
May 3, 2017 

Real Estate Investment Trusts

Howard Leung, CPA, CA, CFA 

hleung@veritascorp.com 

Veritas Investment Research Corporation owns the copyright in this report.  This report may not be reproduced in whole or in part without Veritas’ express prior 

written consent.  Any such breach of this copyright is contrary to ss. 27(1), 34, 35 and 42 of the Copyright Act, R.S.C. 1985, c. C-42 and will be liable for 

damages. 

CANADIAN REITS - INITIATING COVERAGE

Finding Shelter: Picking Your Spots 

Company Rating 
Prior 

Close 

Veritas 

Intrinsic 

Value 

Yield 

Market 

Cap 

(millions) 

Average Daily  

Volume (30 days) 

Float Shares 

Outstanding 

(million shrs) 

Allied Properties REIT - (AP.UN) BUY   $37.29 $45.00  4.1%   $3,165 168,002 84.9 

Artis REIT - (AX.UN) SELL   $13.59 $9.00  7.9%   $2,046 246,480 150.6 

Boardwalk REIT - (BEI.UN) SELL   $45.68 $39.00  4.9%   $2,310 116,566 50.6 

Canadian Apartment Properties REIT - (CAR.UN) - $33.98 - 3.8%   $4,560 233,412 134.2 

Canadian REIT - (REF.UN) SELL $49.54 $42.00 3.7%   $3,629 109,874 73.3 

Chartwell Retirement Residences - (CSH.UN) - $15.66 - 3.7%   $3,033 255,494 193.7 

Cominar REIT - (CUF.UN) - $14.11 - 10.4%   $2,584 480,857 183.1 

Crombie REIT - (CRR.UN) BUY $14.51 $17.00 6.1%   $2,160 181,079 148.9 

Dream Global REIT - (DRG.UN) - $9.93 - 8.1%   $1,370 278,269 138.0 

Dream Office REIT - (D.UN) - $19.80 - 7.6%   $2,150 238,648 108.6 

Granite REIT - (GRT.UN) BUY $49.97 $54.00 5.2%   $2,355 87,635 47.1 

H&R REIT - (HR.UN) - $23.24 - 5.9%   $7,075 388,160 304.4 

Pure Industrial Real Estate Trust -  (AAR.UN) - $6.64 - 4.7%   $1,791 967,321 269.7 

Riocan REIT - (REI.UN) - $26.00 - 5.4%   $8,500 507,191 326.9 

Smart REIT - (SRU.UN) - $32.24 - 5.3%   $5,032 233,390 156.1 
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FINDING SHELTER:  PICKING YOUR SPOTS IN CANADA’S REIT SECTOR 

Canada’s publicly traded real estate investment trusts (‘REITs’) have boomed over the last five years, with the 15 

largest and most liquid names growing their market cap from $37.2 billion five years ago to $51.8 billion today.  

Given that the sector spans multiple subsectors (Retail, Office, Industrial, Residential, and Diversified), the 15 REITS 

profiled in this report delivered a wide range of price returns over the period, from –46% to +65%.  As a result, stock 

selection continues to matter. In picking REITs, our analysis suggests a preference for non-dilutive footprint growth 

and expense control.  Specifically, going forward we expect: 

1. Less dilution on reduced acquisition activity and fewer DRIPs:  Over the last five years, the 15 REITs saw their

square footage grow by 6.2% CAGR, while unit counts increased by 8.7% CAGR, as firms issued equity to

fund acquisitions, exchange convertible debt and fulfill distribution reinvestment programs (DRIPs).  Over

the next three years, we expect modest dilution per sf, with Residential1 and Diversified trusts faring the

worst as DRIP and financing needs continue to weigh.  Among the other subsectors, square footage growth

and dilution should be more evenly balanced as the majority of REITs shift their emphasis to operations.

Only a handful of DRIP programs remain, with a number suspended in recent years.

2. Ongoing opportunities to grow AFFO through expense control:  Over the next three years, we expect AFFO

to grow at slightly more than inflation per sf, on declining expenses per sf.  With the exception of Allied REIT,

we recommend avoiding the Office and Diversified segments, which face an excess of square footage

that we see as likely to keep AFFO growth at or below inflation.

3. Only modest pressure from higher interest rates:  We note that the market is now pricing the 15 REITs at a

disclosed AFFO yield that is ~450 basis points (‘bps’) over 10-year Canadian bonds, up from ~290 bps over

five years ago.  The associated contraction in P/AFFO multiples contributed to an annual drag on returns

of ~410 bps CAGR over the last five years.  Going forward, we expect a rise in current rock-bottom 10-year

interest rates to be partially offset by a return to lower AFFO premiums. We expect Canadian 10-year bond

yields to rise by 80 to 130 bps, with the AFFO yield spread narrowing ~60 bps to 390 bps, as spreads revert

towards their long-term mean of 375 bps.  The net result would be an increase in average AFFO yields of

~20 to 70 bps and corresponding multiple compression, which should not deter investors.  We see the

greatest risk of multiple compression in the Residential and Diversified groups, while we do not expect

Office multiples to deteriorate much further.

4. A growing spotlight on the quality of AFFO disclosures:  Our AFFO yield expectations are based on

company-disclosed AFFO, which we consider to be to be overstated for many REITS, largely because

deductions for maintenance capex and leasing costs are too low.  The disclosed yield premium of ~450

bps shrinks to ~400 bps once our adjustments are included, more in line with the historical mean of 375 bps.

Based on our analysis, the REITs at the greatest risk of overstating their AFFO are Artis, Dream Global,

CAPREIT, and Boardwalk.

To tie our forecasts together, we introduce our formula for tracking REIT returns, which combines required AFFO 

yields, footprint growth, unit dilution and our outlook for revenues and costs per square foot.  In our view, Canadian 

REIT investors need to pick their spots.   

Our top Buys are Allied (Office), Crombie (Retail), and Granite (Industrial):  Per square foot, we expect these trusts 

to continue to grow their revenues faster than associated costs, achieving high levels of AFFO growth per sf over 

the next three years. We also expect these trusts to prudently grow their square footage. Our intrinsic values per unit 

for Allied ($45), Crombie ($17), and Granite ($54) imply 2017 Adjusted AFFO yields of 3.8%, 5.9% and 6.1%, 

respectively, using our estimates of required capital spending and available funds flow.  

Our top Sells are Artis (Diversified), Boardwalk (Residential), and CREIT (Diversified): These three trusts have some of 

the heaviest Alberta exposure in our REIT universe.  Despite a likely bottoming of that province’s economy, we 

continue to expect headwinds from high unemployment and slower growth, with weaker economic conditions 

weighing on topline growth.  Our intrinsic values per unit for Artis ($9), Boardwalk ($39), and CREIT ($42), imply 2017 

Adjusted AFFO yields of 7.0%, 5.2% and 6.0%, respectively, using our estimates of required capital spending and 

available funds flow. 

1  For the Residential subsector we use residential units (‘RUs’) rather than square footage as our basis for calculating footprint 

growth as square footage is not disclosed by all the REITs in this subsector. 
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CHOOSE YOUR SECTOR, CHOOSE YOUR REIT 

Figure 1 provides the trailing performance for the fifteen REITs profiled in this report.  As illustrated, there has been 

broad variability in unit returns across and within each segment, with individual returns ranging from -46% to +65%, 

or -11.7% CAGR to +10.5% CAGR: 

Figure 1 

Five-year REIT performance:  Wide Range with Dilution a Key Factor 

Subsector 

Five-year Change in 

Unit Price 

CAGR 

(A) 

Five-year Change in 

Market Cap CAGR 

(B) 

Dilution Effect 

(A-B) 

Chartwell Residential 10.5% 16.8% -6.3%

CAPREIT Residential 8.3% 19.2% -10.8%

Boardwalk Residential -4.4% -5.0% 0.6%

Allied Office 6.4% 15.7% -9.3%

Dream Global Office -0.1% 23.1% -23.2%

Dream Office Office -11.7% -7.6% -4.0%

Pure Industrial Industrial 7.7% 42.4% -34.7%

Granite Industrial 6.9% 7.0% -0.1%

Smart REIT Retail 3.6% 8.3% -4.7%

Crombie Retail 0.8% 13.3% -12.5%

Riocan Retail -0.3% 2.2% -2.5%

CREIT Diversified 5.1% 6.8% -1.7%

H&R Diversified -0.9% 9.3% -10.2%

Artis Diversified -3.8% 4.1% -7.9%

Cominar Diversified -9.7% 1.2% -11.0%

Market weighted Industrial 7.2% 16.0% -8.8%

Residential 4.9% 9.4% -4.6%

Retail 1.0% 5.2% -4.2%

Diversified -2.1% 6.4% -8.5%

Office -2.9% 5.0% -7.8%

All sectors (1.8%) 6.9% (8.7%) 

*From April 25, 2012 to April 25, 2017

Source:  Bloomberg data, Veritas 

What Figure 2 highlights, besides the broad differences in performance before and after dilution, is that choosing a 

REIT subsector can be as important to determining performance as choosing an individual REIT.   

Historically, relative price performance has largely reflected differences in AFFO growth per unit, which has in turn 

been driven by growth in leasable area, revenues per sf and cost control, offset by unit dilution.  These factors have 

also driven changes in  the market’s required AFFO yield for each REIT, which vary with perceived risks and 

expectations for interest rates. 

While interest rates and required AFFO yields may be headed upwards, recent experience suggests that the 

greatest risks to unitholders have come from dilutive acquisitions and cost pressures, which we examine in the next 

sections.   
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FOOTPRINT GROWTH:  WATCH FOR DILUTIVE ACQUISITIONS 

While aggregate square footage grew by 6.2% CAGR over the period, unit counts actually grew by 8.7% CAGR on 

a market weighted basis, which meant that the average REIT saw square footage per unit actually contract by 

2.5% CAGR.  Besides issuing units for acquisitions, trusts also increased their unit counts to satisfy Distribution 

Reinvestment Plans (DRIPs), debt repayment, and management compensation plans. Acquisitions were by far the 

largest source of equity issuance, however.  Figure 2 shows the footprint growth for each of the REITs. As illustrated, 

only half of the REITs experienced growth in square footage per unit, while the group average was negative 2.5% 

CAGR growth:  

Figure 2 

Change in Footprint per Unit:  Five-Year CAGRs to 2016 

Change in square footage per unit, except for Residential REITs, which reflect changes in rentable suites per unit 

Note:  Each color represents a REIT subsector. 

Source:  Company disclosures, Veritas 

Looking at the trends illustrated above, we note the following: 

 The only subsector to show growth in sf per unit was the Industrials subsector. Within this group, Granite was

able to grow its footprint without issuing units, while Pure Industrial avoided dilution on an overall basis

despite issuing units to fund a string of purchases to consolidate its holdings.

 The most dilutive subsector was Office. Office was the worst performing subsector when it came to sf and

price per unit growth.  These negative results were largely driven by Dream Global, which issued units to

fund DRIPs and exchangeable debt but did not substantially acquire square footage. Allied on the other

hand prudently pursued acquisitions and was able to post a positive growth in sf per unit of 1.5% CAGR.

 Going forward, we expect footprint growth to slow with growth per sf roughly offset by dilution. Many trusts

have suspended or will be suspending their DRIPs, which have historically been a sizeable source of dilution

for unitholders.  (Typically the vast majority of unitholders do not opt into the plans and are diluted). Other

trusts are suspending their discount on units issued under their DRIP, which is likely to reduce participation.

As a result, while we expect slower sf growth overall, we expect this growth to be roughly offset by dilution.

We expect the REIT subsectors to grow square footage by approximately 1% to 3% CAGR over the next three years, 

unit dilution is expected to be heaviest for Retail, Residential, and Diversified trusts, at up to 3% CAGR. The net effect 

for most sectors is only a modest increase in square footage per unit over the next three years, before acquisitions.  

With such a narrow margin for growth, we remain wary of REITs with a history of acquisitions.  
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AFFO GROWTH: WHY EXPENSE CONTROL MATTERS AS MUCH AS TOPLINE GROWTH 

As we illustrate below, it’s not the absolute growth in revenues that matters, but how much revenue outpaced costs 

that ultimately determines how AFFO per square foot grew.  Figure 3 shows five-year growth rates in revenue per sf, 

costs per sf, and AFFO per sf:   

Figure 3 

Growth Rates for Adjusted AFFO, Revenues, and Costs per Square Foot:  Five-Year CAGRs to 2016 

All measures use square footage except for Residential REITs which are per rentable unit 

Note: A few of the above trusts do not report AFFO for both periods. Please see notes in Figure 11 for details of our calculation of 

their AFFO. All REITs’ AFFOs above are adjusted by Veritas as discussed on Page 5.   

Source:  Company disclosures, Veritas 

Note that all of the trusts featured positive AFFO per sf growth except two (Artis and Pure Industrial), indicating that 

aggregate revenues grew faster than aggregate costs.  There were many avenues to AFFO growth, however. 

Chartwell led the group by high-grading its asset mix, selling off smaller, underperforming assets and replacing them 

with larger, more efficient properties.  Through this strategy, Chartwell was able to lower its expenses per sf by 2.8% 

CAGR over the past five years, despite also having contracting revenue per sf of 0.8% CAGR.  In contrast, Allied, 

which grew AFFO per sf by 10.4% CAGR over the five-years, focused on maximizing its rents in desirable metropolitan 

locations while continuing to shrink its maintenance and leasing costs on a square footage basis.  

At the other end of the spectrum, Artis posted negative AFFO per sf growth, after our adjustments for required 

maintenance capex and leasing costs were factored in. As Artis was heavily exposed to Alberta, it had to spend 

more to revitalize its buildings to maintain occupancy rates. 

Looking forward, we expect AFFO per sf to grow at slightly more than inflation on declining expenses per sf:  Most 

of the REITs in our universe have locked-in long-term leases with tenants that allow for rent hikes of 1% to 2% per 

annum. With rents growing in line with inflation and expenses contracting slightly, we expect most subsectors to 

grow their AFFO by 3% to 5%, with greater emphasis on maintaining occupancies, negotiating early renewals, and 

controlling operating costs, including greater use of triple-net leases. Under triple-net leases, tenants must pay for 

most standard operating costs such as utilities and property taxes.  

The key exceptions are the Office and Diversified segments because of their exposure to the Calgary office market, 

which we expect to require increased tenant incentives and lower rents to combat vacancies.  
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WHY WE SEE ONLY MODEST PRESSURE FROM RISING INTEREST RATES 

One of the key ways investors measure REIT valuations is by their implied AFFO yield – the inverse of which is the  

Price-to-AFFO multiple.  The market adjusts its required AFFO yield on each trust based on perceived quality and 

risk, as well as interest rate expectations.  As we show in Figure 4, AFFO yields have been trending upwards since 

2013 and now stand near their ten-year average of ~6.5%: 

Figure 4 

Trailing AFFO Yields and 10-Year Government of Canada Bond Yields:  2006 to Present

Source:  CapIQ data, Veritas 

As we show below, however, REIT spreads above 10-Year Canadian government bonds have been highly variable.  

AFFO spreads have been on a widening trend since early 2011, but have narrowed since early 2016 as Canadian 

bond yields have been rising: 

Figure 5 

Trailing AFFO Spread over 10-Year Government of Canada Bonds:  2006 to Present 

Source:  CapIQ data, Veritas 

Over the next three years, we expect 10-year Canadian government bond yields to rise by 80 to 130 bps from 

current levels, in part to keep pace with expected increases in U.S. Treasury yields.  At the same time, we expect 

REIT AFFO spreads to narrow by ~60 bps, offsetting some of the increase in bond yields.   

In our view, the net increase in AFFO yields of 20 to 70 bps is not likely to trouble investors.  Within the context of 

individual REITs, however, we warn that there are many differences in the quality of AFFO that should be reflected 

in each company’s yield premium, which we consider in the next section. 
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WARNING:  DISCLOSED AFFO YIELDS UNDERSTATE MANY EXPENSES

Generally speaking, AFFO is calculated by starting with net income under IFRS, then: 

 Excluding fair value changes;

 Reversing depreciation and amortization of building costs;

 Deducting capital spending; and

 Reversing straight-line rent.

However, there are a myriad of other adjustments that individual REITs may make on a trust-by-trust basis, reducing 

comparability between trusts.  The most material and subjective adjustments involve maintenance capex, leasing 

costs, and unit-based compensation, issues which we profiled in previous reports (available here).   

As a result, the target yields in Figure 10 reflect upward yield adjustments for companies that we view as having 

lower quality AFFO.  Figure 6 presents disclosed AFFO yields and Veritas’ Adjusted AFFO yields for each company: 

Figure 6 

Disclosed AFFO Yields and Veritas Adjusted AFFO Yields After Required Maintenance and Leasing Cost Adjustments  

Notes:  

a) Our Adjusted AFFO deducts actual maintenance capex (including recoverable capex) and unit-based compensation. 

b) Some trusts report FFO but not AFFO; we have calculated AFFO by deducting maintenance capex and leasing costs, where applicable, and

adjusting for straight-line rents. 

c) Dream Office discontinued reporting AFFO in Q3 2016. Therefore, for 2016 AFFO, we deduct our estimates of actual capex, leasing costs, and

straight-line rent from reported TTM FFO.

d) Granite does not report AFFO.  For both 2011 and 2016, we deduct our estimate of actual capex, leasing costs, and straight-line rent from

reported FFO for those respective periods.

e) Artis did not provide an AFFO calculation until 2012. For 2011, we deduct actual capex, leasing costs, and straight-line rent from reported TTM 

FFO. 

f) Dream Global commenced operations on August 3, 2011. For 2011, we annualize operations based on the stub period from August 3, 2011 to 

December 31, 2011. 

Source: Company Reports and Veritas 

As illustrated, the greatest discrepancies between posted yields and our adjusted yield estimates belong to: Artis 

(a 400 bps reduction), Dream Global (a 220 bps reduction), CAPREIT (a 140 bps reduction), and Boardwalk (a 100 

bps reduction).  Our analysis suggests that all of these trusts understate their maintenance capital requirements in 

their calculation of AFFO.  Perhaps not surprisingly, we suggest selling two of the four names (Artis and Boarwalk), 

while we expect the other two names to perform in line with their respective subsector (Dream Global and CAPREIT).
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OUR OUTLOOK FOR INTEREST RATES AND AFFO YIELDS

As noted above, we expect 10-year Canadian government bond yields to rise by 80 to 130 bps from current levels 

with AFFO spreads narrowing by ~60 bps towards their historical trends.  As a result, we expect multiples to hold up 

well across most sectors, with the exception of Residential and Diversified trusts which are likely to see multiple 

compression, which we illustrate in Figure 7: 

Figure 7 

Target 2020 AFFO Yields by REIT Subsector and Associated Price-to-AFFO Compression   

Assumes 60 to 110 bps expansion of 10-year Canadian bond yields from 1.60% currently  

Current 

10-year 

Canadian 

Gov’t yield 

Current 

AFFO Yield 

Current 

AFFO 

Spread 

10-year 

Average* 

AFFO 

Spread 

2020F 

10-year 

Canadian 

Gov’t Yield 

2020F 

AFFO 

Spread 

Target 

AFFO Yield 

by 2020 

Implied 

CAGR 

Price-

AFFO 

Change 

Office 1.6% 8.2% 6.6% 4.7% 2.4%-2.9% 5.1% 7.5%-8.0% 0% to  2% 

Retail 1.6% 6.3% 4.7% 3.5% 2.4%-2.9% 3.6% 6.0%-6.5% -1% to 1%

Industrial 1.6% 6.2% 4.6% 4.9% 2.4%-2.9% 3.5% 5.9%-6.4% -1% to 1%

Residential 1.6% 5.3% 3.7% 3.1% 2.4%-2.9% 3.0% 5.4%-5.9% -3% to -1%

Diversified 1.6% 7.1% 5.5% 4.6% 2.4%-2.9% 5.1% 7.5%-8.0% -5% to -3%

Weighted 

average 
1.6% 6.1% 4.5% 3.8% 2.4%-2.9% 3.9% 6.5%-7.0% -2% to 0%

*10-year trailing average.

Source:  CapIQ data, Bloomberg Data, Veritas 

We highlight our subsector expectations below: 

 Retail and Office face the lowest risk of multiple compression:  We expect a narrowing of spreads in these

subsectors to largely offset the increase in Canadian government yields, as both subsectors are currently

well above their historical yield premiums.  Riocan (Retail) and Allied (Office) weigh heavily in the market

caps of their respective subsectors and both have significant intensification projects planned that we

expect to grow their footprint and increase profitability. In our view, lower AFFO spreads for these two REITs

could provide a ‘halo’ effect lowering spreads for their peers.

 Residential and Diversified face the highest risk of multiple compression:  With spreads in these two

segments already close to their longer-term average, there is less potential for yield spreads to narrow as

bond yields rise.  We also note that these two subsectors include some of the REITs we see as having the

lowest quality AFFO metrics (CAPREIT, Boardwalk, Chartwell, Artis and Cominar), with maintenance capital

and other adjustments reducing the actual AFFO available to distribute to shareholders.

Based on our analysis, we consider rising interest rate risks as largely priced into REIT valuations, with only minimal 

multiple compression likely over the next three years. In our view, revenue and costs per sf are likely to be much 

more important drivers of unit returns. 
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A RECIPE FOR RETURNS: OUR REIT FORMULAS

To tie our forecasts together, we present two relatively simple formulas that track the components of a REIT’s unit 

price, based on AFFO per square foot (revenue and costs), the REIT’s footprint per unit outstanding and the market’s 

Price-to-AFFO multiple (the inverse of the required AFFO yield): 

Formula 1:  Price per Unit 

 REIT Price per Unit =   (Revenue per sf – AFFO Costs per sf)  x  Square footage per Unit  x  Price-to-AFFO multiple 

Formula 2:  Change in Price per Unit 

 % Increase in Unit Price = (1 + % Incr. in AFFO per sf) x (1 + % Incr. in sf per Unit) x (1 + % Incr. in Price-to-AFFO) - 1 

Note that in calculating square footage growth, our subsector analysis weights changes in individual REIT unit counts by each company’s 

opening market cap. 

In Figure 8, we consider how each component of the formula fared between 2011 and 2016, as well as our sector 

outlook for each factor through 2020: 

Figure 8 

Return Attribution by REIT subsector:  2011 to 2016 Performance and CAGR Expectations for 2017 to 2020 

All measures use square footage except for Residential REITs which are per residential unit 

 CAGR Change: 

Adj. AFFO 

per sf 

(A) 

Square 

Footage 

(B) 

P/Adj. AFFO 

Multiple 

(C) 

Market 

Cap* 
Unit Dilution 

Price/unit 

Growth 
Top Pick 

Office 

2011 to 2016 actual 5.6% 5.1% -5.4% 5.0% 11.6% -2.9%

2020 CAGR outlook 1% to 3% 1% to 3% 0% to  2% 4% to 6% 1% to 3% 2% to 4% Allied 

Industrial 

2011 to 2016 actual 4.6% 9.8% 1.0% 16.0% 22.8% 7.2% 

2020 CAGR outlook 3% to 5% 1% to 3% -1% to 1% 3% to 5% 1% to 3% 2% to 4% Granite 

Retail 

2011 to 2016 actual 7.8% 2.8% -5.0% 5.2% 4.9% 1.0% 

2020 CAGR outlook 3% to 5% 1% to 3% -1% to 1% 3% to 5% 1% to 3% 2% to 4% Crombie 

Residential 

2011 to 2016 actual 6.5% 3.6% -0.8% 9.4% 6.0% 4.9% 

2020 CAGR outlook 3% to 5% 1% to 3% -3% to -1% 3% to 5% 1% to 3% 0% to 2% Avoid 

Diversified 

2011 to 2016 actual 3.8% 8.0% -5.2% 6.4% 9.2% -2.1%

2020 CAGR outlook -2% to 0% 1% to 3% -5% to -3% -4% to -2% 1% to 3% -6% to -4% Avoid 

Weighted Average 

2011 to 2016 actual 4.9% 6.2% -4.1% 6.9% 9.0% -1.8%

2020 CAGR outlook 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2% n.a.

* Market cap change = (1+A) x (1+B) x (1+C) – 1

Note: Market cap changes reflect the period from April 25, 2012 to April 25, 2017. 

Source:  Company disclosures, Bloomberg data, Veritas 

In the sections that follow, we present our top Buy (Allied, Granite, Crombie) and Sell (Artis, Boardwalk, CREIT) 

recommendations, outlining our views on each company’s strategy and giving our outlook for each of the factors 

in our forecasts (AFFO, square footage and multiples). 
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ALLIED PROPERTIES REIT: A HOLY TRINITY OF LOCATION, QUALITY AND DEVELOPMENT – BUY $45.00 

Allied is an office real estate company specializing in Class I office space, emphasizing the adaptive re-use of light 

industrial structures (i.e. lofts). With almost 12 million square feet of gross leasable area, the REIT’s properties are 

concentrated in nine of Canada’s largest major metropolitan areas, with substantial exposure to the Toronto office 

market. Allied’s focused strategy of increasing its footprint in the Toronto Class I industrial market over the past five 

years has paid off, with unit prices increasing at over 7% CAGR. In our view, the REIT’s experience in developing 

Class I office space gives it a unique advantage in Canada, which we expect to contribute top quartile growth 

over the near term. 

Figure 9 

Allied Properties:  Forecast Three-Year Growth Rates and Valuation 

CAGR to 2020 Adj. AFFO/sf 
Square 

Footage 
P/Adj. AFFO Market Cap Unit Dilution Unit Price Return 

Allied Properties REIT 5% to 7% 4% to 6% 0% to 2% 11% to 13% 2% to 4% 7% to 9% 

REIT average 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2% 

Current and Projected Yields and Performance 

2016 Veritas Adjusted AFFO yield 4.1% (250 bps over 10-year) 

Comparable 2020 Adjusted AFFO yield 4.5% (160 to 210 bps over 10-year) 

Projected 3-year change in share price 7% to 9% CAGR 

Intrinsic value to earn our cost of equity $45.00 

Source:  Company disclosures, Veritas 

High quality buildings drive pricing power:  Allied’s well-located, high quality properties have allowed it to 

incrementally raise its rents to tenants. The vast majority of the REIT’s leases are on a triple-net basis, which shield the 

trust from sudden hikes in utilities or property taxes. Finally, given rising property values in Allied’s key metropolitan 

markets, we believe Allied has greater ability to pass on any cost inflation it incurs to tenants. Figure 10 shows Allied’s 

continued pricing power as the growth in net rent per square foot outpaces the decline in NOI margins, leading to 

an overall growth in Allied’s NOI.   

Figure 10 

Why Allied’s Net Operating Income and AFFO Are Growing:  Net Rents Rising More than Expenses 

Amounts in Canadian dollars, except as noted 

2016 2015 2014 Two-Year CAGR 

Average in-place net rent per occupied s.f. $21.31 $19.85 $19.63 4.2% 

Increase in net rent on maturing leases 8.10% 5.50% 7.10% n.a.

Reported NOI margins 58.4% 58.9% 60.3% -1.6%

Source:  Company disclosures, Veritas 

We expect cost savings to drive AFFO growth:  Looking forward, we expect continued growth in Allied’s key metrics 

as the REIT continues to improve its tenant mix and increases its rents rising at slightly less than inflation, averaging 

1% per annum.  As Allied redevelops existing properties, we expect the REIT to be able to realize cost savings per 

square foot on those buildings, especially on maintenance capex. Therefore, on a per square foot basis, we expect 

rents to grow and operating costs to shrink. 

Lack of DRIP and focus on redevelopment over acquisitions should limit dilution:  In the last few years, Allied has 

consolidated its position in downtown Toronto and increased its exposure in Montreal, Calgary, and Vancouver. 

However, with the disciplined use of leverage in acquisitions, Allied was only one of five trusts that had positive 

change in square footage per unit over the past five years, putting the trust in a rare class. Allied suspended its DRIP 

in December 2015 and, with a strategy more focused on redeveloping and intensifying existing properties than 

acquisitions, we expect Allied’s square footage per unit to grow by 2% to 4% CAGR over the next three years. 
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CROMBIE REIT: CHARTING A ‘SAFEWAY’ TO HIGHER RETURNS – BUY $17.00

Crombie is a retail REIT that has a key tenant relationship with Empire, the owner of Canada’s third-largest grocery 

chain and a 41.5%, related-party owner of the REIT.  Most of Crombie’s properties have Sobeys and Safeway 

Canada as anchor tenants, with ~46% of the REIT’s 2016 property revenues drawn from its Empire relationship.  The 

tie-up spreads Crombie’s geographic exposure relatively evenly across Canada, with its NOI split between Alberta 

(21% of total), Ontario (18%), and the Maritimes (36%).  Empire also contributes to Crombie’s strong committed 

occupancy rate, which was 94.4% in 2016.  

As a result of numerous transactions with Empire, most notably a $991 million deal to acquire 70 Safeway stores and 

3.0 million square feet in 2013, Crombie’s relatively strong AFFO growth per sf since 2011 has been overshadowed 

by unit dilution and Sobeys/Safeway’s operational challenges.  We view Crombie’s income from these key tenants 

as largely protected, however, because of triple-net leases (the tenant pays all operating costs, capex and taxes) 

and minimum lease payments that amount to a weighted average lease term of over 15 years.  We expect a 

turnaround over the next three years as Crombie intensifies the use of its existing properties, drives growth and is 

more selective in issuing equity.  

Figure 11 

Crombie REIT:  Forecast Three-Year Growth Rates and Valuation 

CAGR to 2020 Adj. AFFO/sf 
Square 

Footage 
P/Adj. AFFO Market Cap Unit Dilution Unit Price Return 

Crombie REIT 5% to 7% 1% to 3% -3% to -1% 4% to 6% 0% to 2% 3% to 5% 

REIT average 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2% 

Current and Projected Yields and Performance 

2016 Veritas Adjusted AFFO yield 6.3% (470 bps over 10-year) 

Comparable 2020 Adjusted AFFO yield 7.8% (490 to 540 bps over 10-year) 

Projected 3-year change in share price 3% to 5% CAGR 

Intrinsic value to earn our cost of equity $17.00 

Source:  Company disclosures, Veritas 

Recent history has been dilutive:  Roughly a third of Crombie’s leasable square footage at the end of 2016 can be 

linked to transactions with Empire over the prior five years, purchased at an average price of $260 per sf.  

Unfortunately, this coincides with a period over which unitholder’s ownership per square foot was diluted by ~17%.  

In contrast, Crombie has mostly been selling non-Empire properties over the last three years, with net dispositions of 

almost 500,000 sf. 

Moving beyond Empire:  Among the ‘captive’ REITs, Crombie actually has less exposure to its related party tenant 

than many of its REIT peers, with less of Crombie’s ownership and revenues tied to its key tenant and longer weighted 

average lease terms, as illustrated below.  Note that we have included details on Smart REIT which is not a ‘captive’ 

REIT but has a key anchor tenant in Walmart. 

Figure 12 

Crombie versus Retail REITs: Favorable Key Tenant Arrangements Suggest Crombie is Overly Discounted vs. Peers 

Key Tenant Arrangements 
Consensus 

Price to F17 

AFFO** 

Multiple 

Veritas 

Rating Key Tenant 

REIT 

Owner-

ship 

% of REIT 

Revenues 

Rent Increase 

Provisions 

Weighted 

Average 

Lease 

Term 

Crombie REIT Empire 41.5% 46% 1.0%-1.5% p.a 15.4 years 14.5x BUY 

Smart REIT Wal-mart None 26% N.D. N.D. 15.6x None 

CT REIT Canadian Tire 85.1% 94% 1.5% p.a. 12.6 years 15.9x BUY 

Choice Properties REIT Loblaws 88.5%** 90% 1.5% over 5 yrs 11.2 years 16.1x BUY 

* Includes ownership through George Weston Limited, which is Loblaw’s majority shareholder.

** Consensus AFFO does not include Veritas’ maintenance capex, leasing, and unit-based compensation adjustments 

Source: Company disclosures, CapitalIQ data, Veritas 



Canadian REITs – Initiating Coverage May 3, 2017

Howard Leung|hleung@veritascorp.com | 416-866-8783 11 

Going forward, Crombie plans to focus more on buying and developing non-Empire properties, which may offer 

less rental stability than Sobeys/Safeway anchored malls, but potentially better revenue yields. In addition, Crombie 

has ambitious plans to redevelop some properties to include apartments above existing urban stores, with 

management indicating it will still receive rent from the properties during the redevelopment. We see the strategy 

delivering on management’s target of 2% annual NOI growth, driven largely by topline improvements.  With a 

greater emphasis on internal development over acquisitions, we expect Crombie to grow its AFFO with less dilution 

than in the past. 

GRANITE REIT:  DE-RISKED MAGNA EXPOSURE LEAVES GRANITE UNDERVALUED – BUY $54.00 

Granite REIT specializes in the industrial subsector, benefitting from a key tenant relationship with Magna, one of the 

world’s largest auto parts suppliers, that accounts for 78% of Granite’s annualized lease payments.  Granite’s tenant 

concentration risk is further compounded by the significant portion of the Granite’s assets that are in special 

purpose properties (SPP’s) – more than half of the fair value of the REIT’s investment properties at 2016 year-end.  

SPPs, given their fit-for-purpose design, are typically more difficult to rent to other parties when leases expire.  We 

nonetheless note several key developments in 2016 that helped de-risk Granite’s Magna exposure: 

1. Magna-focused renewals and extensions covering ~38% of annual lease payments: In 2016, Granite 

completed lease renewals and extensions for 28 properties, 15 of which were tenanted by Magna, including 

seven SPPs.  The lease renewals covered 9.5 million square feet, or just under a third of the company’s lease 

portfolio and $82 million in annual lease payments (~38% of Granite’s total). After the renewals, Granite’s 

weighted average lease term (WALT) for Magna tenanted properties rose to 10.7 years from 5.9 years entering 

the year.  Granite’s overall WALT rose to 7.0 years, from 4.7 years at the start of 2016. 

2. Locked up extensions on seven special purpose entities:  The bulk of the renewals related to Magna tenanted

SPPs, representing $58.6 million in annual payments and 5.6 million square feet.  Five of the seven leases had

been set to expire within two years, with six renewed early and extended to 2032, and the seventh extended

to 2028.  Despite a goal of reducing Magna and SPP exposure, however, subsequent to year-end Granite

acquired SPP options on two Magna building expansions for US$54 million that are expected to yield US$4.4

million in annual revenues.

Having addressed its key risks in 2016, we currently view Granite as overly discounted.  Granite has a favorable 

operating structure (triple-net leases) that has removed significant volatility from its costs and resulted in one of the 

highest property operating margins in our universe, at 96.6%.  Granite has conservative leverage, a low payout 

ratio, and a disciplined growth strategy. We expect these trends to continue. 

Figure 13 

Granite REIT:  Forecast Three-Year Growth Rates and Valuation 

CAGR to 2020 Adj. AFFO/sf 
Square 

Footage 
P/Adj. AFFO Market Cap Unit Dilution Unit Price Return 

Granite REIT 2% to 4% 0% to 2% 1% to 3% 4% to 6% 0% to 2% 3% to 5% 

REIT average 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2% 

Current and Projected Yields and Performance 

2016 Veritas Adjusted AFFO yield 6.6% (500 bps over 10-year) 

Comparable 2020 Adjusted AFFO yield 7.0% (410 to 460 bps over 10-year) 

Projected 3-year change in share price 3% to 5% CAGR 

Intrinsic value to earn our cost of equity $54.00 

*Note that Granite does not report an AFFO measure. We estimate Granite’s AFFO by adjusting reported FFO by maintenance

capex (20 to 25 cents per square foot per management), reported leasing costs, and reported straight-line rents.

Source:  Company disclosures, Veritas 

Granite is at least aware of its concentration risks and has listed diversification as a long-term goal.  In addition, 

unlike many REITs with anchor tenants, Magna has no ownership stake in Granite, meaning the REIT is free to redirect 

its capital outside the relationship. As a final note, in 2014 Granite sold its exposure to Magna’s Mexican operations 

back to Magna, leaving the REIT relatively less exposed from the trade risks posed by the Trump administration.  

Granite’s U.S. operations make up roughly 29% of its leased square footage, hedging the REIT’s exposure to U.S. 

protectionism. 
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ARTIS REIT: AN UNSUSTAINABLE PAYOUT WITH TOO MUCH OLDER OFFICE EXPOSURE – SELL $9.00 

Artis is one of Canada’s largest diversified REITs, with properties in Canada’s primary markets (Calgary, Winnipeg, 

etc.); its secondary markets (Saskatoon, Grand Prairie etc.); and in the United States (Minneapolis, Madison, 

Phoenix, etc.)   

In recent years, Artis has pursued U.S. property acquisitions and development in an effort to diversify its holdings, 

while rationalizing its Canadian properties and working to improve its balance sheet.  In our view, however, the 

overall positioning of Artis’ portfolio remains challenging, given relatively high exposure to older office properties 

that feature topline pressures and with lower occupancy rates.  Our three-year outlook for Artis is illustrated below: 

Figure 14 

Artis REIT:  Forecast Three-Year Growth Rates and Valuation 

CAGR to 2020 Adj. AFFO/sf 
Square 

Footage 
P/Adj. AFFO Market Cap Unit Dilution Unit Price Return 

Artis REIT -9% to -7% 1% to 3% -5% to -3% -13% to -11% 1% to 3% -13% to -11%

REIT average 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2%

Current and Projected Yields and Performance 

2016 Veritas Adjusted AFFO yield 4.9% (330 bps over 10-year) 

Comparable 2020 Adjusted AFFO yield 5.2% (230 to 280 bps over 10-year) 

Projected 3-year change in share price -13% to -11% CAGR

Intrinsic value to earn our cost of equity $9.00 

Source:  Company disclosures, Veritas 

Too much exposure to older office properties:  Artis’ office properties in Western Canada and Ontario (6.05 million 

of 25.22 million sq. ft.) are of particular concern, as they suffer from low occupancy rates, illustrated below: 

Figure 15 

Summary of Artis’ Property Holdings: Relatively High exposure to Older Canadian Office Properties 

Net Ownership 

Millions of sq. ft. 

Weighted Average 

Occupancy 

Weighted Years Since Last 

Redeveloped /Built 

Office Western Canada 4.68 84.1% 27+ 

Ontario 1.37 87.8% 24+ 

USA 4.60 92.8% 14+ 

Office total 10.65 88.3% 21+ 

Industrial Industrial total 10.61 92.9% 13+ 

Retail Retail total 3.96 93.0% 14+ 

Source:  Company disclosures, Veritas 

In general, we find that the age of properties has a strong negative correlation with occupancy rates, especially in 

the hypercompetitive Alberta office market. Tenants are shying away from older buildings, which Artis appears to 

have in far greater proportion relative to other competitors, which we illustrate below: 
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Figure 16 

Artis’ Looming Occupancy Challenge:  Alberta Office Occupancy Declines with Average Portfolio Age 

Source:  Company disclosures, Veritas 

In addition to worsening occupancy rates, another consequence of having older buildings is that tenants generally 

demand more concessions for moving in.  We doubt that Artis can change this positioning much in the short term. 

Even though its 2016 renewal increases averaged 3.3%, a reversal from negative 0.1% in 2015, we believe these 

rates do not reflect lease inducements, which have been rising.  

Higher maintenance and inducements required:  As a result, Artis faces higher maintenance costs and outlays to 

attract and retain tenants than many peers, as shown in Figure 17: 

Figure 17 

Capex and Leasing Costs:  Artis Facing Much Higher Costs per Square Foot than Peers 

Amounts in Canadian dollars per square foot 

 Artis’ historical capex and leasing costs  Peer Comparison:  F16 capex and leasing costs 

*Veritas estimates; includes our estimate of recoverable capex for all trusts

Source:  Company disclosures, Veritas 

Management pointed out in its Q3-F16 call that tenant inducements and leasing costs may continue to be 

“substantial” due to some major potential tenants down the pipeline. These costs, which are real cash costs, 

negatively affect payout ratios significantly as shown below. 

Payout ratios far higher after our recommended adjustments:  After our adjustments for actual maintenance 

capex and leasing costs, we estimate that Artis’ F16 AFFO payout ratio was a whopping 141%, as shown below: 
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Figure 18 

Artis’ Reported ‘Adjusted Funds from Operations’ (AFFO) with Recommended Veritas Adjustments 

Amounts in thousands of Canadian dollars, except as noted 

F16 

AFFO as reported 183,318 

Add back: Maintenance and leasing reserve taken 38,818 

Deduct: Actual maintenance and leasing costs (118,906) 

Deduct unit-based comp expense (2,421) 

AFFO per Veritas (A) 100,809 

Distributions Declared 175,450 

Less: DRIP (33,079) 

Cash Distributions (B) 142,371 

Veritas Cash Payout Ratio (B/A) 141% 

Source:  Company disclosures, Veritas 

Despite the fact that Artis’ DRIP program is now suspended, given that we expect the company’s AFFO to shrink, 

not grow, over the next three years, we still see a high risk of Artis’ distribution being cut. 



Canadian REITs – Initiating Coverage May 3, 2017

Howard Leung|hleung@veritascorp.com | 416-866-8783 15 

BOARDWALK REIT: ALBERTA HOUSING FAILS TO PASS GO – SELL $39.00 

Boardwalk is Canada’s second largest multi-family residential REIT by suite count, with over 33,773 suites owned. The 

REIT is geographically concentrated in Alberta, which generates approximately two-thirds of its annual NOI. In 

addition, three quarters of the company’s rentable units are in the Western Canadian provinces hardest hit by the 

downturn in oil and gas prices (Alberta and Saskatchewan). 

While we consider Boardwalk to be conservatively financed, we expect continued topline pressures as weak 

economic conditions in Alberta keep a lid on rent increases and occupancy rates remain lower than historical 

levels.  In our view, the REIT’s high-rent, high-expense approach may suffer in the current environment which 

continues to see significant condo and new rental completions coming to market.  Notably, Boardwalk missed the 

low end of its AFFO guidance in 2016, which was revised lower in both Q2-2016 and Q3-2016.  Figure 19 presents 

our three-year outlook for Boardwalk: 

Figure 19 

Boardwalk REIT:  Forecast Three-Year Growth Rates and Valuation 

CAGR to 2020 Adj. AFFO/sf 
Square 

Footage 
P/Adj. AFFO Market Cap Unit Dilution Unit Price Return 

Boardwalk REIT -3% to -1% 0% to 2% -4% to -2% -5% to -3% 0% to 2% -7% to -5%

REIT average 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2%

Current and Projected Yields and Performance 

2016 Veritas Adjusted AFFO yield 4.3% (270 bps over 10-year) 

Comparable 2020 Adjusted AFFO yield 4.8% (190 to 240 bps over 10-year) 

Projected 3-year change in share price -7% to -5% CAGR

Intrinsic value to earn our cost of equity $39.00 

Source:  Company disclosures, Veritas 

Alberta vacancy rates continue to rise:  According to the latest CMHC Alberta rental market report, the vacancy 

rate for Alberta increased to 8.1% in October 2016, up from 5.6% in the previous year. This vacancy was driven by 

both demand contracting and a growth of rental housing stock in major Albertan cities such as Calgary (up 3.7%) 

and Edmonton (up 4.3%). Figure 20 shows Boardwalks’ vacancy rates for its major Albertan cities, once the effect 

of the Fort McMurray wildfire is backed out. The vacancy rates have increased significantly for most cities, 

especially Calgary. 

Figure 20 

Boardwalk’s Vacancies Rise for Most Key Albertan Geographies 

Source: Company Reports and Veritas 

While we expect vacancy rates to stabilize in the near term, tenants are increasingly at an advantage when 

renewing leases. 
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Tenant incentives continue to spike:  In its Q4-2016 MD&A, Boardwalk offered a good illustration of the pressures it 

is facing, showing rising vacancy losses (an opportunity cost) and tenant incentives, which we reproduce in Figure 

21: 

Figure 21 

Boardwalk’s Illustration of Rising Vacancy Losses and Incentives 

Amounts in thousands of Canadian dollars 

Source: Boardwalk’s Q4-2016 MD&A 

Divestitures funding buybacks:  Boardwalk has gone with an ‘addition-by-subtraction’ strategy as it sells assets while 

making buybacks when it believes the REIT is undervalued. We expect management to make additional buybacks 

to stem investor selling pressure. Boardwalk’s current NCIB allows it can purchase up to another ~3 million units, 

which would be over 6% of outstanding units if exercised entirely. However, we expect Boardwalk to fund the 

majority of these buybacks with asset sales as we project that it will have little free cash after distributions, capex, 

and interest payments, which we illustrate below:  

Figure 22 

We Project that Boardwalk Cannot Afford Buybacks Without Asset Sales or Mortgage Refinancing 

Amounts in thousands of Canadian dollars, unless otherwise noted 

Boardwalk 

F16 AFFO as reported 126,931 

Add back: Maintenance capex reserve taken 17,534 

Deduct: Actual maintenance capex (42,025) 

F16 AFFO per Veritas 102,440 

Veritas projected growth rate for 2017 1% 

F17 AFFO, as projected 103,464 

Less: Est. Proforma Distributions (103,503) 

Net amount left for buybacks - 

Source: Company Reports and Veritas 
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CANADIAN REIT (CREIT): LEASE EXPIRIES, OFFICE EXPOSURE ADD TO TOPLINE PRESSURES – SELL $42.00 

CREIT is one of Canada’s largest and oldest diversified REITs, with industrial, residential and retail properties spread 

across Canada. Interestingly, CREIT sets individual goals at the segment level designed to ensure traction with 

tenants.   

For the retail segment, CREIT aims to generate 50% of its NOI exposure from “proprietary” retail assets, which it 

defines as assets that are a “product of choice” for tenants or that enjoy significant barriers to entry for other 

competitors.  As an example and sub-set, CREIT cites unenclosed retail centers with anchor tenants on longer-term 

leases, either food stores (Loblaws, Sobeys, etc.) or other leading retailers (Canadian Tire, Winners/TJX, Staples, etc.) 

For the industrial segment, CREIT’s strategy is to target 25% of NOI from distribution facilities, warehouses, light 

manufacturing buildings and/or “flex-space” that can be repurposed for use by a variety of tenants.  It uses the 

term “generic” to describe the desired properties’ ability to appeal to a wide range of potential users, which allows 

for shorter periods between re-leasing. “Generic” industrial is seen as having similar characteristics to “proprietary” 

retail, but somewhat greater income volatility. 

Finally, for the office segment, CREIT targets generating 25% of NOI from buildings, focusing on large, well-located 

properties acquired at or below replacement cost to allow the company to compete with newly built capacity 

potentially brought on by competitors in the same markets. 

In general, CREIT’s strategies have resulted in relatively high occupancy rates in its Retail (96% in 2016), Industrial 

(95%) and Office (91%) segments, however we note that a sizeable proportion of CREIT’s leasable area is either 

vacant or expiring over the next three years (~39%).  While the company’s AFFO calculations are among the 

cleanest in the sector, we currently view CREIT’s 5.1% F16 AFFO yield as unattractive, given a relatively slow growth 

profile, recent increases in leverage and the REIT’s ~38% same-asset NOI exposure to Alberta, where we expect 

lease rollovers to produce significant topline pressure.  Our three-year outlook for CREIT is shown below: 

Figure 23 

CREIT:  Forecast Three-Year Growth Rates and Valuation 

CAGR to 2020 Adj. AFFO/sf 
Square 

Footage 
P/Adj. AFFO Market Cap Unit Dilution Unit Price Return 

CREIT -2% to 0% 1% to 3% -5% to -3% -6% to -4% 1% to 3% -7% to -5%

REIT average 1% to 3% 1% to 3% -2% to 0% 2% to 4% 1% to 3% 0% to 2%

Current and Projected Yields and Performance 

2016 Veritas Adjusted AFFO yield 5.1% (350 bps over 10-year) 

Comparable 2020 Adjusted AFFO yield 5.8% (290 to 340 bps over 10-year) 

Projected 3-year change in share price -7% to -5% CAGR

Intrinsic value to earn our cost of equity $42.00 

Source:  Company disclosures, Veritas 

Shortening lease profile likely to trigger competitive pressures: CREIT’s operating lease terms are shorter than most 

competitors in all its subsectors, as shown in Figure 24 (next page).  While shorter lease terms can be advantageous 

in a tight rental market to resign leases at higher rates, the turnover can deadly in a bear market as tenants use 

vacancies as leverage to extract incentives or favorable rental terms. 
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Figure 24 

CREIT Trails its Peers on Average Remaining Lease Term 

Retail Industrial Office 

H&R REIT 6.3 a 7.5 12.6 

Cominar REIT 4.3 4.4 4.5 

Artis REIT 4.2 b 4.2 b 4.2 b 

Riocan REIT 7.2 c 

Crombie REIT 12.5 d 

Smart REIT 6.2 

PIRET 6.4 

Granite REIT 7.0 

Dream Office REIT 5.5 e 

Simple Average of Peers 6.8 5.9 6.7 

CREIT 5.4 5.2 4.2 

a Weighted by same-property NOI for H&R Retail, Primaris, and the trust’s share in ECHO properties 

b Artis does not disclose average lease terms for its individual subsectors.  

c RioCan only discloses the weighted average lease terms for its top fifty tenants, which makes up 56% of its F16 rental revenue. 

d Excluding Crombie’s key tenant Sobey/Safeway leases, the weighted average lease term is approximately 9.2 years  

e Dream Office’s “Core Assets”, which represent 66% of its portfolio carrying value.  

Source:  Company disclosures, Veritas 

Lease expiry risks are set to pick up steam:  Based on 2016 year-end disclosures, ~39% of CREIT’s gross leasable area 

is vacant or expiring over the next three years; for the Office segment the figure is 57%.  Excluding the Industrial 

segment (which features low rents per square foot), the contractual rents at risk from CREIT’s expiries rise from a 

weighted average of $18.50 in 2017, to $19.94 in 2018 (+8%) and $20.93 (+5%) in 2019. 

The Alberta Office outlook remains bleak:  We note that CREIT’s management has signaled that it is aggressively 

fighting for office tenancy in Alberta, as it spends more on leasing costs, signs shorter leases, and sets rents at lower 

rates.  In particular, we note looming pressure from the end of Suncor’s Sun Life Plaza lease in Calgary, which Suncor 

plans to exit when it expires on June 30, 2019.  Suncor currently produces 2.9% of CREIT’s gross rental revenues. 
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