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OVERVIEW

KEY INDICATORS

The Denver office market is in the midst of a moderate rebound. Rent growth slowed sharply throughout 2015 and 2016 
as the market felt the full brunt of the collapse in oil prices, and rents at 4 & 5 Star properties briefly turned negative. As oil 
prices have rebounded, rents have regained some momentum. As has job growth: Employment growth accelerated for a six 
consecutive month in March 2018, to 2.5%, the best showing since late 2015. The oil, mining, and construction sector was 
recently growing at a 7% annual rate, up from sub-2% rate in early 2016. 

Still, signs that the cycle had peaked emerged in 2016 and have generally firmed since. While vacancies fell in 2016 for a 
seventh straight year, vacancies rose in the third and fourth quarters, and posted quarter-over-quarter increases in all but 
one quarter in 2017. This follows a five-year stretch when vacancies never increased in consecutive quarters. 

Speculative development has ramped up, and tenants considering major expansions or relocations have far more options 
today than they did a few years ago, although conditions remain well-controlled relative to historical averages (and 
exceptionally tight for low- to mid-tier office space). 

A clear trend on the rent growth front has been divergent performance across different tiers of office space. In 2015, 1 & 
2 Star, 3 Star, and 4 & 5 Star office properties all posted gains of about 5%. From 2016-2017, 4 & 5 Star rents posted an 
average annual gain of less than 1%, while other tiers of office space posted annual gains of 4%, on average. 

Relatedly, both the 1 & 2 Star and 3 Star availability rates were essentially at cyclical lows as of mid-2018. The 4 & 5 Star 
availability rate is more than 400 basis points off of the cyclical low reached in 2014. 

Despite an apparent moderation, occupancies in the Denver office market remain roughly in line with last cycle’s peak, 
propelled by Denver’s well-diversified economy and highly educated labor force. Office demand has capitalized on the 
metro’s outsized exposure in office-using sectors, including tech, telecommunications, and financial activities. And while 
energy companies have scaled back due to the fall in oil prices, tremendous growth in healthcare services has spilled over 
into the office sector. Overall, the metro has surpassed its previous peak employment by more than 150,000 jobs. Absorption 
has been robust in most submarkets, with tenants strongly preferring new or renovated space.

12 MONTH DELIVERIES 12 MONTH NET ABSORPT. VACANCY RATE 12 MONTH RENT GROWTH

3.2M SF 2.1M SF 11.3% 3.0%
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LEASING

RENT

Net Absorption, Net Deliveries, & Vacancy

Market Rent per Square Foot
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UNDER CONSTRUCTION

PROPERTIES SQUARE FEET PERCENT OF INVENTORY PRELEASED

38 3,788,775 2.2% 43.3%

Momentum is picking up in speculative development in the suburbs, which earlier in the cycle had largely been comprised 
of build-to-suits. Fully leased single-tenant properties such as these include the Charles Schwab campus in Lone Tree, the 
CoBank Center in Greenwood Village, the Denver Health Administration building in South Midtown, and the FirstBank 
building in West Denver. Despite the backfill space that these firms have left, the overall impact on fundamentals has been 
largely positive. Now, projects such as INOVA Dry Creek in the Inverness Submarket and One Belleview Station in the Denver 
Tech Center are bringing fully spec development to the suburbs. Comcast signed a lease for the entire 211,000 SF INOVA 
building in 2016, and developer United Properties broke ground on the second INOVA building shortly thereafter. 

The expansion of Denver’s light rail network has significant implications for office development. Outside of Cherry Creek 
and Broomfield, every 100,000 SF-plus office building constructed this cycle has been located within one-mile of a light rail 
station. Since 2013, 26 light rail stations have opened, and 16 more are under construction. While major suburban TOD’s 
have largely been focused in Denver’s southeast corridor (where the light rail line opened in 2006), developers are faced with 
an array of new potential TOD opportunities. Outside of southeast Denver, development has been concentrated in corridors 
in and around the CBD, notably LoDo, Platte River, and increasingly in RiNo. Out of 4.5 million SF that was underway as of 
early 2018, two million SF was located in the Platte River submarket alone (which incorporates the RiNo neighborhood). 
Construction is well underway at the Chestnut Building, which moved forward when DaVita Healthcare committed to 265,000 
SF of the project. Located in the Platte River Submarket, the Chestnut Building will bring another 430,000 SF to the greater 
LoDo area. Only 1144 15th, located in the CBD Submarket, will bring more inventory on line in the 2018-2020 timeframe. The 
5 Star office tower totals 670,000 SF and will rise 617 feet, making it the fifth-tallest tower in Denver. While it is technically in 
the CBD Submarket, it lies right on the border of LoDo. 

Still in the planning stages, Block 162 is another CBD office tower that may break ground in the near future, and in early 
2017, the developer signaled that the project was ready to move ahead, with a 2020 or 2021 completion timeframe. Located 
on the corners of California and 15th streets, it is being designed as a 32- story, 606,000 SF structure. Patrinely Group and 
USAA Real Estate Company are handling the development.
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SALES

FOR MORE INFORMATION OR TO INQUIRE ABOUT A SPECIFIC PROPERTY, CONTACT 
UNIQUE PROPERTIES AT 303.321.5888 TODAY!

SALE COMPARABLES AVG. CAP RATE AVG. PRICE/SF AVG. VACANCY@SALE

450 7.0% $228 13.7%

Five of the six largest 2017 deals involved properties built this cycle, and three involved properties that delivered in 2017, all 
in Denver’s southeast corridor. Sales volume edged over the 2016 total thanks to a surge of major deals that closed in the 
fourth quarter. Still, investment volume remains slightly subdued relative to the historic transaction volume of 2013-2015. 

The headline trade of 2018 may have already occurred: In April, Washington, DC-based AFL-CIO acquired a 51% stake in 
1801 California for $285 million, a deal that valued the 1.37 million SF building at $560 million (or $407/SF). The buyer is 
under contract to acquire the remaining 49% interest; that transaction is expected to close by the end of the year. The 
seller, Brookfield Office Properties, had acquired the entire building for $215 million in 2011, at which point 80% of the 
leased space was set to expire by 2012. The buyer implemented renovations (initially announced as a $50 million renovation 
package) and secured leases from a host of new tenants prior to the recent sale. 

The largest 2017 trade closed in December: Chicago, ILbased Heitman acquired 1401 Lawrence, a 311,000 SF tower that 
delivered in 2016, for approximately $225 million, which translates into a staggering $723/SF, a new record for the Denver 
metro. The building was essentially fully leased at the time of the sale. 

A major Goldman Sachs acquisition in January 2017 started the year off on a strong note. In January 2017, the firm’s Realty 
Management Division bought the 500,000 SF 1125 Seventeenth Street building in downtown Denver for $169 million. 

Most of the largest 20176 deals involved new construction. In May, Frankfurt, Germany-based Union Investment Real Estate 
acquired the 227,000 SF Triangle Building in LoDo for $154 million, or a staggering $678/SF. The building, a 15Q3 delivery, 
was 98% occupied at the time of the sale. Its two largest tenants, WeWork and Liberty Global, each occupy just over 70,000 
SF. In another noteworthy May 2017 trade, Chicago-based Capri EGM acquired the 227,000 SF INOVA Dry Creek 1 for $67.5 
million, or $319/SF. The building was in its final phases of construction at the time of the sale, but was completed in early 
17Q3. The build-to- suit houses Comcast’s Business Services group.


