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JOHN ELVY
A GRANT THORNTON AUSTRALIA
PROPERTY AND CONSTRUCTION
ADVISOR. A REAL ESTATE AND
DEVELOPMENT PROFESSIONAL
FOR OVER 40 YEARS, JOHN
ADVISES ON PROPERTY
INVESTMENT STRATEGIES,
PROJECT DEVELOPMENT AND
BUILDING NATIONAL AND
INTERNATIONAL PROPERTY
NETWORKS.

ANGELA SPOWART
A PARTNER SPECIALISING IN THE
RETAIL SECTOR WITH
GRANT THORNTON AUSTRALIA.
SHE SPOKE WITH JOHN ABOUT
THE IMPACT OF PROPERTY
REZONING AND HOW RETAILERS
SHOULD BE THINKING
INNOVATIVELY TO CAPITALISE
AND GET AHEAD OF THE GAME
BEFORE IT'S TOO LATE.

ANGELA: WHEN WE LAST SPOKE YOU
MENTIONED THE REZONING OF EXISTING
OUTER-CITY INDUSTRIAL AREAS TO
RESIDENTIAL. IN  PARTICULAR  YOU
MENTIONED WATERLOO AND ROSEBERY,
THE FASHION DISTRICT OF SYDNEY
WHERE A LOT OF BIG NAME RETAILERS
ARE LOCATED. COULD YOU EXPLAIN WHAT
THE REZONINGS COULD MEAN FOR THESE
RETAILERS?

John: In New South Wales the Roseberry/
Alexandria/Waterloo/Mascot  area  has
become far more residential in the past five
years, and this is due to people’s desire to
live closer to the city and to transport hubs.
Therefore, developers are prepared to pay
far more for a site that’s currently zoned
industrial, with the intention to develop
it as a residential site in the future. Similar
cases are happening across the country.

WHAT AREAS ARE UNDERGOING SIMILAR
ZONING CHANGES IN OTHER STATES?

Melbourne east is starting to transform
from being historically an industrial
area to a more residential area. Places
like Templestowe, Doncaster and Lower
Plenty. Those areas will go through a

similar transformation.
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Brisbane and suburbs to the north
and south are also being transformed.
Housing demand is strong in the inner
Brisbane suburbs and the city. The
Sunshine and Gold Coast markets have
improved and seem to continually attract
lifestyle residents and investors. These
areas are going to have a greater value
being residential than they would being
industrial spaces.

WHEN ARE THESE REZONINGS GOING TO
HAPPEN?

I don’t have a crystal ball, but I can assure
you the way the Roseberry/Alexandria/
Waterloo/ Mascot areas have been tracking
in the last five years, they will eventually
end up as residential environments.

SO WHAT DOES THAT MEAN FOR
RETAILERS CURRENTLY LOCATED IN
THESE AREAS?

Retailers need to plan now because in
two to three years time, their options
will be limited. By understanding what’s
happening now, what will happen and
what their options are, retailers can get
ahead and seck future capital growth.
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SO WHAT EXACTLY DO RETAILERS NEED
TO bO?

Well, there are a couple of opportunities
here. Firstly, those who own property
should consider their growth strategy. For
example, do they want to increase capital
for re-investment into the business by
selling the property and leasing back? Or
is it better to hold off for an opportunity
to sell the property to a developer for a
premium at a later date, taking all other
factors into consideration? They also
have the option of redeveloping the site
themselves, either in their own right, or
in a joint venture. One scenario is they
contribute their site and have the developer
take the risk; the end result being that they
get market value for their land, plus a share
of the development profit.

AND FOR LESSEES?

Those who lease their property have
the downside of being forced out of it
at the end of a lease. However, this can
potentially be turned around by investing
in the property now to secure short-term
facilities and a greater return on capital in
the longer term.
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A RETAILER BASED IN AN AREA THAT IS LIKELY TO BE REZONED WITHIN
THREE YEARS HAS HAD THEIR PROPERTY VALUED AT A CURRENT
MARKET RATE OF $20 MILLION. AN ANALYSIS ON THE PROPERTY HAS
ADDED UP TO $20 MILLION TO THE VALUE SHOULD IT BE MARKETED
AS A RESIDENTIAL DEVELOPMENT SITE. THIS IS A PRIME EXAMPLE OF
WHERE A RETAILER CAN CREATE ENORMOUS OPPORTUNITY THROUGH

A JOINT VENTURE DEVELOPMENT.

Lessees also have another potential
advantage in that the lessor may make an
attractive financial offer to terminate the
lease. Lessees are not obliged to move out
until the lease term expires, and if the lease
has an option, the lessee has the added
comfort of extending the time before the
owner can take possession.

IS THERE ANYTHING ELSE RETAILERS
NEED TO CONSIDER IN THEIR OFFICE AND
WAREHOUSING LOCATIONS?

Yes. As we know, property is a cycle and
the cycle will continue again in a new
location. If retailers have sold or are priced
out of their existing location, they should
consider where the next hot spot will be.
Do they want to move to where the new
fashion hub will be? Do they want to
move to a location which will be rezoned
residential to create the greatest capital
growth? It is possible to do both.

SO CAN YOU GIVE US ANY HINTS AS TO
WHERE THESE LOCATIONS WILL BE?
While I don’t know the exact locations,
new and planned infrastructure is a major
key. In Sydney the M2, the M5 and the M7
are examples of how major transport links
influence the relocation of businesses and
assist in opening up new land for housing.
Once those transport corridors are built
they add immediate value to surrounding
properties. So look for areas that have
easy access. Many industrial areas close to
motorway entrances and exits will one day
be prime residential areas.

Alternatively, look where population is
centred, or where the major business
districts are. The outskirts of these will be
industrial areas, which will become future
residential areas as the population grows
and people seek to move closer to these
growing business areas. This is currently
occurring in the Penrith region in NSW.

ARE YOU BRAVE ENOUGH TO PREDICT THE
NEXT FASHION CAPITAL OF SYDNEY?

The next major hub is Parramatta. It’s
in a major growth phase right now; it’s
identified as Sydney’s second CBD, and
in the next five years it will be a very
substantial business precinct. Penrith,
Campbelltown and Liverpool will follow.
Newcastle is going to go through the roof;
and the Illawarra’s starting now, around
Wollongong.

IN CLOSING, DO YOU HAVE ANY FURTHER
INSIGHTS FOR OUR READERS?

Retailers should carry out a detailed
evaluation of their property holdings.
Whether they own or lease, what I would
say to them is, assess your property
commitments and investments and ask
yourself these questions:

1 SHOULD | SELL AND LEASE BACK?

2 HAVE | CARRIED OUT A ‘HIGHEST AND
BEST USE’ ANALYSIS?

3 WHAT ARE MY RISKS?

4 |S THERE VALUE IN A
REDEVELOPMENT WITH A JOINT
VENTURE PARTNER?

This article first appeared in Insights: the Innovation Issue (2016). A Grant Thornton Australia publication for the consumer products and retail industry.
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