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SURVEY of a major
shopping centre — with
letters and phone calls
— is now building up a
clear picture of the extent to
which “rack rents” in South
Australian retailing are eroding,
even destroying, viable
businesses. -

Lease negotiator Don Gilbert
and the Small Retailers Associ-
ation recently sought detailed
information from shop tenants.
This reveals an apalling situ-
ation. Added to this, one of the
joint landlords of the centre is
a Government agency.

None of the tenants is making
any return on capital invested.
Only two are paying themselves
afair salary commensurate with
the hours worked. Most are so
saddled with exorbitant rent
and occupancy costs that they
cannot survive on the returns
from the business.

All but one of the businesses
surveyed are considered unsale-
able by their owners. There is a
slow run-down in tenancies that
is gradually emptying the centre
and making life ever harder for
those that remain.

But the proportion of turn-
over paid as rent is the most
disturbing factor.

In the worst case, a business
is paying 49 per cent of sales to
the landlord and most pay two
or three times the market value
of its premises.

Most tenants face falling
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sales. Those that have main-
tained sales have done so at the
expense of gross profit by price
cutting. As they now operate at
a loss, there is no point in
staying in business except to pay
out the lease.

Tenants are supporting their
businesses with savings, asset
sales, and loans. One tenant
shuts up shop at 5.30pm and
works in a second job to pay the
rent.

All these businesses are un-
saleable — except one — and
the tenants are bound by leases
so they have to struggle on for
the term of the lease before
losing almost everything in-
vested in capital and hard work.

To find new occupiers for
vacant premises, the centre
manager lets sites on monthly
rents and has failed to maintain
a proper non-competitive tenant
mix. Tenants claim the manager
is acting only in response to
harsh budgetary demands from
the interstate head office.

They say the centre is run
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down and shoppers are moving
to competing centres elsewhere

\\so customer counts are drop-

ing. The manager denies this.
Rent costs exceed wages and
salaries as a ratio of sales, a
ridiculous state of affairs. With-
out employing family members
or subsidised staff, many re-
tailers could not continue. Staff
numbers have been cut sharply,
part-time casuals replace full-
time employees and owners are
exhausted.

Of those tenants whose busi-
ness profile suggests they
should pay 5-10 per cent of sales
in rent, the actual rent is 16-20
per cent. And the second
category of tenants who should
be paying 10-15 per cent of turn-
over to be profitable are in fact
paying 22-49 per cent. (see

breakout). PTQO -

ATIONAL chains on much
lower rents are subsidised
by small tenants and given an
unfair trading advantage.
Even if this landlord accepted
rent rises based on the con-
sumer price index, rises would
be loaded on to an abnormally
high base. Though this destroys
many good businesses, it main-
tains the capital value of the
centre in the landlord's ac-
counts when based on rental
income.
Because of this rent burden,
owners cannot pay themselves
properly if at all, and cannot
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employ the staff they need, or
pay those they must employ at
a fair rate.

Following the introduction of
Saturday afernoon trading, this
situation worsened because the
business had to be staffed for
longer hours at penalty rates.
Thirsday and Friday trade was
spread over the longer period
with no gain in sales.

One tenant put his position
this way: “No holidays, no hope,
shops are closing down, my
business is worthless.”

Tenants are harshly critical of
the centre management.

“Given unrealistic budgets,
they resort to being unpro-
fessional and rude when they
have to get the last dollar out of
atenant. The relationship is one
of headmaster and scholar
rather than mature adult busi-
ness dealings... management
demanding rent in front of shop-
pers shows very little finesse.”

There are pages and pages of
similar material from the sur-
vey. All this confirms the hear-
say and shotgun information
previously available.

A copy has been sent to the
SA Minister for Small Business
in the belief that, if the Brown
Government is sincere inits pre-
election commitment to small
business, urgent action is
needed to prevent the loss of
hundreds of viable and well
managed stores — and thou-

sands of jobs.
PTo >
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M Tenant A. In the centre for five years. Net rent in
that time has risen 55 per cent against 13.2 per cent
consumer price index. Excellent operator with high
standards of product and service. Despite investing
$300,000, business is now unsaleable. Pays 27 per
cent of turnover in rent excluding air conditioning and

our obligations
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electricity. To make an adequate profit, this business In Australia, every working day, about 100 small
should be paying $60,000 a year rent not $156,244 businesses go broke. A large percentage of those
as at present. are small retail businesses, many of them operating
@ Tenant B. Uses long-term unemployed as staff on ‘ . within large or small shopping centres. .
subsidy and supports business from another venture ' Two-thirds of the operators of these failed retail
elsewhers. HBNE Up OB par cent I past six years * businesses readily admit that lack of business and
against ‘23 v CENL GPl. Sdles have.risar Dt management experience was a key factor leading to
operating at a substantial loss. Should pay $24,000, nag P .

pays $73,650. their downfall. And yet what are shopping centre

2 1 11?
B Tenant C. Pays 16 per cent of turnover in rent when owners or managers doing about it? That sad truth

he should pay no more than 8-10 per cent. New fit- ) is — not much. )
out and doesn't have to support the business from Too many have forgotten that the retailers need

capital but running at a loss. to make sales before thev can pay the rent. And
H Tenant D.High turnover, low gross profit business. many of them need all i _
Still cannot pay for fit-out more than five years ago. the expert help they can

Rent 13-15 per cent of sales, should be 5-7 per cent. get to make those sales.

H Tenant E. Competition introduced by centre man- I believe it is high time

ager has undermined gross margin. Rent has risen that the shopping centre

52 per cent in past five years against 13 per cent industry accepted the

inflation. Sales exceed those for a busy Sydney
shopping centre. Owner works 100 hours a week for
average $5 an hour. Pays 20 per cent of sales in

responstbilities and the
moral obligations which

rent, should pay no more than 8-9 per cent, that is it has to small business
$61,390 against a rent that should be $27,765. ) retailers.
B Tenant F.Pays more rent (23 per cent of turnover) It is an indictment of
than many top Sydney outlets in the same trade/type the industry that, of the h
of Icoation, three times the maximum recommended. three big owner-manag- T
Gross rent now $68,830, should pay $21,040. which control more :
; ers ! I Bob Atkins

B Tenant G.Gross rent 49 per cent of turnover. Only than 4,500 retail leases in
survives because plant and equipment is fully owned. Australia, not one has seen fit to provide any kind of
Business cost $90,000 five years ago but now retail training personnel or small retailer advisory
g?fz%e atglestggcglrjs;c:\t’és unprofiteble. Tenant can't 4 service to its tepants — surely 2 small investment
H Tenant H. Pays the same rent as competitor in \ ?;Ck t? the ro;)ts of the industry which has supported
another centre for half the floor area. After rent and em ior so long. R
franchise fees, tenant has $13,000 to cover all other Understanding retailing is critical for any centre
costs and his drawings. Rent is 32 per cent of sales manager. Yet for years this industry has \\'vas.ter}
or $62,132 when it should be no more than $13,700. millions of dollars on superficial and egotistical
B Tenant I. Pays 38 per cent of turnover in rent. promotional activities which contribute absolutely
Accountant fears demise of business. Annual occu- nothing to business welfare or viability.
pancy cost $108,000, should be no more than I believe a significant amount of that promo- -
$40,000. Tenant employs family members and has tional budget should be redirected to training and
sold investment properties to stay in business. . developing people to assist the retailer — training
B Ex-tenant J. Bought the business for $140,000 . totally focused on retail, understanding of the retail
almost nine years ago. Employs three family mem- | ! market, understanding of consumers, and under-
bers. Once ovr\‘rned ta)tu blfjsmess and freehold prop- | standing of the real elements that go to make up the
?r%ebi?\tvgg;:neﬁts ?gb :rt?essgggfg?aﬂ}gﬁgﬁgedh%’:ﬁ . retail market. We must educate ourselves before we

el Xis. Thoug can educate our merchants.

managed, this business failed.
B Tenant L. Regarded as a model tenant. Faced 41 : i
per cent rent rises in past five years against 13 per !
cent CPl. Pays 21 per cent o? turnover in rent of

$50,000 when he should pay $19,000 or 7-9 per cent. J
B Tenant M. Asked to pay 26 per cent rent when
it should be 9 per cent of sales. If he was paying

Another problem has been the rent-free
incentive, which has now blown out to ridiculous
proportions. It is in no way responsive or related to
the creation of retail sales, and frequently only
allows a new retailer to stay in business for a few
months before closing his doors forever, to the

$22,500 instead of $63,000, the business could be benefit of nobody.

profitable. The merchant mix is another critical factor.
# Tenant N. New to the centre. After paying 28 per Many very large regional centres are losing share of
cent of rent/sales, there is nothing left to mest other the vital grocery and household item market
operating costs. Pays $36,000 for 40 square metres because they have lost sight of what they are. The
when the rent should be $10,170. trend away from convenience to provide additional
B Tenant O. Has $30,000 left after rent to pay 3/4 1 space for Waterford crystal or specialist sock shops
staff and trads is falling. Though 60 per cent of space . is in total contradiction to market demand.

is used for preparation and refrigeration, tenant still - o 5
pays $630 a square metre or 17 per cent of sales ;o We 'arg: going télrmllghhav cng:;l egeggg a?:
when he should pay 4-6 per cent to be profitable. ' change; the acc;pte Lo :s 3; CMarf ol in
And a tenant in a "market’ location tells me she is J e 't:}?irsngt:?i?lgestsolecaril&lr%f tﬁ;irr};radz.duriné Fhe Ft))oom
ing 85 perc ! i d ! . §
paying 85 per cent of rent 1o saies ratio bacause ttace years. We have to accept this change, adapt to it,

has fallen sharply, yet the landlord won't listen. Last . 2 .
week trade was so poor for all traders in this location and respond to it a little faster than we have done
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that this tenant's weekly sales only covered the rent. over the past three or four years. |
Beb Atkins is the director of shepping centres for Jones Lang l
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