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Re -Negotiating Your Rent - What Operators Need To Know To Get It Right

Comment from Jofn Deane,
Partner, Genmons Sollciors

It’s a fact The majority of

rates. In their latest report,
leisure and property apent
Cedar Gresn Group states
Operators are sesing
turmower hit by an average
-:FJI‘il.p.Er.mrmt an inorease of 16% on the previ-
aus year. The Group sys historically, 1 7% of oemover is
the mandmum remt restavrant businesses can afford.
Howeever, current statistics show a completely different
story, with the mdustry suffering rent. hikes of 0% owver
the last five years and 1400 over the preceding decade.
Haz hospitality now reached breaking point with com-
mercial brdlords? What can restaurant operators do to
secure susminable keazes in sadh a precarious landscape?

Here are 10 key tips for operators looking to re-nepo-
tiate their rent in a difficule dimate:

AT THE START

|. Often a restawrant lease has been inherited from
the previows occupant of the premises, which means the
lease termes hawe already been agreed with the landiord.
If 3 new lease & being offered by a landlord, it presents
an opporiunity o negotate terms, Leases for 20 years
or more wene commonplace in the 1980s when remt
reviews were usually every five years, Today operators
prefer fleability and are less willing to be tied nbo feas-
ex for 20 years, which means shorer leses are more
commonplace. Ye see many five-year terms. Five-year
rent reviews are also still common but with kmase terms
penerally petting sherter, we SOMEDMES Se8 NEvREws
arranged for every thres years. leally an opsrator
should iry to nepotite 2 five-year bease with no review
of rent

L. Operators should aim to negotiate 2 rent-free peri-
od and a tenant’s break-dause — the btter emables a

rental contract to be broken sarty and ideally shouwld be
acticnable, for example, halfway through a five-year lease.
If the landlord requires a | 0-year lese, operators might
reqeest e break-dawses for the pericd. its firdy oom-
maon for break-dauses to be linked to rent review dates
oo 5o that if an operabor 5 wnhappy with the rent
pamable as a result of the review, they may swercise the
break-dawse and end the kease. s about establishing as
mmuschi flexibility a5 possible to comtain future lbility.

3. When negotiating conditions, restavrant operators
showld ensure the kzase conains the appropriate type of
rent review (some examples are market rent, indexation
and turnower renit) and the procedure fior operating the
review and final determination if no agresment can be
reached. Whilst upwards-only rent reviews are of course
popular with brdlords, they are potentially unfair w
tenanis if the market falls. Upwards-only resess are
showly becoming less commaon so dio remembser, a5 an
operator, you hawve the right to request terms that sobe
rents can, on review, be decreased as well as increased -
a usefl tool for protecting against wnknosn svents in
the futre.

4. A tenant in finandal difficulties might look o ket all
or part of ther premises at 2 rate under the marke:
walwe to minimise losses. However, many leases con@in
provisions that prevent underetting of part of the prem-
ies and also save the remt on an underlzase of the
whole of the premises cannot be less than either the
market rent or the rent osmently payable under the
bmze, whichever is higher. Where the market value of the
property has dropped below the ourment rent, it will be
almicst impossible to find somecne willing o @ke an
underlease, which means that a5 a tenant, the operator
would be paying the whole of 2 rent. that no longer
reflecis the market value of the premizses. It is worth oy
ing to negotiate 2 relamaton of sudh restrictions so that
if fimrancal difficulties arise, underletting & a viable option.

LOCATION, LOCATION, LOCATION

5. Flat lron recently closed s Motting Hill bramch, oi-
ing not only a rent increase bt also the impaot of poor
iransport links to the loction. There are many other
premises that will kave their own pain-points but if 2
site appeals to an operator in every other wa, it
shouldn’s immediately be ruled out on one stdaing
point. [f a property might be difficult o ket becuse of 2
transport isswe, ke the case with the Flat Irom site,
there are legitimate grounds for a2 mew operator o use
amy megative factors in the lease megotiation process.
Perhaps the poor transport links could be offset by a
decrease in rent wo cover the reduced footfall ANl the
aspecs of regular due dilipence showld be inplay, and a
prospeciive lkaseholder should attempt to speak o the
present or previous inoambent of the lease o establigh
any fundamental issues.

A PRIVATE MATTER

. It's important for restaurant operators to kook out
for their own interests when negotiating a lease There
doesn’t appear to be any kind of regulatory reform on
the horizon that could help to contain commeroal
rents, and indeed this is not somewhere 2 povernment
wold penerally attempt @0 enforce control, green the
peneral view that, in the private sector, market condi-
tons shiould prevail. It's therefore up to the operator o
ensure they get a fair deal.

T. Some mdustry commeniiors believe temant secuni-
ty is diminishing as mamy landlords seek w bypass the
security of the 1954 Landlord & Tenamt Act. Broadhy
speaking, the Act gives business tenants a degree of
security by giving them the right to renew their lease
based on the same terms as the onginal (except for
rent] unless the bndlord mbends @ occupy the premises
itself or redevelop the premises. A landbord may also
stipulate that a kease & sxcluded from the protecton of
the Act — i practice, many landiords will market a leas=
o the basiz that it is exclueded and in o, more than a

gquarter now Gl outside this protection.
THE FINER DETAILS

8. Operators need to have their wits abouwt them
whien negotiating and checking the terms of a lease_ In
addithion to speaking to the landlord about 2 new con-
tract, restasrant cperators buying an established busi-
nee=xx with an ongoing lease should leok dossly ot how
they @n susain or improve aemover in cthat lecaton
#Apart firom the customesr base and the accownts, 2
peoteniil buyer should consider website traction, any
presence and reputation on service providers sudh as
OpenTable and TripAdvisor, and its sodal media
accounts. It might not always be 2 case of cn the new
operator improve on those metrics, bt at first, can they
even main@in the sandard that has made the business
50 attractive in the first place? These areas can signifi-
antly affect whether a concept thrives or fals, and
should b= an important part of an operators dee dili-
pENCeE upon entering 2 mew lase

#. It poes without syying that res@urant operabors
should take the advice of apents on commesrcial terms, 2
solicitor on legal conditions and 2 surveypor on the sabe
of the building repair: It's also wise o consider obtining
professional guotes for the cost of any refurbishment or
fit-cut. the operator will need o do before trading as
thiz can heldp to negotiate bease oosts. Cinly then should
an operator consider entering into a rental contract

10. A surveyor’s input is also wseful when drawing up
the terms for ext. Operators must establish at the out-
st what the landlord expects at the end of the lese
and the condition in which the building must be befi. The
surveyor @n prepare a schedule of condition as part of
the megotiation process which could be attached to the
lease as evidence of the sixbe of the premises when the
lease was granited, for referencing compliance with the
operator’s repairing obligations when leaving,

For more information about the services offered by
Cmwnons Sodicitors, visit was gonnons ook



