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Office lease negotiation 
in the COVID world

ANGELINE MANN
Commercial Director,  
Herron Todd White Sydney

JASON STEVENS
Director,  
Herron Todd White Melbourne
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to address existing lease terms to be contentious.

Angeline Mann, commercial director at Herron Todd 
White Sydney, said there is good faith discussions at 
play, but in her experience, the code’s lack of clarity 
can cause problems.

“It’s clear about what the intention is, but the code 
isn’t clear on all of the rules, so there’s many different 
interpretations being applied,” Ms Mann said.

“For example, once you qualify for JobKeeper do 
you then qualify for the entire period of the code? 
The legal advice we’ve had is “yes”, but some 
commercial landlords believe that tenants should 
have to submit financials and prove a loss of income 
for every month in order to qualify.”

Ms Mann said for rent negotiations to be effective, 
there needs to be negotiations in good faith 
between landlords and their tenants.

Tenants must supply evidence of their drop in 
turnover, while landlords need to be willing to 
find compromise on the original, pre-COVID lease 
agreement.

But of course, there’s two sides to this coin. 
Commercial landlords aren’t often in a position to 
simply carry the cost of rent deferrals and waivers, 
according to Ms Mann.

“A lot of them are suffering with significant 
reductions in income, particularly across retail and 

office space, and there’s some uncertainty now 
about whether the code is going to be extended. If 
I was a landlord, I’d be quite concerned about the 
implications of any extension and how that will be 
applied because that hasn’t been made clear yet.”

Ms Mann said this uncertainty is therefore having a 
huge effect on her market in Sydney.

“Where we are aware the tenant is having financial 
difficulty, we’re having to take that into account – if 
they fall under the code and are being offered some 
rent relief, that’s being factored into the valuation.

“But it’s very, very complex. There are very few 
leasing transactions occurring and any sales are 
really investors who have probably been looking for 
some time, even pre COVID. ”

Ms Mann said that while each property needs to be 
assessed on its merits, COVID impacts are probably 
translating to a 0.25 to 0.5 per cent increase in 
applicable yield in her market.

Jason Stevens, director at Herron Todd White 
Melbourne, is in the second wave’s epicentre and 
suspects that the metrics for office investment will 
get worse before they get better.

He highlighted evidence from the Property Council 
of Australia that office market vacancy rates in the 
Melbourne CBD had risen from 3.2 to 5.8 per cent 
between January and July.
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The thrust and parry of the property sector under 
COVID has been relentless.

From predictions of rollercoaster property market 
performance to business shutdowns and limitations 
on inspections and meetings, stakeholders in 
this field have had to adapt, pivot and maintain 
resilience just to keep working.

One of the most significant elements has been the 
way COVID-impacted businesses and their landlords 
are negotiating and the flow on effects to rents and 
office property values.

The implementation of the Commercial Code of 
Conduct is seen as a watershed moment for office 
property during the crisis.

The Commercial Code of Conduct was established 
at a national level and adopted by the states, to 
ensure turnover-affected businesses were in a 
position to renegotiate their existing lease terms. 
Its goal was to keep businesses alive so they could 
see an eventual recovery.

Under the code, tenants seek to have half of their 
rent deferred and the other half waived depending 
on their level of financial suffering.

In effect, if your business qualified for JobKeeper, it 
qualified for the code.

You’d expect legislation that forces commercial 
tenants and landlords back to the negotiating table 
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“That is really just the start of it because sub-lease 
requirements are still so unknown at this point. 
A number of researchers  are predicting that it’s 
going to go to 10 per cent or more before this crisis 
is over,” he said.

Despite the dire predictions, Mr Stevens said lease 
renegotiations under the code had been fairly 
amicable so far, however that might change as 
the eviction moratorium ends and banks restart 
landlord’s loan repayments.

“We’re probably talking after March next year when 
the moratorium and other stimuluses finish.”

Mr Stevens said one particularly interesting 
scenario at present is existing leases that reached 
their renewal point during COVID. Under normal 
circumstances, landlords and tenants would be 
negotiating the terms for extending the lease or 
choosing to part ways. With the block on eviction, 
the game has changed somewhat.

“I spoke to a client the other day and there was a 
three-year option that was due to come into effect. 

Typically, the rent would be set as at the day the 
option commenced. In this case, the parties just 
agreed to extend the lease for another 12 months 
at a discounted rent and revisit the market review 
in 12 months time once there was more certainty 
in the market. . Landlords are of the opinion 
that receiving a discounted rent is preferable to 
receiving potentially no rent should their tenant 
leave the building. 

“If I was a tenant and there was a renewal option 
coming up, I would be  saying, ‘We don’t know what 
our business is going to look like in 12 months. Can 
we just agree on a 12-month holdover and we’ll pay 
you 75 per cent of the rent?’ I’m pretty sure that’s 
how many conversations would be playing out 
and it’s a reasonable assumption that the landlord 
would go, ‘Well, I’m happy. At least I’m receiving 
some rent and the tenant is getting a bit of a win 
as well.’”

Mr Stevens said the flow on effect to assessing 
office asset values in the Melbourne CBD wasn’t 
around softening yields just yet but this is likely to 
change as the rental outlook changes.

“So far we’re seeing the yields themselves holding 
firm to their pre COVID limits for well leased 
properties – but it’s the below the line allowances 

and leasing up assumptions we’re adjusting which 
impacts more on the vacant properties . Incentives 
are  increasing and it’s logical that its going to take 
longer to secure a tenant in the current market.”

We have also softened our rental forecasts for the 
next couple of years.

“The bottom line is that the values will be impacted 
more so for properties with leasing risk  because you 
have to take these adjustments off that core value.”

The one big tip from Mr Stevens however is that if 
you’re in the office sector right now, determination 
of value or rental can only be completed with any 
degree of certainty by professionals.

“There’s just a lack of evidence out there – 
assessments are difficult enough for valuers so 
they’re going to be very difficult for landlords 
and tenants. The benefit we have as specialists 
is that we are  constantly monitoring the market. 
We are watching and analysing any sales or rental 
transactions which do occur and we are also 
speaking to the players out there – landlords, 
tenants and agents. So we are able to get an 
understanding of the sentiment, which we can 
then feed to our clients to assist them in their 
negotiations.”
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Liability limited by a scheme approved under Professional Standards Legislation. 

This report is not intended to be comprehensive or render advice and neither 
Herron Todd White nor any persons involved in the preparation of this report 
accept any form of liability for its contents. 

Entries coloured purple indicate positional change from last month.

National Property Clock: Office
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Dubbo
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South East NSW

Brisbane
C’berra/ Q’beyan
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Ipswich
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Adelaide
Ballina/Byron Bay
Coffs Harbour
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Lismore
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Mid North Coast 
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Sydney
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Launceston
Perth
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Alice Springs
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Darwin 
Emerald

Gladstone
Mackay
Mildura

Rockhampton

Albany
South West WA
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New South Wales 
Overview
Who’d have thought in January 2020 that the year 
would redefine our lives so dramatically? As well as 
how we live and socialise, the way in which we work 
has undergone major upheaval.

The advent of remote employment and social 
distancing have had a considerable effect on the 
office property sector – but not all population 
centres have been impacted to the same degree.

This month, our teams deliver a compelling 
retrospective on office property around the 
nation in 2020.

Sydney
The Sydney CBD is a very different place to what 
it was at the start of this year. The implementation 
of working from home arrangements has seen a 
significant decrease in people working in the city. 
The same applies to the other main office precincts 
such as Parramatta, Macquarie Park and Norwest. 

At the beginning of 2020, we were seeing record 
low vacancy rates and record rates for sales, 
particularly within the CBD. Incentives had been 
declining as demand kept growing.

The pandemic and move into lock down saw this 
demand cease almost immediately as uncertainty 
set in. 

Looking at the past few months, the biggest 
concern is the increasing number of businesses 
making the decision to delay returning to the office 
until next year or even indefinitely. The result has 
seen far fewer people commuting to the main 

commercial precincts. Demand for office space has 
contracted and the availability of sublease space 
is dramatically increasing. Incentives have also 
reportedly increased for the few transactions that 
have occurred. 

Smaller strata office suites and space within B, C 
and D grade buildings in particular have seen a 
decrease in rental rates as a result of the limited 
demand and an increase in supply. 

There have been far fewer sales transactions this 
year. Owner-occupiers have all but withdrawn 
from the market. Investors seeking a return have 
been somewhat active due to the low cost of 
borrowing. The result has been that the sales that 
have occurred have transacted at or close to pre 
COVID-19 yields. This is considered to be due to 
the lack of stock on the market and the residual 
demand following several years of high prices, low 
yields, lack of stock and strong demand. 

An excellent example of this is the sale of Suite 
1004 at 66 Hunter Street. While unable to secure 
a sale at auction in late July, passing in at $2.09 
million, this property eventually sold in early 
September for $2.1 million ($16,667 per square 
metre). The property last transacted in August 2019 
for $2 million ($15,873 per square metre) and was 
subsequently fully fitted out to a good standard. 

The property was sold by Tim Noonan and Ben 
Kennedy of Noonan Commercial.

66 Hunter St, Sydney Source: HTW  

It would have been impossible to predict how our 
outlook might have changed in January 2020 had 
we been forewarned of what was to come. As it 
is, we have difficulty predicting how the market 
will react to the current conditions. Earlier in the 
year, we had a very optimistic view of the Sydney 
commercial market although we were starting to 
worry that it was getting a little overheated. Had 
we known what we know now, it is reasonable 
to think we would have revised our outlook to a 
more pessimistic viewpoint, although it is doubtful 
anyone could have fully predicted what has 
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The biggest concern is the increasing number of businesses 
making the decision to delay returning to the office until next  
year or even indefinitely. 
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happened. Even now we are surprised by how the 
market is reacting and the transactions that are 
occurring. 

Angeline Mann
Commercial Director 

Wollongong
The commercial office market in Wollongong 
seems to have weathered the COVID-19 storm well 
to date although the outlook for the rest of the 
year is understandably cautious as we all look to 
see how the economy performs once the various 
temporary government schemes and incentives 
are wound back, notably the JobKeeper and 
JobSeeker programs. 

45 Kembla Street, Wollongong Source: HTW 

Illustrating strong investor appetite for prime 
defensive assets at this juncture is the recent 
sale to Castlerock of the ATO anchored A grade 
office building at 45 Kembla Street, setting a city 
record at a reported sale price of over $57 million, 
reflecting a passing yield of circa 5.5% and 
capital rate of approximately $8,500 per square 
metre of lettable area. While the quality of the 
covenants and lease expiry profile were obviously 
key in this transaction, the sale does show 
investor confidence in the region with agents 

used and over-used in this regard. Business leaders 
are seeing a reduction in business costs with staff 
working from home and for many this arrangement 
has become permanent. Companies are utilising 
less office space and using only meeting rooms and 
boardrooms, while hot desking and part time office 
use is becoming the norm. 

Arrangements such as these, in the short term, are 
driving down rental rates and driving up vacancy 
rates in major centres and we are starting to 
see the same happen in Newcastle. While official 
vacancy rate factors as reported by the Property 
Council of Australia are relatively stable, these are 
not yet capturing under-utilised, leased property. 
We see vacancy rates in some sectors rising in 
coming years as leases expire. 

Ed Thwaites
Director

Knight Frank reporting 13 submissions at close of 
the EOI campaign.

For tenants there is a healthy choice of quality 
space available due to the recent completion of 
Gateway on Keira, Avante and the refurbished 
83-85 Market Street. While rents are holding firm 
to date, the provision for incentives remains and 
we expect there to be pressure on landlords to 
increase their incentive offering until economic 
conditions stabilise. 

Notwithstanding the challenges presented by 
the COVID-19 pandemic, this is an exciting period 
of time for the commercial office market in 
the Wollongong CBD with further momentum 
expected over the next few years as IMB’s 
new headquarters at the corner of Burelli and 
Kembla Streets and the Langs Corner building 
to be anchored by Mercer are completed. The 
standard has lifted and the addition of corporate 
workforces will ensure that the Wollongong CBD 
continues its transformation. 

Scott Russell
Director

Newcastle
Looking back on 2020, in many ways it’s been one 
to forget. Restrictions put in place under COVID-19 
lockdowns not only meant that many offices had 
to shut down, but that the perception of the use of 
office space has changed for many companies. 

With staff moving to a work from home scenario 
and still being productive and engaged staff 
members, we have seen the shoots of a new office 
environment emerge. The word pivot has been 

The commercial office market in Wollongong seems to have 
weathered the COVID-19 storm well.
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Melbourne
The effects of the COVID-19 pandemic are being 
acutely felt within the Melbourne CBD office market 
and are best illustrated by the almost doubling of 
the office vacancy rate.

According to the Property Council of Australia’s 
Office Market Report, Melbourne’s CBD office 
overall vacancy rate increased from 3.2 per cent 
to 5.8 per cent over the six months to 1 July 
2020. This can be broken down as six per cent 
in premium grade, 5.6 per cent in A grade and 
6.6 per cent in B grade. Based on online agency 
research, an increase in sub-lease space is 
starting to affect the market, with an estimated 
70,000 square metres of space available within 
Melbourne’s CBD as at June 2020. The volume 
of sub-lease space is expected to increase 
throughout the second half of 2020 and by July 
2021, the total vacancy rate is expected to climb 
to almost ten per cent. Whilst Melbourne CBD 
prime grade net face rents experienced an annual 
rental growth of approximately six per cent over 
the year to June 2020, this growth occurred 
predominantly in the first half of the year prior 
to the onset of the COVID-19 pandemic. There 
was no change in prime grade net face rents 
from quarter one to quarter two. Incentives have 
increased across all grades which have so far 
prevented face rents from falling.

Leasing deal activity across the Melbourne CBD 
has been limited since mid-March, when the impact 
of the pandemic was first felt. Transactions that 
have emerged were negotiated pre-COVID-19, with 

the CBD was recorded. Based on the PCA forecast, 
there is approximately 380,000 square metres 
of supply due to be added to the CBD market by 
2022 which will be available for lease. This does 
not include future sub-lease space which is not yet 
known while businesses ascertain their future post-
pandemic requirements. In general, the Melbourne 
CBD vacancy rate is expected to climb substantially 
in the next 12 months and will be in the order 
of ten per cent and possibly higher leading into 

Victoria

incentives and annual rent review percentages 
experiencing the most changes. For the most 
part, where leases are expiring in the current 
market, tenants and landlords are choosing to 
extend leases for a short term (12 month) period 
or continue on a month to month basis at severely 
discounted rents. Landlords consider that having 
a tenant at a reduced rent is preferable to having 
no tenant at all. Within the past 12 months to 1 July 
2020, net absorption of 35,726 square metres in 

Melbourne CBD 
Vacancy Rates

Premium grade – 6.0%

A-grade – 5.6%

B-grade – 6.6%

Source: Property Council of Australia

Melbourne CBD 
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secondary office stock, particularly C and D grade 
office space where buildings may experience 
substantial vacancies for an extended period. It is 
possible that we will see many of these types of 
buildings being repositioned for alternative uses 
such as residential.

Nathanial Ramage
Property Valuer

Bendigo 
2020 has produced a limited number of office sale 
and leasing transactions in Bendigo.

Activity is subdued and is expected to remain 
that way for the immediate future. Small dwelling 
conversion offices on the fringe of the CBD have 
been the only sale transactions that fit well below 
the sub $1 million mark.

Office rents have remained steady with low vacancy 
rates reported by agents. 

Trent Goodman
Registered Valuer

2022. Therefore, it is anticipated that incentives 
will continue to increase across all grades in an 
attempt to offset any face rental decreases. 

For landlords, tenant safety is paramount and 
COVID-19 protocols put in place for building 
common areas typically include hygiene stations, 
increased cleaning schedules, one-way circulation, 
restricted lift usage and visitor registration. 

With respect to capital markets, only a handful of 
larger office buildings have transacted across the 
Sydney and Melbourne CBDs to July 2020. Due to 
the economic uncertainty and market volatility, 
sales volumes are estimated to have declined by 
as much as 90 per cent and may remain below the 
long term average for the next 12 to 24 months. 
Yields appear to have remained stable for good 
quality investments in good locations. An example 
is the recent sale of a B grade office building at 
350 Queen Street in Melbourne which transacted 
in June for $145 million. This sale reflected a 
passing yield of 4.8% for a building which was 95 
per cent occupied, reflecting a WALE of 3.5 years. 
The property was acquired by a Singaporean 
institutional investor. 

Our observations are that prime office yields are 
remaining stable because the risk premium, the 
difference between the asset yield and the ten-year 
Government bond rate, is increasing due to the 
falling bond rate. Therefore, purchasers are seeing 
a higher risk premium to compensate for increased 
risk. This yield spread has increased in recent times 
and is expected to increase further in the short 
term. The downside pricing risks are greatest for 

In general, the Melbourne CBD vacancy rate is expected to climb 
substantially in the next 12 months and will be in the order of ten 
per cent and possibly higher leading into 2022.
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Brisbane
The Brisbane property market has proved to be 
quite resilient despite the many challenges that have 
arisen from COVID-19 and the ongoing uncertainty.

Whilst the Brisbane office market is widely predicted 
to face challenging times ahead, money is cheap 
and interest rates are likely to remain at historic 
lows for the foreseeable future. This is one of the 
primary factors fuelling investor appetite at present. 

The biggest challenge the office market faces is the 
uncertainty surrounding office leasing. The work 
from home necessity has significantly changed the 
landscape for centralised office accommodation 
needs, with an expectation of significant potential 
downsizing of space requirements for many 
businesses over the next five years. Whilst there 
are no established market metrics yet, this could 
be as much as a 20 per cent reduction in space 
requirements. If so, there is potential for a sustained 
period of high vacancies (including sub-lease 
accommodation) with flow on effects to demand for 
new buildings and values of existing sites.

Given the lack of leasing deals to date, it is still 
too early to say where face rents and incentive 
levels are sitting. Leasing agents are reporting 
that leasing enquiry has diminished significantly 
as businesses are stuck in limbo due to a lack 
of confidence in the local and wider economy 
and are unwilling to commit to long term leasing 

 

232 Arthur Street, Teneriffe Source: Herron Todd White 

A notable recent sale is the multi-tenanted 
commercial asset, 232 Arthur Street, Teneriffe 
recently sold for $4.975 million reflecting an 
analysed yield of 6.36% and a WALE (by income) of 
approximately 4.14 years. 

In contrast, secondary suburban investment office 
assets with historic vacancy and re-letting issues 
will be difficult to sell and yields are likely to soften. 
The spread between prime and secondary yields is 
therefore likely to widen. 

Owner-occupiers remain active in the CBD and 
fringe CBD. Value levels appear to be holding 
in most instances, particularly for assets that 
have future redevelopment prospects. Suburban 
commercial precincts that are well supported by 
infrastructure (transportation, on-site parking and 
food amenities) are still transacting, but demand 
has declined. 

Alistair Weir
Director

Queensland
arrangements or exercise option periods until 
there is more certainty. There are also a number of 
zombie businesses that are only being held afloat 
by the government’s JobKeeper stimulus package. 
The prospect of a number of businesses closing 
their doors once JobKeeper ends in March 2021 
will likely result in an increase in sub-lease space, 
higher vacancy rates and lower net absorption. A 
combination of these factors will inevitably see face 
rents decline and incentives increase.

Landlords have had to adapt to this revolving 
door and with significant uncertainty attached, 
short term leasing arrangements (12 months) are 
becoming the norm as businesses are reluctant to 
lock themselves into long term rental commitments 
in a potentially declining rental market.

Despite the prospects of turbulent leasing 
markets, commercial office assets are continuing 
to transact. Whilst sale volumes have diminished 
significantly, there has been no indication to 
suggest there is presently an oversupply. In 
fact, there is quite strong demand from private 
wealthy investors and small syndicates and 
property funds for suitable assets. Interest from 
these groups is largely for well-leased, modern 
offices underpinned by strong lease covenants. 
These assets are attracting strong bidding and 
are maintaining pre COVID-19 values, in some 
instances, achieving stronger prices and sharper 
yields as investors chase COVID-proof assets. 

Whilst there are no established market metrics yet, this could be  
as much as a 20 per cent reduction in space requirements. 
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COVID-19 marketplace conditions. Anecdotally, 
passing yields can often be a better measure of 
worth for highly vacant properties.

In regard to the office leasing market, agents are 
reporting that following a definite pulling back by 
prospective tenants at the commencement of the 
health crisis, sentiment has improved and there 
is a higher number of leasing deals now taking 
place. This seems to also align with the opening 
up of office workplaces to staff, although there is 
still a large proportion of employees working from 
home. Recently the Property Council of Australia 
released its biannual Office Market Report (July 
2020), which indicates a total vacancy across the 
Gold Coast of 13 per cent. This is a slight upward 
trend over the corresponding reports in 2018 and 
2019 of 12 per cent and 12.9 per cent respectively. 
Our observations suggest that rental levels have 
generally been maintained, with marginal growth 
in A and B grade stock. Lease terms appear to 
have reduced (more consistently below three-year 
durations), and prospective tenants are happy 
to take fitted our floor space as it saves capital 
expenditure at this time of forward economic 
uncertainty. Incentives are generally running at 
between 25 and 35 per cent for larger, long term 
tenancies in suburban locations, and between 30 
and 40 per cent for older buildings. Accordingly, 
effective rents are significantly below the face 
rents indicated.

We highlight that the fringe office leasing market 
in the post-COVID environment has become quite 
fluid; lease and incentive structures can vary 

We have really had only two significant office 
premises sales on the Gold Coast this year, 
both post COVID-19. First was the full top floor 
of the Eastside building at 232 Robina Town 
Centre Drive, Robina. It sold in June 2020 
for circa $7.285 million subject to two leases 
(the dominant tenant is the Queensland State 
Government) reflecting a WALE of 3.31 years 
(by income) on a passing yield of 9.02%. The 
rental rate was considered full – our analysed 
yield including a permanent vacancy allowance 
is 8.03%. Floor area is 1448 square metres and 
there are 47 car parks. The reflected value rate 
is $5,031 per square metre on surveyed floor 
area. The second sale was 38 Cavill Avenue, 
Surfers Paradise. This is a mixed commercial 
property comprising a ground floor arcade, a 
five-level office tower and 27 car parks. The 
complex reflected a 50 per cent vacancy level 
and WALE of only 0.78 years (by income). The 
asset sold for $6.1 million, reflecting a passing 
yield of 4.63% and value rate of $2346 per 
square metre on estimated lettable area. Our 
analysed yield, including a permanent vacancy 
allowance, refurbishment costs and notional 
rental adjustments for COVID-19, is 7.88%. In 
comparison to pre COVID-19 transactions (2019), 
we consider that these transactions reflect a 
softening in analysed yields of 25 to 50 basis 
points. 

However, what is also noteworthy for the latter sale 
is the passing yield. At 4.63%, it is considered a 
metric indicative of the lower level of passing return 
necessary for securing finance under current 

Gold Coast
The Gold Coast came into 2020 from a reasonably 
busy 2019 in the office sector, although there were 
overtures of potentially more difficult economic 
times ahead, mainly based on international 
influences including the China and United States 
trade wars and global tensions, and of course 
domestically we had come through the Black 
Summer fires.

Our predictions at the start of 2020 for the 
office sector were a much of a muchness 
continuation from 2019, in view of the interest rate 
environment still being favourable. We did feel 
that transaction numbers of larger office premises 
would be reduced, mainly because the Gold Coast 
experienced the highest numbers of sales in the 
sector for many years in 2018 and 2019.

Then the COVID-19 pandemic arrived in late March. 
The uncertainty resulted in leasing deals being 
cancelled or put on hold and pressure on rental 
rates and incentives, and of course, because the 
Gold Coast is tied inextricably to tourism, with 
international visitation particularly from China 
playing a big role in our economic stability, the 
forward outlook was rather daunting. But the 
various government mechanisms and stimulus 
packages put in place certainly assisted to 
moderate the economic impact of the health crisis 
to the current time, although the question of what 
the economic fallout may be going forward is the 
current topic of conversation, particularly in view 
of 2020 seeing the first recession in Australia in 
almost 30 years.

In regard to the office leasing market, agents are reporting that following a definite pulling back by 
prospective tenants at the commencement of the health crisis, sentiment has improved and there is  
a higher number of leasing deals now taking place. 
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are that it will likely be near to full with vacancy 
likely under ten per cent, which would be a great 
outcome given the overall lettable area of circa 
4500 square metres.

Foundation Place Source: foundationplace.com.au 

We have noted that incentives increased for office 
space during 2020 with larger areas of circa 500 
square metres and above typically seeing circa 
20 per cent incentive if for five years or greater. 
Incentives are lower for smaller tenancy areas and 
lower lease terms. Overall effective rentals have 
held firm in strong locations, though have softened 
slightly, which was expected given the overall level 
of vacancy.

What has been perhaps the most surprising is the 
strong investor demand seen over the past nine-
month period.

We have seen three sales of office style holdings:
140 Horton Parade, Maroochydore sold in June 
2020 for $6.75 million, which was a leaseback of 
the local Channel 7 building. The lease was for 
10+5+5 years and indicated a yield of 6.42% and 
$5,060 per square metres.

end of March 2021, although they are also likely to 
place greater compliance measures on their lending 
practices going forward, which no doubt will flow 
through to more challenging terms and conditions 
for loans on commercial property purchases. To 
cap it all off, Queensland state elections are due 
on 31 October 2020, creating another outside 
influence for businesses to weigh up.

So where are the opportunities in the office 
market on the Gold Coast? Mostly these would 
seem opportunistic, that is, someone’s pain is 
your gain. The Gold Coast economy is hurting 
due to restrictions on international visitors and 
border closures to other states. This will no doubt 
necessitate some office premises owners to 
dispose of their assets under disadvantageous 
circumstances. Cashed up buyers able to act quickly 
on unconditional terms will be the benefactors.

Ryan Kohler
Director

Sunshine Coast
The office market on the Sunshine Coast has 
proven surprisingly resilient during 2020. Late 
last year, we predicted that the market would 
remain relatively stable, with 2019 seeing strong 
absorption of vacant space at circa 10,000 square 
metres of space leased. While our outlook of the 
market remaining stable has proven correct, we 
certainly did not predict the COVID pandemic and 
the impacts that would have on the market.

Overall supply will increase shortly with Foundation 
Place in the Suncentral development almost 
completed and likely to have tenants in place in the 
next few weeks. Discussions about this complex 

dramatically from deal to deal. It is becoming 
evident that sub-leasing opportunities are 
becoming more prolific across the greater region, 
meaning that prospective tenants are able to be 
selective and aggressive in their negotiations. 

Notwithstanding these apparent weakened 
conditions, there have been instances of positive 
marketplace outcomes from the health crisis. 
As an example, we were recently advised by 
a Surfers Paradise based agent that they had 
experienced a surge in buyer demand for smaller, 
older, strata office units from one-man and small 
business operators looking to relocate from 
their home office back into a more traditional 
workplace environment.

Conditions and general activity in the fourth 
quarter of 2020 are difficult to crystal ball gaze. 
Whilst the federal government has extended 
its stimulus package through to 31 March 2021, 
conditions of compliance for businesses and 
levels of payments are more restricted. The media 
generally portrays difficult news. Banks have also 
extended their mortgage payment holidays to the 

What has been perhaps the most surprising is the strong investor 
demand seen over the past nine-month period.38 Cavill Avenue, Surfers Paradise Source: Colliers International 
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by extended leasing terms. Whilst the Townsville 
economy is still copping the effects of the COVID-19 
pandemic, it has arguably fared better than many 
other Queensland locations. 

Rockhampton 
The commercial office market in Rockhampton 
started out the year with hope of growing demand 
for space on the back of sustained coal prices, 
strong rural commodity prices and planned 
infrastructure spending in the region. Leasing 
enquiries were relatively strong in the first few 
months particularly for smaller areas up to 150 
square metres in area.

Demand and sales and leasing enquiry rates fell 
away during COVID. However, now that central 
Queensland has been enjoying relatively very low 
rates of infection, market activity grew from July 
with stronger enquiry rates for leasing, particularly 
for the smaller areas.

There remains weak demand for vacant property 
although some owner occupiers are still in the 
market. We have seen very strong demand for 
commercial property with leases in place at price 
points under $1.5 million and analysed market 
yields have begun to contract in the face of strong 
competition as buyers recognise that interest rates 
are expected to stay low for some time. 

Graham Gross
Director

Mackay
There has been no demonstrable change in the 
office market in Mackay this year. Sales and leasing 
activity remain steady with a moderately low 
number of transactions. Sale prices and rental 
levels are generally stable. There is limited demand 
for large, first-level office areas.

analysed yield of 7.4% with circa 15 per cent 
vacancy at the time of sale.

 

9 Nicklin Way, Minyama Source: commercialrealestate.com.au 

We also understand there are further high-quality 
assets likely to begin marketing in the next three 
months which will further test the current strong 
investor sentiment in this market.

Jason Searston
Director

Townsville
The office market has effectively remained status 
quo for much of the year and has experienced 
limited impact from COVID-19. This may be 
attributed to tenants and buyers sitting tight 
for the time being as they ride out the global 
uncertainty. 

Over the short to medium term, we may see some 
compression of floor area requirements of small to 
medium sized businesses as they transition from 
hot desking arrangements to having more staff 
working from home. In the short term, internal 
layouts of tenancies may change because of the 
space needed between cubicles and workstations 
to meet physical distancing requirements. 

Overall the sector is currently in a holding pattern, 
with any rental incentives offered being offset 

 

 

140 Horton Parade, Maroochydore  Source: commercialrealestate.com.au 

144 Horton Parade, Maroochydore sold in August 
2020 for $4.9 million, which is a three-tenancy, 
modern building reflecting a WALE of 2.57 years. 
Red Cross is the major tenant. The sale indicates a 
yield of 6.34% and $5,568 per square metre and 
the building sold 100 per cent occupied.

 

144 Horton Parade, Maroochydore Source: commercialrealestate.com.au 

9 Nicklin Way, Minyama sold in August 2020 for 
$6.325 million, which is a six-tenancy, modern 
building reflecting a WALE of 1.77 years with a 
national accounting firm as the major tenant. 
The sale indicates a yield of 6.53% and $5,176 
per square metre with one tenancy (representing 
circa ten per cent) vacant. This property 
previously sold in 2018 for $5.5 million at an 
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Toowoomba
Leasing demand for offices in Toowoomba has 
been moderate over the past three years and has 
declined further since the impact of COVID-19. 
Office rentals have remained relatively static to 
date although some rental incentives are available 
as landlords compete for tenants. 

The reduction in leasing demand has hindered 
development of new office buildings and market 
leading rents are usually required to make projects 
feasible. The only new development of note is 
South Central, a multi-storey retail, office and 
accommodation complex located at 677-681 
Ruthven Street in South Toowoomba. The building 
offers a range of office accommodation from 150 
square metres.

On-site car parking is considered a major factor 
for prospective tenants and owner-occupiers. 
Tenancies with a good car park ratio appear to be 
much easier to lease and tenancies with poor car 
parking experience extended lease-up periods and 
often require additional incentives.

Demand from owner-occupiers for smaller 
offices in the $300,000 to $700,000 price 
range has remained strong. These properties 
are predominantly former houses converted for 
professional or paramedical use in fringe CBD 
locations that provide good access for employees 
and clients and off-street parking. Supply within 
this segment can be inconsistent with an increase in 
sale price often achievable when supply is limited.

The low interest rates have ensured continued 
strong demand for commercial properties by 
investors, however the lack of quality, fully leased 

buildings achieve high levels of occupancy and 
are experiencing stable rent levels, typically $350 
to $450 plus per square metre per annum gross. 
Demand for lesser quality space remains limited 
and there is an oversupply of quality non-inner 
CBD and well exposed 
secondary space in 
the $225 to $300 
per square metre per 
annum rental range. 
These conditions have 
placed downward 
pressure on secondary 
rents and have seen 
the emergence of 
incentives.

The Cairns office 
market sector to date 
has had limited fall 
out from COVID-19; 
businesses requesting 
reductions are primarily smaller tenancies, 
being the office component of tourism and retail 
businesses.

A clearer picture across all markets in Cairns will 
become apparent after the JobKeeper stimulus 
ends. What has become apparent though is that 
many employers now realise that some of their 
work force are capable of working from home and 
many wish to continue to do so. This is expected 
to cap demand for office space, at least for the 
immediate future.

Shane Quinn
Managing Director

Recent sales include:

 ◗ 41 Gordon Street, Mackay - a ground-level office 
building leased to the state government which 
is reported to show a yield rate within expected 
market parameters indicating no appreciable 
change in the market this year;

 ◗ 16 Evans Avenue, North Mackay - a double-
storey, partially tenanted building which is 
presently under contract of sale at a reported 
price within expected market parameters 
and again indicating no change in the market 
compared to 2019.

We are aware of a substantial first-floor lease in 
Wood Street, Mackay on favourable terms for the 
tenant and demonstrating a moderate easing in the 
rental level paid by the previous tenant upon option 
renewal to market in 2018.

The relatively high cost of building insurance 
continues to bite into investor returns in the office 
sector in Mackay. 

Greg Williams
Director

Cairns
The Cairns office market is relatively shallow and 
experiences limited sales activity. The market has 
also experienced limited new development; the last 
very large office building constructed in Cairns was 
the State Government office tower completed in 
2010. There have been several smaller (sub 2,500 
square metre) tenant-initiated design and construct 
projects, however there are no known significant 
new developments in the pipeline.

Most new office space leasing demand is for 
smaller areas and for modern, good quality 
green star rated premises, however there are 
only a handful of such buildings in Cairns. These 

Cairns Indicate  
Rent Range

Modern space  
$350 - $450/sqm

Secondary quality 
$225 - $300/sqm

A clearer picture across all markets in Cairns will become apparent 
after the JobKeeper stimulus ends. 
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properties has limited the number of investment sales. The following notable recent sales have been completed in Toowoomba:

 ◗ 146 Mort Street, Toowoomba City: 
This is a refurbished, single-level building with a net lettable area of 1,607 square metres and 67 on-site car parks. The building was fully leased to Findex with an 
unexpired lease term of 3.6 years. Sale price of $6.17 million shows a passing yield of circa 7.1%. 

 ◗ 11 Annand Street, Toowoomba City: 
Older, recently refurbished building with a ground-floor retail tenancy and first-floor office tenancy. WALE of 2.82 years. Sale reflected a passing net yield of 
7.62%. Sale price was $3.75 million.

Ian Douglas
Director

Wide Bay
There has been no demonstrable change in the office market in Wide Bay this year, despite COVID events both nationally and globally. Sales and leasing activity 
remain steady with a moderately low number of transactions occurring. Sale prices and rental levels are generally stable. Bundaberg has seen a small number of 
medical office buildings constructed this year for owner occupation. 

Hervey Bay witnessed the release of The Avenue, which is a community titled office complex located on Torquay Road. 

Grant Collins
Property Valuer
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Adelaide
It’s been a tumultuous year for property markets 
and the office sector has been no exception. 
Whilst we haven’t seen the volatility evident 
in other markets in the office sector, it’s clear 
that sales volumes are down as investors and 
owner-occupiers adopt a wait and see approach. 
Vacancy rates have been steady throughout 
2020, with Adelaide CBD vacancies only 
increasing by 0.2 per cent since January.

At the start of the pandemic, office markets were 
in good shape. The slight increase in vacancy 
rates is mainly due to flat tenant demand. 
Throughout Adelaide, vacancies have increased 
in the core and frame CBD sectors, while the 
fringe sector has seen reduced vacancies since 
January this year.

Office Sector
Vacancy Rate – 
January 2020

Vacancy Rate – 
July 2020

Adelaide CBD – Core 15.4% 15.6%

Adelaide CBD – Frame 9.0% 9.3%

Adelaide CBD – Total 

Market
14.0% 14.2%

Adelaide – Fringe 14.7% 14.4%

Source: PCA Office Market Report July 2020

Throughout the past six months, the historically 
low volume of sales is holding up price points 
for most property sectors. There is limited 
post-COVID sales evidence available and the 
sales that have occurred in the office market 
indicate that prices have not suffered as much 
as initially predicted. In the office market we 

may see increased letting up periods and there 
is the potential for more sub-leasing activity 
with tenants potentially looking to reduce space. 
Vacancy rates are steady despite the work from 
home push, with only slight increases in core 
and frame sectors and fringe vacancies actually 
reducing since January.

On the sales front, the standout is the 
transaction of 50 Flinders Street, Adelaide, in 
the city core precinct. The 15-storey, 21,750 
square metre of NLA office tower is situated 
on the corner of Flinders Street and Gawler 
Place and was purchased by property tycoon 
Nick Andrianakos on 24 August for $174.65 
million at a yield of roughly 6.5%. Cbus property 
developed the building in 2015 with JPE Design 
Studio. Major tenants include the People’s Choice 
Credit Union, BUPA and the South Australian 
government. 50 Flinders Street also features 78 
car parks, ground floor café, six-star NABERS 
energy rating and an on-site crèche operated by 
Guardian Childcare and Education. 

In such an uncertain environment, businesses 
will begin to reduce their cost bases and 
space requirements in the office market. As 
we have touched on in previous issues, there 
will be businesses that transition more of their 
operations to a permanent or semi-permanent 
work-from-home basis and therefore reduce 
their footprints in the office market. Sub-leasing 
and downsizing activity are expected to increase 
as some organisations struggle to return to 
pre-pandemic turnover and revenue levels. We 
are still in an economic environment fuelled by 

JobKeeper and JobSeeker payments; over $12 
billion has been paid from these supplements. 
Whilst the government has announced an 
extension of JobKeeper payments to March 
2021, we may not realise the full impact of the 
pandemic until payments are reduced in late 
September and then again in January.             

Chris Winter                                                              

Commercial Director

South Australia

The office tower at 50 Flinders Street.  Source: JPE Design Studio 
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Perth
As we look back on the year that was for the Perth 
office property market, it is a tale in three parts: 
pre-pandemic; during lockdown; and post lockdown. 

The 2020 calendar year commenced with some 
positive news for the Perth office market. The 
Property Council of Australia (PCA) figures for 
the Perth CBD office market indicated that the 
total vacancy rate had decreased from 18.4 per 
cent to 17.6 per cent in the six months to January 
2020, marking the sixth consecutive period of 
decline and fuelling further signs of the start of 
a recovery in this sector. It also coincided with a 
growing sense of optimism in the broader Western 
Australian economy after a prolonged period of 
subdued activity.

However, no one could have foreseen what was 
to come. The advent of the COVID-19 pandemic 
(which swept into Western Australia during March) 
decimated any notions of a recovery. 

The next five months were characterised by 
an unprecedented level of uncertainty in the 
marketplace and witnessed activity in the office 
sector virtually disappearing. 

During this time, our team observed the following: 

 ◗ Tenants took the opportunity to re-evaluate their 
office space needs in light of employees being 
required to work from home during the height of 
the pandemic; 

 ◗ Leasing deals often fell over during negotiations 
or were significantly re-drafted to account for 

the negative market sentiment and short-term 
uncertainty;

 ◗ The level of incentives offered to tenants 
increased; 

 ◗ Tenants sought rent relief (albeit on a case by 
case basis); 

 ◗ Sale contracts occasionally failed to proceed 
to settlement or terms were re-negotiated post 
acceptance; 

 ◗ Leasing and sale listings were often withdrawn 
as landlords and vendors adopted a wait and see 
approach.

The product of the above was a lack of transaction 
activity, particularly on the sale front, and not 
surprisingly, Perth’s office vacancy rate rose to 18.4 
per cent in the six months to July, according to the 
PCA, with the vacancy rate in West Perth spiking to 
22.1 per cent (up from 17.9 per cent over the same 
period). 

Towards the back end of June however, leasing 
activity for office space appeared to pick up with 
evidence of leasing deals slowly trickling through 
the marketplace. Interestingly, face rental rates 
generally showed minimal, if any, diminution from 
rates achieved pre-COVID-19. 

Yet there remains a 
visible vacancy factor in 
Perth’s recognised office 
districts. It remains to be 
seen whether companies 
will continue to embrace 
a work from home 
policy and this will have 
a profound impact on 
their future office space 
requirements. 

There have been very 
few sales of traditional 
office buildings in the 
Perth metropolitan 
area since March, with the notable exceptions of 
Mineral Resources’ acquisition of the former BGC 
building at 20 Walters Drive, Osborne Park for 
$60.5 million in June and Mair Property Fund’s 
acquisition of 1162 Hay Street, West Perth for 
$10.6 million in March. 

From Saturday, 27 June, Western Australia 
entered Phase 4 of the recovery road map 
meaning further restrictions were lifted by 
the state government. Restrictions on mass 
gatherings were eased and major sporting and 
entertainment venues re-opened. 

Western Australia

Towards the back end of June however, leasing activity for office 
space appeared to pick up with evidence of leasing deals slowly 
trickling through the marketplace. 

Perth Office 
Vacancy Rates

Six-months to July 2020 

Perth – 18.4%

West Perth – 522.1%

Source: Property Council of Australia
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The above decision, on the back of successfully containing the virus for some time and the continued closure of the state’s borders, appears to have provided a 
welcome boost to the local economy and an increase in consumer and, to an extent, business confidence. 

The Western Australian government also recently announced an extension of the Code of Conduct for commercial tenancies for a further six months. The 
announcement was met with opposition from prominent landlords, questioning whether the measures were needed beyond 30 September as owners have 
already incurred significant financial costs. 

The impact on cash flow and the questionable financial strength of incumbent tenants would suggest that office property landlords have been unwilling to put their 
assets to market. In any event, prospective buyers in this sector have likely shelved acquisition plans in the short term unless presented with distinct value-add 
opportunities that may offer longer-term benefits. 

For now though, Western Australia is closer than most to returning to business as usual and this can only bode well for the office property sector. 

Greg Lamborn
Director

Western Australia is closer than most to returning to business as usual and this can only bode well for the 
office property sector.
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Darwin
By the time of publication, it is expected that 
Manunda Plaza will be open for business. This is 
a new eight-storey office building in the Darwin 
CBD which will be mainly occupied by the NT 
Government. Many departments will be moving 
out of older accommodation around town and this 
will increase the vacancy factor in the Darwin CBD 
which is already one of the highest in the nation.

The most significant sale in the Darwin CBD so far 
in 2020 has been the transfer of the old GPO car 
park from Darwin City Council to Charles Darwin 
University for $14.6 million. The sale is to facilitate 
the construction of a new $430 million CBD campus 
for the university which is to be the centrepiece of 
Darwin’s City Deal, a federal government initiative 
to reinvigorate the CBD.

Two other significant sales in 2020 have been Palm 
Court and Aurecon House. Both of these buildings 
are in Cavenagh Street and both require significant 
capital expenditure to bring them up to a modern 
standard of office accommodation. The properties 
both sold for little more than their 2017 unimproved 
capital values, reflecting the capital expenditure 
required and the moribund demand for new office 
space in the CBD.

Also of interest is the sale of the now-vacant 
BankSA premises in Knuckey Street, in the core of 
the CBD retail area. This sale was to an adjoining 
owner and confirms that the tightly held core CBD 
area remains in good demand from local players, 
almost irrespective of general economic conditions. 
We also note that Landbridge has suspended 
construction of its proposed new luxury hotel for

12 months, citing coronavirus concerns and has 
stated that if it doesn’t resume within 12 months 
it will be shelved completely. Many local hotel 
operators would be pleased if this competition 
didn’t emerge in a market already facing severe 
difficulties, however it would be a blow to the 
Northern Territory construction industry if it does 
not proceed.

So overall, the office market in Darwin remains at a 
low ebb despite anecdotal evidence of green shoots 
in the residential space. This is consistent with our 
forecast at the start of the year; Coronavirus has 
had minimal impact on a market that was already 
oversupplied and has negligible demand.

Terry Roth Director

Northern Territory

Source: hwww.manundaplace.com.au/
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Canberra
While the full effects of the COVID-19 pandemic are 
not yet apparent, the ACT commercial office market 
has shown resilience during this difficult time. 
The ACT’s large public service sector, short term 
government incentives such as JobKeeper and 
JobSeeker and other various schemes have helped 
provide stability to the market. We are keeping 
a keen eye on the market as the government 
economic incentives are wound back and the full 
impact of COVID-19 begins to be realised.

We have seen strong investor interest in assets 
with strong sublease covenants and sublease 
expiries. This can be seen in the sale in May of 1-4 
/ 17 Denison Street, Deakin for $3.1 million showing 
a passing yield of 6.77% and a rate of $6,090 per 
square metre of lettable area.

1-4 / 17 Denison Street, Deakin Source: realcommercial.com.au  

There has been steady demand for office space in 
the CBD, however we have seen some softening in 
subleasing demand for office space in secondary 
locations with increasing letting up periods and 
tenant incentives required to secure tenants.

Overall the commercial office market in the ACT 
has proved to be resilient in past times of hardship 
and has continued to show its resilience during the 
current trying times and we will be watching with 
interest to see how it continues to perform.

James Feeney
Valuer

Australian Capital Territory

We have seen strong investor interest in assets with strong 
sublease covenants and sublease expiries. 
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