
WHAT TO KNOW:
COMMERCIAL LEASES

A lease is one of the most important documents - and legal agreements - 
any small business owner will sign. In many cases, the lease, and by 
extension, the relationship with your landlord, can determine your success. 
Understanding your lease before signing it can help you avoid costly 
mistakes or unfavorable terms.

BEST PRACTICES

LOCATION & 
SPACE

Does the space meet your current and future needs? Evaluate the size, 
location, layout, and potential for modifications or expansion.
Are there any restrictions on how you can use the space? Check for 
exclusive use rights, zoning, and permitted use clauses that might affect 
your operations and the types of business legally allowed to operate.
Is it zoned properly? Confirm that the property is zoned for your type of 
business and that you can obtain all necessary permits and licenses.
Research the location. Are there a lot of similar businesses nearby? Why 
is it vacant? Have other businesses struggled to succeed there? Are you 
near public transportation or is parking readily available? Will customers 
struggle to find you?

LEASE TERMS 
& DURATION

Is the lease term suitable for your business plans? Evaluate the length 
of the lease and  it aligns with your business goals. Consider whether a 
short-term or long-term lease better aligns with your growth projections 
and future flexibility needs. Is there flexibility for subleasing? Consider 
negotiating options for renewal or early termination to provide flexibility.  



COSTS &
BUDGET

Can you afford all the costs associated with the lease? Understand ALL 
financial obligations beyond rent, including rent increases, Common 
Area Maintenance (CAM) charges, property taxes, insurance, and 
utilities. What are the terms for rent increases (how often, how much)? 
What are the heating/cooling costs? (Don’t be shy about asking for 
past utility bills to get a sense of what your costs will be.)

Consider your budget. Depending on the type of business (i.e. retail vs 
restaurant), your occupancy costs (rent + related costs) shouldn’t 
exceed 10-15% of your revenue. If your annual sales are $175k, then 
annual occupancy costs should be $17,500-26,250/year (or $1,458-
2,187/mos).

MAINTENANCE 
& REPAIRS

Clarify responsibilities for property maintenance, repairs, and 
improvements. What is the landlord’s obligations and what are your 
responsibilities - this could range from things like snow removal to roof 
repairs, HVAC (servicing, repairs, replacement), hot water heater, 
windows, doors, etc. How old is the HVAC unit? How often has it been 
maintained? Replacing the HVAC is a major expense; best to know if 
that expense falls to you or the landlord before signing the lease.
For the benefit of you and the landlord, get clarity and document it in 
the lease.

EXPECTATIONS 
NEGOTIATIONS

& REQUESTS

It’s not unreasonable to expect a space that has working 
heating/cooling (HVAC), a weathertight envelope, security features, and 
working interior and exterior electricity and lighting, including 
emergency exit signs and lights. If not, don’t be afraid to ask for them or 
negotiate. If you do any of the work yourself, ask to be compensated 
for any build-outs that may add value to the building. Are you replacing 
the floors or remodeling the bathroom? Ask the landlord to split the 
cost. Are you doing extensive renovations? Ask for a period of free rent 
during the build-out.

OTHER

Personal guarantees: be aware of any guarantee requirements and their 
implications.
Professional review: Consider engaging a real estate attorney or broker 
to review the lease to identify any unfavorable terms or hidden clauses.
Right of First Refusal: request ROFR for future adjacent space or 
purchase the building.



Most landlords generally want responsible tenants and long-term leases. Your 
landlord is also a business person and has their own priorities and business 

plan. Developing a positive and mutually beneficial relationship with your 
landlord is key to the success of your business.

For more information or to apply for a grant  
visit: www.merchantsfund.org          email: grants@merchantsfund.org


