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Occupancy Costs (all rent & utilities)
Top Line Gross Revenues = G.R.O.C. RATIO

THE EVOLUTION 
OF RESTAURANT GROC RATIOS
Where is the Canadian Restaurant industry heading in terms of real estate GROC ratios?

The GROC
(Gross Revenue to Occupancy Cost) ratio 
is a common financial metric used by those 
in the commercial real estate industry to 
calculate the amount of rent a tenant can 
reasonably pay at a particular location.  

When a tenant’s location has a tangible 
impact on tenant sales (such as retail, 
service or restaurant operations (RS&R’s), 
property owners apply this ratio when 
looking at a tenant’s income statement.  
From there, astute owners attempt 
to determine the absolute maximum 

occupancy cost (rent) that can be paid 
before a tenant incurs financial duress.  
This article specifically addresses 
restaurant performance and rents in the 
Canadian market, application of GROC 
ratios and where they are likely to head in 
the near future.

Gross Revenue and Occupancy Costs 
can be interpreted in numerous ways.  In 
order to ensure accurate assessments and 
decisions, it is important that consistency of 
accounting information be applied.  

For this analysis, we are basing the ratio 
on the following definitions: Gross Revenue 
includes all revenues generated and is the 
top line of the profit and loss statement.  

For purposes of this analysis, we include 
promotion and discount revenues along with 
income generated through delivery services 
such as Skip the Dishes, Uber Eats, and 
Door Dash.  To note, these services have 
increased in popularity to accommodate 
changing consumer preferences and are 
growing at a rate that is several times 
that of overall sales.  These companies 
charge restaurants hefty delivery fees that 

often remove most, if not all of the margin 
available and are often a loss leader for 
dine-in restaurants to preserve sales.  

Occupancy Costs include all rents paid 
whatsoever, including storage, garbage 
removal, utilities, and all property related 
taxes.  For this analysis, we are excluding 
insurance and signage costs (except 
storefront when rarely agreed to).

COMPOSITION OF THE RATIO 

IN THE NEXT ISSUE: The Evolution of Retail and Service GROC Ratios
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What many fail to understand, is that a GROC ratio is not a 
static performance measure.  Much like interest rates, price 
indices, and other variable financial benchmarks, GROC ratios 
act as a measure of performance that fluctuates and evolves 
with market conditions.  Moreover, industries also evolve as 
evidenced by online shopping (Amazon) and delivery services 
(Uber Eats/Skip the Dishes).  Consumer preferences and 
technological advances have had a tremendous impact on a 
variety of industries and few have been affected more than 
those in the restaurant industry.

FLUCTUATION AND 
EVOLUTION DUE TO 
ECONOMIC CONDITIONS 

Based on our research, the tenant mix in 
an average retail centre is also evolving 
due to the “Amazon Effect”.  As online 
sales increase at a much higher rate than 
those derived through bricks and mortar, 
new retail location growth is in decline in 
virtually every geographic region, except 
those where population growth rates 

offset.  As a result, there are fewer retail 
and service providers to occupy typical 
retail centres and property owners are 
adjusting accordingly.  The Amazon Effect 
is prompting many landlords to offset the 
lack of traditional retail and service growth 
with more restaurant uses.  Where 10% of a 
retail centre tenant mix might historically be 

filled by restaurants, we are seeing owners 
increase those percentages – and in some 
cases substantially.  As a result, restaurant 
competition is increasing (at least in the 
short term) and restaurant gross revenues.  
are being eroded through a split of overall 
gross revenues.  This erodes profitability 
and also impacts GROC ratios.  

COMPETITION

APPROPRIATE RATIOS
So, this will leave many to ask:   What should constitute an 
appropriate GROC ratio in today’s economy?   With so many large 
expense increases, several of Canada’s largest restaurant groups 
have revised historical “national” approval thresholds from 12%-15% 
down to 7%-9% of forecast sales.  As we’ve seen, ratios not only 
fluctuate with time, but they fluctuate by region (as evidenced in the 
Prairies).  They also fluctuate with restaurant class whereby modestly 
higher ratios can be found in the quick service restaurant industry 

(albeit these too are changing as the industry evolves).  Franchised 
concepts are now being forced to re-tool their models with lower 
royalties and lower capital investments in order to sustain unit 
profitability.  As interest rates rise, both franchised and independent 
restaurants will be continually squeezed without population growth 
or expense line stability.  Indeed, the foreseeable future for anything 
but the best restaurant operators looks challenging with GROC 
ratios that exceed 8% in regions experiencing economic turmoil.
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RESTAURANT GROC RATIOS
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Occupancy costs typically account for the 
third or fourth largest expense line item for 
a restaurant and property taxes represent 
an increasingly large portion.  Unfortunately, 
overspending by municipal, provincial, 
and federal governments have created 

tax revenue shortfalls at every level.  As a result, taxes have 
increased dramatically and are a “pass-through” in virtually every 
commercial lease.  If we keep the Alberta example, property 
taxes in numerous locations have increased by over 100% in the 
last 5 years.

During the same period, gross revenues have dropped for the 
average restaurant by 5 – 10% over the same period in Alberta 
and Saskatchewan.  When adjusted for cumulative inflation 

(8.64%), many are down over 15%, which serves to illustrate the 
dire state of the industry in those provinces.  In 2013, a 15% 
GROC ratio was commonly applied to typical dine-in restaurants 
as an “acceptable” performance ratio for restaurant financial 
health, whereas today, it presents a catastrophic scenario.

As seen above, regional variances can have a significant impact 
on the application of a GROC ratio and a restaurant’s ability to 
pay rent.  Regional economic conditions and timing illustrate 
how a healthy tenant GROC ratio in Alberta in 2013, does not 
resemble anything close to a healthy GROC ratio in 2018.  
This illustrates why one should not utilize a GROC ratio as an 
indicator of performance in one province or region versus another 
without equalizing regional expense line differences and closely 
determining other factors that impact restaurant profitability.

This analysis has not (and does not) even consider the 
COGS (cost-of-goods sold) , which represents the single 
largest expense item for most restaurants.  Over the past 
5 years, food costs have generally exceeded CPI by a 

substantial margin.  According to a recent studies, the 
average Canadian family is going to spend $411 more 
in 2019 to fill the grocery cart.  Given the impact on the 
average family, restaurant casualty rates are likely to rise.    

PROPERTY TAXES 

FOOD COSTS 

Labour is typically the second largest expense line 
item for a restaurant (after cost-of-goods).  The 
vast majority of restaurants in Canada (especially in 
suburban settings) are volume-based or franchised 
concepts where margins are relatively low and where 
labour accounts for roughly one-third of all expenses.  
If we use Alberta as an example, the government 

raised the minimum wage from $9.95 in 2013 to 
$15.00 per hour, which represents an increase 
of 50.75% over just 5 years.  By comparison, the 
minimum wage in Saskatchewan went from $10.00 
in 2012 and currently sits at $11.06 per hour– an 
increase of only 10.6% over an even longer period 
of time.

REGIONAL VARIANCES
GROC ratio application also varies significantly based on regional factors.  For example, a restaurant in one 
province may generate $2 million gross revenues with $200k in occupancy costs and maintain profitability, while 
the exact same rent and occupancy cost structure could result in losses in another province.  While there are 
multiple reasons why this could happen, we have chosen to illustrate three factors: 
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Given that restaurants have historically 
paid the highest rents in typical retail 
centres, both property owners and 
restaurant operators have some key 
decisions to make when GROC ratios 
shift.  With substantially lower sustainable 
GROC ratios for the foreseeable future in 
many parts of the country, the highest rents 
are likely to fall and vacancies could rise.  
Rest assured that property owners will 
react accordingly to protect their returns, 
and likely consider several variables when 
making rent relief, restructure or renewal 
decisions.  Franchisors with high royalty 
rates may also need to consider the impact 
on their franchisees.

First and foremost, we expect that 
most property owners will replace 
underperforming restaurants,  as there 
is typically no shortage of prospective 
restauranteurs and franchisees seeking 
opportunities.  When rents are already 
high, astute property owners are likely to 
work collaboratively with the best operators 
to minimize turnover and vacancy.  These 
property owners will carefully consider 
whether revenue interruptions are worth 
the effort in order to maintain rent levels 
that push an average restaurant into 
insolvency.  Most will recognize that there 

needs to be some form of profit left over 
for a typical operator or franchisee to pay 
off the initial capital expense, periodic 
renovations, and some modest level of 
profit.  Both franchisors and landlords 
will also assess whether operators have 
enough resources and capital to renovate 
(typically every 6 - 8 years) to prevent “tired 
and run down” restaurants in their centres.  

Prudent landlords will also be cognizant 
of “splitting the food dollar” by limiting 
direct restaurant competitors in their 
shopping centre to preserve sustainability.  
No matter what, all stake holders should 
closely scrutinize the financial statements 
and market conditions while adjusting 
and understanding what constitutes 
sustainable GROC ratios.

EXPERT ADVICE
DECISION MAKING FOR AN UNCERTAIN FUTURE

We are a specialized Commercial Real Estate firm that provides advisory services for tenants.  We focus 
on companies where location, position and rent has a tangible effect on financial performance.  Our 
mission is to help our clients increase profitability through real estate.

We have offices in Vancouver, Toronto and Calgary, with partner offices in Edmonton, Winnipeg, Montreal 
and the Maritimes.  Our account executives combine industry leading programs, process and analysis 
with experience to ensure our clients obtain and maintain great locations at favorable terms.  

Please visit our website at www.orangegroup.ca or call Grant Kosowan at 403.209.4291 for more 
information or to book a presentation.

A LITTLE ABOUT US

RESTAURANT GROC RATIOS

NEW LOCATION PROCUREMENT • PORTFOLIO MANAGEMENT • ANALYSIS & DUE DILIGENCE


