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PART I – STUDY NOTES 

1. THE OFFICE AND RETAIL MARKET 

1.1 The Office Market 

Market Indicators 

• Available Office Space: Total square footage available for lease. 
• Inflow of New Office Space: Total square footage recently made available. 
• Absorption Rate: The monthly or annual rate at which office space is leased or occupied. 
• Net Absorption Rate: The Net figure is more reliable and shows the total office space leased 

less space vacated during the period.  
• Vacancy Rate: The percentage of unleased or unoccupied office space vs. the available 

space. 
• Rent Rate: Rent per square foot. Net Rent Rate is preferred as taxes, maintenance and 

other operating expenses are considered. 
• Natural Vacancy Rates: This refers to normal Vacancy Factor when rents are at Equilibrium, 

negotiations do not affect rental rates. Rents are low above Equilibrium and high below 
Equilibrium. 

Building Classifications 

• Class A: These are premium buildings in prestige locations with high-tech systems and 
high-quality finishes. They are typically occupied by banks, international corporations and 
large legal firms. 
 

• Class B: These buildings are found in good locations, have average building materials and 
construction, they are well maintained, and have adequate internal systems. 
 

• Class C: These buildings are found in less desirable locations, may need renovations, they 
may not have modern technology systems in place. The advantage is that they offer low 
rents and are affordable in comparison to Class A or Class B buildings. 

Office Condominiums 

• Condominium units are taken by smaller tenants who seek independence from occupancy 
costs and landlord controls. 

• The office unit size varies between 750 and 1500 square feet and includes on-site parking. 
• These offices may have shared utilities such as boardroom, reception, video surveillance, 

entry systems and telephone systems.  

1.2 Zoning By-Laws 

Tax Perspective 

• Office buildings generate employment and tax revenues for the municipality. 
• They create a buffer between industrial, retail commercial and residential areas. 
• From planning perspective, the main considerations are conformity with existing structures, 

parking space, municipal services, transportation and accessibility.  
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Restrictions 

• Restrictions are imposed through Zoning By-laws and Land Use Control. 
• They affect the Gross Floor Area, maximum building height, permitted use, setbacks and 

maximum lot coverage. 
• Restrictions are typically found in agreements between the developer and the municipality. 
• Floor Area Ratio (FAR): This ratio is expressed as total floor area of building in relation to 

total land area. 
• Both Floor Area Ratio and height restrictions impact the Gross Leasable Area which, in turn, 

affects the cash flows and returns. 

1.3 Office Building Construction 

Design and Layout 

• Structural design and layout is regulated by Ontario Building Code (OBC). 
• Regulations are focused on structural strength, integrity, acoustic separation, means of exit, 

sanitary conditions, prevention of heat loss (insulation), water intrusion (damp-proofing) and 
moisture (vapour barriers). 

• Ontario Building Code Part 9: Housing and Small Building code applies to buildings between 
10 square metres (108 square feet) and 600 square meters (6,460 square feet) and up to 3 
storeys in height. 

Smaller Buildings 

• Small commercial buildings may use economical wooden framing while meeting standards 
for loads and fire separation between units. 

• Drywall materials provide the necessary fire safety ratings. 
• Masonry concrete walls may be used along with wood framing in large commercial to more 

effectively separate units. 
• Common areas such as stairs may also be of concrete blocks or poured concrete. 

Larger Buildings 

• The structure of typical large office buildings is made of steel, concrete or a combination. 
• Steel structures are flexible and effective in handling wind load and seismic activity.  
• High-rise steel structures are supported by strong heavy weight steel framing made of 

columns and I-beams, upon which floor and wall materials are installed. 
• Light-weight steel is used for internal framing and for smaller buildings. 
• Concrete is preferred because steel becomes soft at high temperatures and needs some 

passive, fire resistance material for encasing. 
• Reinforced concrete buildings are broadly categorized into cast-in-place (poured in place), 

which is cost-effective or precast and delivered to the job site for installation. 
• Concrete cast-in-place (concrete framed) buildings can withstand high temperatures for 

long periods and have strong resistance to explosions. 

Building Core 

• The central component of the building which has provisions such as toilets, elevators, 
janitor’s room, closets, utilities, mechanical facilities and stairs.  
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• Center-Core designs for multiple tenant building and attracts companies who prefer outside 
windows for management executives while internal areas is used by staff. 

• Side-Core designs are off-centre and suited for single tenant where most staff has similar 
functions.  

Floors 

• Floor Plate design depends on needs of the tenant, leasing depth, particularly the distance 
from either the center core or corridor. 

• Zoning setbacks and Ontario Building Code requirements also affect floor plate design. 
• Floor Height directly impacts costs which increase when floor-to-floor height increases. 
• Floor-to-Ceiling Height is the distance from top of one floor to the top of the next floor. 
• Sandwich space is the space between the finished floor and the dropped ceiling. 

Exterior Curtain Walls 

• They span multiple floors, while allowing for building movement and expansion, effectively 
sealing exterior and providing thermal efficiency for heating and cooling. 

• These continuous systems typically consist of glass inserted in aluminum or stainless-steel 
framing. 

• High-performance glass with special coatings minimize glare and reflect long-wave 
radiation. 

• Low-E glass contains a thin metallic layer to allow filtered sunlight inside the building during 
winter while retarding outward flow of heat. 

• Double-glazed and Triple-glazed windows may have inert gas fill (Argon or Krypton) 
between panes to reduce heat or cold transfer. 

Life Safety Systems 

• These systems are regulated under Ontario Fire Code for safety of occupants during 
emergency situations. The size of the building and its use determines requirements. 

• Typical systems include use of fire detection and alarm, emergency communication 
systems, strategically placed firewalls, automatic door closures, emergency lighting, 
ventilation, auxiliary power and sprinkler systems. 

1.4 The Retail Market 

Structure of Retail Market 

• Large Merchandisers: They negotiate better prices from suppliers with big orders and this 
results in cost savings to consumers. They use hi-tech distribution centers, retail tracking 
systems, self-check-out systems and improved customer service. 

• Supply Chain: Include Bar Code systems and Radio Frequency Identification (RFID) for 
efficiency, consumer access to product info and interactive shopping. 

• Online Retailing: This has impacted retail business with retailers and online distributors in 
direct competition, but the consumer has to negotiate. 

Retail Classifications 

• Retail standards are governed by North American Industry Classification System (NAICS) 
and the classifications are based on type of product. 
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• Big Box Stores: These stores look like warehouses with minimum interior finishes. They buy 
inexpensive large industrial lands and get it rezoned for development of a store that sells 
everything. 

• Power Centres: Several big box stores are located at one place. Category Dominants or 
Category Killers are those stores which sell a specific product. 

Shopping Centres 

• Regional Shopping Centre: These are typically enclosed and there are two or more anchor 
tenants (crowd pullers).  
 

• Community Shopping Centre: These are usually L-shaped or U-shaped, located near main 
arterial roads or at town centers and have one or two anchor tenants to attract customers. 
 

• Neighbourhood Shopping Centre: These are small retail centres which generally have 
convenience stores, grocery store, laundry, pizza, small restaurant, dollar store, etc.   

Miscellaneous Retail  

• Lifestyle Centres: These are smaller than Regional Shopping Centers but provide an open-
air, village like shopping for upscale consumer with reduced maintenance expenses.  
 

• Downtown Shopping Malls: Malls such as Eaton Centre revitalize downtown shopping 
within large metro center.  
 

• Outlet Malls: These malls have brand-name retailers and factory outlets and typically 
attached to some warehouse to sell returned or surplus goods at a low price. 
 

• Main Street Retail: They have a blend of old and new by creating a tenant mix of boutiques, 
convenience stores, travel agents, coffee shops, offices, fruits and vegetables, and other 
businesses. 
 

• Freestanding (Single-Use) Buildings: Gas stations, banks, restaurants, etc. prefer single 
use buildings for greater vehicular exposure, visual separation and a separate identity. 

Mixed-Use Developments 

• Single Master Plan: Mixed-use developments involve three or more standalone, profit 
making uses such as retail, office, residential, entertainment, etc.  
 

• Complex Design: Proper planning and integration of diverse uses is critical for mixed use 
developments and may include even big box stores.  
 

• Vertical Mixed-Use Buildings: Town Centre mixed use designs include parks, pedestrian 
walkways, benches, fountains and public squares integrated into an urban landscape.  

Ground Lease  

• This refers to a long-term lease of land to a tenant for building a retail structure. 
• The building itself serves as a security for rent payments. 
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• By this method the tenant can leverage existing finances and use the property as if it is 
owned. 

• Disadvantage is that the landlord may not permit expansion. 

1.5 Retail Planning and Zoning 

Planning Considerations 

• Market Position: This refers to the fact that consumers are attracted by a limited number of 
businesses. This is why smaller retailers want a location close to larger shopping complexes 
to attract customers. 

• Range: Range refers to maximum distance that a typical consumer will travel to buy a 
specific commodity. 

• Competition: A shopper will go to closest location if competitors are offering the same 
product at a similar price. 

• Clustering: Mix of tenants in a retail centre is preferred by consumers because several items 
are available at a single destination. 

• Threshold: Businesses evaluate minimum population densities (threshold) required to 
support a specific retail business. 

Zoning Requirements 

• Municipalities must create and update Official Plans and draft zoning provisions that 
encourage a competitive, healthy retail sector and preserve existing commercial resources 
and at the same time, not inhibit new retailing formats or dampen competition for consumer 
choice. 

• Zoning categories use sequential numbers (C1, C2, C3, etc.) or they may be location 
specific. 

• Buildings activities must meet setback requirements, parking width and depth and, minimum 
separation from residential zones. 

• Off-street parking allowed is typically based on retail use and gross floor area. 
• Gross Floor Area is the total area of each above grade floor in the building. 
• Site Plan Control ensures that retail buildings adhere to The Planning Act, Official Plans 

and Zoning By-laws. 
• Site Plan Control Areas are designated by local municipality. 

1.6 Retail Construction 

Masonry and Concrete 

• Smaller retail buildings have load-bearing masonry walls with light weight internal steel 
framing. 

• Masonry wall height is determined by concrete block size which may or may not be 
reinforced. 

• Masonry walls increase the thermal mass of the structure and are energy efficient. 
 

• Concrete Tilt-up Wall (Tilt Wall): These walls use large wall panels that are poured on-site 
and raised into position by cranes. 
 

• Pre-cast Wall: These walls are made off-site and transported to site. 
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• Internal Concrete Form (ICF): These structures are built using polystyrene forms that are 
assembled according to the shape of exterior walls. 

Steel Buildings 

• Small buildings use lightweight steel which can be assembled quickly on site. 
• Steel is more cost effective but can bend easily and lose its strength when exposed to 

extreme heat and high temperatures. 
• Because of this reason, steel buildings require additional fire-retardant materials such as 

gypsum board, wraps or blankets. 
• Modular Standalone Structures: These are easy to install, pre-built steel modules which 

include all framing and a pre-poured floor. 
• The benefits include quick assembly, theft protection, few sub-contractors, flexibility to 

easily relocate or expand structure, etc. 

Parking Garages 

• Parking requirements depend on available land size and cost. 
• Standalone buildings have on surface parking while structured parking is necessary in larger 

complexes. 
• Parking garages are typically built using beams and columns, along with pre-cast, pre-

stressed slabs which form the parking deck. 
• Some garages are constructed with pairs of interwoven, one-way spiral ramps. 

 
------------------ 

Back to Table of Contents 
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2. INDUSTRIAL LAND AND BUILDINGS 

2.1 The Industrial Market 

• The industrial market includes vacant land and buildings used for manufacturing 
(production), storage (warehousing) and distribution of commercial goods and services. 

• Investor vs. User: Investors need large and long-term credit-worthy tenants while Users are 
inclined more towards location, access and visibility to the property. 

• Derived Demand: Demand is based on specific functions. Distributors focus on 
transportation corridors, time/distance factors and freight rates. Manufacturers concentrate 
on distance to raw materials, availability of energy for manufacturing and availability/cost of 
labour. Market based industries look for closer customer base. 

• Existing Structures: Existing buildings are often converted into smaller affordable rental 
units for newer industrial tenants who will ultimately grow and move out. 

Industrial Building Categories 

• General Purpose: These buildings have facilities for different types of uses and are most 
common.  

• Special Purpose: These buildings appeal to selected industries such as buildings with 
loading docks. These buildings have narrower applicability than General Purpose. 

• Single Purpose: These buildings have little appeal, are expensive to convert and are difficult 
to market. Oil refineries or heavy industrial uses are in this category. Appraisal is 
challenging. 

Valuation of Industrial Property 

• Appraisers provide cost estimates using Per Square Foot or Per Buildable Square Foot 
method using land cost and building cost (hard costs and soft costs). 

• Hard Costs: These costs include cost of site preparation (excavation, fill, landscaping, 
asphalt, curbs, etc.), structural, mechanical and electrical components. 

• Soft Costs: These are costs incurred in consultation, project management, financing, legal 
and connection charges. 

• Land Costs: The cost of land is typically quoted per square foot using the total square 
footage of the site. Some brokerages prepare reports based on per buildable square foot. 

• Investor Return: Return is the relationship between rental income per square foot and total 
cost per square foot. 

Design Build 

• Design Build is an agreement between a land owner and a tenant to build a structure 
according to the requirements of that tenant. 

• This is popular in seller’s market when the demand for industrial land is high and availability 
is low. 

• These options require a detailed analysis of tenant requirements, building size and costing 
estimates along with lease vs. own options. 

• Involvement of commercial brokerage includes activities related to detailed costing 
estimates for land and building as well as financing costs, real estate commissions, closing 
expenses, cash flow projections, present value estimates and internal rates of return. 
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Sale/Leaseback 

• Sale/leaseback arrangement involves the sale of property by an owner to an investor and 
leasing it back from the buyer. 

• The seller liquidates his equity in the property for use with other projects while retaining the 
location under a long-term lease. 

• The buyer as investor is assured of a long-term lease and cash flows. 
• The seller may have the option to buy it again after lease is over. 

2.2 Requirements for Industrial Sites 

Community Profile 

• Industrial users consider site requirements (zoning restrictions, services, transportation, 
etc.) from community, regional and provincial perspective. 

• Labour intensive industrial uses require information on wage levels, availability of skilled 
labour, facilities and public transportation to the site. 

• Sources of information include local development offices, demographics, labour statistics, 
private employers, transportation, quality of life issues, financial services and real estate 
profiles. 

• Industry Canada’s ‘Strategis’ website provides both business and consumer resources. 

Availability Factors 

• Land Acquisition and Retention: Mainly driven by economic development commissions 
while municipalities also purchase land to exercise control on types of industry. 

• Zoning Requirements: Define the scope and mix of industrial activities, encourage 
competitive uses, set height and size limitations, and density requirements. 

• Site Availability and Expansions: Related to servicing extensions (water, sewer and 
transportation) for raw industrial lands with the help of improvement funding by local 
government.  

2.3 Industrial Zoning 

Zoning Provisions 

• Zoning By-laws and permitted uses vary by municipality and are grouped in terms of general 
and heavy industrial uses. 

• Zoning classification sets out requirements for specific uses, lot frontages, lot areas and 
minimum front, side and rear yards. 

• Permitted industrial uses typically include manufacturing, warehousing, research and 
training facilities, transportation terminals, public works depots, contractor yards, service 
and repair operations, electric power facilities and auto service establishments. 

• Industrial activities also include manufacturing, fabrication, assembly, processing and 
packaging of products. 

• Heavy Industrial Use involves refineries, brick, tile or clay production, blending tar or 
petroleum for roofing, paving activities, tanneries, rendering chemicals, heavy equipment 
manufacturing, meat packing and bulk storage of chemicals, fuels, etc. 

• Industrial Park: It is a controlled development designed as a buffer between heavy industries 
and residential areas. 




