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CHAPTER 9: INTRODUCTION TO INCOME- PRODUCING PROPERTIES

Classification of Real Estate Uses

· Single family

· Multi- family

· Office

· Retail

· Industrial

· Recreation

· Institutional

· Mixed use

Leases- Features and Characteristics

· Date

· Term

· Parties, lessee, and lessor

· Legal description

· Allowed uses

· Restrictions on alterations

· Responsibility for maintenance and repair

· Any restrictions on operations of tenants business

· Assignment or subletting

· Use of common areas

· Adequate insurance

· Default

· Base rent and any increases

· Gross lease v.s. net lease

· TI allowance

· Rent concessions

· Lease renewal options

Lease Demand and Supply

· Demand and supply model with vacancy Va= S-D

· Natural vacancy

· Rents

· Equilibrium rent

· Net contract rent

· Effective contract rent

· Physical and financial asset markets

· Functions of space markets:

· To allocate existing space

· To expand or contract space to meet conditions

· To determine new uses for land

· Demand and supply model with vacancy Va= S-D

· Natural vacancy

Financial Contents of Leases

· Base rent

· Step up provisions (CPI)

· Percentage rent

· Maximum rent

· Overage rent

· Gross lease

· Net lease

· Expense stop

Responsibility for Expenses

· Gross or full service- owner pays all expenses

· Net- tenant pays all expenses

· Expenses stop- owner pays up to the “stop”, expenses in excess of the stop are “passed through” to tenants

· The stop is typically the expenses per s.f. during the first year of the lease

· There can be a “cap” on the amount passed through

Example of Expense Stop

· A tenant has an expenses stop of $5 per s.f. based on expenses the first year of the lease

· Expenses per s.f. are currently $7 per s.f. and the tenant has 15,000 s.f. of leaseable area

· How much does the owner and tenant pay in expenses for this tenant’s space?

· The owner pays $5 x 15,000= $75,000

· The tenant pays ($7-$5) x 15,000= $30,000

· Concessions- base rent, TI allowance, etc.

· Signage

· Non- compete clause

· Lender approval of major leases

· Load factor

· Load factor for floor=

Rental area per floor

Usable area per floor

· Effective rent

Note: Read for details in the text.
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