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Each month, we’ll be asking 
specialist teams throughout our 
commercial division to provide 
insight on a nuanced market 
sector so as to demonstrate 
the diversity of investments on 
offer, and how expert advice can 
delivery real results to clients.
This month, we’ve completed a state-by-state 
analysis of the service station market. Herron 
Todd White is your most reliable, independent 
source of information on this investment type with 
coverage from coast-to-coast.

New South Wales
Service station yields have continued to firm 
over the past five years, more particularly for 
national branded retailers and the sale of quality 
investment product.Second tier, independent 
branded service stations and regionally-based 
assets continue to attract investment within 
a softer yield range.The two most recent and 
prominent service station portfolio auctions for 
7-Eleven realised an average analysed yield for the 
New South Wales holdings of below 4.5%.These 
sales comprised a varying degree of asset quality, 
however all featured 12-year initial lease terms with 
all outgoings except land tax and management 
recoverable by the landlord.Each lease had fixed 
three per cent annual increases and four additional 

five-year options.There have been limited 
recent service stations sales since the COVID-19 
pandemic, however we would anticipate investor 
interest to remain in quality service station assets 
despite these uncertain times.

Investors continue to show interest in service 
stations with record low yields and strong levels 
of interest at recent portfolio auctions.The mix 
of available service stations has varied from 
neighbourhood, national brand sites to purpose-
built, multi-brand, multi-retail offerings.The market 

continues to seek service stations with strong lease 
covenants (typically in excess of 12 years) to a 
quality national tenant, fixed annual increases and 
future development potential. 

Service station ownership in New South Wales 
is highly concentrated within a select group of 
operators.The four largest providers are Ampol 
(formerly Caltex), BP, Shell-Coles Express and 
7-Eleven.There is a higher level of independent 
operators in regional and coastal areas outside  
of Sydney.

Service Station Spotlight
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CEO’S ADDRESS  
We’re approaching the halfway point of what 
will go down in history as one of the world’s 
most significant years

Certainly the Australian story of 2020 has 
been one of challenge, but we have collectively 
addressed the threats presented by global 
issues and, so far, succeeded well beyond 
expectation.

Much of this success comes down to two traits 
– resilience and adaption. The ability to not only 
bear the brunt of the trials head on, but also 
find ways to cope and ultimately thrive under 
testing circumstances.

It’s a theme that applies to the retail sector as 
well. It’s certainly been a challenging time for 
stakeholders in this industry, but adaption and 
resilience will see successful operators through. 
In the same vein, retail property investors will 
have their mettle tested by this crisis as well, 
and will be reliant on expert advice.

As a bonus this month, we’re also providing a 
‘spotlight’ analysis of service station investment 
across the nation. Yet another example of the 
depth of specialist talent Herron Todd White has 
on offer.

We’re making it our mission to lead the way in 
commercial advisory. Our valuation teams are 
using their local knowhow to provide tailored 
advice to our clientele.

And there’s never been a more important 
time for clear-headed expertise 
to be the foundational source of 
information when it comes to 
decisions about your financial 
futures.

Gary Brinkworth 
CEO
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This sale equated to an analysed yield of 4.1%. 

A BP service station at 14 Bernera Road, Prestons 
sold in April 2020 for $8 million exclusive of 
GST, equating to an analysed yield of 5.53%.The 
site is a 3612 square metre, rectangular shaped, 
internal allotment with single street frontage 
to Bernera Road.The property is located within 
an established industrial precinct of Prestons.
Improved on the site is a modern, circa 2015 built, 
BP service station with a sublease to Pie Face and 
a separate Burger Edge food and beverage outlet.
The property sold subject to an existing head 
lease to BP Australia until 31 December 2030 with 
three further five year options.The property has 
an advised net income of $442,617 per annum 
net plus GST with annual CPI or four per cent 
increases.BP is responsible for all outgoings. 

It would appear that despite the COVID-19 
pandemic, investments that reflect good 
management, strong lease covenants and 
future redevelopment upside are still considered 
attractive with no evidence to date reflecting a 
softening in demand in this sector.

As the New South Wales economy returns to 
something approaching business as usual in 
the coming months, the biggest challenge for 
the balance of 2020 may not be oil demand and 
prices, but reducing the level of unemployment in 
the economy. 

Victoria
Service station properties in Victoria have become 
popular investments due to most having secure 
income streams and high underlying land values.

redevelopment of the site.Risks to the retail fuel 
market segment are still considered long term with 
electric and other low-emission options within the 
next ten to 15 years.

Location is a fundamental that will continue to 
underpin quality service station investment assets.

A recent sale is the BP service station at 133 
Pittwater Road, Manly, which was redeveloped in 
2019 with new tanks, lines, canopy, convenience 
store, pumps and forecourt.It has a passing net 
rental of $295,000 per annum plus GST.The selling 
agent reports that the property listing attracted 
more than 200 enquiries with a final sale price in 
early April 2020 of $7.2 million exclusive of GST.

2018 was considered the peak year for sales in 
this sector.A strong development pipeline for 
new service station sites has been underway for 
the past few years with a number of operators 
undertaking asset recycling style portfolio auction 
programs to release funds for these projects.

The service station market is still considered 
a safe bet, even with falling demand via more 
fuel-efficient motor vehicles, social pressure 
to reduce our carbon footprint and the falling 
world oil price.Major fuel retailers are seen as 
able to maintain fuel and shop margins in an 
ever increasingly competitive market space and 
manage the environmental aspects of the day to 
day operation of the asset and the future potential 

A BP service station at 14 Bernera Road, Prestons sold in April 2020 for $8 million exclusive of GST Source: commercialrealestate.com.au 
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The service station market is still considered a safe bet, even with falling demand via more fuel-efficient 
motor vehicles, social pressure to reduce our carbon footprint and the falling world oil price.  
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vehicles are anticipated to somewhat constrain 
growth over the period.

Queensland
Service station trade has not been immune to the 
wide-spread impact of the COVID-19 pandemic.
With less people on the roads, fuel volumes and 
shop sales are well down and we know of several 
fuel companies that have asked or demanded rental 
relief from landlords.The downturn in sales will take 
time to correct itself, especially if post COVID-19 
more people continue to work from home and the 
Zoom catch up becomes the norm, meaning less 
driving to work and meetings.

In Queensland, the majority of new rents are 
between $300,000 and $400,000 per annum net 
and these rental levels make new developments 
feasible where the construction costs for a new 
service station are circa $2 million to $2.5 million 
(not including land).

We are not aware of any post-COVID-19 sales in 

Rentals for service station properties have 
been strong in recent years, however they will 
be tested in the short to medium term.In the 
current COVID-19 climate, we are aware of some 
companies looking for rental reductions in the 
vicinity of 50 per cent and some new leasing deals 
negatively impacted with reduced commencing 
rentals negotiated. 

Where service stations sites have become more 
valuable on a development basis, developers have 
sought opportunities.Over the past 12 months, 
Caltex has had a preference to sell off a number of 
its sites for re-development rather than sale and 
leaseback.Whilst they had plans for further sell 
downs of sites in 2020, Caltex has pushed back 
their plans of closures as uncertainty around the 
economic fall-out of COVID-19 grows. 

Caltex will also be embarking on a re-branding over 
the next three years, changing to Ampol, which 
was once a trusted Australian fuel brand prior to 
merging with Caltex Australia in 1995.

The demand for service stations in Victoria and 
more particularly Melbourne in the short term 
(throughout 2020) is considered to remain steady, 
given that many offer long leases, fixed annual rent 
increases and future development upside. 

Provided that the COVID-19 outbreak does not 
become a long-term issue, demand is anticipated 
to remain as trade volumes, economic activity and 
international tourism slowly improve.However, 
ongoing improvements in vehicle fuel economy and 
consumer preferences towards more fuel-efficient 

In addition, there has been an increase in recent 
years for higher volume outlets being constructed 
along key arterial roads where there is greater 
traffic volume and increased economies of scale.
This has come at the expense of many independent 
operators in suburban locations of Melbourne that 
have sold out of the market to developers or major 
fuel or supermarket players. 

In 2019, forecasting for Victoria accounted for one-
fifth of the country’s new service station supply 
over the next three years.Some agreements struck 
pre-COVID-19 are mooted to not go ahead. Negative 
factors affecting the sector and delaying projects 
to the pipeline include the slowing of the economic 
market and falling profit margins and revenues due 
to the COVID-19 outbreak, declining demand for 
petrol with many commuters working from home, 
a decrease in vehicle ownership and the growth of 
the electric car industry.

Throughout 2019, portfolio auctions accounted 
for a large number of service station transactions.
Of those sold, most 7-Eleven convenience stores 
and fuel outlets attracted yields of between 
3.92% and 5.96%.In February 2020, Burgess 
Rawson conducted a portfolio auction at which 
five 7-Elevens within metropolitan Melbourne 
transacted at yields of 4.09% to 5.97% (all with 
brand new 12 year leases and four x five-year 
options), the bulk of the sales occurring at sub 5%.

These yields are in stark contrast to pre-2015 levels 
in metropolitan Melbourne, which were generally in 
the order of 5.25% to 7.00%. 

The demand for service stations in Victoria and more particularly Melbourne in the short term 
(throughout 2020) is considered to remain steady, given that many offer long leases, fixed annual  
rent increases and future development upside. 

7-Eleven 61 Springfield Pkwy, Springfield Source: realcommercial.com.au 
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setting market rent for service stations in Perth. 

For this reason we query the longevity of this 
approach with ratcheted annual rent increases 
likely to lead to many service stations being 
economically unviable to operate due to 
insufficient fuel throughputs and shop sales 
relative to the rent payable. 

There has been a spate of sales of freehold 
interests in service stations in Perth since 2016, 
which have largely been dominated by 7-Eleven 
branded stations.These transactions have tended 
to reflect yields between 5.75% and 6.25%, 
however we are aware that some of the more 
recent transactions have seen yields drift slightly 
to 6.00% to 6.35%.These yield ranges have been 
purely driven by lease covenant and the brand 
new nature of the stations (depreciation benefits) 
and stations with a lesser covenant (independent 
or non-national operators) and older buildings 
and fuel infrastructure will transact at a 
significant premium to this range (from 75 to over 
150 basis points).

Once again, since the advent of the COVID-19 
pandemic, we are not aware of any transactions to 
definitely demonstrate the depth of demand for this 
asset type under current market conditions. 

The market has witnessed strong demand for 
properties with modern improvements situated 
in high exposure locations in proven or growing 
catchment areas but crucially, subject to long 
term lease covenants (more than 10 years) to 
major oil companies.Where such attributes have 

Western Australia
Contrary to many other retail asset classes, we 
are not aware of any request for rent relief from 
service station operators in the wake of the 
COVID-19 pandemic.

Since the advent of the COVID-19 pandemic, there 
has been limited market activity discerning any 
definitive impact on leasing of service stations.As a 
result, it is difficult to ascertain with any degree of 
certainty what impact there will be on rental values.

On a fundamental basis, service station rents that 
commenced in the past 12 to 24 months (coinciding 
with new developments) as a quantum of dollars 
disclose a generally consistent range in the order of 
$300,000 to $350,000 per annum net of GST and 
outgoings for Perth metropolitan sites.These rental 
structures however are more formulaic driven 
as a function of return on development costs as 
opposed to adhering to market fundamentals as a 
function of fuel throughput and shop sales, which 
for an extended period has been the benchmark for 

Queensland.Our view is that yields will continue 
to remain firm given the historically low interest 
rate environment and the secure cash flow 
service station properties offer.This is particularly 
likely to be the case for new sites where potential 
environmental issues are the responsibility of the 
tenant and depreciation benefits are available.
Yields in Queensland for new services stations 
with ten-year plus initial terms have been 
generally achieving 5.5% to 6.5% with the odd 
sub 5.0% exception.

A sample of pre-Covid 19 sales is as follows:

It is our view that service station investments will 
continue to be in high demand with more limited 
supply compared to recent years, however the 
effects ofCOVID-19 will negatively impact rents and 
new development. 

We note that new development was already in 
decline before the pandemic as supply of new 
service stations was meeting or exceeding 
demand.That said, prime sites will continue to be 
developed and the trend of fast food drive through 
restaurants sharing a site with service stations will 
also continue.Fast food and fuel complement each 
other and the fast food businesses provide extra 
income to enable these sites to stack up from a 
development perspective.

Address Sale Date Sale Price
Land Area 

(m2)
Lettable 

Area (m2)

Analysed 
Market Yield 

(%)
WALE/

LTC

7-Eleven 61 Springfield 
Pkwy, Springfield 17/12/2019 $7,525,000 3,242 429 5.80 11.56

7-Eleven 2660 Logan Rd, 
Eight Mile Plains 12/08/2019 $6,905,000 9,209 341 5.82 10.57

Caltex 5 Alban St, Oxley 01/08/2019 $6,600,000 3,373 300 6.28 9.49

7-Eleven 107 Lower King St, 
Caboolture 01/05/2019 $6,730,000 1,244 470 6.39 13.21

Contrary to many other retail asset classes, we are not aware  
of any request for rent relief from service station operators in  
the wake of the COVID-19 pandemic.
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rates are low and business activity is now returning.
There is a general expectation that domestic 
activity will return to normal within the coming 
weeks.If this indeed remains the case, fuel stations 
will benefit from the projected increased domestic 
travel, as flying and public transport may take 
longer to return.

Our expectation is that while the impact of 
COVID-19 on service stations has been sharp, with 
any luck it will be short.

Northern Territory
Consistent with the rest of the Northern Territory’s 
pandemic experience, traffic levels have not 
decreased as substantially as in other areas, with 
most government office workers still attending 
the office rather than working from home.The 
reduction in tourist numbers will see a fall in fuel 
consumption but at this stage, we are not aware of 
any significant rent reductions being negotiated by 
fuel retailers.

Darwin is now relatively well serviced by fuel 
retailers and there are very few if any new 
greenfield projects being negotiated at this time.

It is our expectation that rents will remain relatively 
consistent for service stations across the Northern 
Territory despite the impact of the virus.

As with any property in Darwin at present, there 
would be a big differential in yields between 
strongly tenanted service stations and those with a 
less certain cash flow.We especially note the sale of 
a large fuel station and truck depot at Wishart with 
a strong lease, which sold in 2014 for an estimated 
7.64% yield and again in 2018 for an estimated 

features of OTR dominating the local market is 
that its model includes large convenience store 
components or small supermarkets within some 
sites and many include franchises such as Oporto, 
Wok-in-a-box, Brumby’s, Hungry Jacks, Moe’s 
Dog & Shake and Subway.The impact has been a 
shift by competitors to provide a similar offering.
Many recent service stations developments 
not completed by OTR have been an attempt to 
replicate them.

To this end, it has been reported that the retail 
sales have not been as substantially affected as 
fuel sales.This may go some way to insulating these 
businesses from the effects of reduced fuel sales, 
at least in the short term.

The investment market for service stations was 
steady in the lead up to COVID-19.Yields appear 
to have resisted the trend of contraction present 
in other markets over that period, despite the low 
interest rate environment.

A sale in Adelaide’s inner southern suburbs for a 
brand new station showed a yield of 5.70% in July 
2016.In September 2019, another brand new station 
a similar distance from the city showed a yield of 
circa 6.25%.

New stations are showing rental rates of between 
$110 and $150 per square metre site area for newly 
built metropolitan sites.We are aware of one lease 
agreement in Adelaide’s western suburbs at the 
top end of this range but the majority appear to be 
towards the mid to lower end of the rage.

South Australia has, it would seem, avoided the 
potential catastrophic impact of COVID-19.New case 

been met, we have witnessed significant yield 
compression in these assets.Despite the lease 
covenants being largely identical in terms of lease 
duration, quantum of commencing rental and 
rent review provisions, it is evident that there 
remains a disparity in achievable yields for newly 
constructed service stations in Perth compared to 
those achieved for similar assets in the east coast 
capitals. Yields in Sydney, Melbourne and south-
east Queensland are generally 50 to 150 basis 
points tighter. 

Looking ahead, we anticipate yields to remain at 
levels seen in recent times with the possibility of 
tightening slightly as more investors gravitate to 
high calibre tenants on long term lease covenants 
given the perceived stability of rental income. 

There has been a wave of new service stations 
developed in metropolitan Perth during the 
past five years.This has been led by 7-Eleven’s 
aggressive expansion strategy into Perth but also 
includes players such as United, Caltex and Shell.
We do query the viability of further service station 
development in the Perth metropolitan area, as 
it appears that we are nearing market saturation 
point, however for now the decision to develop 
further stations appears less about viability and 
more about maintaining market presence. 

We have also witnessed a number of older service 
stations owned by major oil companies (e.g. BP) 
go through significant transformations in order to 
remain market relevant and compete with newer 
stations.

South Australia
The South Australian service station market has 
long been dominated by the On the Run (OTR) 
group with the majority of recent developments 
being a continuation of that trend.One of the 
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There has been a noticeable modernisation of Darwin’s service 
stations over the past few years.  
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8.28%.The change in yield was symptomatic of the 
general Darwin market.

There has been a noticeable modernisation of 
Darwin’s service stations over the past few years.
Refurbishments in areas such as Coconut Grove 
and Holtze have seen tired centres rejuvenated, 
rather than the opening of entirely new centres.

The main exception to this is the new BP 
development that is the centrepiece of the Truck 
Central subdivision at Wishart.This is a heavy 
vehicle refuelling station in a state of the art 
logistics subdivision, which includes Australia’s only 
vehicle inspection station that can accommodate 
triple road trains without unhitching and a three 
hectare marshalling area.

 Another interesting development is the increase 
in the number of unmanned fuel stations.We note 
a new proposal at East Arm to place another 
unmanned station on a narrow piece of heavily 
constrained land using above ground fuel storage.
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RETAIL: New South Wales 
Overview
The bricks-and-mortar retail sector has been 
delivered its fair share of blows over the past 
decade, and COVID-19 could prove to be the most 
colossal foe of all. 

But resilience and adaption are hallmarks of 
successful business in the 21st century and retail 
has discovered some of the nation’s most savvy 
operators among its ranks.

In this issue of Month In Review, we deliver  
our location-by-location wrap on how coronavirus 
is effecting the retail property sector, and what 
outcomes stakeholders can expect in the  
coming months.

Sydney
The COVID-19 pandemic has had broad-reaching 
implications for the commercial property 
sector and will continue to do so for some time.
Unfortunately, one of the markets to be hit hardest 
is the retail sector. 

Whilst neighbourhood shopping centres currently 
resemble ghost towns and are struggling with often 
only the anchor tenants trading, we also have real 
concern for local retail shopping precincts.These 
local retail strips, particularly in inner city areas, 
are usually the life of a suburb, however with local 
cafes, bars, pubs, restaurants, clothing retailers, 
beauty services and gymnasiums almost all being 
forced to close, these strips are also near deserted.
Established retail strips built almost entirely around 
restaurants and late night trade such as Crown 
Street in Surry Hills, Oxford Street in Paddington, 

King Street in Newtown and Darling Street in 
Balmain are bearing the brunt of these closures.
Other usually strong retail precincts including 
the CBD, Bondi Beach and Manly have also been 
severely impacted by the abrupt halt of tourism and 
additionally in the case of the CBD, the closure of 
most offices. 

Understandably, based on this lack of trade, tenants 
are seeking rental relief from their landlords.In 
addition to this, we are seeing significant increases 
in vacancy rates with tenants not renewing existing 
leases and properties that were available pre-
COVID-19 remaining on the market with agents 
reporting little to no interest.There have been 
very few transactions from which to gauge how 
the rental market is performing.Some limited 
evidence has indicated significant reductions in 
the rental rates being achieved.A recent example 
is a property in Darlinghurst that only managed to 
achieve 30 per cent of the rental it had previously 
received in 2019.

On a more positive note, there are some locations 
that seem to have weathered the storm better 
than others.Macleay Street, Potts Point has seen 
many retailers continue to trade throughout the 
pandemic and as a result, the increase in vacancy 
does not appear to be as significant as we have 

seen in other retail precincts.This can be explained 
by the demographic and typical trade base for 
these retail shops, which is generally considered to 
be mostly locals.Further, the high proportion of the 
population living in units in this area has meant that 
many have relied on local businesses throughout 
the pandemic.

Much like the near halt in retail leasing activity, 
sales activity is minimal with often only properties 
that were on the market prior to the pandemic 
being transacted.That said, the majority of 
campaigns have been withdrawn from the market 
or moved from being an active auction campaign to 
an expressions of interest campaign.Therefore, it is 
also very hard to gauge where the market currently 
sits.We do note that there have been a few recent 
investment sales, indicating that there is some 
demand for well-located retail assets with strong 
lease covenants that are considered low risk. 

In completing valuations of retail assets during this 
period of uncertainty, we are reflecting the current 
risk associated with vacancies and adjusting letting 
up periods based on the current market activity 
and enquiry level being reported by local agents.

Looking ahead, we are of the view that investors 
will shy away from retail assets as they are 
considered to be highly volatile, with the risk of 
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A recent example is a property in Darlinghurst that only  
managed to achieve 30 per cent of the rental it had previously 
received in 2019.
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lengthy vacancies higher than usual and the overall 
lack of demand for space likely to result in a decline 
in values.Overall, the retail sector will face a long 
road to recovery, the timeline for which we cannot 
truly begin to estimate.

Wollongong
One can’t help but feel for the retail sector which 
has fought many battles over the years to then be 
presented with a massive shock in March as the 
Coronavirus pandemic wreaked havoc across the 
world.In an instant, doors were closed, customers 
were locked up inside their homes, sales fell off a 
cliff and staff were laid off.Cafes, restaurants and 
traditional shop front retailers were most impacted 
while others, notably supermarket chains and 
those with a strong online presence, benefited 
from the mayhem. 

Overall, the implementation of the JobKeeper 
program has provided impacted retailers and 
their employees with some relief as businesses 
batten down the hatches and are hopeful of 
a recovery in the second half of the year.The 
release of a mandatory code of conduct by the 
Commonwealth in March and legislation by the 
New South Wales government on 24 April 2020 
has provided landlords and impacted tenants 
with a guide to navigating and negotiating 
rental reductions although there are certain to 
be disputes in the future as the legislation was 
understandably passed through parliament with 
very limited time and debate and has not yet 
been tested. 

government has been considerable, with significant 
assistance measures to move through this 
pandemic.Assistance available includes:

 ◗ federal government initiatives of the Job Keeper 
allowance, a mandatory code of conduct for 
landlords and tenants and tax relief including 
instant asset write-off increases;

 ◗ New South Wales has small business grants, fee 
and licence relief, land tax relief, payroll tax relief 
and free access to business advisory services.

The retail and commercial markets have ground 
to a halt with the focus moving squarely on to 
management as landlords seek to maintain some 
level of cash flow while tenants and business 
owners focus on business survival.The relationship 
and communication between landlord and tenant 
are critical to both.

Commercial leasing agents have reported a 
generally very high level of compassion from most 
landlords.Agents report that the rental relief being 
put in place is consistent if not beyond the scope of 
the mandatory code of conduct.Agreements tend 
to be on a month to month basis with agreements 
generally revolving around a full rental holiday or a 
50 per cent reduction.

While the shutdown has been all-encompassing, the 
limited number of infections has likely saved many 
lives and reduced the period of shut down required.

In New South Wales, we have seen the 
commencement of an easing of restrictions.
The most significant for our regional area is the 
announcement that from 1 June, regional travel for 
holiday purposes is permitted.

Further easing of restrictions include:

 ◗ Short and long term accommodation operations 
are open (crisis and temporary accommodation, 

The short term impact on the local retail 
property market is expected to be profound with 
rents under massive pressure and the capital 
value of any retail asset not underpinned by a 
strong tenancy profile to be exposed.During 
these times there is an obvious flight to quality 
with investors seeking long lease terms (ten 
plus years) to solid corporate tenants that can 
continue to trade well during an economic 
downturn.Landlords will need to be flexible in 
their lease negotiations with rent free periods 
likely to increase and other forms of tenant 
incentives to be considered.

Herron Todd White will be scrutinising leasing 
and sales activity very closely in the next six 
to 12 months so evidence can be presented to 
form a clear opinion as to the precise impact the 
Coronavirus pandemic has had on the retail market. 

Lismore
So where do we start in the retail market that has 
been one of the major sectors impacted (obviously 
aviation and tourist accommodation markets are 
two that have been decimated).

We have definitely had some retailers report very 
positive results with supermarkets indicating 
positive trends in the order of ten to 15 per cent 
while hotels, restaurants and cafes either closed or 
commenced trading on a takeaway basis only with 
significant reductions in trade. 

The impact on many businesses has been 
nothing short of devastating.The response by the 

During these times there is an obvious flight to quality with investors 
seeking long lease terms (ten plus years) to solid corporate tenants 
that can continue to trade well during an economic downturn.
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Coffs Harbour
There was an oversupply of retail accommodation 
within the Coffs Harbour locality prior to the 
influence of COVID-19.Since the COVID-19 pandemic, 
there have been broad scale registrations and 
negotiations for rental relief. 

Local commercial agents have indicated that circa 
80 per cent of retail tenant claims have been 
settled at rent relief based around a 50 per cent 
discount of monthly rent for an initial period of 
three months.

Discounting within major shopping centres is 
reported to be higher with landlords recognising 
that retention of tenants is the number one 
priority through the initial phase of the COVID-19 
restrictions.

Agents report very few business closures and 
those that have are mainly businesses that were 
struggling prior to the pandemic.

Local businesses are gradually reopening 
subject to social distancing but there are likely 
to be ongoing ramifications for retail premises 
associated with restaurant dining, cafes and 
entertainment as the economic effects of 
compliance are recognised within the business 
expense structure.This may well impact the ability 
to meet rents struck pre-COVID-19 and also require 
landlords and tenants to revisit size requirements 
for these premises to remain viable through the 
pandemic-compliant period. 

generally hold their rental levels given some 
positive signs of reducing social distancing 
requirements and an optimistic hope that a vaccine 
may be forthcoming.

Good, solid tenants with longer term leases will 
be sought after in the continuing low interest rate 
market.We would expect that longer term national 
tenants or strong state or government tenants 
may see a lower yield rate and upward pressure on 
values as the flight to quality will continue.

Pre-COVID-19, the difference between local and 
national tenancies broadly was in the range of ten 
to 15 per cent.This is more likely to increase in the 
coming 12 months.

There remains a level of restrained optimism 
that things will return to a state of normalcy over 
the next six to 12 months.The limited evidence 
available across most asset classes indicates 
little discounting in value levels as to yield, 
albeit that recent sales and negotiations appear 
to indicate a reduction in value consistent with 
the likely loss of rent over the next six to 12 
months.A recent sale of a motel fell over based 
on this point of difference between the vendor 
and purchaser.

We note a recent sale in Byron Bay indicated a 
yield rate of 5.25 per cent for a vacant retail shop, 
albeit with a slight reduction in the value consistent 
with a loss of rent for three to six months.It may be 
argued that if leased, the yield may have been in 
the order of five per cent.

disability and aged care facilities, hotels, motels 
and other accommodation and youth hostels).

 ◗ Pubs, registered clubs and casinos are open for 
accommodation, dining and sale of takeaway 
food and drink.

 ◗ Elective surgery restrictions are being eased.

Caravan parks and camping grounds will remain 
closed to the public at this time.

The easing of restrictions will allow some level of 
normalcy over the coming months and allow many 
businesses to reopen, albeit likely at a lower level 
than pre-COVID-19.

With the obvious limitations on international travel 
likely to remain in place for an extended period and 
many Australians experiencing frustrations at the 
restrictions, it is likely that the easing of restrictions 
will see a steady increase in domestic tourism and 
regional areas such as ours are likely to see an 
influx of visitors.

It is an opportunity that could see a reasonably 
swift turnaround of fortunes, albeit likely hindered 
by the Queensland and New South Wales border 
restrictions still in place.

The impact on retail real estate is difficult to predict 
with limited sales and leasing generally being in 
a holding pattern.Ultimately for landlords and 
real estate values, it is better to hold on to a good 
tenant rather than come out of this pandemic with 
a vacant premises.

The level of vacancy in each locality will ultimately 
be the key to the future movement in rents and 
so values.It is likely that limited leasing will occur 
over the next six months with tenants unwilling 
to commit to any longer term leases given the 
uncertainty of their business (unless a significant 
discount in rent was offered) and landlords will 

...circa 80 per cent of retail tenant claims have been settled at 
rent relief based around a 50 per cent discount of monthly rent 
for an initial period of three  months.
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sector, one recent sale of a regional Woolworths-
anchored neighbourhood shopping centre reflected 
a very strong yield, given the high percentage of 
rent from a big grocery chain which is currently 
unaffected.We anticipate buyer activity in such 
assets, especially stand alone supermarkets, to 
potentially strengthen in the current climate while 
pubs, strip trail, cafes and restaurants may see an 
extended period of market weakness. 

Dubbo & Central West NSW
Commercial property agents in Dubbo and Orange 
have reported that the leasing market for retail 
shops was weak with limited enquiry in the period 
prior to the COVID-19 pandemic of late 2019 and 
early 2020.Since March, leasing enquiry has almost 
ceased, while existing tenants and landlords have 
negotiated temporary rent reductions of between 
25 and 50 per cent across the majority of retail 
properties. 

Sale activity for retail property in Dubbo has been 
negligible while a property in Orange leased to a 
pharmacy sold in February.Other retail property 
sales have been at around or sub-$300,000.

There were two sales in February and March in 
Bathurst, both in William Street, at circa $600,000 
and $900,000. A freehold hotel also transacted in 
Bathurst at circa seven per cent. Otherwise agents 
report extreme caution and uncertainty in the retail 
sector across the region.

The valuation of investment property affected 
by claims for rent relief or likely to be subject 
to a claim will usually include a below the line 
adjustment for loss of rent which is deducted from 
the capitalised value.

There is sales evidence that prime retail assets 
with sound leases and strong tenants are being 
sold at firm yields, based on the low interest rate 
climate and the relatively low yields available from 
alternative forms of investment. 

Newcastle
Herron Todd White Newcastle and Hunter Region 
commercial valuers are making the extra effort 
at the moment to keep in touch with local agents 
and property managers as the market reacts 
to changes to state and federal government 
stimulus measures and rules around isolation.
At the time of writing, ten patrons are allowed to 
be seated in restaurants, bars and cafes in New 
South Wales. This number, of course, is too low for 
large establishments to open their doors, however 
smaller operators are happy to have people 
through the doors and the opportunity to get back 
to work, albeit in the current constrained version 
of work. 

Under the terms of the commercial code of 
conduct, tenants suffering trade loss of over 30 
per cent have the right to negotiate lower, short 
term rents with landlords.While we throw the 
generic name of retail across the sector, the truth 
is that many different retailers are suffering widely 
differing levels of trade losses, while some traders 
have actually seen big increases.One bottle shop 
operator recently commented that “it’s like we 
just had seven Chistmas Eves in a row”.We have 
also seen non-discretionary traders (think Coles, 
Woolworths, Aldi) trading well above average.While 
there has been very limited sales activity in this 
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Melbourne
On 22 March Premier Mr Daniel Andrews 
introduced Stage 1 restrictions within Victoria, 
implementing a shutdown of all non-essential 
activity which resulted in the closure of all pubs, 
clubs, cafes and restaurants (with the exception 
of take away services) together with the complete 
closure of gyms, indoor sporting venues, cinemas, 
casinos, nightclubs and entertainment venues. 
This enforced shut down period extends until 
midnight 31 May 2020.

From 1 June 2020 pubs, cafes and restaurants will 
be able to reopen their doors to serve meals to 
up to 20 customers at a time per enclosed space. 
From 22 June 2020 the number could increase 
to up to 50 patrons and during the second half of 
July it may be up to 100 patrons.

The process of collecting comparable sales 
and rental evidence in the current market 
is challenging given the pace at which the 
Coronavirus (COVID-19) pandemic situation has 
been evolving. There have been limited recent 
sales and rental transactions. 

Transactions occurring towards the beginning 
of the pandemic are likely to still be under 
contract with settlements occurring within the 
coming weeks. 

Adopting an appropriate market rent can be 
challenging in the current market. It is considered 
that due to the impact of the Coronavirus 
(COVID-19) pandemic and economic uncertainty 
there is currently reduced levels of leasing 

demand from prospective retail and restaurant 
tenants. Longer leasing up period will be 
applicable for vacant tenancies and there is 
downward pressure on rents.

The Federal government announced in April 
2020 a Mandatory Industry Code of Conduct for 
Commercial and Retail leases across Australia to 
be legislated by state and territory governments. 
On 23 April 2020 the Covid-19 Omnibus 
(Emergency Measures) Bill 2020 passed in the 
Victorian Parliament. It is applicable where the 
tenant is an eligible business for the purpose 
of the Government’s JobKeeper programme 
and is for SME tenants with an annual turnover 
of up to $50 million. The code of conduct 
includes various principles for landlords and 
tenants which will apply during the Coronavirus 
(COVID-19) pandemic period. It specifies that 
landlords must not terminate the lease or 
draw on a tenant’s security and tenants must 
honour their lease. It also includes a provision 
requiring commercial landlords to accept rent 
reductions in proportion to a tenant’s decline 
in turnover due to the COVID-19 pandemic. This 
will be achieved through a combination of rent 
waivers and deferrals. Adjustments for rental 
abatements and deferrals have been integrated 
into our valuations to account for the short term 

impacts of the pandemic.

There appears to have been sharp decrease 
in listings and transactions occurring after 24 
March 2020 when the National cabinet introduced 
restrictions on auction houses and real estate 
auctions. Discussions with a number of selling 
agents confirmed that properties that were due 
to be auctioned shortly after the closure were 
converted to expression of interest campaigns 
whilst others were postponed indefinitely.

Given the low volume of current sales 
transactions occurring there has not been 
evidence of significant discounting occurring 
within the market at this time. Properties with 
strong lease covenants to national operators, 
or those with tenants who operate ‘essential 
services’ continue to attract strong demand from 
purchasers and are transacting at or around the 
Vendor’s asking price.

The lack of new listings in the market together 
and the removal of properties from the market 
may be cushioning any impact in the short term. 
We are expecting to see extended selling periods 
as vendors hold properties in an attempt to offset 
any discounting required to secure a purchaser 
in the short term. It is expected that yields will 
increase particularly for secondary properties.

Victoria
Properties that were due to be auctioned shortly after the  
closure were converted to expression of interest campaigns 
whilst others were postponed indefinitely.
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Williamson Street and Hargreaves Mall revealed 
in excess of 20 retail vacancies.Under the current 
circumstances it would seem likely this number will 
increase in the coming months.

Agents are reporting difficulty finding retail 
tenants under the current circumstances with rent 
free incentives becoming more prevalent in the 
marketplace.There have been limited transactions 
of retail properties in Bendigo postCOVID-19 with 
buyer interest in sharp decline. 

Echuca/Deniliquin
As a result of COVID-19, there is a high degree 
of uncertainty in the commercial sector across 
townships in south-west New South Wales and 
northern Victoria. 

This uncertainty will remain until there is some 
stability in the market place around what are 
sustainable rental levels in any commercial 
sector in the foreseeable future.Until that level is 
established, it is unlikely there will be much activity 
in the sector.

Owner-occupiers are a significant factor in these 
areas.For owner-occupiers, turnover and profit 
are the key factors in determining the value of 
commercial and industrial real estate.Similar 
to investors, unless the owner-occupier has 
confidence in the level of profit that is sustainable 
in the foreseeable future, they are unlikely to 
commit to purchasing property.

We are aware of an owner-occupier currently 
negotiating to purchase a warehouse for in excess 
of $1 million at what would be considered top dollar 
even prior to the COVID-19 event.

houses will recommence as restaurants, cafes and 
pubs are able to serve meals for up to 20 patrons 
at any one time.

It should be stated however that the wider retail 
rental market was already weak in many inner 
and suburban retail precincts. Rental rates within 
established strips such as Lygon Street, Carlton 
and Chapel Street, South Yarra have continued on 
their downward trend during 2020.

With continued economic downturn and job 
uncertainty it is likely that there will be a 
reduction in discretionary spending during 
the remainder of 2020. Once the JobKeeper 
allowance ceases there could be increased 
unemployment and further reduction in wage 
levels. Non-discretionary spending such as 
supermarket and food shopping is likely to remain 
strong however discretionary spending such as 
on clothing and footwear and household goods is 
likely to fall.

The decline in retail spending is likely to place 
an increased burden on retailers’ occupancy 
costs and continued downward pressure on 
leasing demand and rental levels. If these trends 
continue, tenants may find it more difficult to 
sustain current rental levels which may ultimately 
result in declining retail rents, increased vacancy 
levels and downwards pressure on capital values.

Bendigo
Pre-COVID-19, the Bendigo retail sector had not 
been performing at its peak for some time, with 
a steady decline in occupied shops outside of the 
main enclosed shopping centre over the past 12 
to 18 months.With the imposed restrictions, the 
sector has continued to decline with a noticeable 
increase in vacancies across the Bendigo CBD.A 
count conducted last week across Mitchell Street, 

It is our understanding that banks have reduced 
lending for new customers and are in the process 
of assessing debt serviceability levels for their 
existing customers in the current environment. It 
would therefore appear that the active purchasers 
either have existing loan facilities with lenders or 
are utilising cash reserves to secure properties.

Prime retail properties with secure long term 
leases and strong lease covenants continue to 
be attractive to investors whilst there appears 
to be a decline in demand for secondary or 
vacant properties.

Discussions with letting agents indicate during 
March and April 2020 there was a sharp drop 
in the level of enquiries received for vacant 
tenancies.

The introduction of the Mandatory Industry Code 
of Conduct for Commercial and Retail leases 
appeared to generate a significant increase in 
communication between landlords and tenants 
as parties began negotiating the various rental 
abatements and deferrals.

The limited numbers of new leases that have 
occurred appear to be generated by operators 
of ‘essential’ services. Given the uncertainty 
within the market we are expecting to see tenants 
seeking properties which already meet their 
needs or require very little capital expenditure 
to commence operating. Retail operators have 
received an increased level of attention over 
the past couple of months as the pandemic 
has clearly and significantly impacted turnover 
figures for a lot of businesses.

Some two months after the closure of non-
essential businesses and real estate auctions we 
are beginning to see the easing of restrictions. 
From 1 June 2020, real estate auctions and open 
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Brisbane
The Brisbane retail property market started 2020 
very strongly with a number of firm deals in the 
early months. This was off the back of strong 
conditions throughout 2018 and 2019, helped 
along by the low interest rate environment. Over 
the past two years, the retail market experienced 
firming yields across prime assets supported by 
solid purchaser demand, however with the outbreak 
of Coronavirus, the global economy is in uncertain 
times and there are likely to be significant impacts 
on the Australian property market.

We are not aware of any substantial evidence to 
draw strong conclusions on the market at present, 
however anecdotal information from agents 
suggests sale activity has slowed significantly, 
with some agents reporting all of their current 
stock being removed from the market and existing 
leasing negotiations being deferred for three 
months or ceasing altogether.

We believe even more than ever that buyers will be 
and are predominantly concerned with the quality 
of tenants and the security of income (e.g. long 
WALE or Lease Term Certain) and going forward, 
the quality of the tenant and their type of business 
will be even more closely scrutinised, especially 
with respect to social distancing measures enforced 
by government, along with sustainability of the 
passing rental income. 

It is extremely difficult to predict the market going 
forward at the present time and specifically the 
full impact on the retail property sector with the 
current uncertainties. At present, it appears that 

a tad nervous about the retail sector on the Gold 
Coast over the past six months. Supply additions, 
increasing rents and firming investment yields 
had us feeling that an inevitable correction was 
looming. However, the COVID-19 pandemic is far 
from what we were expecting. 

The tourist retail sector was the first to be hit. 
The impact was hard and fast. 

Areas such as Surfers Paradise and Broadbeach 
were all but deserted and as commercial 
businesses started directing staff to work 
from home, the likes of Southport and other 
commercial centres felt the squeeze as well.

In stark contrast to this, neighbourhood centres 
offering essential services have been witnessing 
unprecedented patronage and I’m sure there are 
more than a few readers who happily joined the 
queues of people getting their home improvement 
fix at Bunnings.

The latter part of May saw the lifting of some 
restrictions and media reports indicate that food 
and beverage operators able to adapt their offering 
to the new normal are flourishing. This has been 
particularly evident in hotspots such as Burleigh 
Heads as people flock to local parks and beaches to 
break up the monotony of life in quarantine.

Queensland

properties with tenants who’ve been severely 
impacted by social distancing measures will 
experience a significant effect on net income due to 
enforced rental holiday policies. We expect this may 
result in increased vacancies across the market 
more broadly. 

We believe that most property owners will refrain 
from openly advertising properties on the market 
in the immediate future until the return of more 
favourable market conditions. Government stimulus 
packages and the financial industry support 
policies have temporarily assisted owners, however 
there is a justified concern about debt serviceability 
across the sector when these packages end.

Leasing market conditions are now considered to 
be very uncertain due to the impact of COVID-19.
Net effective retail rents in recent years have 
remained stagnant and the current situation with 
the Coronavirus is still unknown.

The above notwithstanding, we note that 
the impact of the Coronavirus is likely to be 
significant for retail accommodation with a strong 
likelihood of increased vacancies and rental 
stagnation or decline.

Gold Coast
It is fair to say that some of us had been feeling 

We believe that most property owners will refrain from openly 
advertising properties on the market in the immediate future  
until the return of more favourable market conditions. 
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traffic to remaining retailers and cafes that have 
attempted to continue trading. 

Local hinterland commercial centres that service 
local communities seem to have been slightly less 
impacted during this time.Overall vacancies in 
these townships have been limited with a greater 
mix of leased and owner-occupied holdings, which 
allows greater flexibility for businesses.Local 
tenants have indicated that trade fell considerably 
through March and early April, though began to 
improve during April and into May.

A number of landlords have been working 
closely with their tenants during this time with a 
number offering rental abatements.A large retail 
complex in Mooloolaba offered 100 per cent rental 
abatement across their whole complex in April.
Since that time, they have communicated with 
tenants and are taking a case by case approach 
depending on the impacts to individual businesses.

We have also noted since the start of May an 
increase in enquiry from tenants.Agents are 
reporting that local tenants are active in the 
market.One agent advised that he is currently 
negotiating four separate tenancy areas for 
sub $30,000 per annum in the Mooloolaba 
tourist precinct.The listing agent indicated that 
incentives are typically three to six month rent-
free periods at commencement of the leases.

Commercial agents have also indicated that 
there is increasing demand for holdings in the 
sub $2 million range.We have noted a 93 square 
metre strata tilted retail unit on Sixth Avenue, 
Maroochydore selling for $500,000.The property 
was contracted in March 2020 and has recently 
settled with no renegotiation of the purchase 
price due to COVID-19 conditions.We also noted 
sale of the Coffee Club strata in Buderim which 
was contracted in February.During the due 

recent example of this; we understand the sales 
campaign, which concluded in late April, achieved 
strong interest and an even stronger result. More 
on this next time once details can be released.

On the other side of the coin are the properties 
that rely solely on discretionary spending or 
those that naturally struggle with high degrees of 
vacancy and tenant turnover. Until such time as 
these properties are forced to the market, we are 
not likely to see the true result of the fall-out of 
COVID-19 on the secondary retail market. 

All in all, if investment yields are a measure 
of risk, we are undoubtedly going to see some 
movement on that front.

This will be an interesting period to look back  
on indeed.

Sunshine Coast
The retail market across the Sunshine Coast has 
obviously been heavily impacted due to COVID-19.

During April, the region missed out on the 
typically high influx of tourist trade over the 
Easter break.Recent accommodation occupancy 
statistics indicate that occupancy during April 
was sub ten per cent for a period which is 
traditionally circa 70 per cent.The main impact to 
this has been across the tourist strips.Mooloolaba 
Esplanade and Hastings Street at Noosa were 
virtually devoid of trade with very few shops open 
during April.Over the past two to three weeks, we 
have seen a greater number of retailers opening 
with cafes and restaurants also beginning to 
increase trade again with the lowering of overall 
restrictions.

Local shopping centres have also been impacted 
during this time.A number of retailers have not 
been open and this has dropped overall foot 

So what does this all mean for the retail 
property market? 

The leasing market has reportedly ground to a 
halt and the only new deals being struck are on 
favourable terms to support tenants through the 
pandemic period. Whilst resulting in significant 
gaps to the first year’s cash flow for lessors, it 
is seen by most as a far better outcome than no 
income and no tenant at all. 

Over the short to medium term there is a 
collective expectation that retail rents will 
contract in most sectors, however deciphering the 
precise impact on effective rents will be a difficult 
task due to the varying incentive structures being 
employed by landowners.

On the sales front, the Gold Coast is yet to 
witness any notable volume of retail transactions 
in the post-COVID-19 world. We are expecting 
the market’s reaction to be varied, making an 
already segmented market sector even more 
diverse in its pricing.

Investors will be critical of tenant profile and 
are expected to flock to properties underpinned 
by national tenants unaffected by trading 
restrictions. 99 Bikes at Burleigh Heads is a 

99 Bikes, Burleigh Heads Source: realcommercial.com.au 



17

C
O

M
M

ER
C

IA
L

Month in Review
June 2020

to identify if there is any genuine discounting 
of rents from landlords at this stage.A clearer 
indication of the direction of achievable rents is 
likely to become apparent after the Job Keeper 
allowance ends and we head into our traditional 
off season after what is looking more like a non-
existent on season. 

The retail sector in Cairns is hoping that the 
recent indication by the state government that 
borders will be opened in September will be 
reassessed to early July to at least provide some 
cash flow for the later part of the traditional 
tourism season.

Toowoomba
The Toowoomba CBD retail market has faced a 
number of challenges over the past few years, 
including an increase in online shopping and 
redevelopment of Grand Central Shopping Centre.
The redevelopment included a major expansion 
that significantly increased the number of 
tenancies, which have been filled by attracting 
new national retailers and by relocating several 
existing businesses from the CBD.

According to a 2019 survey conducted by 
Ray White Commercial, vacancy rates in the 
Toowoomba CBD were nearing 19 per cent.The 
service industry accounts for the largest market 
share at over 28 per cent with the potential for 
existing retailers to target this sector, which 
includes hospitality, real estate and financial and 
legal services.This may see Toowoomba’s CBD 
transform into a food and service based hub, with 

financial capacity to weather the slow economic 
environment and COVID-19 event. 

Cairns
The Cairns retail sector has been hit hard by 
COVID-19.

Much of the retail sector caters to the tourist 
trade, being cafes, restaurants, duty free shops, 
tour booking agencies and retail in the central 
business district.Without the flow of tourists, 
many businesses have simply closed either 
by choice or being regulated to do so and it is 
difficult to gauge what percentage of businesses 
now closed will reopen when tourists are free to 
travel again.

One of the main concerns is that international 
tourism plays a large part in the Cairns economy 
and it is unknown how long it will be before 
significant numbers of foreign travellers return 
to Australia and Cairns in particular.It is expected 
that the retail sector will continue to struggle in 
the short to medium term.

Commercial agents report in the order of 60 to 
70 per cent of retail tenants they manage have 
requested and are receiving rental reductions of 
50 to 100 per cent of normal rent levels though 
many continue to pay outgoings.The vast majority 
of these businesses are directly tourism driven 
along the Esplanade and around the central 
business district. 

Agents report very little demand from potential 
lessees at this time and it is considered too early 

diligence process, the tenant ceased trading and 
requested rental abatement.Subsequently the 
sale price was revised with a discount of circa nine 
per cent, which resulted in a yield softening of 70 
basis points. 

Any sales that have been occurring are dependent 
upon both the vendor’s and purchaser’s individual 
requirements and if leased, the tenant’s trading 
and financial situation.These are being assessed 
on a case by case basis. 

Overall, the market remains cautious, though 
agents are optimistic that with restrictions easing, 
overall tourist numbers will again lift, which may 
help to underpin tenants and may lead to some 
turnover of retail holdings during 2020.

Townsville
The retail market in Townsville remains at the 
bottom of the market cycle with the recent 
COVID-19 pandemic likely to have a negative impact 
on this sector over the short to medium term. 

There appears to be limited potential for 
rental growth and a higher risk of increasing 
vacancies on the back of looming lease expiries 
for discretionary retail, along with re-leasing 
prospects for non-discretionary retailing being 
uncertain in the short term.

The sub $5 million market, including smaller 
sub-neighbourhood centres offering a mix of fast 
food and drive-through options along with food 
and service based centres with strong anchors, is 
likely to continue to see interest due to the lower 
price point making it more accessible to a wider 
range of private investors seeking yields given the 
low cost of debt finance.

Emphasis will remain on properties with strong 
lease profiles to national tenants that have the 

The retail sector in Cairns is hoping that the recent indication by 
the state government that borders will be opened in September 
will be reassessed to early July.
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Retail outlets are progressively re-opening or 
increasing their business hours, however it is 
expected that a recovery period could extend out 
to two years with a level of causalities during this 
process.During this period, prime retail rents are 
expected to remain stable with secondary locations 
experiencing a reduction in rentals and increased 
letting up periods.There is minimal demand for 
retail space in the current climate and it expected 
that incentives will become more prevalent in the 
acquisition or retention of tenants in the short to 
medium term.

Central Queensland
The leasing and selling market conditions for the 
retail property sector in Central Queensland were 
slow in the lead up to the COVID-19 pandemic 
and vacancies were relatively high in most major 
urban localities.In some neighbourhood and 
smaller regional centres, we note some significant 
vacancies. The success of a neighbourhood 
shopping centre is usually dependent on the 
presence of a substantial anchor tenant (ie 
Woolworths, Coles, IGA) and the affordability of 
asking rentals.

Agents are reporting that there have been no 
enquiries for new leasing while the COVID-19 
restrictions have been in place and there have been 
many concessional rentals renegotiated for existing 
tenants during this period.It is unlikely there will be 
new tenants looking to take existing vacancies for 
some time.Prospects for rental growth remain low 
due to high vacancy rates.

We have seen evidence of lease negotiations on 
restaurant lease options and listings indicating 
this sector of the market may have declined 
between 30 and 50 per cent, however there is 
not enough evidence at this time for this to be 
considered conclusive.

traditional retail stores concentrated in major 
shopping centres and bulky goods precincts. 

We note that recent development of neighbourhood 
centres has provided additional retail floorspace, 
increasing competition for tenants.Many of the new 
convenience centres have been underpinned by 
national restaurant tenancies.

Based on the above, our pre-COVID-19 predictions 
for the Toowoomba CBD retail market were for 
increased vacancy rates and downward pressure 
on rentals.The restrictions imposed as a result of 
COVID-19 have seen the majority of non-essential 
retail outlets either close or substantially reduce 
trading hours over the past eight weeks.Café 
and hospitality outlets that remained open have 
reverted to takeaway to maintain some level of 
trade and retain some staff with the assistance of 
Job Keeper subsidies where available.

The capacity to meet retail rentals is an important 
factor in the financial viability of retailers during 
this period.The mandatory code of conduct for 
commercial leasing provides a benefit for lessees, 
but a potential waiver of rental for the lessor 
depending on negotiation outcomes between the 
lessor and lessee.

Anecdotal evidence suggests that the majority 
of lenders have shifted their focus from new 
business to the provision of temporary assistance 
to business customers for periods of up to six 
months.While a supportive action, the assistance 
is generally a deferral of financial commitments 
with the expectation that deferred amounts will 
need to be recovered post-COVID-19.It is expected 
that business revenue will not return to pre-
COVID-19 levels immediately and a trade–up period 
will be required.Repayment terms for deferred 
commitments will need to take this into account. 
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Adelaide
Welcome to another Month in Review from the 
South Australian Commercial team, as we look to 
provide an update on the retail property sector 
amidst the continuing Covid-19 pandemic.

Another month of quarantine and isolation 
regulations is in the book, with SA beginning to 
lift restrictions in early June. Of all sectors, retail 
property owners and tenants will be most keen for 
restrictions to ease and consumers to return to the 
market. Cafes, pubs, shops and restaurants have 
struggled since early march when restrictions were 
first introduced, with many fighting to survive over 

this period.

The number of retailers trading is beginning to 
increase, with state government restrictions easing. 
As of Friday the 22nd of May, indoor and outdoor 
dining at restaurants and cafes will be permitted in 
the state, allowing up to 10 patrons indoor and up 
to 10 patrons outdoor. Retail shops are operating 
on a basis of one person per four square metres, 
which has allowed larger retail outlets to open and 
facilitate shoppers on this basis. Moving forward, 
more restrictions will be eased on Friday the 5th of 
June, aiming to provide retailers a much needed 
boost over the long weekend.

These businesses will be allowed to open, however 
with a maximum of 20 people will be permitted, 
and business must still complying with the one 
person per four square metre regulation. 

Throughout the preceding three months, vacancies 
for retail properties have increased while sales 
volumes are lower.

As we have mentioned before, determining the 
impact of Covid-19 on valuations is increasingly 
difficult, until sales that have occurred in this time 
can be analysed and compared to pre and post 
pandemic markets. It is evident that properties 
currently advertised for lease are experiencing 
longer durations on the market, while other 
business are seeking rent incentives throughout 
the preceding three months. While sellers are 
not necessarily pricing their properties for sale 
at heavy discounts, any buyers in this market are 
seeking said discount.

We have noted 39 sales of retail properties from 
early March to mid-May. In that same timeframe in 
2019, there were approximately 64 sales recorded 

South Australia

xx
AS OF JUNE 5TH, THE FOLLOWING 
RETAIL WILL BE ALLOWED TO TRADE
◗ Cinemas and theatres

◗ Seated dining in licensed venues

◗ Galleries and museums

◗  Beauty, nails, tattoo and massage (non-
therapeutic)

 ◗ Gyms and indoor fitness
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She’s Apples Market redevelopment of the ex-Radio 
Rentals building. 

KFC Drive through Source: 7news.com.au 

A good indication of where the retail sector in 
Mount Gambier is heading over the next 12 months 
will be whether tenants can be secured in the new 
developments at Aldi and Coles with approximately 
16 shops to be filled.With restrictions slowly being 
eased and more shops reopening each week, it 
will hopefully help the retail sector come back 
to a sense of normality.A number of businesses 
have shut down, specifically smaller café and 
takeaway shops, however this was to be expected.
Since COVID-19, there have been no significant 
commercial transactions and tenants have been 
holding off signing up to new leases.The market 
is changing month by month and at this time 
uncertainty remains about the direction it will take.

Mount Gambier 
Mount Gambier’s retail sector had been improving 
year on year prior to COVID-19, with major 
development being undertaken in the CBD.A quick 
drive down the main street will bring you to the 
old Fidler and Webb site, which was purchased in 
2013 and sat derelict for six years.The site was 
then purchased by Aldi, who recently completed 
a $6.8 million development including four 
additional retail shops. 

 Aldi Development Source: City of Mount Gambier 

Target recently closed its doors at the adjoining 
site, which was a blow for the retail sector, however 
Coles saw the potential and took over the site and 
has since started construction on a $12 million 
development including ten additional retail shops.It 
has also been announced that two On The Run 
service stations will be developed at a cost of $10 
million and will feature a number of national food 
chains. Significant money has been poured into the 
city centre in the past 24 months, which is a 
reflection on where the retail sector was travelling 
pre COVID-19.No significant major retail 
development had been undertaken since 2012. A 
number of other key recent developments include: 
the second store of its kind in the world - KFC drive 
through; a second McDonald’s restaurant; and the 

for retail properties in 
the Adelaide city and 
metro areas, a reduction 
in sales volume by 39%. 

With Covid-19 isolation 
restrictions and 
measures changing 
so often, there is no 
sufficient evidence to 
quantify an adjustment 
to face rents. However, 
discussions with local 
agents have revealed 
that prolonged isolation 
measures will reduce 
demand from tenants 
as these prospective 
tenants are more inclined to wait for restrictions 
to be lifted. From a valuation standpoint, letting up 
periods may have to be adjusted as properties will 
experience longer periods on the rental market. 

A usually bustling Rundle Mall  Source: ABC News, Dean Faulkner 

39 

64 

RETAIL SALE 
NUMBERS 

Early March to mid-May

Transactions in 2020

Transactions in 2019
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Perth
Prior to the advent of the COVID-19 pandemic, the 
retail property market in Perth was already facing 
challenging conditions. 

Demand for retail space was hampered by 
restrained consumer spending due to perceived 
increases in the cost of living, high household debt 
and slow wage growth coinciding with the state’s 
sluggish economic performance.

Additionally, online retail spending continued to 
grow rapidly and apply further pressure on the 
viability of bricks and mortar retail, especially on 
discretionary retailers operating from suburban 
strip outlets. 

Unfortunately the COVID-19 pandemic has only 
rubbed salt into the wound.The impact on the 
trading ability of businesses across almost all retail 
property classes has been severe and pronounced. 

A survey of property industry participants in 
Western Australia commissioned by ANZ and the 
Property Council of Australia (results of which were 
released 21 April 2020), reported that confidence 
had fallen to an all-time low with concerns ‘around 
the impact of the pandemic on forward works, 
staffing levels and economic growth’.

Since COVID-19 swept into Western Australia only 
three months ago, market activity in the local 
retail property market has diminished.However 
there is very limited (if any) confirmed evidence 
of transactions to accurately verify the impact of 
the COVID-19 outbreak on the local retail property 
market given the short amount of time that 

has elapsed since the first case was reported in 
Western Australia. 

Our team has however observed the following:

 ◗ Tenants offering non-essential services (e.g. 
hospitality) have been forced to either shut up 
shop for the foreseeable future or significantly 
alter their business operations in line with 
government-imposed restrictions;

 ◗ Tenants are actively seeking rent relief;

 ◗ Leasing deals are often falling over during 
negotiations or are being significantly re-drafted 
to account for uncertainty over the next three to 
six months;

 ◗ Leasing and sale listings are often being 
withdrawn with landlords and vendors adopting a 
wait and see approach; 

 ◗ The level of enquiry for both sales and leasing 
has generally plummeted since the start of 
March;

 ◗ The number of empty shops has risen across 
Perth including the CBD malls and traditional 
high street locations (Oxford Street, Leederville; 
Beaufort Street, Mount Lawley; and Bay View 
Terrace, Claremont). 

The Western Australian parliament recently passed 

legislation that introduces a six-month moratorium 
on evictions (backdated to 30 March 2020) and a 
freeze on rent increases for commercial (including 
retail) property tenants.For businesses, along 
with a freeze on rent increases there will be rent 
deferrals, reductions or waivers and a mandatory 
code of conduct to assist with negotiations between 
landlords and tenants. 

In these uncertain times, prospective investors are 
likely to seek out retail developments possessing 
a high, non-discretionary tenancy profile and a 
proven anchor tenant.Each occupant’s financial 
strength and lease terms will be closely examined 
and weigh heavily above all other fundamentals on 
any decision making. 

The recent off-market acquisition of the large 
format retail Midland Megaplex development by 
Lester Group for $58 million certainly went against 
general market sentiment, however illustrates 
the above point.The buyers were reportedly 
attracted to the diverse tenancy mix which features 
Spudshed and Chemist Warehouse. 

On a positive note, there are just three active cases 
of COVID-19 in Western Australia at the time of 
writing, with Monday, 18 May marking the start of a 
gradual easing of restrictions in the state, enabling 
retailers to re-open (albeit in a reduced capacity) 
and employees to return to the workplace.

Western Australia
The recent off-market acquisition of the large format retail 
Midland Megaplex development by Lester Group for $58 million 
certainly went against general market sentiment.
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Darwin/NT
At the time of writing, the Northern Territory had a 
relatively low number of COVID-19 cases compared 
to other Australian jurisdictions and no recorded 
cases of community transmission of the virus.

Nevertheless, the pandemic has had a significant 
effect on the territory’s economy. The Northern 
Territory government has introduced strict border 
control protocols which has effectively put a stop 
to international and interstate tourism, right at the 
start of the peak tourism season.

The government has signalled that opening the 
borders will be one of the last restrictions to be 
lifted.Businesses and properties that are tourism-
focused have a bleak 12 months ahead, even with 
government support.

On the brighter side, it is planned that the Stage 
3 relaxation of restrictions will be put in place on 
5 June, enabling sports and entertainment to 
operate almost at pre-virus levels (except some 
major events).

Generally speaking, properties such as 
neighbourhood shopping centres have continued 
to trade fairly unabated over the past few months, 
excepting outdoor markets.As a result, rents in 
these types of retail outlets have been steady.
However there has been a very significant fall in 

tourist numbers in areas such as the Waterfront 
and Stokes Hill Wharf and whilst there is no hard 
data, it is inevitable that businesses will require 
rent relief to survive.This will have an impact on 
property values in these types of tourist areas.

Most Northern Territory property markets were 
at a low ebb even prior to the impact of the 
Coronavirus.Having so far been sheltered from the 
worst of the health issues relating to the virus, we 
do not anticipate that the fallout will be as severe 
as it might be in other parts of Australia that have 
enjoyed strong market conditions over the past 
three years. 

Northern Territory

Generally speaking, properties such as neighbourhood shopping 
centres have continued to trade fairly unabated over the past few 
months, excepting outdoor markets. 
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Canberra
It will come as no shock that in broad terms, the 
retail sector has been very subdued across the 
Canberra and wider ACT markets recently due 
to social distancing restrictions implemented 
during the COVID-19 pandemic.These restrictions 
have seen some retailers temporarily or even 
permanently close or operate with reduced 
business hours, all the while adhering to the 
required social distancing requirements.The impact 
of the Coronavirus has caused,many tenants to 
seek to renegotiate sub-leases, ultimately seeking 
rental relief for which there is now a mandatory 
Code of Conduct in place.

Surprisingly, retail monthly trade turnover in the 
ACT increased by 9.5 per cent in March 2020, 
the third highest rate of growth of all states and 
territories.This result was mainly driven by an 
increase in food retailing (primarily supermarket 
spending) and household goods (ordered online).
These increases were offset by decreases in 
spending of 22.9 per cent in cafes, restaurants and 
takeaway food services, 21.9 per cent in clothing, 
footwear and personal accessories and 9.5 per 
cent in department stores (source: ABS, Retail 
Trade, March 2020).The statistics for April are not 
yet published, however the seasonally adjusted 
retail trade fell 17.9 per cent from March 2020 to 

April 2020 nationwide. It will not be surprising to 
see a significant drop in retail trade turnover for 
April and May in the ACT as well. 

On the ground, the supply of ground floor retail 
and commercial space has been increasing 
throughout the territory with a number of mixed-
use developments completing.For example, two of 
three stages of the Republic Geocon development 
in Belconnen are near completion, which will 
add a further 6,300 square metres of retail and 
commercial space when finished.

Overall in the short term we expect to see subdued 
tenant demand, rental discounting and significant 
incentives being offered to prospective tenants.
Any retail asset not underpinned by a strong 
tenancy profile will struggle to sell unless the price 
is discounted and yield is adjusted to reflect the 
current market risks. 

Australian Capital Territory 

Overall in the short term we expect to see subdued tenant 
demand, rental discounting and significant incentives being 
offered to prospective tenants.




