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OWNING VS. LEASING
A COMMERCIAL SPACE

A common conundrum business owners face when
it's time to move into a new commercial space

is whether it's smarter and more cost effective to
buy or lease. Both options present their own set

of benefits and financial challenges, but the best
option for your will depend on what you're looking
for both in the short and long term.

Flexibility, stability, freedom, control, equity, and
customization are all important factors for business
owners to consider. This guide will walk you through
each of these points, along with other important
considerations, that will help you make the right
decision on whether to lease or buy a commercial
building when you're ready to move.
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Advantages of Owning

If you plan to do business in the same area for several years, buying
a building may be a better option for you than leasing. Buying allows
for greater freedom, financial stability, and creativity. Here are the

primary benefits of buying versus leasing a commercial space.




1. MORE AFFORDABLE OVER THE LONG TERM

If you're planning on staying in the same building for at least
seven years, it will generally be more cost effective to buy
rather than lease. By the time you've owned your property for
15 years, you could save up to 86% more than you would if you
were leasing!

2. OPPORTUNITY TO BUILD EQUITY

If you take out a loan to purchase your commercial space,
you will build equity on your new property as you make
payments over time. Part of your monthly payment will be
allocated toward the principal on your loan. If you end up
selling your property or refinancing, you can extract the equity
you've built (the amount of your property’s fair market value
minus the remaining balance on your loan). On the other
hand, if you lease a property, the entirety of all payments will
go adirectly to your landlord.

3. ASSET APPRECIATION

Over time, your property can increase in value, putting money
back into your pocket (or your business). Carefully consider
the location when buying property. If you purchase a building
in an up-and-coming neighborhood or a well-established
areq, your property will have the potential to increase in value
over time.
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4. TAX BENEFITS

If you own commercial property, you will qualify for addi-
tional tax benefits every year. You can deduct the following
when filing your taxes:

+ Mortgage interest

+ Depreciation expenses

« Non-mortgage related expenses (like renovations,
maintenance, and ongoing upgrades)

5. PERMANENCE/STABILITY

When you rent, your landlord holds the power. At the end of
a lease, if your landlord decides to sell the property or end
their relationship with you for any reason, you'll be forced
out of your space. If it's difficult for your business to relocate
or you have large machinery and equipment, owning your
own property could give you peace of mind. You can remain
in one place for as long as you want and can avoid paying
for costly moving expenses.

6. CUSTOMIZATION

If you buy your own property, you can renovate it to suit
your needs perfectly. If you build a commercial space from
scratch, you can design it specifically to accommodate
the needs of your business and allow room for you to grow
/ = . over time.
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7. BUILD OR BUY

You have the option to either buy land and build a space that
perfectly suits your needs or to buy a building or office space
and update it as you see fit. Leasing a commercial building
won't allow you the same kind of flexibility and freedom. Your
landlord may have strict rules about what you can and can't
alter or how you can use indoor and outdoor spaces.

8. FIXED MONTHLY PAYMENTS

Lease costs are often affected by different variables, like
property renovations and fluctuating real estate values. Your
mortgage payments will remain steady over time. Plus, you
won't have to worry about renewing a lease for a higher price
year after year.

Additionally, monthly mortgage payments are often lower than
rent payments. Mortgages also offer lower interest rates, giving
you the option of lower monthly payments.

9. MORE FREEDOM & CONTROL

Some landlords are on top of things, while others may slack off
or cut corners to save money. When you buy your own property,
you won't have to rely on an individual or property management
company to maintain your property and make improvements
as needed. You will have the freedom and control to make the
changes you want when you need them.
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10. POSSIBLE RENTAL INCOME

If you purchase a commercial building with more than enough space for your own business, you could potentially
rent out the remaining space for a secondary income stream. Of course, renting out commercial spaces and
acting as a landlord comes with its own set of challenges. If you want to save yourself time and energy, another
option is to hand over the reigns to a property management company to take care of the details for you.
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Advantages of Leasing

Some business owners prefer leasing a commercial space over
buying for specific reasons. Some businesses don't have the
resources to purchase their own building or the time to maintain it.
Others are looking for a temporary option and don't want to make
a long-term commitment. Here are the advantages of leasing a

commercial space.




1. AN AFFORDABLE, SHORT-TERM OPTION

Leasing a building can be more affordable, like we mentioned
before, especially if you're planning on staying in the same
location less than seven years.

2. MORE AFFORDABLE UP FRONT

A business lease can be much more affordable up

front, providing your business with more liquidity. Buying
commercial property can potentially require you to pay six
times more in up-front costs than you would if you leased
the same property. A large portion of this amount is the down
payment (often 10-20% of your loan).

3. TAX BENEFITS

Leasing commercial real estate also comes with several tax
benefits, including the following deductions:

« Property taxes and insurance
« Rent payments
« Maintenance and utilities
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4. LESS RESPONSIBILITY TO MANAGE THE PROPERTY

Maintaining a property can be a hassle, especially if you're already busy trying to run your own business. When
you lease, your landlord could take care of things like landscaping, required maintenance, cleaning, and other
regular upkeep.

5. FLEXIBLE LEASE TERMS

Lease terms are often 3-10 years, while mortgages can last for 15-30 years. If you don’'t want to be tied down to
one location for a longer period, consider leasing.
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Important Considerations
to Help You Decide

Before you decide to lease or buy a commercial building,
make sure you know the answers to the following questions.

HOW LONG DO YOU PLAN TO STAY?

As we stated above, the “breakeven” point—where it's more
worth it to buy than lease property—is seven years. If you
can’'t commit to this amount of time, leasing may be more
cost effective.

HOW MUCH WORK DO YOU WANT TO PUT
INTO MAINTENANCE?

Owning a property will require more work on your part than
leasing, especially if you sublet to tenants.

HOW MUCH FREEDOM DO YOU WANT TO
HAVE?

Buying or building a commercial building will give you more
flexibility and freedom to create a space you love.

DO YOU PLAN TO BUILD EQUITY IN THE
PROPERTY?

If so, buy rather than lease. When you buy a commercial
space, you can capitalize on the long-term investment
potential and build equity.

HOW MUCH DO YOU WANT TO INVEST IN
THE PROPERTY?

If you're not ready to commit to a long-term investment or
pay high up-front costs, opt to lease an office or building
space for the time being.

WHAT LOCATION ARE YOU CONSIDERING?

Your location can significantly impact how successful
your business will become. Where is your primary
customer base? How much space do you need?

Does the property allow room for you to grow if

you expand your business? What is the parking situation?
Is the property located in a thriving or up-and-coming
neighborhood?

IS YOUR BUSINESS GROWING?

If you buy property, make sure it has room for you to grow.

If it doesn't, and your business begins growing rapidly,

you could be forced to move somewhere bigger to
accommodate your larger team. Choose a building that you
and your team can utilize for years to come or opt to lease.



Constructing the Perfect
Commercial Building

If you're ready to get started on your next commercial building project
(steel-frame or wood-frame), we would love to work with you. Pro-Line Building
Company is located in New Sharon, lowa. We're equipped and eager to start on
your next construction project—no matter how big or small.

Our expertise and long-standing relationships allow us to build many different
types of structures with expert craftsmanship and quality. You can visit our
website for more information or contact us to talk directly with one of our
experts. We look forward to working with you!

VISIT OUR WEBSITE
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