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This column is offered to help educate agents new to commercial and investment brokerage and
serve as a review of basics for existing practitioners.

We measure space in square footage. Then the rent is calculated either on an annual or a monthly
basis depending on your market. | am in the Northeast and generally the rental cost is quoted as the
annual cost per s/f. But, it is not that simple. Office buildings are measured in one manor and retail
and industrial building space is calculated another way.

In a small "Main St." building a landlord may simply measure the interior s/f of the space and base
their rent upon that.

Office Buildings

In office buildings with multiple tenants, landlords desire to be paid for "every square inch" of their
building. In these properties tenants get to exclusively occupy and use a certain amount of space
but they also share "common areas" with all the other tenants in the building. So a tenant ends up
occupying net or usable square footage but paying for this space plus their proportionate share of
the common area, known as the rentable or gross or billable square footage. For this article we will
just refer to this as the rentable square footage. Different terms are used in different areas and by
various landlords. The important concept is that tenants often have to pay for more space than they
occupy.

The common areas of a building may consist of lobbies and atriums (at floor level), public corridors
(and include the thickness of the corridor walls), elevators, staircases, public restrooms, janitor,
electric and phone closets, mechanical rooms, and loading docks. Such measurements will include
the "common areas" on all floors.

When a building is constructed an architect or engineer will measure all the space in the building
and determine the overall amount of usable square footage and the amount of common area square
footage. For example: a building is 100,000 s/f in total space, of that 15,000 s/f of that space is
common area (shared by all the tenants).

Landlords are entitled to get paid for all the space in their buildings including the "common areas."
There are two different methods used to do this calculation, the add-on factor and the loss factor
method (also referred to as load or core factor in different geographic areas).

The add-on factor is generally found in use in areas where there is high vacancy and low absorption
rates. The loss factor method of calculating rentable square footage is used in areas of generally
low vacancy and relatively high absorption rates. The calculations of how much space the tenant will
have to pay for are done differently with each method, but the result of using the loss factor method
is more money to the landlord.

Retail and Industrial Buildings

When there is a free-standing building, with a single-tenant, in either of these categories, the gross



space of the buildings is used to determine how much square footage the tenant must pay for. The
gross space will include the interior square footage plus the thickness of the exterior walls.

Retail or industrial buildings that contain multiple tenants will add to the interior square footage the
thickness of any exterior walls of the unit. Plus, if there are common or demising walls shared with
another tenant 50% of the thickness of those walls will be added. That total square footage is what
they will pay for.
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