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EVALUATING THE PROS AND CONS OF CITY AND REGIONAL COMMERCIAL PROPERTIES




City Commercial Property
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You will largely
find retail shop
fronts & strata
offices
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City Commercial Property
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From small shop fronts and offices - Starting from 20-30sg going upwards, to much larger
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These may be smaller offices in larger office complexes- or smaller retail shops below larger office /
commercial buildings
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Generally higher rents 4 5

Higher strata fees- because of multiple lifts, or mezzanines, or food courts, or gyms and similar facilities. And
Air-condifioning is expensive for larger buildings
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Easy to find new tenants because more people are moving into the CBD
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Yields can be lower due to competition around 5% however it depends on the property and the tenant-

Eg. Medium and smaller offices can have 5% to 7% yields currently in Melbourne ONIKORy,
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City Commercial Property
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Typical city leases BABIAVIEEHFEZ:

» Start ups on 2 year leases plus opfions - because they often don't know how
their business is going fo go whether they'll stay, or outgrow their option. So
they start out with smaller leases. Some small office leases are 1 x 1 x 1 years
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» Medium size companies will usually have a more established and stable
business with staff. They can usually forecast and project any growth if they
need more space. They are more likely to sign a 3 year leases plus options
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» National tenants on 5 year leases plus options- It fakes them a while to set
up, need approvals for lease and rent from their head office. o‘*“KO‘?/v
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City Commercial Property
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Typical city leases HL.AY {350 i FH 2

» Tenants may pay a higher gross rent (which includes their outgoings) or
choose a base rent plus outgoings. Sometimes Start-ups prefer a gross
rent so they can know and budget for their rent each month. So you add
up and average the monthly amount of outgoings to add to the base.
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» Nafional and larger tenants are accustomed to paying for outgoings on
top of rent.
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» Most of these properties are under Strata and so -Insurance (building and
internal) is covered by strata & Maintenance is covered by strata-

eg roof, air-conditioning, elevators, security SNIKOR,
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Rent Increases & Outgoings A& _FFNsz H
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City Commercial Property
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Start ups prefer CPl increase- because they don’t quite know how
their business will go - there's more uncertainty for them... so the
don’t want to commit fo having a higher rental increase over time.
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After about 3 years, a start up is quite settled and you can factor in
3% increases after their initial options.
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Generally established business finds 3% plus is acceptable Sy
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City Commercial Property
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Rent Increases & Outgoings fl4x Fisk Al sz HY

» Outgoings are Council Rates, Water Rates, Water usually from a kitchenette and
Electricity
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» Strata- Owners Corporate Fees- covers maintenance, insurance and security
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» As alandlord you pay land tax - because land tax is based on the properties you
own and whether or not you are under the threshold in each state.
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» Typically City Office & Retail are Set and Forget Properties - you can simply issue an
invoice and the tenant simply pays you each month.
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Regional Commercial Property
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» These are typically
Freestanding / Freehold
buildings as there’s more
land available in regional

areas
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Regional Commercial Property
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» They may be Multiple tfenancies OR One large national tenant
LRI AT e 22 AL Bl — A A 2 [ e 4 7R A
» It's also common 1o find Retail shop fronts below and residential units above
J7 FAE T A 7 A BT i AR L

> Typlcolly there is more involvement from Landlord in managing these
proper’ries (with higher returns)

, EARZEZMZHEHXEYNE., (R EED

> POpU|OTIOﬂ minimum 35k/40K plus - Often they're Vibrant communities NSW:
Dubbo, Albury / Wodonga, QLD: Ipswich.
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» No less than 30K population, to keep it lively and support the 00‘“‘“(0""‘/

frade and business that could be your fenants. S &
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Regional Commercial Property

122 aze i [X g FH AV

» Try and find regional hubs, that are supported by either... university,
trade, industry, supporting professions, military - this helps ensure @
good flow of people coming through and of businesses starting up.
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» Guarantee people stay a while for those jobs or education - Eg
Armidale and the University in NSW.
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» Look for big projects like- New highways, Railways, Airports, Shopping
centres & Malls or additional Hospitals etc.
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Regional Commercial Property
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» Usually the tenants are medium to large enterprises - compare to start-ups
ML B 2 K AL — 510 AE B

» Good leases are 5 year lease plus option
RIFIFLZ) 2 5 AL nsE Al

» If only one tfenant — the tenant pays all outgoings including building insurance, water
etc. They often fit the building out- so take care of the whole building including
cleaning.
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» If property has multiple tenants, then landlord pays for building insurance and common
area usage (find ways to split the electricity and water meter, and cleaning, so each
tenant can pay their own- otherwise apportion based on % of costs)
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» Asthe Landlord, you pay for land tax fE N 4, 3+ Al



Regional Commercial Property
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Maintenance can be high- especially on older buildings- so check age of air conditioning,
roofing and any structural work
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It's important fo consider getting a building report and even look at asbestos reports for older
buildings. H 2 ]2 25 RERICER MY, HREH BRI AMRE .

Check for structural issues or any other issues that may come up.
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Ask the agent for the age of the air-conditioning and any recent repairs.
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If it's a 2 story or multiple level building- Wherever possible- Choose properties with stairs over
elevators, for less maintenance and costs to you
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Yields can start at 6 % plus - because it factors in the lower capital gain
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Aim for 8 % plus - tfry and negotiate from here to mitigate your risk as a regional prope%@)y
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Regional Commercial Property
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» Checkrental history of the property - Because it can take longer to
find a new tenant compared to the city.

RV A A S — DO ST AR T, S 3408 AR mT e 7 22 B Y IR (]
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How long has current tenant been there¢- longer standing businesses are
often more secure tenants

HRH PR B2 A T — KIFFEAE R ARV 5 2 5 A A

What is the current tenant profile¢ Type of business, staff, turnover. Do
they pay on time?¢

YETIF P BB oL A2 MR N Ga. EA. AT RS e e £ 3k 2

Ask about their business. Are they likely to expand, leave or relocate?
WA AT T MY SS o ARATT R RE P oK BT BT g ?

Find out Who was the last tenant & How long were they there for?no““Ko’?’v

>~

P th fe i — AL A WE LA SARATTE AR B AT 1 22 AR ] 2 %@% Qf



Regional Commercial Property
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» Checkrental history of the property - Because it can take longer to find a new tenant
compared to the city.

FE YV AL DT 52 — BRUON S3iTA EE, - 358 AL AT e 5 2 58 A O I 1A
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Has tenant done any refurbishment or fit out of current premise? If so, whene Or do
they plan any down the track? Any signs of painfing, refurbishment are goods signs
that they plan to stay for a long time.

FLP 2 BXS A AT (AR R ez iRy, A ii? s ffile A X5
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Who are your neighbouring tenantse Competing businessese Or Complimentarye
Are there lots of similar services / businesses to see if they fit in- As most businesses
like to be grouped with like businesses.

%Wﬁ%ﬁFmﬁ&ﬁm?%%ﬁ&?‘E%%WA&?BT%@%%M%%%MHWWL
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Any vacancies on the same street or close vicinity- make note of how many and

the % vacancies. ONIKOR,,
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Regional Commercial Property
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» So it fakes a little more effort to understand your tenant
KL, 7RSI TR 2 AT — 2835 )

» It's offen more difficult to secure a new tenant if your current tenant
vacates in a regional property - there's less of a population to draw
from. so...
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» Ildeally, try and keep your tenant - negotiate some terms, or help with
refurbishment costs to keep them there longer

HAEOL N, REREAIRIAT — Pr — Lo 5k G 7 B SCAHRIE 2 F (At AT 45 B B A m) BE G
» Negotiate lease with more options
W AT LA A BE A )RR 2
» And plan and budget for a longer marketing time to find a new tenant >
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City V'S Regional
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Each has it's Pros and Cons &8{ikm

It will partly depend on the yields you are looking for, or capital growth, or
stability and the rest of your goals we spoke of previously.

X ER I I T8 ARG N e 20 . AR BlAs e M, DL A IRATT 2 Ak 21 i) HoAth H A o
Think about the following: ZELITR/ LA :

» Are you willing to travel? BREARMEEIFE ?

» How much work are you willing to put ine BRGNS/ VST ?

» Do you want to self manage your propertye SZHEEFEEIEYIIG ?
» What is your long term goale ERHKEIEIREHA ?

These questions help you determine what yields you ] A

are after and what areas you might look af. %me
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City V'S Regional
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Think about the following: EELATLE :

» If you like regional, try and spend some fime out there to get a feel for the area and
community.
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» Regional can be quite a large area to cover, so get friendly with the. Local agents as
they can provide valuable information.
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» If long term goalis cashflow- you may choose to consider regional property. i3 K H#A
H A 2 i — 0] DLk 5% 8 Azt b X A0

» If your goalis set and forget with adequate yield and higher

capital gains- you may consider a city property.
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City V'S Regional
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» The cifies will often give you higher market capital growth - the local market growth can
jump, depending how the market is going- in addition to your increase in rent.
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» On the other hand, yields will generally be higher in regional to the cover risks of losing your
tenant and how long it takes to find another one.
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» You will find steady market growth in regional- an extra 2 - 3 % each year on average, in
addition to rental increase.

T KB X T e — BR 7A@ s, PR 2 - 3 %.
» Generally, long leases provide lower yields
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» And the more secure the tfenant - the lower the yields typically %% 3
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City V'S Regional
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» Examine lease thoroughly to check for

IRt , EIATILAR ¢

- Qutgoings - Who pays for whate
2 — SRR A ?

- Lease terms - Are there opftions, Increases?
fHZIF - 2a 0 LALeE ? T HEEREN ?

- Bond/Guarantee usually 3 months worth of rent- sometimes 1 or 2 months.
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And finally....
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» Thorough due diligence’ls dwady
A [0 AR B B AR AR YL AR AR B2

» Wherever possible- visit your property - or have someone do it for you
and report back - you can do this under contact as part of your due
diligence clause

7 EEAEEHIYINY, BRI N X — s IF R RS — 1R B Ak ) —
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» Walk around the local area. Is it safe? Does it have a good vibe? Is if
busy enough to support businesse

EAMEE. RE%e? 00 RIFNAE? BEERSE R USRS ?
» |If possible buy something from a shop / cafe / restaurant to

Or any property

see what the tfenant and their business is like- Is busy or quiete 1,% j
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And finally....
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» Research & know your tenant profile 78 3F 1 & 1A &R

» Do all your numbers and know what you are willing to pay & check the yields and see
if you can build up your yield over time.

TIPS, T RSB 2 IR B, T M0 75 T LB 1 0 M 2 o
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» There are ways to add to your income on freehold building and even strata buildings
down the track. A —& 75k m] LI I e ST P2 AU b 3 22 43 Z2 0l IO

» Clearly understand your end goal with this property and your whole portfolio of
properties 1521 | RIS Z DNV IR (P B UV A A 1 B 2% B b

Most importantly! EREEERE |

Be patient with your research — ask all your questions before your

contract goes unconditional!
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