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the lease, extending 
the overall lease term, 
says Gladstone. Using 
up free rent early may 
do less damage to a 
building’s cash fl ow and 
value when it’s time to 
sell, he notes. 

Another way to mini-
mize the long-term 
damage of concessions 
is to offer a shorter 
lease term to tenants. 
“We suggest that own-
ers who have a stronger 
tolerance for risk offer 
a two- or three-year 
lease instead of a fi ve-
year one so that they 
can get the benefi ts 
when the economy 
recovers,” suggests Neil 
Shupak, a Philadelphia-
based broker with GVA 
Smith Mack.  Other 
options are to build in 
a rent increase after 
three years or to charge 
retail tenants a higher 

percentage rent.
Owners can get 

another boost to cash 
fl ow by spreading out 
leasing commissions 
over several quarters, 
notes Culbertson. 
“We’ve been offering 
that option to a few 
owners for about a year; 
now we’re doing it more 
broadly,” he says. 

Keep the 
Tenants You Have 
While landlords will 
offer a lot to fi nd new 
tenants, “the biggest 
challenge today is actu-
ally keeping the tenants 
you already have,” says 
Culbertson. Start by 
approaching offi ce ten-
ants with good credit a 
year or more in advance 
of lease expiration and 
offering the opportu-
nity to extend a lease, 
suggests Bill Finnegan, 
an offi ce broker rep-
resenting owners for 
GVA Smith Mack. 

“Tenants don’t want 

to spend a nickel on 
moving and they don’t 
want to rewire,” so if 
you make a reasonable 
offer, they’ll often stay, 
he says. In some cases, 
the deal will also let 
tenants reduce their 
overall square footage. 
To offset lost revenues 
from this returned 
space, Finnegan has 
been offering these 
small parcels as tem-
porary “plug and play” 
spaces. 

Educating tenants 
about the cost of relo-
cation is another way to 
make staying put seem 
like a sound fi nancial 
decision, says Schenk. 
“It can cost $25,000 to 
move even a moderately 
sized offi ce tenant, plus 
another $2 to $4 per 
square foot to remove 
cabling for phones and 
computers.” Retail ten-
ants face the signifi cant 
added risk that their 
customers may not 
follow them to a new 
location, even a nearby 
one, he adds. And all 
tenants that move face 
business disruption and 
lost productivity. 

It also pays to be 
proactive if you think 
your tenant may be fac-
ing fi nancial troubles 
that could lead to 
the inability to pay 
rent. “Get into their 
businesses a little bit. 

Check to see if retail 
and offi ce parking lots 
are full, and stores 
have inventory,” says 
Culbertson. If you see 
signs of trouble, consult 
with your owners and 
then “open a dialogue 
with the tenant about 
taking a smaller space 
or temporarily lower 
rent.” 

Make It Work
While it may be pain-
ful to give out conces-
sions and watch owners’ 
cash fl ows fall, “skilled 
commercial brokers 
can make money 
when the market is 
moving up or moving 
down,” says Juge. “It’s 
all a matter of getting 
educated and adjusting 
to the times.” For the 
next few years at least, 
negotiating and the 
ability to understand 
and respond to tenants’ 
needs and challenges 
will be the skill sets in 
demand. 

It’s also important 
in all lease deals to 
work on building a 
relationship rather 
than take a single-
transaction approach, 
says Schenk. “ Owners 
and tenants want 
someone they can trust 
long term.” Combine 
that with a lot of hard 
work, and watch your 
buildings fi ll. ■
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Commercial Outlook: National Leasing Projections

Property 
Type

3Q
Vacancy

2009 Net 
Absorption
(in square feet)

2009 Rent
Growth 

Offi ce 16.7% -77.4 million -4.2%
Industrial 12.2% -148.1 million -4.1%
Retail 13.4% -49.8 million -9.0%
Multifamily 6.0% +127,500 +1.7%

Source: NAR Commercial Real Estate Outlook, February 2009
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