seasonal entertainment spectaclels t]})l:tﬂlz:toits?ltel-ff;;ne mallg actjy ey
i iti i clu Mate-¢
rage senior citizen walking . oy
encourag aps spend a few dollars with the merch:l:td
§

areas for exercise and perh

as well.

Operating Expenses
The costs of operating and maintaining a shopping center are diy; ded

between landlord and tenant. There is 1.10 standard procedure, o Negotis.
tion plays an important role in attracting larger tenants, Typically, ho.
ever, one finds that the higher the costs borne by the tenant, the lower
the rental. Usually, all exterior maintenance of the building, grounds, gy
common interior areas are the responsibility of the landlord, while the

tenant pays for interior maintenance of its space. Janitorial service .
mally follows the same pattern: the landlord pays for cleaning pub}c e

while the tenant services its own space.
Utility service is usually separately metered to tenants, However, ,

recent trend in larger centers is to install their own electric generating
plants, even selling surplus power back to the local utility company under
a co-generation agreement. Some commercial operators have turned t
new technology. For example, Bloom’s Energy Server® provides a solid
oxide fuel cell in a new class of distributed power generator, producing
clean, reliable, affordable electricity at the customer site. This allows larger
energy consumers to produce electricity using natural gas at 2-% times
less energy per kilowatt produced by the most energy efficient natural gas

electrical plant.
Heating and air conditioning may be either centrally furnished or sup

plied by each tenant with jts own equipment. Shopping center manag

ment prefers that tenants furnish such equipment and take responsibily
for its operation for severa] reasons. One is that maintenance and operdt
ing costs are not easily predictable, and providing the proper temperaiir
often causes problems. Another reason is the potential for liability if sals



Sh°PPing Centers

: i
ency and environmentally sustaj : ty with regard to energy

ornments have implemented st

andards that gove
go of redevelopment of commer govern future develop-

cial property to :
men . : meet energy efficienc
rfzm,-ironmentally sustainable design, or both. Ope well-known volun}i

; , .
standard is the Leadership in Energy and Environmental Design

(LEED), an internationauy .I‘ECOgnized green building certification sys-
em. The LEED green building certification system is the leading third-
verification of construction designed and built using strategies

med at increasing performance, reducing waste, and improving quality
fife. This is covered in greater detail in Chapter 15.

percentage Leases

Usually, shopping centers lease space at percentage rates based on the
e of the tenant’s business, rather than as a flat percentage for the

ontire center. The rates vary from a low of 1% to 1.5% of gross monthly
les for large volume stores such as supermarkets and discount stores, to
2 high of 10% to 20% for smaller shops and boutiques.

Percentage leases usually require a base, or minimum, rental payment
«ch month. Otherwise, it would be possible for a merchant to achieve a
pofitable operation on high-margin merchandise that could produce too
low a gross volume for the landlord to pay its own expenses. The mini-
mum may be stated as “amounting to 6% of gross sales each month but
notless than $1,500” Or the base rental could be separated from the per-
centage with language such as “rental shall be $1,500 each month plus 3
percent of gross sales” The minimum rental payment may be subject to an
sscalation clause based on a landlord’s cost experience.

Verification of the tenant’s monthly sales volume is usually a require-
mentin the lease terms. It can be achieved through submission of a copy
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ax report 0 the landlord each mont,
dic a

) te sales t g s
of the tenant’s sta udit of the tenant’s sales recq,. ds. [ the

landlord may require a perio

ntage Rent Rates

Typical Perce

The following table represents typical percentage rates for Vatioy,
types of tenants:

Type of tenant Typical % rate
Grocery store (national credit) 1%

Drug store (national credit) 1%

Variety store (regional cr edit) 1.2%

Video store (regional credit) 204

Shoe store (local credit) 49%
Electronics store (local credit) 4%
Liquor store (local credit) 50
Cleaners (local credit) 50

6%

Restaurant (local credit)

Financing of Shopping Centers

Three categories of retail store facilities must be considered sepa l
for loan purposes. The differences are based on whether of notp .
chafnt wants to own or lease its premises. It is a top policy decisi o
;Ezjor re;aﬂershdiﬁer in their answers. Some prefer to lg;se th:i):l )s:;:
ace and use that capital for other business i '
fairly ¢ ) purposes, a practice that is
g ;’ m‘;?gf;io;t irocery chalns: chers see an advantage in anticipat-
g et oot area e.lnd building their own facilities to maintain
h rol of Operating costs. Following i ' i

ree categories: (1) owner. . >lowing is a discussion of the
occupied buildings, (2) preleased space, and

(3) speculative projects,

Owner- Occupied Buildings

An Owner/
0CCupa
fic lity has Sevefajr(l)t Itlilerchant seeking ﬁnancing to buy or build a new
pHons. The cOmpany may use its own cash flow a5




Shopping Centers

>

il he current environment

’ many owners are att . .
rﬂOdiﬁcations to take adv: eémpting to obtain

a‘ntage of historic low rates or to make
aln or attract neyw ten

ant stores. Lenders
i derstand that a somewhat troybled ¢

) i Xisting borrower request-
on modification is usually told that he . !

. 7alo . TR r she must keep payments
1Cn8 ent 0T the period leading up to the modified mortgage being final-

® jand closed. Sometimes to keep debt service current, a mortgagor
 have ceased paying his or her vendors and suppliers, and by the

e );the lender finds out about the liens these vendors and suppliers have
more difficult

sced o0 the property, the modification has become much
0 execute-

preleased Space .

e method used by most shopping center developers is to prelease as

quch space as possible, and certainly this would include the major ten-
ots, With leases in hand, the developer can show a lender exactly what
{ind of stores will be operating in the center and, more importantly, that
ihere will be a commitment of rental income. It is not unusual for a lender
o base the loan amount on the value of the leases rather than on the value
of the buildings as collateral. Thus, the better the quality of leases, the
greater the loan commitment, which reduces the equity cash required up
front. Few centers are able to fully prelease their space, so usually some
«ditional, speculative space is included. This space is easier to lease if the

smaller merchants know who the other tenants will be and what kind of
competition they will encounter,

Speculative Projects

Only financially strong builders/developers are able to construct specu-
hive store space, either as free-standing buildings or neighborhood
Fenters. The larger shopping centers cannot be financed without obtain-
g leases with substantial tenants. The risk of leasing speculative space
S considerable, and the quality of the tenant is unknown to the lender,
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Nevertheless, a number of developers are quite capable o
projects and have proven successful. One key is to X erectings
the growth in market areas @d select appropriate buildiep up‘t0~da ll
key is to maintain a sound list of prospective clien, tl?g Steg_
who have proven records of success and are aggressiye| at j nlern o
operations. A track record of successful development i: :x an dln;ht;%
“Sehty) 7

Joan approval in this field.
Or aﬂy

OFFICE BUILDINGS

The owners of all types of office buildings, ranging fr,,

smallest, acquire or construct them for one of twq b m the largeg, ;

occupancy, or (2) for lease to others. Poses: (1) theiro oy
v Oy

Business Owner-Occupied Buildings

Many owner-occupied office buildings are bought or by
or persons with a financial history that makes the deci ,uﬂt b COmpape,
ing such a property somewhat easier for the lender %10.11 O undepy,..
credit reputation of the owner is the major quali len fls 15 Decayge .
sideration, whereas the real estate to be pledged is 0% actor unge, cop.
tance. Ultimately, the source of loan repayment i ;eConda.ry impoy.
owner/occupant’s record of profitability and the mann Os.ely tied to
ousIﬁngncial obligations have been met. °f 10 which Previ-
n financing large owner-occupied buyildj
s . . mgS, an alt 1 .
straight mortgage financing is the sale of ﬁrst-mortgagirgzmée hicey
pledge of the property collateralizes the bond issue) throunhs (“fherea
lI)ne'nt bal-lker. or a mortgage banker. Acquisition of large oﬂgiceal?u;ln;i;s t-
y Investing institutions such as banks or insurance companies is a :
mon practice. To accomplish this, o ' o
. ' » OWners may simply finance the prop-
Lel;t);:;c;:ll t.helr own investment funds. On occasion, a firm needs tg frse
In an existi ildi
2 sale-ease. bk ’);l}lstlngl building that they occupy and will enter into
il e - The sa e-lease-back and the discounted sale/leaseback
" more fully discussed in Chapter 13.
a
build ; %’Cu: bloijal" State, and federal governments and their agencie
throgh fhe sl.:ll dings f(?r their own use with legislative appropriations®
ik o ﬂ;: of various types of bonds. Some government buildisg
POost offices, are built by private investors under long-term least

contra
cts and are financed through private sources.




Office Buildings
e guildings for Lease to Others

derwriting of buildings intended for lease
Th iz Cd techniques of real estate mortgagee ﬁ(;(a):lhers calls for some
iz ysis f the property invol ' cing and requires
eJdensl\ﬂ? V) 2 bl 0 Yed. In this category, there are four
i oups: ( o r-investor with preleased office space to build
VER ‘fClllatl"elEtéld Oir-lnvestor hoping to attract tenants before thc;
ding 8 comp soon thereafter, (3) an owner-occupied building

uil «
:1' i extrd space for lease, and (4) a “stabilized income property” that is
beiﬂ g vaUir ed.
Preleased Office Space
" substantially preleased building is the more conservative method

¢ making a0 f)ﬂice building investment. For financing, it provides the
nderwriter w1tl% a lease to an.alyze a tenant to examine for creditworthi-
55 ond a building and location to study. If the building is specialized to
meetd renant’s unusual requirements (such as heavy electrical gear, raised
o lowered floors, or special wall patterns), the term of the lease should
be sufficient tO recover the extra investment. Most underwriters will limit
Joans t0 2 percentage of the total lease payments, as this is the main source
for loan recovery, of to at least secure sufficient preleased space to cover
debt payments and forecast operating expenses.

Similar to a shopping center, a preleased office building faces an inflex-
ible situation in regard to an overrun on construction costs. The build-
ing must be designed and constructed in a manner that meets projected
wsts, and the contractor must have the ability to complete the project
Jithin the contract terms. Bonding of the contractor is a normal require-
nent. Preleased office buildings for single tenants are usually “bare-wall”
leases—that is, the tenant pays for finishing the interior (not added to the

rental payment) and provides future maintenance.

Speculative Office Buildings

The speculative builder presents a greater risk to an underwriter, and this
imits loans to only the more experienced and creditworthy builders. In
tdition to the usual analysis of the building and its location, consideration
E:St be given to the market and the regional economic pattern. What are

chances of the speculative building becoming fully leased? However,

the .
Underwriter, by choice, is not in the business of ‘hance,,s0.a.protective,
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. applied that would require builg
restriction is 3012:1?21;8851‘;5 occupancy with bona fig, tenandu;ifto hay,
a 75%, 80%, or .pmu be released. A mlnlmt.lm I'el'ltal'pl‘()\,rision la Ore u\e
permanent lo?:nder’s repayments is often includeq in a gpe, atw?mw
to protec ti:eourse, restrictions based on lease-up tthW 4 reg) burdbuﬂd.
ing loan. O Cﬁnancing and usually mean that the bullder Of g Spe o
constructlol?s t have the credit strength or cash r CServes ¢, bui] c“lath,e
building m

d
uilding without an assured permanent loap commitrnent. 4 le“e
the buildin

It is not unusual for a knowledge.abl.e bUil.der_-COntractOr ent o
oderate-sized office building with jts own fiy, ds o m‘llld
and lease a m ore than the costs. In such a case, the loan secu; : o,
gage out for I:Ssignment of the lease income as op the Mortgag, pt;stsas
gjrllled:n(:hzg of measuring loan size based on lease assignments isty tdpe

Caley,.
late the current worth of future lease payments and Joap, 80% of the .

Owner-Occupied Building with Space to Lease

A building constructed or acquired for owner-occtlpanq, i oftey
than needed at the time. The expectation, of course, is of fu.ture
This would mean offering leases to others of.shorter dur:fmo
five-year leases, or even including cancellation clauses i

laPger
“Xpangig,
n, ]jke two. to

future needs. Such limitations on occupancy could mea'n lower renta] page,
In periods of downsizing, owners may reduce their gy, use of off,
Space. In an effort to attract new tenants, favorable rental rateg may be
offered in an effort to further redyce overhead expenses.
Regardless of how multi-tenant Occupancy is created, Owners tend

Rent Calculations for Office Buildings s
- 0

- Consider an 11-story multi-tenant office building. The Blz: Safreofeet

2 through 11 are 21,000 Square feet. Of that space, 1,00f etqcomP"se

 are part of the “core” (elevator, stairwell), 3,000 Square f¢ ake up e

 the ‘common area” apg the remaining 17,000 square feet m

leaseable space, it i -




Warehouse Buildings

e quOtefd rene? rat.e for the lease space is $30 et rermtable
RA). If a prospective tenant wants to rent 4 OO(I)):(II I:tfrentable
’ . ft. for anew

ared B
the 4,000 sq. ft. is considered net useable area (N
e the contract ”Zm’ multiply $30 x 4,000 x 1.15 Thelﬁ)S. oile
the add-on factor (AOF). The actual rent, therefore, i 36 b caled
5= $138,000. » is 30 % 4,000 x

* yother way to express the rent rate calculations would be

NRA = NUA x AOF, or
Contract rent = NRA x NUA x AQOF

The jandlord pays for the core and the tenants pay for their
den‘lised premises plus their pro-rata shares of the common area.

On the ﬁr.st .ﬂoor, because of the enlarged entrance area, the
,4d-0n factor is likely more, such as 1.20.

ed Income Property

stabilized income proper.ty is a property type in which the building has a
Jonger operating history; it usually has an 85% or higher occupancy and is
its current owner for varying reasons. One of the typical issues
der on these types of loans is that the current owner may be
2 lack of funding for reseating tenants when existing leases
the building may need renovation and the owner is a passive

expire, 0T
s a pension fund or certain types of real estate investment

vestor, such a
irusts, without the management expertise or authority to complete such

3 transition. Therefore, many DOTTOWELS interested in stabilized income

dditional financing, not just for the purchase of the

property may want a
Jfice building, but for rehabilitation costs as well. For this reason, this

type of loan sometimes has similar characteristics to the speculative office
mortgage in terms of final LTV and expected occupancy after all rehabili-

ution construction and reseating of tenants is complete.

yobiliz

WAREHOUSE BUILDINGS
perty that is pre-

The warehouse building is another type of income pro
ferred by many investors because of its relatively low maintenance

ind management requirements. The demand for warehouse space has
flown substantially in the past decade for several reasons. Many types



ial Building and Farm Loans
12 Commercia

.os use general warehouse .8pace to store Mer .
Ofwn;pa::liseep agproduct closer to its ultimate markec :ndnse.
seaS;Lﬂaﬁy large stock of a particular raw materia] » UT tg ho
unusomewhat like office buildings, this type of faCility .
hain operator-: ; € by
by an owner, such as a grocery ¢ it can b ¢ Duiy
;s; ar); by an owner, such as a light manufacturer, with p e.;)ul]t forfu:
for lease to others; or it can be built. for speculative leasing s Cns avaﬂ&ble
warehouse space. It is the speculative warehoyge that requireommercia]
careful loan evaluation of the property. Owner—occupied or parts‘ the Mog;
pied buildings provide an established busmf:ss with 3 ource ofliéllllly Ocgy.
substantiate and undergird the l?an analysis. Warehoyge, aras COme
preleased and partially preleased in much the same Way as offic, b“{h fu
and shopping centers, so the analysis of the different types is i ]1]111 g
ar,
General Warehouse

There are several basic requirements for general warehouge
make it more easily rentable during the life of 3 loan. Like o1 oth
properties, location is of paramount impo
accessibility by roads running in several d
modate large trucks or tractor trailers. The
traffic zones as required by shopping ce
but neither should it be locked into small street patterns that limit the
of the truck that can transit through. Warehouseg should also be accel?
sible to rail spurs, if possible, Availability of a raj] siding is

Pace that

rtance. Location gh,, W ing lige
:

irections that are able to accon
land need notpe In high. deng; .
nters and some offjce buildingts):

installations. Without adequate fire p

and greatly increase storage costs for the prospective tenant.

In the constructiop design of the building itself, provision should be
made for loading docks capable of handling truck and freight-car loadings
at the pr Oper heights. The ceilings must be high (generally over 15 feet)
for more efficient stack storage of merchandise. The costs of construct”

.Of a.warehouse buﬂding are similar to those for a shopping center build
l{lg Insofar as both gre fairly high-ceiling buildings with little or n0 inte
rior finishing provided b

. ’ :or floors

rotection, insurance rates skyrocke!




Warehouse Bujld;
_ ildings
e puilding: Furthermore, the cogt o g

« than that requi fland suitabl
r quired eforaw .
muCh Jowe for freeway-accessible sho;:)inagr::::) L
S'

Net Lease

ouse leaa:: O:tenaﬁrovide for a triple net return to th
en S : e own :
the t % t)l’l ITlal.ntenance and operating cost o ‘.Nthh
e ond taxes on the building. In sy g costs, plus all insur-

. ch a lease
bel dtoa bare minimum. The cash » Management expenses

available for debt service i
service -
e VY easy to calculate. For general warehouses with mul‘:is-il;;t

the owner may provid
occupan ) ; € some services and : .
esPOnsible for taxes and insurance costs. st kel fill be

meaﬁs

Omce[Warehouses

 variation of the .g-eneral warehouse is the type of building that com-
yines &0 office facility in front and larger warehouse-type space in the
(ear, These office/warehouses have many uses—for example, as sales and
storage offices for such items as parts or distribution of equipment, small
anufacturing operations, and repair facilities. Office/warehouses should
bhe MOTe accessible to general traffic than general warehouses and are
more likely o be attractively landscaped, with parking available for the
enants’ CuStOMEIS. Construction costs are about the same as for a general
warehouse except for finish work in the office area.

Mini Warehouses

A growth segment of the warehouse market has developed in the build-

ing of one-story structures partitioned into small rental spaces. The mar-

ket for these mini warehouses comes from the more affluent and mobile
dtizens who accumulate material goods but are unable to accommo-
date them in small apartments and houses. The structures usually con-
win from 100 to 300 rental spaces, each ranging in size from 5' x 5' to
20 x 20'. The management requirement, depending somewhat on size,
tanges from almost nil to full-time administrative personnel and security
quards. Returns on investment have been good. Owners have reported
that a completed warehouse averages about one-half the cost per square

lootas that for an apartment building, and the rental rates per square foot
we about the same.
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s are distinctive and should net be

mmercial loans- They require & veryds octn tred kn()""lecd e g 3
Cl:)e porrower and the Proper ty pledged to make a soupg un N bor
' . dement. Almost all of these loans are analyzed i, the | N
ing judg if any, national guidelines, as each loca] e Ocq| arg,

There are few e
crops, and markets. Because of entg it

own distinctive soil; weather, ond e
rtance of agriculture to the national economy, federy . iy

undertaken a number of helpfu | 0an py, InaIly
8lam

FARM AN

Farm and ranch loan

impo
state governments have .
to support some stability within the industry. Governmen; |

crop loans are the single most important source of farm loans, . d apg
ing for about half of all farm mortgage debt outstanding, Tp, Othcount"
of the market is covered by commercial banks in rury] Commer.half
and life insurance companies dealing through mortgage cOmumt'ies
The creation of Farmer Mac by Congress in 1989 an( it o Pan?es,
of powers in 1996 enhanced the willingness of regulateq lefgnsmn
undertake farm loans. Farmer Mac is now authorized tq buy 2 irs to
tural loans and create its own mortgage pools very much |k, lg:alrfﬁe

Mae and Freddie Mac.
The term of a farm loan varies as to need and may run from 11, «

years, with 33 years being a popular term partly because the Federal 1gng

Bank formerly used 33 years. More leniency is given in the repayment of
farm loans than other real estate loans. A farmer’s income is subjectf
0

greater variation, and a rigid payment schedule can be self-defeating. But
any long-term farm loan should have full amortization as a goal.

Some of the major government agencies handling direct farm loans
were discussed in Chapter 3 as a part of the primary-mortgage market
This section addresses some of the questions that would be involved
in conventional underwriting of farm and ranch loans. Two generl
categories of farm loans are (1) family-resident loans and (2) agricorpo-

rate loans.

Family-Resident Farm Loans

The fami'ly-r'esident farm loan has not changed a great deal in the past 3
Z::;g It is still based op the three legs of any good mortgage Joan: (1) ¢
ororthy bortower, (2) g property of sufficient value to provide 00

collateral, and (3) the ability of the property and the borrower ©0 product
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. come assuring repayment of the loap.

m;: equire good knowledge and €Xperience 121?1?2233 :rzafa;m. land
m is the most vu.lnerable to failure and subsequent log single-
ified cr'op operation, plus some livestock, Pro\?ides thoas default.

- he ability of thc? farm to produce 2 continued incomee ; :st s;:lcu-

n Occasional crop failure or a fluctuating market, is a pr; > regardiess

0. o ing a soun d farm loan, » 18 a prime considera-

tio e and value itself may be distorted by outside pressures such as

. developing nearby, a large neighboring farm desiring to expand 0?

ossibly @ new freeway providing much frontage acreage. But the fe:rm

PP riter should confine the analysis to the producing factors—soil

o jitions, weather, available irrigation, type of crops, nearness to mar-

5 and condition of the markets—that will produce the income from
ich the lqan can be recovered. To give any substantial weight to pos-
bl increasing Jand values takes the loan into the speculative category of
und develop ment.

P
;rodivers

Agricorporate Farm Loans

ricorporate farm loans show some similarity to special-purpose prop-
ertyloans. Large commercial farm companies control much of the nation's
agriculture today and usually provide good business records to assist an
jnderwriter in making an evaluation. Studies of land productivity with
yarious Crops and fertilizers, the most effective methods of breeding and
feeding livestock, and management techniques in cost control have devel-
oped economies of operation. Equipment can be more fully utilized and
wetter maintained than on smaller holdings. Along with the advantages,
ereis a word of caution: the dependency on hired labor and fixed man-
ement costs make commercial farms less flexible and more difficult to
rtrench in periods of declining prices.

Ranch Loans

Aranch loan presents only slight variations to a farm loan in that it
produces livestock as a principal source of revenue. Because ranches are
Pl‘e.dominantly in the drought-prone southwestern regions, an under-
Writer must take care to analyze the water situation. Often, water rights
“nbe of greater value than the land, since without water the land may
tworthless. A common practice in ranching is to lease public lands
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d becomes of vq|
. The acreage so lease Ue to the
for gmzmlfe productivity it can add to the ranch, a5 this Tangy, onj,,

ft

tern':z (;erm of the lease. But leased land or grazing rightscan be ]i"’it In
by t included in the appraisal for | do adq,
and should be included in the app 240 Purpoge Sop_ ¥y

ranches produce additional revenues from the saje of ti'mg)meumee
from mineral leasing, and even from hunting Jeageg and dyq ° rig, t:‘
All income has its value, but must be considered accordjy, te fanchin
and stabi 1ty. e“llre

Religious Facility Financing

Church or other financing of buildings for the use of religioy,
tions requires the authorized officials of the OTganizatiop ¢, m‘zrgaﬂiza.
unique prequalification requirements. For the typical chyp, facieﬁ Som
new construction or refinancing a lender will typically wang, o4 ty’_fOr
mum, the following: T i

* Minimum of three years of financial Statements (fiye
erable) and a year-to-date financial statement for th
including both balance sheets and income statementg

* Minimum of three years’ worth of average adult Worship attenday
ce

* Annual contributions from each of the largest 15 donors fy; the
previous year (the names of the donors are not usually Tequired)

¢ Cash on hand in building fund
* Value of land or building already owned
* Current liabilities of organization

years ig Pref.
€ Curren; Year

come to fruition, could the Organization pay for a self-amortizing mort
gage out of its existing budget? "
There are three dominan; types of funding for religious-use faciie
These are conventional loans from a bapk or other financial institutod
bond offering, or a capital stewardship campaign. Conventional loar® :
run the gambit of types as the loan may be for new construction, remoor
eling, or acquisition of land o other facilities such as a day care &1

pr o

A
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d as such will have many differ; _

Sch?orll;,alt]hat might vary from thzs(:l(i};?x.iggmns’ ind“ding 1:llllding pro-
jecﬂ“;ﬁ i conventional lending, borrowers mj ol?tal new house of worship.

253 commercial bank or broker, ght approach a direct lender

U bas ed on the future value of the

Joa" [lateral. B will
s as collateral. Borrowers .
e generally obtain money from one

. however, in some small communiti
nden . : nities, local ban : e
le ., making the loan, with one as the lead s wall pacic

e ) on the construction loan
EJ ile th:r Ztcl:; ie;ﬁii::gseiix:? ](l)n the permanent loan at the end of
¢ CONS " ingle closing procedur: éf.handled like the construction-to-
gzl;lrﬂ;;;dng A iscussed for residential construc-
The seCOI.ld source of funding is bonds. A religious organization
ould Jeal with a b.ond company that specializes in putting together and
0o moﬂflg .the offering. As discussed earlier, lenders and bond underwrit-
s will imit the amgunt of money that can be borrowed based on current
1cOme; membership trends, and cash flow trends. Many bond under-
iters will tell a church it can only borrow three to four times its current
rnings. FOT example, should a religious organization be able to demon-
rate 4D annual income of $200,000 over the past three years, it might
have a bond borrowing power of between $600,000 and $800,000, to be
offset by expected cash flows from a capital stewardship campaign and/or
fhe existing value of collateral, such as the land. Some more centralized
religious organizations have developed their own bond underwriting and
suance capability.

Many religious organizations use capital stewardship campaigns
for new facilities, schools, or other facilities. These capital stewardship
ampaigns will range in terms of need, funding between one and three
times the organization’s current total income over a three-year campaign
period. Many religious organizations have carefully crafted professionally-
fultated campaigns or templates for local use. This is a highly desirable
way to fund any building program and aid in obtaining permanent fund-
ing from conventional lenders or bond issuers.

Most successful fundraising and financing programs for new con-
Struction start with plans developed by a professional architect, ideally
based on a budget or bid from the expected contractor. The funds for
lbe architect’s fee must be paid for by the religious institution desiring
ﬁl"dillg, as this demonstrates the level of commitment and competency

oked for by funding organizations.

facilities to be built, using avail-
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