
Landlords sweeten leasES
Older office

as Calgary towers empty
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Vacancy rates expgcted to go higher
as three new skyscrapers open doors
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CA LGARY Near-empty skyscrapers
and rising vacancy rates are pres-
suring landlords to offer big incen-
tives - such as a year of free rent
or money for renovations - to keep
a shrinking number of tenants in
their downtown Calgary towers.

And with more than two million
square feet of new construction set
to become available, the soft mar-
ket for Calgarylandlords is expect-
ed to last for as long as a decade.

"Not only are the rental rates
lower, but the inducements to in-
dividual tenants for improvements
ahd/or free rent are all going up,"
said Randy Fennessey, president
and partner with Colliers Interna-
tional in Calgary.

Fennessey said that landlords
would iather sign a lease with
higher contractual rental rates
and then give tenants the option
of moving in a year early free of
charge rather than drop their
prices. Tenants in the enerry sec-
tor currentlylookingfor space, he
said, have been taking those deals
with the expectation that the worst
ofthe downturn is over.

"That's a common negotiating
tool todaybecause alot oftenants,
particularly in the energy sector,
are trying to control their general
and administrative costs," Fen-
nessey said.

Calgary Economic Development
president and CEO Mary Moran
said 25gOO people that had been
working in the city's downtown
core have lost their jobs in the past
two years, which has contributed
to the city's empty office towers.

Moran said she was concerned
about those buildings that are
more than half empty and her
organization is actively trying to

encourage companies outside the
province to relocate to Calgary now
to capitalize on falling rental rates
and available labour.

Commercial real-estate firms es.
timate the oVerall vacancy rate in
the city core to be close to 22pet
cent - double what developers call
a market in balance - but a hand-
ful of buildings, such as bankrupt
Sanjel Corp.'s oldheadquarters, are
virtually empty. That will increase
the city's overall vacancy rate and
putting pressure on landlords to
offerbig incentives to fill the space.

.This week, TransCanada Corp.
put 11 floors of office space back
on the market in an attempt to

:;1,.4'ij .t:,1:-.'

' 
:. ::",,0 LdndlOf dS hAU e

been d.omg
euerAthing
possib/e tokeep
tenants and
keeptenants
positiueinthese
trging times.

find a tenant to sublease their of-
fice space in a2S-floorbuilding.As
TransCanada movesout and con-
solidates its staffat or closer to its
headquarters, the older building's
vacancy rate will rise to over 50 per
cent, with more floors available in
2017.

It's far from the only building
with slry-high vacancy.

A few blocks south, Brion En-
ergy Corp. is poised to move out
of Encana Place and into -a new
tower, which would leave its cur-
rent address more than 9O percent

empty and onlythe building's land-
lord Aspen Properties Ltd., in the
30-storeytower.

Many other towers are over half
empty and energr producer's ef-
forts to control real-estate costs is.
putting pressure on landlords at
both old and newbuildings.

Only one tenant, for example,
has moved into Eau Claire Tower,
a 2S-floor building completed in
2015. Peyto Exploration and De-
velopment Corp. occupies two
floors in the glass tower, which is
fully leased but currently sits 9O
per cent empty.

Corine Bushfield, senior vice-
president and chief fi nancial offi cer
at LongRunExploration Ltd., said
the company is planning to move
into the Eau Claire Tower next
summer but notedihat Long Run,
like other oil and gas producers,
is looking "at all dollars an{=costs
that the companyhas, and if"there
are ways to save we are looking to
do that."

Dan Harmsen, partner and vice-
president at Calgary-based Barclay
Street Real Estate said, "this is a
tenant business, this is not a build-
ingbusiness. Landlords have been
doing everythingpossible to keep
tenants and keep tenants positive
in these tryingtimes."

At the same time, he said "there
will be a flight to quality," as has
happened in many other energy
and commodityprice cycles.

He said some landlords have
reinvested their money in older
buildings, doing renovations and
maintaining upscale offi ce ameni-
ties to hold onto tenants as brand
newbuildings have opened. Those
that haven't face more challenges.

"It's those landlords that have,
rested on the fruits of the oil and
gas industry for the last 15 years
that haven t felt the need to rein-
vest intheirproperties that are go-
ing to be hit the hardest," Harmsen
said.
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towers face
demolition
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Vacancy rates are pro-
jected to rise further as
three new towers - Telus
Sky, Brookfield Place and
Manulife's 27-floor build-
ing on 7th Avenue - will
add close to 2.5 million
square feet of space to the
market by 2OI8.

Each of thcise buildings
could open to the market
with large blocks of un-
'leased space.

"There's all these dif-
ferent pressures all com-
pounding on each other
and, the point is, the Cal-
garyoffice market is going
to be soft for a while," said

. SandyMcNair,adatacura-
tor and analyst with real-
estate market research
firmAltus Group.

Asecondquartermarket
update from Colliers notes
that "at historical absorp-
tion rates, it couldtakefive
to lO years before return-
ing to a balanced down-
town market vacancy rate
ofeight per cent to 1O per
cent."

If energy prices rise, and
activityreturns to 2012 lev-
els, the report said the mar-
ket could returnto balance
sooner.

"I thinkwhat we'll hope-
fully see is some of those
older buildings, the enes
built betwe€n' 7 I and' 82,
ii,ili go looking for anothei
life," McNair said.


