NAIOP Education Day
Office Leasing Market Overview
Presented by:
Jeff Rank, Vice President, Project Development ‐ Marketing & Leasing
Bentall Kennedy (Canada) LP

Tuesday May 13, 2014

Metro Vancouver Office Market:
Background
•

Metro Vancouver is the fourth largest office
market in Canada.

•

Relatively few new large office buildings
developed since the early 2000s.

•

This will change as Metro Vancouver enters a
new development cycle with 4.5 million square
feet of office inventory being developed over
the coming 3 years across the region.

•

Relatively few large corporate headquarters.

•

Most office buildings under 100,000 sq. ft.;
average building size of 71,000 sq. ft.

•

For downtown Vancouver, the average office
tenant size is relatively small at 7,400 sq. ft.

•

54% of all office space in downtown Vancouver
is occupied by tenants under 20,000 sq. ft.
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Metro Vancouver Office Market:
Background
•

Metro Vancouver’s Regional Growth Strategy
adopted in 2011, directs office developments to
Urban Centres.

•

This policy benefits the regional transport system,
reducing vehicle commutes, employee transport
costs, protects land for other uses and increases
vibrancy of these areas.

•

Developing large office buildings, particularly in
Urban Centres, is challenging in terms of design and
approvals, and also involves market and financial
risks when trying to lease and absorb significant
new office space. Mixed use development can add
additional building design and occupant interaction
challenges.

•

Land availability and prices in Urban Centre
locations can challenge land assembly and
development for office purposes. Often, residential
development is a more financially rewarding
alternative land use for many sites, thus limiting the
opportunity for office development.
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Metro Vancouver Office Market:
Current State of the Market
•

Metro Vancouver’s office market comprises 43 million square feet across 7 major markets.

•

Downtown accounts for about half of the Metro Vancouver office inventory.

•

Overall vacancy of 9.4% (suburban is higher 12.8% versus downtown’s 6.2%).

•

Average net rent $21.61 PSF and average annual rent of $15.87 PSF.
North Shore
Downtown

Burnaby
Broadway Corridor
New Westminster
Richmond

Surrey
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Submarket

Size (SF)

Vacancy

Net Asking
Rent

Downtown

21.8M

6.2%

$27.76

Broadway
Corridor

4.3M

7.5%

$22.13

Burnaby

7.6M

10.6%

$19.41

Richmond

3.5M

19.2%

$15.23

North
Shore

1.7M

10.3%

$17.43

Surrey

2.6M

22.3%

$21.62

New West

1.3M

9.8%

$17.64

Metro Vancouver Supply and Demand
•

Overall vacancy for Metro Vancouver increased to 9.4% in Q1 2014, the highest since Q1 2011

•

Slow employment growth, limited private sector spending and commodity market instability restricted demand
for office space activity throughout the region

•

2014 marks the start of Metro Vancouver’s building cycle with over 1 million sq. ft. of space being added to the
market by the end of the year

•

Metro Vancouver’s current development cycle will introduce the first LEED certified office buildings in the
region’s history. As the benefits of these buildings are realized, older, less efficient buildings will be challenged
to compete in Metro Vancouver’s evolving office market.
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Office Tenant Demand
23 projects representing 4.2 million square feet of office space planned or under construction
in Metro Vancouver, close to skytrain.
Downtown
Vancouver
MNP Tower
270,000 SF
Telus Garden
448,000 SF

558 W.
Broadway
79,000 SF

Broadway Tech
Building #6
175,000 SF

MEC Head Office
143,250 SF

988 W.
Broadway
82,000 SF
Central
90,000 SF

Renfrew Business
Centre
160,000 SF

Solo District Office
230,000SF

725 Granville
300,000 SF

745 Thurlow
365,000 SF
Marine Gateway
250,000 SF

The Exchange
360,000 SF

Metroplace
7,600 SF
Silver
10,200 SF

980 Howe
250,000 SF

89 W. Georgia
105,000 SF

13769 104 Ave
12,880 SF

Metrotower III
411,000 SF

Merchant Square
137,000 SF

Gateway Place
60,000 SF
King George Station
160,000 SF

City Centre 1
142,000 SF

•

Tenants increasingly prioritizing and willing to pay a premium for office space located near
rapid transit service, thus driving demand for new office developments near SkyTrain stations

Office Tenant Demand
•

1.45 million square feet of tenant
requirements in the Metro Vancouver market
as of March 2014.

•

Demand largely driven by technology and
digital media firms, Vancouver’s fastest
growing sector.

•

Software Development/IT Companies made up
15 of the top 60 fastest growing companies in
2013, as ranked by PROFIT magazine.

•

Notable international technology firms
establishing a foothold in Vancouver include
Facebook in Coal Harbour (14,000 SF at 1555
West Pender); Samsung’s first R&D Centre in
Canada (9500 Glenlyon Parkway); and a soon
to be announced technology giant in Telus
Garden (approx. 91,000 SF).
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Landlords Get Creative
"We're seeing that many tenants in Metro Vancouver have no immediate need to make any decisions.
This is causing demand to remain relatively stagnant while they wait to evaluate their options until
new supply hits the market,” – Colliers International
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•

Despite these indicators of demand,
average vacancy across the region has been
rising – reaching 9.5%, 110 basis points
higher than the previous year.

•

Absorption was negative for the first
quarter of 2014 at 165,752 sq. ft. with
sublease space being added faster than it is
being absorbed.

•

Current market conditions have resulted in
sublandlords and landlords aggressively
competing for the limited number of
tenants searching for space.

•

Many are getting creative when
constructing
deals
–
providing
inducements, more attractive rates and
options to incentivize tenants to renew or
consider a new lease more quickly.

Oncoming Supply
•

Deal creativity will be even more important as Vancouver enters a new market cycle.

•

2.1 million square feet in seven new office towers currently under construction in
downtown Vancouver alone.

•

An additional 2.4 million under construction around the Metro Vancouver region.
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More office towers, more efficient tenants

•

While a downtown office construction cycle is underway, many office tenants are reducing
square footage per employee and redesigning the workplace to drive collaboration and
productivity.

•

Office space shrinking from an average of 250 feet per employee to 150 feet per employee.

•

In the high tech sector, office space per employee is often less than 100 feet.

•

Driven by economics but also motivated by desire to make better use of their physical
environment.

•

Technology also enabling continuous communication with employees outside of the office
and greater “free‐addressing”.

•

89 of the top 100 US companies offer telecommuting

•

67% of all workers used mobile and wireless computing

•

58% of companies consider themselves a virtual workplace
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Changing Trends in Office Space
From this:
Underutilization of Space:
Traditional office space has a
utilization rate of

50%.

40% of knowledge workers will
have abandoned or removed their
desk phone by the end of 2013.

Real estate currently represents one
of the largest costs of doing
business, second only to labour.

To this:

Collaborate anywhere
Promote energy and interaction
Mobile, efficient and paperless work environment
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GROUP DISCUSSION TOPICS
• What do you think are the top mistakes tenants
make when leasing?
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GROUP DISCUSSION TOPICS
• You are the landlord of a new AAA class office tower
in downtown Vancouver. What strategies would you
employ to attract a major tenant to your building?
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GROUP DISCUSSION TOPICS
• With the trend towards smaller office footprints and
efficient space utilization by tenants, what
challenges do you think this poses for landlord and
what are some strategies to overcome these?
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