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Calgary Regaining Industrial Real

Estate Affordability

Calgary’s industrial market is regaining affordability for tenants and
purchasers alike as values have been steadily declining since the
beginning of 2009. While landlords, vendors, and developers were
assessing the impact of our global economic crisis in the last quarter
of 2008, tenants and purchasers were speculating that after several
years of rapidly rising rental and purchase costs, declining values
were sure to come their way. Finally in January this started to occur
as industrial building ownership in the community concluded that a
rapid recovery was not on the horizon.

Rental Rates

Developers have led the way in rental rate reductions and incentive
increases this year as speculative projects they were not able to halt
at the commencement of the recession became completed with no or
minimal leasing activity. Substantial carrying costs on these projects
have triggered lower rent costs, increased free rent, and increased al-
lowances for tenants as developers have struggled to increase leasing
activity on their projects. Existing building owners have followed suit
as they did during our previously rising market and have reduced their
overall asking rental rates to ensure that a disparity between new and
old product continues. Tenants will not lease older properties due
to traditionally higher operating costs if there is not a sufficient gap
between the two product segments. The warehouse sublease market is
becoming prevalent in Calgary, especially in the large bay segment.
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Current economic conditions are forcing many distribution and manufacturing operations to down-

size, eliminate redundant facilities, or close altogether, spurring an increase in existing building

supply that has not been seen in recent years. Increased bankruptcies are also bringing existing

space inventory to our market. These new supply contributors, combined with recently completed

developments, have increased our overall vacancy rate to approximately 5.0%, a significant in-

crease compared to 1% during the peak of our boom (last quarter of 2006) and 4% at the begin-

ning of this year.

tables on the previous page and below.

Calgary Asking Rental Rates Decline in 2009
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Increased supply and decreased rental rates are illustrated on the graphs and

Calgary Asking Rental Rates
Decline in 2009

$ psf

$11.25 $9.93 (12% decline)

5,000sf - 20,000 sf

June2008 June 2009

F 50,000sf+ p 20,000sf - 50,000sf 5,000-20,000sf

Calgary Industrial Sale Values Industrial Building Values

¥5aft Decline in 2009 Purchasers have also benefited from lower de-
$200 - mand and increased supply as sellers have be-
Increased 15.7% over the year . . .
gan to overcome the opposite kind of sticker
Decrease so far of 9.3% ;88; shock they enjoyed from 2005-2008. While
$175 - 2009 many vendors held firm on asking prices in
YTD the last quarter of 2008, many came to real-
Increased 319% over the year ize that reduced asking and subsequent sale
rices were required in order to dispose o
§150 - pri quired i der to disp f
their asset. Owner/user sellers who had pre-
Decrease so far of 25% X . .
viously committed to building brand new fa-
Increased 31%
over the year cilities during the late stages of the boom led
$125
Decreaseso  Calgary Industrial Asking Prices Decline in 2009
/farofS%
June 2008 June2009
100 G
2 Umt Size Range Average Asking Price |  Average Asking Price
("unit"is defined as a freestanding
building or a unit within a building) (Per Square Foot) (Per Square Foot)
50,000 sf + $175 $133 (24% dedline)
$179

$164 (8% decline)
$201(22% decline)

20,000sf - 50,000 sf
5,000sf - 20,000 sf

$258

Sq.Ft (Thousands)

Source: Real Net Canada, data compiled and analyzed by Inducor Real Estate Solutions

ADDRESS 200, 4351 - 104th Ave SE Calgary, AB T2C 5C6

PHONE 403.279.8885 WEB www.inducor.com




June 30, 2009

INDUCOR  THE REAL DEAL

REAL ESTATE SOLUTIONS

the way in price reductions as they were now finding themselves carrying two properties during a
period of rapidly declining revenues. An increase in vendor mortgages has increased sale activity
recently. Please see the illustrations on the previous page and below outlining the decline in indus-
trial building sale values over the last six months compared to 2008 and 2007.

Calgary Industrial Real Estate Market" 2007 2008 2009 YTD 2009 Annualized ~ %Change
Total Volume $509,235,770 $652,058,599 $64,880,971  $129,761,942 ¥ 80%
Number of Transactions (over $1 million) 109 94 40 80 ¥ 15%
Industrial Investment Sales Volume $302,262,976 $444,608,596 $21,959,255  $43,918,510 ¥ 90%
Number of Transactions (over $1 million) 38 30 13 26 ¥ 13%
Industrial Owner/User Sales $206,972,794 $207,450,003 $42,921,716 $85,843,432 ¥ 59%
Number of Transactions (over $1 million) 71 64 27 54 ¥ 16%
Source: Real Net Canada, data compiled and analyzed by Inducor Real Estate Solutions

1) All transactions over $1 million, excludes non-arms length transactions and land sales

Industrial Land Values

Limited service land values have declined more than fully serviced values mainly due to the fact there
has been more sale activity in that segment. Limited serviced values have declined approximately
31% in the last 12 months, from approximately $350,000 per acre to $240,000 (YTD 2009 per acre
sale price average).

Fully serviced land values have been subject to massive “speculative” declines which have not fully
crystallized as of yet due to a lack of deals actually being completed. Many believe values are far
below the current average of approximately $575,000 per acre in SE Calgary and $750,000 per
acre in NE Calgary, as demand for fully serviced land has been almost non existent in 2009 com-
pared to previous years. Sellers have not been forced to drop prices as they have in other segments
due to an overall lack of offer activity as constructing new properties in this portion of our economic
cycle does not make financial sense for most businesses and developers.

Land supply is at its highest level in recent years as our largest inventory holder and seller of indus-
trial land, The City of Calgary, continues to market the remaining 21 lots in the high quality Eastlake
Industrial Park totaling 56 acres, with asking prices in the $550,000 to $675,000 per acre range.
Additionally, The City of Calgary has recently released Great Plains Phase IV, providing an additional
17 parcels totaling 90 acres of fully-serviced land with asking prices in the $525,000 to $675,000
per acre range. There are parcels also being offered for sale in the mixed-use NW business centre,
Royal Vista Business Park. Of the 31 parcels initially offered for sale, two have sold, seven are
conditionally sold, and 22 parcels remain available totaling 48 acres of land with several types of
zoning. Asking prices range from $725,000 to $900,000 per acre. Increased supply combined
with decreased demand has prompted The City of Calgary to extend their building commitment start
date from one year from the date of closing to three years, and further, have eliminated the concept

Inducor Real Estate Solutions is a trade name of The Seller's Edge Corp., a licensed brokerage under The Real Estate Act of Alberta.

PHONE 403.279.8885 WEB www.inducor.com ADDRESS 200, 4351 - 104th Ave SE Calgary, AB T2C 5C6




June 30, 2009

INDUCOR ~ THE REAL DEAL

REAL ESTATE SOLUTIONS

of a substantial completion deadline altogether. This is a significant difference in approach from

previous years in which “auctioning” the land to the highest bidders with one year start dates and
two year completion dates were the

norm.

Calgary Industrial Land Values Decline in 2009
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The new construction pipeline comprised of “planned” and “under construction” projects is quickly
running dry as developers pause on the commencement of new developments, unless significant
pre-leasing has been secured. New and existing building inventory will be absorbed in the next
12-24 months, eventually creating a shortage of supply, which will in turn trigger new developments
and subsequent increases in rental rates, land values, and sale values. A window is present to
complete lease extensions, consolidations, and relocation transactions at lower costs than in years
past which should be capitalized on for those businesses that had positioned themselves to survive
the recent downturn.
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