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How to live with
real estate risk

Second in a Series

ast month, | listed the

four ltems every prop-

erty ownershould con-
sider when trying to limit
the financial and personal
exposure that comes with
real property ownership. In
this article, we will examine
the benefits of financing
leverage.
+ RECOURSE VS. NON-
RECOURSE: Recourse vs. Npn-
Recourse: 1t Is recommended,
whenever possible, to obtain non-
recourse financing wherein the
fender only has recourse to fore-
close on the property in the evant
of a default. Witheut such provi-
sian, risk, in most cases, is not ade-
quately mitigated. Non-recourse
financing Is not difficult ta obtain,
even in owner-occupied property
as long.as there are mulliple ten-
ants and the quality and the loca-
tion af the properly does not suffer
from adverse influgnces.

+AVAILABLE RATES AND
TERMS: Commergial lenders have
flooded the market with financing
_producls. Rates are generally tied
to lenglh of loan, loan-to-value
ratios, as well as the loan's amor-

by
JOHN MALTZ

Managing Di

the face amount of the mortaage.
Additionally, the government takes
its bite through' a maortgage
recording tax which, for loans aver
$500,000, Is approximately
2.715%. Looking al the example
provided, such fees could reduce
the refinancing proceeds by up to
$50,000.

« HARD MONEY: Unusual prop.
erties, poor credit, or the immedi
acy of the relinancing requirement
sometimes requires recourse (o
non-traditional lenders. While it
should: be noted that asnerally
recourse and non-recourse loans
can benefit from the same low
interest rates, in duress siluations,
non-recourse financing can only be
oblained by approaching second
tier lenders. Such loans are gener
ally for terms of up ts

3 years,

tization rate. As of the Ist Rave aninlerest only payment fea-
ture with no amortiza-
r : tion, have origination
Net Operating Incn.me $100,000 AHE Hrom 3% - 6
Loan-to-Value Ratio 12101 | and interest rates doi
Cash Flow Availabie for Debt $80,000 | those being aflered hy
interest Rate 5500 :rarimo_nai Ir:n::erul Not
et = = surprisingly, there is sig-
Censiant 7.58% | nificant demand for this
Loan Available %$1,055,408 type of |oan by profes-
Due in 7 Years 5954,260 sionals who dea in real
property transactione

Quarter, 2003, the S5-year rate Is
5:9%, the 7-year rate is 6.5%,
and the 10-year rate is 6.9%. To
calculate potential proceeds and
cosls the following example llus-
trates the calculations:

* CLOSING COSTS: A sionill-
cantconsideration in any financing
decision are Lhe add-ort costs in
procuring the loan., Mast commer-
cial morigages have an origination
fee of from 5% - 1.0%:
Additionally, Lhey require either
enyironmental insurance or due
diligence, which can run from
$1,500 per properly. Legal fees
charged by the lenders range from
$2,500 - $5,000 depending upan

In summary, interest rates are al
historical lows and lenders are
floading the market with available
gash. This supply picture, couplec
with the evident risk of Incalcula-
bie exlernal evenls; has caused me
tor advise my clients who have
asked me "to finance or not to
finance?® 'with a single answer.,
Yes!

The next article will provide
specifics on Important technology
relating o property security,

John Maitz, ‘manmaging  divector,
Greiner-Maltz can be reached at 718-
228-2022, via email at jmalts@greiner-
maltz.com or at waww.grafnermalte.com.,

Visit Our Website At:
www.queenscourier.com



