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About the series

Welcome to the Property Education ‘Asset Builder’ series. The books within this series contain a general kaleidoscope of knowledge to encourage, motivate and inspire you along the path to being a successful property investor. They mark your starting point and provide the solid foundations on which to build upon.
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By way of introduction to commercial property, instead of investing in a more traditional residential property why not buy a bit of the local High Street, an office block, a car park or a warehouse?

Investments in commercial property have many benefits over residential property and can open the door to a whole new world of potential. That potential could come from regenerating unused land or buildings, understanding the business needs in area or even seeing how commercial and residential use could be combined.

Commercial property also offers certain tax benefits and other advantages over residential property, such as the potential to place the upkeep and maintenance of the property under the responsibility of the tenant. There are of course many other considerations to make and investing in commercial property will not be for everyone.

This book will cover the basics of commercial property investments, to help you to make an informed decision on of commercial property will meet your needs. To further your knowledge the Property Education’s Commercial Property Advanced Course is designed to cover all that you need to know and is led by industry experts who specialise in commercial property investments.

[image: image]

	[image: ]
	 	[image: ]


[image: ]

CHAPTER ONE


THE FOUNDATIONS OF COMMERCIAL PROPERTY
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Traditionally, commercial property in the United Kingdom was owned by the Church, the Crown and the Government, both central and local. It was also the domain of professional investors like the Church, insurance companies and pension funds.

Over the last 40 years there has been a marked change in ownership of commercial property. More recently the benefits of investing in commercial property have become apparent to the smaller investor particularly those that have experience of the buy-to- let market. Go to any commercial property auction these days and you will witness a strong turnout of smaller investors. That’s because there are still bargains to be had if you take the time and trouble to educate yourself about how to find them and what steps to take thereafter.

There are good reasons for private investors to be interested in commercial property. The erratic nature of the equity marketplace has highlighted the real advantages that diversifying a property portfolio can have. If one is looking at property investment as a way to provide or supplement income or to be used as a pension to provide in retirement, then a stable influx of money is essential. Diversifying your portfolio with a mixture of private and commercial property is a good way of covering all the bases and protecting you against market fluctuations.

Whereas at one time commercial property investment was the exclusive domain of professional or institutional investors, these days many private investors are giving it a go, aided by professional support and training.

The commercial property sector has at its core, shops, offices and industrial premises. Because direct investment in commercial property is generally perceived as requiring large amounts of capital, most private investors opt for residential property, with the aim of using it on a buy-to-let basis. But more and more educated investors are turning to commercial property because of the opportunities in this sector and the ability to structure creative deals using little of their own money.
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The price of commercial property is dictated by the yield, which is the annual rent expressed as a percentage of a property's value. Yields fall as investor demand increases and pushes up property prices.

Typically, during recessionary periods commercial property is the first to suffer as consumer confidence has a significant impact on the asset class. The economy plays a large part in commercial property values and rents: if unemployment is high, the market is usually down. Fewer companies hire staff, unemployment levels rise, consumers spend less money and retail sales dip – all of which then has an impact on business income and an organisation’s ability to cover rent and outgoings. During the crash of 2008, commercial property prices fell by over 40% as the United States sub- prime crisis sent shockwaves around the globe.

Investment in a commercial property can provide secure long-term income streams and steady capital growth. It can also help you diversify your investment portfolio from residential property and brings with it unique benefits that are not available to buy-to- let landlords.
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CHAPTER TWO CLASSIFICATIONS OF COMMERCIAL PROPERTY


In the UK the Town and Country Planning (Use Classes) Order 1987, groups common uses of land and buildings into classes, making distinctions between residential and the various classes of commercial property.

Before you negotiate the lease or purchase of a property you must check what commercial classification it currently falls under. If you do not have the appropriate classification you may not be able to run a specific type of business there.

If the property does not already have the correct classification for your type of business, you will need planning permission from your local authority. You must bear in mind that planning consent might not be accepted if the local authority feels the change of classification would not benefit the area.

This gives local town and country planners’ leverage that they can use to ensure their plans for an area are realised. For example, they can reduce the number of late-night revellers in a residential area by restricting the commercial properties that are classed as pubs or wine bars.

Planners might also want to restrict offices in that area to ensure that there is more car parking available for residents during the day. Furthermore, within residential areas they may refuse to allow properties used for processing foodstuffs such as the boiling of tripe, curing fish or more general processes which nonetheless involve animal- derived products.

In 2020 the government reviewed and updated the use classes, the main alteration being a grouping of the previous classes A1, A2, A3 and B1 into Class E. On the next page you will see a breakdown of the use classes

Current Use Classes Class B
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·  B2 - General industrial (excluding incineration, chemical treatment or landfill or hazardous waste).

·  B8 - Storage and distribution.



Class C


·  C1 - Hotels.

·  C2 - Residential institutions such as care homes, hospitals and residential colleges.

·  C3 - Dwelling houses.

·  C4 - Houses in Multiple Occupation (HMO)



Class E - Commercial, Business and Service


·  E(a) - Display or retail sale of goods, other than hot food.

·  E(b) - Sale of food and drink for consumption on the premises.

·  E(c) - Provision of:


	E(c)(i) - Financial Services.

	E(c)(ii) -Professional services (other than health or medical).

	E(c)(iii) - Other appropriate services in a commercial, business or service locality.



·  E(d) - Indoor sport, recreation or fitness.

·  E(e) - provision of medical or health services.

·  E(f) - Creche, day nursery or day centre (non-residential).

·  E(g) - Uses which can be carried out in a residential area without detriment to its amenity:


	E(g)(i) - Offices to carry out any operational or administrative functions.

	E(g)(ii) - Research and development of products or processes.

	E(g)(iii) - Industrial processes.


Class F - Local Community and Learning


·  F1 - Learning and non-residential institutions such as provision of education, museums, exhibition halls, public libraries, public worship and law courts.

·  F2 - Local community such as shops selling essential goods, community centres, outdoor sport or recreation and swimming pools or skating rinks.



Sui Generis
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By default, certain classes fall into this category due to being excluded from classification by legislation. These include such uses as:


·  Theatres

·  Funfairs and amusements

·  Fuel stations

·  Launderettes

·  Hostels

·  Nightclubs and casinos

·  Public houses, wine bars etc.

·  Hot food takeaway

·  Cinemas and music venues
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The Vocabulary of Commercial Property

Retail and Leisure Property

Owning a shop, pub or restaurant is often perceived as the most glamorous end of the investment spectrum, but it is also the most risky.

Shops can appear and vanish overnight as changes to consumer tastes, a willingness to spend and increases in online shopping will all have their impact on shopping trends. High Streets are also the most vulnerable to new developments. New shopping centres can reduce the popularity of other parts of the region and potentially drive smaller businesses into bankruptcy. As we have seen also, national restrictions on the behaviour of the population will have significant impacts for businesses.

This applies even more to restaurants and pubs which can fall in and out of favour simply due to a change of chef or different cask ale. Spend here is also the most susceptible to a recession. Consumers will always need food and clothes and will adjust their spending on ‘perceived’ luxuries accordingly.

This level of uncertainty means that commercial landlords must find a reliable business as tenants. Clearly, the big ones are the High Street chains, but this stability comes at a price and possibly a lower yield. Established independent businesses used to be almost as prized as their larger counterparts but the advent of supermarket’s might has reduced their negotiating power.
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High Streets are changing and shops are becoming more like showrooms. By default, requirements for storage space are less so it
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