Increasing tenant profitability through real estate
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TIPS, TRICKS AND COMMON MISTAKES

A closer look at the landmines often found
within a commercial lease document.
A commercial real estate lease is a complicated document that represents a
significant financial commitment for most tenants. We have included a small
sampling of some commonly overlooked clauses that can have a significant impact.
Operating Costs (Common Area Maintenance & Taxes)
Many unsuspecting tenants do not pay sufficient attention to the Operating Cost provisions
within a lease. A typical lease will cover what expenses can be charged back to the tenant
by the landlord/property owner. Often, landlords will state that tenant chargebacks are
merely reimbursements for operating the property and should not be questioned or
negotiated. However, this is very broad answer to a complicated question that could have
serious ramifications on what (and how much) you pay as a tenant.
First and foremost, the lease should be very clear on exactly what is included for tenant
chargebacks that fall within Operating Costs. Often definitions will purposely be very
broad to allow maximum flexibility for the landlord. One should seek to get as much clarity
as possible and limit unreasonable chargebacks. For example, here is a sample of some
questions that a tenant should consider asking and why:
What percentage of the building
is common area?

One building could be 10% and another could be 50%.
Paying for areas that you do not need could dramatically
increase your rent. Do you want to be stuck paying
maintenence fees for a crappy fitness room that nobody
uses?
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Do you require a competitive bid process for suppliers?

Is the landlord overpaying suppliers for services and charging it back to
tenants? Is the landlord actively controlling costs?

How much is the property management fee?

Ask your consultant what is acceptable. Rates vary and some unsuspecting
tenants pay double what others do. Also find out if there is an
“administration fee” on top of a property management fee - which is a
double charge.

Is the management / admin fee applied to property taxes?

Is it reasonable to pay a 15% admin fee when the landlord sends your
property tax payment to the government? If your property tax bill is
$40,000, that’s an extra $6,000.00 fee for merely forwarding a cheque!

It is always a good idea to get a copy of last years operating cost statements and have it reviewed by your real estate advisor. An
experienced commercial real estate consultant will have a comprehensive list of questions and exclusions that should be applied in every
negotiation. For further detail, refer to our white paper on operating cost deductions.
Termination / Redevelopment Provisions
These are lethal provisions that can render a tenant “homeless” and essentially bankrupt a business that relies on its location for revenues.
Redevelopment clauses are common in buildings that are more than 20 years old. However, they are often loosely worded so that a landlord
can provide a few months notice and remove a tenant without any form of compesation whatsoever. If you spent a lot of money in your
location, you’ll want to be extra vigilant to ensure these provisions are properly worded to protect your investment.
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The average commercial lease contains at least a dozen provisions that subtly
extract money from tenants. They are often crafted by experienced landlord
lawyers to maximize landlord control and flexibility. Having the lease reviewed
and negotiated by an expert loyal to the tenant is essential.

A Little About Us:
We are a specialized Commercial Real Estate firm that provides advisory
services for tenants. We focus on companies where location, position and/
or rent has a tangible effect on financial performance. Our mission is to
help our clients increase profitability through real estate.
We have regional offices in Vancouver, Toronto and Calgary, with partner
offices in Edmonton, Winnipeg, Montreal and the Maritimes. Our account
executives combine industry leading programs, process and analysis with
experience to ensure our clients obtain and maintain great locations at
favorable terms.
Please visit our website at www.orangegroup.ca or call Grant Kosowan
at 403 209 4291 for more information or to book a presentation.
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