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FINDING THE MOST SUITABLE TYPE

OF COMMERCIAL PROPERTY FOR YOUR NEEDS




The 4 Types of commercial property to consider
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1.  Offices - Strata & Freehold
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2. Retail Shops

3. Industrial / Warehousihg
T/ Gt

4.  Mixed Tenancies




Offices - Strata and Freehold
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» Strata offices can be the easiest type of commercial property to start with.
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» Often it’s an empty shell to start with - Simply with carpet or flooring
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Offices - Strata and Freehold
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» They are often part of a large commercial building of strata offices, amongst

other commercial buildings within a business district
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Offices - Strata and Freehold
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» Often low maintenance and set and forget type of properties.
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» Larger offices will have larger business as tenants and typically you may see
longer leases such as a 3x3x3 year or a 5x5x5 year lease
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» Small offices in the CBD or inner suburbs, typically have smaller business as
tenants and the leases are usually short, some may even be only a 1x1 year
lease.
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Offices - Strata and Freehold
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»  Office tenants may end up staying for a long time, unless they outgrow the premise.
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» Often for these tenants, the cost of relocating and the interruption to their business can be
more than a rent increase.
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»  You will find this particularly for professions such as legal and accounting firms or dental or
medical practices.
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> To these specialty firms their rent is often only a small fraction of their overhead based on what
they charge their clients.

X IR BT 2~ F R, ARSEARATT R 2 P USCBT 5 A, AL e AT B B il s —/NER



Offices - Strata and Freehold

IroyzE — A FTK AP AL

» The outgoings for a strata office are often fairly low and being under strata, it is

unlikely to have any unexpected costs associated with it, if the strata have a
fully funded sinking fund.
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Offices - Strata and Freehold
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» In general, the outgoings for strata offices can be very low
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» If however they are in an iconic location in the CBD...
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» Or ifit’s a brand new fitted out office space in CBD, then the strata will be high
due to the elevators in the building
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Offices - Strata and Freehold
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Offices — Pros
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» Can be a low cost entry to the market — some office suites can start as low as
$120k
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» Generally low maintenance and a good Set and Forget Investment - especially if it
comes with a good lease and tenant
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» Most offices come in large strata titled buildings — so you don’t need to account
for additional costs such as
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. building insurance or #HIRS

- take care of common area expenses or #KH /3 [X 3 5% H S
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Offices — Pros
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» Banks generally find it easier to value these properties... So the bonus for
you, is that the lending process is generally quicker
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» It’s easy for you to determine rent reviews and market rent based on other
similar sized offices in the building
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» For offices and buildings that are in a good location, easy to access, or with
views, or additional features such as balconies, tenants may be happy to pay
a premium to be there
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Offices — Pros

PRE-NR

» Some smaller spaces 1n parts O ract a premium — This is
because most of the space in a CBD caters for large companies Divisional
Premises or Company Head Offices, so the space is often 100sqm + +
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» Smaller spaces for 40sqm or 80sqm are often attractive to smaller firms and
businesses and where there is low availability, they may pay a premium
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» However keep an eye out for current CBD developments, with many smaller
offices 80sgm and less, as this will increase the number of smaller offices
available and will lower the lease yield.
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Offices — Cons

» Strata offices with long term tenants and strong leases, often represent a
low risk investment and therefore the return is often not as high as other
commercial properties
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» Strata levies can be high, especially in older buildings with older
amenities—(but your tenant may pay all or part of these levies)
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» Generally yields can be low — around 6-7% in CBD, although in higher

turnover office buildings, with shorter leases, you can find 8% and 9%
yields.
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Offices — Cons

» Building maintenance may be high over the years and can trigger special
levies such as
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- air conditioning refurbishment, Z5H%IH

- roof repairs or JZIN4EE
- external painting of the building or ZESY)MAH; il
- lift repairs HIFR4EE
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Offices — Cons

» Building maintenance may be high over the years and can trigger special levies
such as
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. air conditioning refurbishment, “1f%&HHr
roof repairs or & I4E(%
external painting of the building or #5445 ¥ il
lift repairs HEERZEE

» Often the rent needs to stay competitive, because other similar
surrounding offices may offer the same rent - this can limit your
ability to raise rents
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» There may be a limit on capital growth, based on the limit of .
surrounding rental yields. UNIKORy,
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Retail shops

TEIS

» Retail properties are the most versatile in their usage.
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» takeaway shop #hsJE5
» restaurant, café, & /)7« WIHEET

» clothing store HixZ%E)5

» medical consulting rooms EJ7 2%

» dental clinics FRHZ AT

» chemist #§)5

hair and beauty salons &R FERI I
butchers WJ5

banks and travel agents #RAT AR T4
» gyms can also be shopfronts

>
>
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Retail shops — Types
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Retail shops

T

» Versatile because, it is relatively easy to convert a clothing store to medical

consulting rooms, or to a hairdressing salon.
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Re’ron shops

» It is also just as easy to convert a takeaway shop, to a cafe, or a restaurant.
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Local council will often require a change of use application
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Retail shops

)

» It’s always about flow of foot traffic for retails and shop premises.
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» Ideally, where you get the most amount of foot traffic.
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Retail shops

)

» Ifit’s in a shopping mall, you will want an anchor store such as one of the
major supermarket chains, as well as possibly a food court.
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Re’roll shops

» Ifit’s part of a strip of shops, pay attention to what the property is surrounded
by on either side. Are they complimentary businesses or shops, that draw in
more foot traffic?
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Re’roul shops

» Also check if it’s close to a
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- A bus stop or train station and
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» A bank or a chemist to ensure enough foot traffic.
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» In some strip shopping precincts, one side of the street performs better than the other,

simply because one side has a public parking lot while the other side doesn’t.
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Retaill Shops — pros
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They are easy to conver ,
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» If part of a Strata — there’s often less additional maintenance costs
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» Because they are usually amongst other shops, in a hub in a central
location - there is often good foot traffic and flow
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» Because shopfronts tend to be more unique, the Rent can be more variable

as a consequence. This is the case when a shop is already fitted out and the
tenant does not need to pay any fit-out costs - the starting rent can be

e tenant’s needs

higher wniKoRy
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Retaill Shops — pros

TEE-ILR

» Generally, you would experience Shorter Vacancies — Because retail can be
easily converted to other uses, it can make it easier to find a tenant after

one

leaves
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» With a solid lease and the right tenant it, can be set and forget investment
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Retaill Shops — cons
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» They are often a strata title — so come w1
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» Smaller ]fremises are more likely to have smaller local tenants over national tenants, and
they are less stable than the large national tenants
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» When there isn’t enough foot traffic, it’s possible to lose tenants whose business relies on
high traffic areas for revenue and growth
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» Sometimes you will have to entice a new tenant by offering to contribute to
part of the fitout costs, or paying for removal of the old fitout
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» Or... you will have to offer incentives such as lease free months, for them to pay
to fit-out the shop themselves.
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Retaill Shops — cons

» If vacated, it can take a while to find the right tenant to lease it.
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» In some areas, premises may be more likely to have break ins, or damage
to property and vandalism, which affects insurance and repair costs.
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Industrial Warehousing
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» Industrial property includes warehousing, storage spaces, and warehouses that
include an office and mezzanine floor.
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Industrial Warehousing

» This type of property generally gives you high yields which can ranges from 8%
to 10%, but it also carries the highest risk as it can take a long time to re-
tenant
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Industrial Warehousing
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» You will find most industrial properties are on the outskirts
of the CBD or in regional centers
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Industrial Warehousing - New trends
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» With the development of online and e-commerce stores and

businesses, the light industrial warehouse complexes have
become popular.

B 7 BB 5 BN 55 O R PR, 0 Tl 5T 4 U 0
R AT . )

:

- 4 4 .
~ < . '{ [f
~— R R
Sl R ;
1 ~

|
111




Industrial Warehousing - New trends
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» These often have an office at the front of the property with a mezzanine floor to
keep stock and the ground floor to move stock.
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Industrial Warehousing - New frends
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» There are often light industrial properties within 25kms of the CBD, which is
great because, it can make it easier to tenant and also maintain good capital
gains.
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Industrial Warehousing — pros
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» Higher yields
e YA

» Can be easy to manage and make a good set and forget property, especially
if it’s a national tenant, or a tenant with a long lease, 5 to 15 years.
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» Most are freehold investments with no strata fees
KRBT K AN T8, WaYSH .

» Can make a good investment for Regional Areas as large companies tend to
have larger more stable regional offices/hubs. Places in NSW like Albury

Wodonga, Wagga Wagga, Orange, Or in QLD like Toowoomba, Ipswich or
Sunshine Coast
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Industrial Warehousing — cons
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» When tenant leaves and it becomes vacant, it could take a long time to
find a new tenant
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» If an older building, it could need repairs, maintenance and capital
improvements on it from time to time - so additional costs
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» While the yields, may be high, the Capital Gain maybe less in regional
areas.
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Mixed tenancies
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» Mixed tenancies are commercial buildings where the tenants are a mix of retail,
shop, office, storage and residential.
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Mixed tenancies
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» They are typically freehold commercial buildings and generally priced higher. For
example around $1.5Millon + in regional areas and around $2.5Million+ in
Suburban and City areas. Larger properties can be up to $10m or even $20m.
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Mixed tenancies

R & B

» As freehold buildings, they often have a shop downstairs and residential upstairs,
or office upstairs
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Mixed tenancies

R & B

» They usually already have a separate entrance for the downstairs shop and a
separate entrance out the back for the upstairs office or residence.
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Mixed tenancies
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» You have flexibility to add further modifications as you see fit, as the whole

bulling is yours.
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Mixed tenancies — pros
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» Smaller risk in income loss — since you have smaller tenants, losing one tenant is only likely to
be a small percentage of your overall cash flow
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» Generally easier to find a tenant — they often attract small local operations
looking for an office or aspiring business owners, wanting to start a shopfront

business or a cafe
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» Plus if there’s residential 1épstairs, you have the opportunity to convert it to an
office or several offices and increase your rental yield.
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» Freehold building means you don’t pay strata fees and you will not need strata
approvals for capital works or changes to the building
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Mixed tenancies — pros
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» In general, you may find you have the ability to charge higher
prices for smaller rental spaces so you maximise your rental
return
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» Some buildings lend themselves to the option to strata the

building.... This means you can then sell off each unit/lot
individually for higher capital gain
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Mixed tenancies — cons
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» They tend to not be set-and-forget, because It can De time consuming to self- manage, as there are
lots of issues that may come up from different tenants all the time, so this type of property is not
a passive investment
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» Renewals of leases can occur more frequently because they are often short leases
— This requires more time commitment on your part to negotiate the leases (even
if there’s an agent involved) plus, depending on the lease, you may have
additional lease costs.
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» More out of pocket expenses such as common area cleaning, common area electricity,
gardening and general building maintenance
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» You may find smaller tenancy leases may not be as secure as larger tenants
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Mixed tenancies — Tips
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» If you have one large tenant that represents 50% or more of your rental income, you
might want to work out ways to safeguard yourself in case that tenant leaves.
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» You could reduce that percentage by: & 7] LUIEL DL 77 vEm /b H 5 L
- Increasing the other tenants’ leases or i}JDiﬂﬁﬁEF [PIFH £
. Finding additional revenues of income by 18 LA 7 ZEREZAMN

- expanding the current property if there is space at the back of the

building 4 R @& H Y a b H <5 E, § KAV
. signage space on the front of the building or 7£%& 5T 1E [ 1% B4 [

- converting a residential premise into an office or subdividing a current

office. KH{EEHHBINI P~ BRI IIAT TP A= SNIKORy,



Final words of experience from Helen
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» We often notice that students al arproperty investors, tend to go
with what they are most familiar with or comfortable with.
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» For some it’s offices - because they understand what an office and business environment
is like, from working in one.
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» For others it’s shops, and retail, because they relate to cafes and eating out in their own
neighbourhoods, or shopping for clothing etc.
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» For fewer, they may be familiar with warehousing and industrial.
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» Whatever you feel most comfortable with and can sleep with, is a good place to start your
search. ONIKOR,,
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