UK RETAIL LEASE TRANSACTIONS - A
GUIDE FOR OVERSEAS RETAILERS

The purpose of this guide is to give a broad outline of the

If the unit is ready to handover to the tenant – i.e. the landlord has
secured vacant possession and there are no landlord’s works to

various legal documents which are required on the leasing of

carry out, then there will generally be no need for an Agreement for

a retail unit in the UK, and why those documents are needed.

Lease and the parties can immediately enter into the Lease.

BACKGROUND

2. THE LEASE
Every retail lease will contain the following main provisions:

The main purpose of the legal documents is to commit both parties
to the transaction and to set out the basis on which the tenant

a) Premises

occupies the property, and the obligations which each party owes to
the other.

The lease will contain a detailed description of the premises. Why is
this important?

The main document in any leasing transaction will be the lease itself
- a lease is a contract and, like any other contract, it sets out the
terms which have been agreed between the parties. The subject
matter of the contract is the premises being leased and virtually

The lease will contain an obligation on the tenant to repair the
premises. It is therefore of vital importance that the full extent of the
premises is adequately described in the lease.

every lease will contain the same basic provisions – some leases will
of course be longer than others.

If only part of the building is included in the lease (for example, the
retailer is taking a lease of the ground floor, and there are offices

There will also be variations, depending upon the type of property
and the location of property. For example, a lease of a retail unit in a
shopping centre will contain some different provisions to a lease of a
unit on a high street or in an out of town Retail Park. This guide
assumes that the lease we are dealing with is a lease of a typical

above which are not included) then the lease will invariably be a
“non-structural demise”. This means that the area being demised
will be described by reference to a plan (e.g. showing the extent of
the shop unit edged red) but also the lease will describe what else is
included as part of the premises.

unit in a shopping centre location.
This detail is important because the tenant will be under an

THE MAIN DOCUMENTS

obligation to repair the premises and therefore the premises needs
to be adequately described so that the tenant knows what it needs to

1. Agreement for Lease – this may not always be needed – see
below.
2. Lease
3. Licence to Alter

do to comply with the lease terms. If the whole of the building is
included in the lease then the premises description will be much
simpler and shorter – it will refer to the whole building and the tenant
will then be liable to repair, maintain and insure the whole building.

4. Rent Deposit Deed
b) Term
1. AGREEMENT FOR LEASE
The term of the lease is simply the period of time that the tenant is
It may be the case that the unit is not ready for the tenant to occupy
immediately. For example, the unit may be currently occupied by
another tenant and the landlord needs to secure vacant possession,

committed to the lease. The term can vary – e.g. 5/10/15 years.
Historically much longer terms were granted (e.g. 25 years) but the
modern trend is for shorter terms.

or there may be works to be carried out by the Landlord before the
unit is ready to hand over to the tenant. In this case the parties will
enter into an “Agreement for Lease” – the main purpose is to legally
commit both parties to the transaction.
The Agreement will deal with the various conditions that need to be
satisfied – for example the securing of vacant possession by the
landlord or the carrying out of works by the landlord – and as soon
as those conditions are satisfied the landlord will grant the lease to
the tenant and the tenant will take access to fit out etc.

The lease can either be “inside” or “outside” the provisions of the
Landlord and Tenant Act 1954. If the lease is “inside” the 1954 Act,
this means that the tenant will have an automatic right to a new
lease at the end of the term. The landlord can oppose this right, but
only on certain specific and quite narrow grounds – for example if
the tenant has been in default under the lease or if the landlord
wants the premises back in order to re-develop.
If the lease is “outside” the 1954 Act then the tenant has no right to a
new lease at the end of the lease term and must vacate the
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premises if the landlord does not agree to a new lease. Most modern
shopping centres have leases which are “outside” the 1954 Act
because this gives the landlord maximum flexibility in terms of being
able to manage the tenant mix/tenant profile within the centre. This
is also the case for leases in the main London historic estates – for
example Crown Estate (in and around Regent Street), De Walden

(ii) Repair:
The tenant will be obliged to keep the premises in good repair and
condition. It is of vital importance that the tenant arranges a full
survey of the unit, so that any existing defects can be identified and
excluded from the repair liability.

Estate (Marylebone), Grosvenor Estate (Mayfair).
(iii) Re-instatement:
Sometimes the lease will contain a break option, which will allow
either the landlord or the tenant the right to break the lease at certain
points during the term (e.g. on a 10 year Lease, a break option after
year 5). The tenant’s lawyer must be especially careful when
negotiating the break option and should ensure that apart from the
tenant paying the main rent up to date, there are no other conditions

The tenant will normally be obliged to remove all fixtures, fittings and
alterations at the end of the term and return the premises to the
landlord in a “shell” specification. This could be an onerous
obligation and the tenant should therefore consider whether to water
this down.

attached to the exercise of the break option.

(iv) Assignment:

c) Rent and review provisions

The tenant will normally be allowed to assign, but only with the

There are a number of different variations on the rent to be paid
under the lease. The main ones are:

•

open market rent

•

turnover rent

consent of the landlord. Sometimes there will be a bar on
assignment for the first 2 or 3 years.
The lease will normally contain a number of tests which the incoming
tenant must satisfy – e.g. the incoming tenant must be of sufficient

In an open market rent lease, the rent agreed at the start of the

financial strength to be able to pay the lease rents and must have

lease will be the open market rent and that rent will then be reviewed

sufficient experience to operate the proposed user

every 5 years under the lease. Alternatively, the rent may be
reviewed each year to reflect increases in the Retail Prices Index

The lease may contain offer back provisions, under which the tenant

(i.e. inflation) in the preceding year or it may be reviewed after 5

must offer the premises back to the landlord at the same premium as

years to reflect RPI increases for that 5 year period.

that which the incoming tenant has agreed to pay.

In a turnover rent lease, the tenant pays a basic rent (which is

The tenant’s lawyer must ensure that as far as possible these tests

normally at a level equal to or slightly less than open market) but

are as fair as possible, so as to make it as easy as possible for the

also pays a top up rent , called a “Turnover Rent” which is linked to

tenant to assign.

the turnover derived by the tenant from the unit. The Turnover Rent
is normally calculated by reference to a percentage of turnover, and
can change depending upon turnover – e.g. Turnover Rent = 10%
on turnover up to £1,000,000 and 12% on turnover over £1,000,000,
less base rent.

(v) User:
The main retail uses in the UK are set out in what is known as the
“Use Classes Order”, and can be summarised as follows:
Class A1 shops
Class A2 financial/professional services (e.g. a bank)

d) Tenant covenants
Why are these needed?

Class A3 restaurants and cafes (consumption on premises)
Class A4 pubs and wine bars
Class A5 take aways

The reason why the lease will contain a number of tenant covenants
is to enable the landlord to exert control over what the tenant does in

In most shopping centre locations and some high street locations

the premises, how the tenant conducts its business in the premises,

(e.g. London’s Regent Street/Carnaby Street/Marylebone High

and to whom the tenant may assign the lease.

Street) where the landlord is a large property owner, the landlord will
wish to exert a substantial degree of control over the use. This is

The following are the main tenant covenants:
(i) Payment of rent:

especially important in a turnover rent scheme, where the landlord
will wish to ensure that the various uses are complimentary, but not
competing.

Rent is invariably payable quarterly in advance on the standard
“quarter days”, which are 25 December, 25 March, 24 June and 29
September in each year.

Therefore, those leases will normally contain a detailed description
of the use permitted, but will normally allow the tenant to change the
use to a use within Class A1/A2 or A3 (as the case may be), but only

In addition, if the lease is only of part of the building, the tenant will
be required to pay a contribution towards the cost incurred by the
landlord in insuring and repairing the building (see below).

with the consent of the landlord and subject to various tests in the
lease. As in the case of assignment, the tenant’s lawyer must
ensure that as far as possible these tests are fair.
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(vi) Alterations:

provisions, and that the lease is fully negotiated, so as to water down

The Tenant will normally be permitted to carry out internal nonstructural alterations, subject to obtaining the consent of the
Landlord. Structural alterations will normally be prohibited.

or delete any onerous provisions, so that the lease is as fair as
possible to the tenant:

•
•

e) Landlord covenants
These will not be as extensive as the tenant covenants. Where the
tenant is only taking a lease of part of the building the main
obligations which the landlord will undertake are:

•

to insure the building and

•

to repair and maintain the building and any common areas

f) Service charge/Insurance provisions
The lease will normally contain a list of services which the landlord
agrees to provide – including repair, maintenance and decoration of
the building etc. In a shopping centre lease the list of services is
more detailed, and will include items such as security, provision of
heating/air-conditioning, cleaning, landscaping etc.
In return, the tenant must pay the service charge. Normally this is
collected quarterly in advance (with payment being made on the
same quarter days as the rent), with a “top up” payment being made
by the tenant at the end of the year, once the landlord produces a

To ensure that there is nothing in the lease which might result in
the tenant having to pay an increased cost
To ensure that there is nothing in the lease which might have a
practical impact on the way the tenant runs its business

•

To ensure that there is nothing in the lease which might affect
the value of the lease if the Tenant wished to assign it

3. THE LICENCE TO ALTER

This document constitutes the formal approval of the landlord to the
tenant’s fit out plans and the licence will govern the way in which the
tenant must carry out those works. Attached to the licence will be a
set of the approved fit out plans.
The Licence will include an obligation of the tenant to fit out in
accordance with the approved plans, carry out the works in a good
and workmanlike manner etc, and to remove the works at the end of
the lease term.
4. THE RENT DEPOSIT DEED

detailed account of exactly what it has spent. The landlord will also

If the tenant is a new company or does not generate sufficient profits

insure the building against specified insured risks. In return, the

to give the landlord comfort that the tenant can pay the rent, then the

tenant will pay a contribution towards the insurance premium,

landlord will require the tenant to pay a sum upfront – typically 3 or 6

normally calculated by reference to the area of the premises.

months rent. This will be held by the landlord as security and used
by the landlord if the tenant fails to pay any of the rents due under

Insurance is very important area for the tenant’s lawyer to focus on –

the lease. It will generally be repaid to the tenant at the end of the

in particular the issue of “uninsured risks”. Uninsured risks are risks

term or on assignment or when the tenant’s profits hit certain agreed

which should normally be specified as insured risks, but where the

levels (typically 3x rent)

risk has become so great that insurance is not available on
reasonable terms in the UK insurance market. Terrorism is the
obvious example. Unless the appropriate protections are built in to
the lease by the tenant’s lawyer, the tenant could find itself severely
exposed, which could have a material financial impact on the tenant

SUMMARY
We hope you find the above a useful and practical
summary of the basic retail lease structure. If you require
any further information please contact:

and/or make the lease very difficult to assign to a third party.

Nigel Griffiths

g) The lease negotiation

T: 029 2038 5551

Whilst the basic provisions in any retail lease, as outlined above,

E: nigel.griffiths@blakemorgan.co.uk

may be pretty much the same, leases will vary greatly in relation to
the level of detail and how onerous those provisions may be for a
tenant.
It is vitally important that a tenant is properly advised on those

CARDIFF

LONDON

OXFORD

T: +44 (0) 29 2038 5385

T: +44 (0) 20 7405 2000

T: +44 (0) 18 6524 8607

F: +44 (0) 29 2038 5300

F: +44 (0) 84 4620 3402

F: +44 (0) 84 4620 3403

PORTSMOUTH

READING

SOUTHAMPTON

T: +44 (0) 23 9222 1122

T: +44 (0) 11 8955 3000

T: +44 (0) 23 8090 8090

F: +44 (0) 84 4620 3404

F: +44 (0) 11 8939 3210

F: +44 (0) 84 4620 3401

www.blakemorgan.co.uk

A Guide for Overseas Retailers to the Structure of Retail Leases in the UK

3

