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1. Supply is limited because developers
are reluctant to construct new office
buildings. There’s a long lead time from
blueprint to occupancy, and developers
fear getting stuck with excess office
space in a cooling economy. And new
construction costs are sky high with
competition for resources from China
causing a scarcity of concrete and steel.
2. The high cost and risk of new con-
struction is driving the smart money to
purchase existing office buildings, while
the limited supply has driven up prices
as institutional investors seek a stable
investment.
3. When building ownership changes
hands, rental rates rise because a new
owner needs to recoup its purchase
price by asking higher rents.Another rea-
son, especially true in California, is that
property value is reassessed when it
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Usually, economic downturns can be a
real benefit for office tenants when land-
lords are desperate to fill their buildings.
But business owners and corporate real
estate executives throughout the coun-
try can be assured of one thing this year:
US office rents are on an upward trajec-
tory, and won’t be coming down any
time soon.

Today’s national office leasing market
differs dramatically from previous cycles.
Commercial rental rates and vacancy lev-
els usually lagged the overall economy—
when business boomed, employment
soared; tenants leased more space,supply
became short and rental rates rose.
Developers built more buildings and sup-
ply increased. Then, when the economy
dipped, rates dropped and the cycle
repeated itself for many years.

Here’s why the 2007 office leasing
market is really different:
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F ROM HOLLAND’S TULIP BULB FRENZY IN 1634 TO THE DOT
COM BUST OF 2000,WE ALL KNOW THAT BUSINESS, EQUITY

AND REAL ESTATE MARKETS GO THROUGH AMAZING CYCLES.
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REITs (real estate investment 
trusts) that purchase Office 
buildings know a good thing 

when they see it.
This isn’t good news for Office ten-

ants.  REITs are reaping the rewards 
of Office investments as the effects 
of US job growth trickle upwards. In 
an expanding economy, US businesses 
are hiring and thirsting for more Of-
fice space.  Result:  upward pressure 
on rents, pushing Office building val-
ues higher.  

Recent REIT acquisitions of Office 
buildings owned by Equity Office and 
Reckson, at record prices, should de-
liver better paybacks to REIT investors 
than owning the S&P 500. Unfortu-
nately, this is a strong indicator of in-
creasing Office rents for a few years.

Due to high construction costs and 
a dearth of speculative developments, 
the absence of new Office projects is 
squeezing tenants. However, REIT’s 
continued success and higher valua-
tions may lead to new Office construc-
tion and, eventually, a break for ten-
ants.

For now, Office tenants would be 
wise to scramble to lock in expansion 
space and renewals, or even to extend 
their leases in mid term.  It’ll be three 
to four years before higher values 
could cause a market-based solution to 
the crunch, i.e. new construction.

Unfortunately, for most Office ten-
ants, new projects aren’t visible on the 
horizon.  To develop a money-saving 
game plan for your Office space, con-
tact Will Gary at MacLaurin Williams: 
303-294-0277 or wgary@MacLW.com.  
We only walk on one side of the street 
… the tenant’s side.  

Buying Spree
Foretells 

Office Crunch
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up for renewal, they can’t renegotiate or
exit without significant financial and
legal penalties.

Leases are brief because they rely on
the laws to provide the interpretation.
Frequently, tenants and their lawyers are
not versed in the local real estate laws
and overlook this due to the subtlety of
the language. Experienced local attor-
neys that specialize in real estate are
rare in Asia. Attorneys often do not
understand the true implications of real
estate laws. Here’s a quick guide to best
leasing practices:
• Lease rate and term: Most tenants
check the local market to understand
local rental rates in Class A or Class B
office space. They like the idea that
leases in Asia can be as short as 24
months just for the asking. They don’t
realize that in most Asian markets, the
law dictates that leases run 24 months
unless the tenant wants a longer term. A
short term lease may empower the land-
lord to unilaterally increase rents every
24 months.
• Longer leases and TI amortization:
Tenant improvements have to be amor-
tized over the life of the lease.When the

Most real estate brokers in Asia are
landlord brokers. This presents a con-
flict of interest for a broker who repre-
sents both landlord and
tenant in a business
lease transaction, and
can create unpleasant
surprises for compa-
nies.

A typical landlord-
broker relationship in
Asia extends beyond a
one-time tenant rela-
tionship, so expect a
broker to place the
landlord’s interests
ahead of yours. But
commercial tenants do
have a choice--use a
tenant representation
broker to represent
your interests exclu-
sively. The first rule of
working in Asia is: know
who represents you in all facets of your
business.

The Back-Loaded Lease Trap
At home or abroad, there’s no such

thing as a free lunch or “free” brokerage
services. In Asia, landlords do not typi-
cally offer “free” tenant improvement
allowances, design services or project
management services. Services such as
design and project management, when
included in the rental rate,come at a sig-
nificantly higher cost with substantially
limited downstream flexibility. This hid-
den profit center for landlords ensures
that unsuspecting tenants have little
opportunity to exit the space at lease
termination.

A company new to Asia must learn to
watch their back--or, the back of the
lease. Often, a landlord broker merely
tells a company what they want to hear
about the front end of the lease, i.e. rea-
sonable rents, early move in, handle all
the logistics and all for one price.Then,
wham! At Year Three when the lease is

CFO sees that he only has a 24-month
period of time to fully amortize this
upfront cost, he will ask the CRE to see
about a longer lease term—which actu-
ally frees the landlord from following
the local lease agreement laws.

A 60-month lease gives
the landlord carte
blanche to modify its
language without the
government objecting.
• Deposit: Most Asian
markets require the 
tenant to pay an
upfront deposit equal
to between 6 and 12
months rent. A 10,000
square-foot (SF) office
renting for $10/SF/
month requires a
deposit of between
$600,000 and
$1,200,000 US at the
lease signing, interest
free. Deposits are not
refunded until all termi-

nation issues are resolved.
• Restoration: Tenants pay for the
complete restoration of their space at
termination, including demolishing it
and returning it to shell condition.
Landlords charge the tenant full cost to
remove all improvements, using the
landlord’s contractor. To avoid this sit-
uation, most tenants quickly offer to
donate their improvements to the land-
lord. This is always declined, because
restoration costs are a landlord profit
center.
• Demolition. Restoration work is
really just demolition. By design, lease
language fails to say clearly that the ten-
ant can’t contract for this work directly
with their contractor, but must pay the
landlord’s charges. Often, the landlord
owns a separate construction company
that charges a high preset cost for each
demolition component. If the tenant
were allowed to bid out the actual
demo work, they would realize the real
cost is way below the landlord’s
charges. The ambiguous lease gives the

I F YOUR COMPANY IS ABOUT TO SIGN A REAL ESTATE LEASE FOR

OFFICE SPACE IN ASIA, CAVEAT EMPTOR!

ProtectYour Bottom Line:
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The landlord keeps a known and reli-
able credit worthy tenant, gets a higher
effective rent over the entire lease term,
and saves on the high cost of improving
the space for a new tenant. Plus, the
landlord won’t lose rent while market-
ing the space, and avoids the cost and
hassle of marketing.

As office markets grow stronger in
2007, and office development capital
stays on the sidelines, tenants entering
the market in the near future must
choose between adopting a proactive
approach to their space needs or risk
running out the clock with very few
options in hand.

The time to contact your tenant 
representative is now.
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changes hands, meaning higher proper-
ty taxes, which are passed on to the 
tenants. In a soft rental market, a 
tenant can shop for lower rates in
another building. But with short supply,
those choices disappear.
4. In many US central business districts,
Class “B” and “C” office buildings have
been converted into residential condo-
miniums. Driving demand for down-
town condos are aging baby boomers
selling their large family homes to live
in revitalized cities. These condo con-
versions have further reduced the stock
of office space for lease, driving up
rental rates.
5. Tenant improvement dollars from
landlords are dwindling due to
increased construction costs. In a tight
market landlords don’t need to offer
this, nor such concessions as free rent
or moving cost reimbursement.
6.Tenants’costs for insurance,electricity,
heating oil, and taxes have all gone up.
Because these costs are factored into the
rent, overall rates are climbing higher.

These factors indicate that US office
rental rates now operate independent
of the economy. If there is a downturn,
rental rates will likely remain high in
most cities.

So what is a tenant to do? 
Those entering the market in the

Rental Rate Spike
Continued from page 1 next 12 to 24 months need to exercise

market discipline and savvy. If your cur-
rent rent is below market, you may be
able to use some leverage with the land-
lord, but be sure to take a tenant broker
with you to the table.Tenant brokers do
not represent landlords, which insures
that you get the best,no-conflict advice.

Many landlords find it attractive to
get an existing tenant to renegotiate for
a longer term lease, even at a starting
rent that may be below the prevailing
market rate. This “extend and blend”
arrangement is a win-win for both par-
ties. The tenant avoids the high cost and
hassle of moving to new space, or of
being squeezed at even higher market
rates when the existing lease expires.

Founded in 1989, ITRA/ Irving
Hughes is the largest, most successful
and most prominent tenant representa-
tion firm in San Diego! Irving Hughes
has had near 70% market share in CBD
for over ten years. They transact on
average between 2 and 3 million feet
each year. “Our firm serves numerous
legal, tech and financial sector clients,”
reports principal Craig A. Irving. The
firm is located at 655 West Broadway,
Suite 1650, San Diego, CA 92101 and
can be reached at 1.619.238.4393 or by
email at cirving@itrarealtygroup.com.

ITRA/AMBAR Realty Group, LLC 
represents private and government
clients. Their local markets include

Westchester, Orange and Rockland
Counties in NY and Fairfield County 
in CT. ITRA/AMBAR Realty Group has
been successful as one of the few corpo-
rate real estate firms to have the nation-
ally recognized Women’s Business
Enterprise (WBE) distinction. The firm
handles major multi-market assignments
for such companies as  Philip Morris
USA, Securities Training Corporation,
and the Dormitory Authority of the State
of New York. Located at 10 New King
Street,Suite 210,White Plains,NY 10604,
the firm may be reached at 
1.914.997.7555 or by e-mail at 
b v e n t u r i @ i t r a r e a l t y g r o u p . c o m  
or alerner@itrarealtygroup.com 

ITRA Expands On US Coasts 

L OCATED 3,000 MILES APART, THE NEWEST ITRA OFFICES REPRESENT
EXPANSION INTO STRATEGIC MARKETS ON THE EAST AND WEST
COASTS OF THE US.

tenant no option and no remedy. The
laws protect the landlord.
• Tenant rep. By forcing the landlord
to establish the cost of restoration
before signing a lease, the tenant broker
reduces the risk and cost of restoration.
By adding it to the cost of the facility on
day one, the restoration is amortized
over the full lease period as an opera-
tional cost vs. a fully refundable deposit.
The landlord must describe exactly
what must be removed.This locks in a
rate that allows the tenant to under-
stand the full cost of occupancy and ter-

mination costs. Tenant brokers require
the landlord to allow certain high end
tenant improvements to remain to
reduce demo costs. The more language
the broker can place around this event,
the easier it is to control costs.
• The Tenant’s Dilemma: Typically,
trouble starts when a tenant runs out of
space or wants to relocate at the end of
the lease to another building with a
lower occupancy cost. When the ten-
ant advises their US headquarters about
moving to lower cost, better space, a
normal business decision becomes a
pitfall. When the HQ CRE recognizes
that the relocation cost must include
the restoration cost and the lower rent
in the prospective building, the move
looks expensive. If they move, the land-
lord will charge the restoration costs
against the original deposit,which often
means little or no refund.The tenant is
trapped. They must either renegotiate
the existing lease at unfavorable terms
or accept elevated relocation costs.
• Sarbanes Oxley: Before SOX, the
CFO had the deposit on the books as a
fully refundable event for the length of
the lease.With SOX,he has to report this
as bad news and depending on the
amount, the company’s financial perfor-
mance could be hurt.

By using ITRA’s partner, AsiaPac
International, a tenant gets a 100% 
tenant rep firm. We are prepared to
approach a landlord and achieve what 
is best for the tenant by eliminating
back-end lease surprises that reduce
profits.

Your Bottom Line in Asia
Continued from page 2
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ITRA Realty Group provides corporate 
real estate services for tenants and buy-
ers throughout the world.
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