
The Commercial Lease

There are many versions of a commercial lease. Sure there are simi-

larities, but leases are written differently and have varying provi-

sions. The provisions are designed to protect the landlord’s rights

and property, and to satisfy a mortgage holder. The lease also de-

fines the obligations and rights of a tenant.

Types Of Leases

In commercial real estate there are many types of leases but the

two most popular are net and gross. Net leases include a base rent

plus reimbursements to the landlord for operating expenses. Gross

leases include expenses in the rent. Both types of leases can be

modified depending on the market, property and situation.

Basic Lease Provisions

Commercial leases include several common provisions. Within each

provision there can be clauses which define the provision. Provi-

sions vary as to their complexity. It is always recommended to use a

real estate attorney when finalizing a commercial lease. Below are

some basic provisions in a commercial lease.

Parties: The lease usually begins with the names of the parties. The

landlord is known as the Lessor and the tenant is known as the

Lessee.

Property & Leased Premises: This should include the address of the

property plus the actual space being leased such as a unit or suite

number. It should also include the size of the space in square feet

and its form of measurement such as gross building area, gross

leasable area, rentable area, etc. It should also identify any com-

mon areas.

Lease Term: This should include the number of years or months of

the lease plus the commencement and expiration dates. The com-

mencement date may be a future date. For instance, it can be a

certain number of days from the date the leased is signed. This is

typical if improvements need to be made to the space by the land-

lord or tenant.

Rent: The rent should be shown for each year on a monthly and

annual basis. If the rent is tied to escalators, such as the Consumer

Price Index (CPI), they need to be defined. If there is a load factor

included in the rent it can be stated. Lastly, if the landlord requires

advance rental payments they should be included in this provision.

Rent Calculation: In commercial real estate, rents are almost always

quoted on a per square foot basis. If a warehouse space of 10,000

square feet is leased for $6.00 per square foot, the annual rent is

$60,000 (10,000 SF x $6/SF) and the monthly rent is $5,000

($60,000 ÷ 12 Months).

Security Deposit: This can be any reasonable amount that the land-

lord feels is necessary to cover the cost of a tenant’s potential non-

performance. It is usually held in a non-bearing account by the land-

lord and returned to the tenant at the expiration of the lease as long

as the tenant was not in default of the lease provisions.

Use Of Leased Premises: This identifies the tenant’s use of the

space. It can also list their hours of operation, use restrictions im-

posed by the landlord and parking rights.

Expenses: The expenses are defined in separate provisions. They

include utilities, real estate taxes, insurance, common area mainte-

nance, trash removal, hvac maintenance, etc. Depending on the

type of lease, expenses can be the responsibility of the landlord or

tenant. It is important to define who pays for each expense.

Renewal Option(s): If included in a lease, this provision should

clearly state the number of options and the lease term for each

option. It should also include clauses about the rent and how much

notice the tenant needs to give the landlord to exercise the option.

Condition & Space Improvements: This provision should describe

the condition the space when it is delivered from the landlord to the

tenant. If making improvements to the space are required, they

should be identified. The party who is responsible in making and

paying for the improvements should be noted. If the parties agreed

to an amount of time to complete the improvements, then it needs

to be included as well.

Brokerage: This provision should identify the broker or brokers in-

volved in the lease transaction. It should also state that the landlord

and tenant have not dealt with any other broker or brokers. This

protects both parties from a commission claim.

Tenant’s Early Access: This is usually requested by the tenant in

order to prepare the space for their occupancy. Most early access

requirements are rent free and vary from one week to two months.

Signage: This usually has to be approved by the landlord and paid

for by the tenant.

Other Basic Provisions: These include late charges, landlord ap-

proval of the tenant’s financial information, early termination, non-

compete, authority to execute, governing law and others.
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