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COVER Alberta capital is forecast to weather lower commercial lease costs, higher vacancy rates in 2010

Edmonton: after the storm

DAVE HUSDAL
WESTERN INVESTOR

dmonton’s commercial landlords cer-
E tainly won’t be reaping large profits

when leases come up for renewal, but
they also aren’t looking at imminent disaster
in Alberta’s capital.

In fact, compared to its Alberta rival Calgary,
Alberta’s northern metropolis is holding steady
— particularly in the office market, where the
vacancy rate has jumped to 8.25 per cent (it
was 7.5 per cent at the end of June), but is still
well below the 13.1 per cent seen in Calgary.

“If we’re sub 10 per cent, we’re not in an
unhealthy market predicament,” said Cory
Wosnack, a principal with Avison Young’s
office team in the Alberta capital.

While Wosnack sees the Edmonton office
vacancy rate inching higher yet in 2010, and
the sublease market becoming larger in the
next few months, most landlords should be
able to ride out the waning economic storm.

They will, however, face a decline in lease
rates, and that decline is expected to be greater
for older properties than for newer Class A
buildings.

“If you’re a landlord that has an older build-
ing, a 25-year-old building, and you’re get-
ting vacancy back and you’re finding yourself
competing with inventory that’s coming into
the sublease market [in newer buildings], you
need to find a competitive edge, and that can
and will be lowering rental rates,” Wosnack
said.

Downward pressure
Annual per-square-foot lease rates in the
downtown’s better buildings have declined
from the low to mid $30s to the high to mid
$20s, Wosnack explains.

“We’re going to continue to see downward
pressure on rental rates in the next six months,”
he predicts.

“For the tenant community, there’s a tre-
mendous upside,” said Wosnack, adding that
some landlords are willing to make upgrades
to older buildings to keep tenants happy.

Edmonton doesn’t have a lot of new office
space in the works or under construction, so it
won’t be seeing a glut of supply.

That said, firms that are rightsizing for lean-
er operations will leave more sublease space
on the market, Wosnack predicts.
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Cory Wosnack, principal with Avison Young: expects continued downward pressure on
office lease rates over the next six months as more sublease space hits the market.

A couple of other key variables can also
greatly impact the capital’s office market, most
notably the three levels of government.

To date, cash-strapped governments haven’t
been dumping significant space in Edmonton,
and with Alberta’s projected 2009-2010 deficit
projection scaled back in late fall, the province
may be under less pressure than it was a few
months back to cut costs.

“The way the government goes is the way
the office market in Edmonton goes,” Wosnack
notes.

Edmonton has relatively few head offices
when compared to Calgary. Instead, office
space is held mostly by smaller firms, such
as petroleum-dependent engineering compa-
nies.

Such firms aren’t expected to be scrambling
for more space even as key oilsands projects
move back on track in 2010 and beyond.

Edmonton, however, has key local issues
and opportunities emerging that could affect
investment in specific parts of the city: most
notably the downtown core.

New arena eyed

That’s where many Edmontonians dream
of watching NHL hockey in a $450 million
new state-of-the-art arena. Edmonton Qilers
owner Daryl Katz has pledged to put up $100
million for the new building, but where the
rest of the money will come from remains to
be seen.

Wosnack said while there’s excitement
about the potential for a downtown arena in
Edmonton, it’s tempered.

“Nobody is reaching too far to tie up those
properties that would go up in value if [an
arena] development was approved.”

Industrial vacancies

While the future of arena development is up
in the air in Alberta’s capital, city council has
decided to proceed with a phased-in closure of
the city centre airport. That opens up the pros-
pect of major redevelopment lands northwest
of downtown, where two prominent colleges
have faced growth pressures, including the
Northern Alberta Institute of Technology,
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which borders the airport.

In industrial Edmonton, the vacancy rate has
also climbed, but not by alarming amounts.

Colliers International pegs the overall
industrial vacancy rate at 4.02 per cent, up
from 3.61 per cent in the second quarter of last
year, and from 1.5 per cent almost two years
earlier.

The rate should continue to increase in early
2010, said Rod Connop, a vice-president with
the industrial team in the Colliers Edmonton
office.

But Connop can see light at the end of the
tunnel for landlords with sudden vacancies,
perhaps as early as the second quarter of this
year. A decline in the vacancy rate may only
be six months or less away.

“I’m optimistic that it won’t be any later
than the third quarter of 2010, and that it
could actually happen in the second quarter,”
Connop said.

In the meantime, most landlords with small-
er and medium-sized bays are doing OK.

“I think there’s a sense that our market is
doing just fine. It’s not returning to the level of
activity that we had two years ago and that’s just
fine. It was an unsustainable level of activity.”

That level included clients who needed shop
space “the day after tomorrow,” notes Connop,
and it led to leases being signed for rates that
put tenant costs way out of line.

It is a situation that will take time to addess.
and will likey hinge on the price of oil. Connop
sees tenants dumping space this year.

“What’s coming with this is a sublease mar-
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ket that I think is going to be the largest we’ve
ever seen,” he predicts.

That means speculative developers will con-
tinue to wait things out on the sidelines, while
owner-users may go ahead with new shops in
the right circumstances.

Landlords looking to retain tenants in the
industrial sector will need to make concessions
in some cases, particularly on older properties,
Connop said. He’s seeing that already as leases
come up for renewal.

“There’s far more give on the landlord’s
side right now. That’s not to say they’re des-
perate or anything, it’s just that they realize the
rates they were achieving aren’t market right
now.”

Significant renewals in the third quarter
of 2009 featured a wide range of rates, from
$6.90 per square foot in one case in northwest
Edmonton to $17.75 per square foot for shop
space in suburban Sherwood Park.

In general, small shops are holding their
value better right now, Connop said.

“Lease rates have weathered the storm quite
nicely with the exception of the big-bay dis-
tribution facilities — 90,000 to 100,000 square
feet,” Connop said. “The 100,000-square-
foot shop is the one that’s seen rates adjust the
most.”

Colliers noted in its third quarter report on
the Edmonton industrial market that there are
increasing reports of bidding activity for new
oilsands work.

Permits up

Some of the recent numbers provide reason
for both caution and optimism in the Alberta
capital. October 2009 building permit values
for Edmonton hit $306.7 million, up 80 per
cent from $170.4 million from the previous
October. Yet the city approved only $1.5 mil-
lion in industrial buildings, down from $17.9
million from the same month two years ago,
a telling sign in a region linked so closely to
action in the resource sector.

Housing construction, however, was up
from $107.6 million in October 2008 to $214.4
million in October 2009, giving Edmonton an
economic boost and displaying some of the
capital’s confidence about the future.

Edmonton’s residential investment prop-
erty market was showing signs of gathering
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Edmonton, AB

Population 900,000

Average rental unit $104,411

Average house price $368,018

Class A office lease rates $25 per sq. ft.
Prime mall retail lease rates $31 per sq. ft.
Industrial lease rates $8-$15 per sq. ft.

steam late in 2009, after two very slow quarters
pockmarked with foreclosures. The average
per-door apartment price declined to $104,411
in the first half of 2009, down from a high of
$119,079 in 2007.

New retail projects

Large projects such as Currents of Windermere
in the city’s southwest have opened for busi-
ness with major stores such as Home Depot
and Walmart, not to mention several banks.
Shoppers Drug Mart has been expanding
in the capital, and has three stores under con-
struction or near completion in the northern
part of the city.

According to Cushman & Wakefield, rents
for prime new commercial retail units were
stable midway through 2009, varying from
$31 per square foot in complexes such as the
Ellerslie corridor in the south to $40 on Jasper
Avenue downtown.

Retail vacancy rates actually fell from about
3.3 per cent in 2008 to 2.9 per cent midway
through 2009, and have remained near there.

Cushman & Wakefield has been predicting
that declining construction costs and stronger
consumer confidence will help make the case
for more retail development in 2010.¢
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