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NORTHBAY OVERVIEW - 2018
By: Al Coppin

2018 has a nice ring to it. While the Natural Gross National grows at 3% the last quarter of 2017 here in the North
Bay, the economic engine has slowed due to the devastating Firestorm of October.
Just as in residential, commercial property investment inventory – office, industrial, retail buildings – is probably
the lowest it’s been in a decade.
Build-to-suit commercial/industrial buildings are being developed in Sonoma County, albeit at a very slow rate.
The market can absorb 1,000,000 sf a year of flex and industrial space in Sonoma County and less than one quarter
of that is being built.
Office space development is at a standstill in Marin and Sonoma Counties with again a potential of 200,000 sf
projected absorption for Sonoma and 150,000 sf for Marin in 2018.
The majority of leasing activity is from local government, the influx of contractors and post Firestorm services,
healthcare and some winery related, and other professional sectors.
Industrial and flex will be the most in demand in 2018. Shortages of industrial space will show up in increased
rents and more build-to-suits going forward. While industrial build-to-suits are still feasible in Sonoma County
but not so with Marin’s lack of land and pricing.
Office and retail absorption will moderate in 2018 in Sonoma County as many professionals have been affected by
the October 2017 firestorms. Restaurants and retail sales have been affected as well and are slow to bounce back.
The activity in commercial real estate investment will also moderate in 2018, as we are at our lowest supply of
commercial investments in a decade. As interest rates continue to inch upward with the fixed Fed rates increasing
for the balance of 2018, cap rates will increase along with interest rates unless excessive demand compresses cap
rates in some submarkets.

NORTHBAY OVERVIEW
(cont.)
Nationally, utilities and real estate stock values have declined as well. This is also a backdrop for the private
capital markets. Communities in the North Bay must begin to plan for job and economic growth.
The spark we need is for less regulation and more encouragement for industrial development in Sonoma County
and office development in Marin County. The economy won’t continue to grow without developing and planning
for future business centers and parks.
And business growth and job growth should be the mantra of the entire North Bay. Cities and Counties should
lead the way in reducing regulation and spearheading lobbyists to fight the overwrought and unrealistic regulation
in major areas of Santa Rosa for Wetlands and Tiger Salamander. The outrageous 2:1 land mitigation for Tiger
Salamander requirement makes industrial and residential land infeasible to develop and hence will reduce the
allure to locate in Sonoma County in the future.
Promoting one industry at the cost of others is another blunder by local Sonoma County municipalities. We should
have an open forum on the kind of companies we want in all of the communities of the North Bay and what to
do to provide the land for planned business centers. Otherwise the companies will not locate here and others will
eventually locate elsewhere.
We need long term innovative planning and well thought out economic development strategies considering all of
the ramifications, not short term decisions by municipal politicians without a full public forum.
The cultural and design trends of commercial buildings in the greater Bay Area tend to hit the North Bay last,
but they are coming. Customized workplaces with collaborative areas and clustered common area amenities
both within and outside of space will be in increasing demand. Co-working is another one of the fastest growing
commercial disrupters combining design, services and collaboration to facilitate innovation and growth.

NORTH CORRIDOR/WINDSOR
OVERVIEW
By: Shawn Johnson

The Santa Rosa North Corridor real estate office market continued to improve over 2017 which resulted in a net
absorption of 29,052 sq. ft. Office vacancy rates have decreased with rates at 7.7% in the fourth quarter of 2017,
down from 8.9% in the fourth quarter of 2016. Office rental rates are rising despite slower activity with Class A
rates ranging from $1.85 per square foot to $2.15 per square foot, full service, and Class B rates held with rates
ranging from $1.45 to $1.65 per square foot, full service.
Industrial vacancy saw continued historic low vacancy rates which have spurred increased values on recent land
purchases. Industrial vacancy rates have dropped to all time lows reaching 2% in the fourth quarter of 2017 down
from 3.4% in the fourth quarter of 2016.
Smaller industrial lot sales have been selling between $12.00 to $16.00 psf as compared to larger parcel sales in
recent history that were priced $10.00 to $12.00 psf in recent years.
Industrial leasing has slowed drastically mostly due to a lack of available space. Rates range from $.57 to $1.10
per square foot, NNN depending on many factors such as size, age of building and product type. Industrial Build
to Suits continued to see activity but the market is still cautious after the local fires which might have to do with a
depleted labor force as well as higher construction costs. Construction costs along with land values are increasing
at such a rate that many users are surprised with how expensive it is to build new facilities and the time it takes to
complete them. Spec building has started again with the new development of Bill Landing with 2-48,100 sq. ft.
industrial buildings under construction.
In 2017 there were some significant transactions completed in the area. Micro-Vu Corporation purchased 38.50
acres at 895 Shiloh Road which was the old Olufs Ranch at the corners of Hwy 101/Shiloh Road and Conde Lane.
C & S Waste Solutions purchased a large portion of the old Standard Structures campus approximately 90 acres
and 229,000 sq. ft. of industrial buildings. Conde Associates completed a 29,000 sq. ft. build to suit for a new wine
crush facility called Gran Cru Custom Crush in the Conde Lane Business Park. This project was completed just
in time for the 2017 grape harvest. Russian River Brewery is well under construction on their new facility and the
community is eagerly awaiting their grand opening.

NORTH CORRIDOR/WINDSOR
OVERVIEW
(Cont.)
With the devastating fires last October the market has been more subdued than forecasted. Uncertainty with
regard to available labor and the timing and cost for new construction has had a significant impact on the local
area including the Sonoma County Airport. With interest rates starting to rise above historic lows this also presents
new market conditions which the market will need to account for moving forward. The County adopted a new
cannabis ordinance but it has not had much impact in the airport area due to many factors which include low
inventory of appropriate space, difficult and time consuming permit process as well as an uncompetitive tax
rate. The expanding Sonoma County Airport continues to be a bright spot with expanding flights, and carriers
travelling to other destinations is having a positive impact.

SANTA ROSA OVERVIEW
By: Dave Peterson

The Santa Rosa Industrial market is the strongest we have seen in many years and currently is the tightest market
of all property types. This is a result of years of low rents that did not justify new construction. We are seeing more
companies considering build to suit opportunities as the inventory of existing buildings do not meet the needs of
tenants. The approval to legalize cannabis by voters in November 2016 and the acceptance of the use by the Santa
Rosa City Council has compounded the inventory problem. Properties located in the Light Industrial (IL zones)
are often commanding prices that are higher than office buildings. Over the past few years, we have seen prices
increase from $80psf to nearly $250psf in some instances. It is currently the norm to see industrial properties
priced in the $180-$200psf range. These prices are virtually equivalent to the prices of office buildings which are
much more expensive to construct.
The industrial vacancy rate in Santa Rosa was 5.2% at the end of the 4th Quarter 2017 which was 1.3% lower
than the 6.3% vacancy rate at the end of 2016. It should be noted that industrial users will typically also consider
other jurisdictions throughout the County. However, those markets are just as tight with the highest vacancy being
Rohnert Park at 5.8% and the lowest being the Airport Area at 2.0%. The low inventory is leading to multiple
lease offers on good quality industrial spaces. This demand is also pushing rents up by 15%-20% above 2017
levels in most instances. Rental rates are currently ranging from $.90-$.1.10 per square foot gross. However, those
properties located in the IL zones with owners will to accept cannabis uses are able to achieve rents of $1.50-$2.00
gross.
We anticipate the vacancy rate to continue to drop over 2018. With rents increasing and the extremely tight supply,
we are at a point where speculative construction can make sense. One project, Billa Landing consisting of two
48,100sf buildings, has begun construction in the Sonoma County Airport area and we anticipate those properties
to be leased prior to their August/September 2018 completion based on the current demand. Given rising land and
construction costs, rents for speculative construction need to be minimally in the $.95-$1.00 per square foot level
on a NNN basis. Billa Landing is priced at $.99psf NNN with a tenant improvement allowance. While this rent
is slightly higher (5-10%) than current rents, some tenants are making the decision to pay slightly more for the
ability to keep their companies in Sonoma County. We estimate that we need upwards of 4,000,000 square feet
of additional industrial space to keep up with demand and a 7% vacancy rate into the year 2020. Without a major
economic downturn, the scarcity & cost of land compounded by the costs of construction will keep the Sonoma
County industrial supply limited in the years to come.
The Santa Rosa office market has continued to show signs of strengthening over the 1st Quarter 2018. Tenant
demand and tours of properties are increasing especially for tenants in the 3,000-10,000 square foot range.
The October 2017 wildfires had little impact on the office market with only a few properties being damaged
or destroyed. The strengthening comes from continued demand as the economy continues to expand and new
construction has been extremely limited in the past 12-13 years.

SANTA ROSA OVERVIEW
(cont.)
The vacancy rate for Santa Rosa office space stood at 11.7% at the end of the 4th Quarter of 2017 down from
13.4% at the end of the 4th Quarter 2016. This decrease in vacancy represents approximately 139,922 square feet
of positive absorption. We anticipate 1st Quarter 2018 vacancies to further decrease and for this downward trend
in vacancy to continue throughout the rest of 2018.
We are currently seeing Class A office properties in the best locations commanding rents above $2.25-$2.35 per
square foot fully serviced. This is approximately a 10% increase over the rents we witnessed towards the end of
2017. We expect this trend of increasing rents to continue throughout 2018 and into 2019 as many of these upper
tier properties are 85% or more occupied. In addition, government required retrofits to existing spaces such as
Title 24 energy efficiency laws are compounding the rent increases as these costs have added 20%-25% to the
cost of improvements.
Office rents in lower quality properties are also experiencing increases of 10%-15% to the $1.75-$1.95 per square
foot full service levels as property owners find themselves on much stronger footing than previous years. It should
be noted that many of these lower tier properties are simply obsolete and don’t meet the quality expectations of
tenants. That is leading to some tenants circling the market waiting for the right opportunity, especially in the
smaller segment of the market of 1,000-2,000sf.
Tenant inducements such as free rent can still be negotiated albeit on much lower levels than previously obtained
by tenants over the past few years. The free rent is being used by landlord’s to help bridge the gap between
expectations and provide lower “effective rents” to tenants while keeping the higher lease contract rates. While
in the past up to six plus months of free rent could be negotiated, we are seeing free rent being reduced to one or
possibly two months at the maximum.
In addition, turn-key tenant improvement packages are still prevalent in most lease transactions as many landlords
are able to obtain better contractor pricing than tenants based on relationships. It remains to be seen what impact,
if any, the wildfires will have on construction costs of tenant improvements. It’s widely anticipated that the costs
of labor and materials will increase substantially as the rebuilding of homes gains speed. This ultimately will
affect the pricing of tenant improvements and will likely result in larger increases in rents towards the end of
2018 and into 2019. It also very likely to lead to an end of the turn-key improvement packages with tenant being
required to come out of pocket to complete tenant improvements.
The purchase market for owner/user office buildings has slowed slightly resulting more from a lack of supply than
that of lower buyer demand, which remains strong. Interest rates continue to be at all time lows and lenders are
bullish on owner/user SBA financings. This low cost of funds is providing companies the ability to purchase and
secure long term financing that often results in a lower cost to own a building than leasing it on a monthly cash
basis and even more so when tax advantages of ownership are considered.
The Santa Rosa office leasing and purchase markets are definitely on the upswing and Keegan & Coppin
recommends that tenants and buyers take advantage of locking in longer term leases or purchasing now as we
anticipate higher rents, higher prices and lower vacancies over the next twelve to eighteen months.

ROHNERT PARK/COTATI
OVERVIEW
By: Kevin Doran

We are well on our way to a positive start in 2018. Most sectors in the commercial real estate market in the
Rohnert Park/Cotati areas are showing growth and increased demand.
The market continues to show positive momentum for retail as well as industrial facilities. Leasing activity
and occupancy levels continue to improve as they did in 2017. Occupancy increased in 2017 and the trend of
occupants acquiring their own buildings continues.
Rohnert Park/Cotati sales and rental prices, like many other Sonoma County cities, have been firming and landlord
concessions remain steady. 2018 remains a competitive year for investors for commercial property investments.
The quality of low inventory allows key sellers to have advantage to sell their property in a hot market over many
properties. The top property types are multi-tenant industrial or strong retail properties. These will continue to
be in low supply and high demand. Multi-family apartments and other housing related properties are still strong,
stable investments with low return on investments.
There were notable transactions in the Rohnert Park/Cotati market in 2017. The old State Farm site (6400 State
Farm Drive), a 23 acre mixed-use project was purchased for $13,500,000 or $13.50 per square foot on the land
by Laulima Development, LLC. This site will continue to be redeveloped. After the horrific fires in the fourth
quarter of 2017, Keysight Technology partially vacated their office campus in Fountaingrove, Santa Rosa. They
temporarily leased over 100,000± sf in SOMO Village, the former Hewlett Packard Campus.
Rents continue to be flat. The market for office rents are still in the range of $1.35 - $1.80 psf for full service. The
rents for industrial space have increased approximately 20% from $.68 - $.75 to $.90 - $1.05 per square foot. It’s
a great time for sellers to take advantage of the interest and potential to sell at an all time high.
Retail submarket remained fairly steady during the fourth quarter of 2017. Vacancy rates improved in the fourth
quarter. Office property vacancy is approximately 27.4%; industrial property vacancy is 5.8%; and retail property
vacancy is approximately 6.9%. The lending market is competitive but interest rates are increasing slowly for
owner users and investors. This will help continue to increase the sale activity and volume of buildings sold.
It appears the demand is still high for smaller industrial incubator units, industrial space ranging between 3,000
and 10,000 feet, and smaller retail space. Vacancy rates in industrial and retail are firming and continue to decline.
There continue to be no spec office, industrial, or retail buildings being developed. There will continue to be
demand for industrial space for the near and foreseeable future.

ROHNERT PARK/COTATI
OVERVIEW
(cont.)
The office market has remained relatively flat and is experiencing minimal positive absorption; the office market
will continue to underperform the industrial and retail market due to lack of new jobs coming into this submarket.
We will continue to see tenants test the market or exercise other landlords for a flight to new space with more
favorable terms.
With the array of options and positive outlook for the future, Rohnert Park/Cotati is an excellent location to
consider for your commercial real estate needs.

NAPA COUNTY OVERVIEW
By: Mike Miller

Like most of the North Bay, 2018 looks to be a continuing growth orientated year for commercial real estate in
Napa County. There are several encouraging signs that the market should continue to grow even if at a somewhat
slower pace. Although several new industries like pharmaceutical, biotech and software firms have built in the
South Napa County area over the last decade, historically the driving force for commercial real estate has been
and remains wine industry related.
Many commercial real estate projects begun over the last few years have been completed and have acquired
good tenants which keep their vacancy rates low. Projects recently completed and now adding additional phases
include Orchard Partners lease of their 646,000 square foot, first of five building’s, to Ikea in its 218,000 acre
Napa Logistics Park, Napa Junction, a mixed use development and super Wal-Mart store in American Canyon
and in the City of Napa the Oxbow Public Market. Also, there are now over 30 wine tasting venues just in the
downtown Napa area alone with more planned.
Beginning a few years ago, several new businesses begin moving into the downtown area of Napa and the
languishing Napa Town Center was leveled for new construction. Set to fully open by the spring of 2018, the
replacement First Street Napa project is creating a shopping, office and lodging complex with 325,000sf of
space with 45 stores, restaurants and the recently opened 5 story 183 room four-star luxury Archer Hotel. The
98,000sf downtown COPIA site has been purchased by the Culinary Institute of America and is already becoming
a significant addition to the many new downtown tourist attractions. Downtown Napa has become a major tourist
destination that has changed the character of the entire Napa Valley with its new hotels, restaurants and retail
shops.
Napa County sales and rental prices, like many other North Bay counties, have been firming and landlord
concessions leveling off. Fortunately, there are currently several pending projects that could add upwards of 2
million square feet of new large warehouse space by the end of 2018. The vacancy rate for both industrial and
office space in Napa County is below 6%.
In summary, if U.S. and California state economic activity continues to grow and job growth remains firm,
Napa County commercial real estate and in particular industrial land and buildings, should be well positioned to
continue its current growth pattern and offers investors some interesting opportunities. With low to no returns on
bonds and other fixed interest investments, increased tourism and an improving economy, Napa commercial real
estate should remain an excellent upside investment opportunity for the next several years.

PETALUMA OVERVIEW
By: James Manley

The largest recorded sale during the final quarter of 2017 was $14,000,000 for close to 16 acres located at 360
Corona Road to Denova Homes, Inc. There was an unusual amount of sale activity on the west side of Petaluma,
including some boutique offerings which have been on the market for some time. 1197 E. Washington Street,
a refurbished mansion conversion located at the E. Washington Street/101 interchange, was purchased by Point
Reyes Bird Observatory for $1.1M. The historically significant, three story property located at 25 Western Avenue
to Kadami Enterprises for $2.9M shortly after they purchased 620 East Washington Street for $1.185M. In total,
there were approximately 11 actual sales on the West side of town, and only 4 on the East side during the fourth
quarter. There has only been one East side sale reported to date in 2018. There are several interested buyers but
owners continue to struggle with respect to placing their proceeds. Most Petaluma owners are local and invest
locally. As a result, they want to reinvest locally. This will likely loosen up once the new corporate tax laws come
in to affect.
There were 29 Petaluma leases signed in the last quarter of 2017. Again, the west side came out strong. Foundry
Wharf estimates approximately 30,000 square feet have turned over and that development is now 100% full.
Most of the leasing activity remains in the ‘incubator zone’ with virtually almost every lease outside of Foundry
absorbing spaces less than 4000 SF for both office and industrial. While 2018 appears to be a little stronger with
approximately 21 leases signed in the first two months alone, the focus is still beneath 4000 SF.
There has been upward pressure on pricing, primarily for industrial space, and it is about to get tighter with
Petaluma having adopted a plan for allowing the manufacture of cannabis and related products. The cannabis
industry has been active in any city where they can legitimately operate and have often overbid opportunities.
This has forced the traditional users out of position for many properties. I don’t believe that trend will continue as
the cannabis industry, at least locally, has been largely legitimized. The focus is going to come off the huge dollar
bids and return to what is on the balance sheet. Within the lease pool, owners will likely return to ability to pay
analysis. That won’t occur with sales as they are one-time transactions seeking highest dollar amount.
Office space has been performing strong and vacancies dropped from 13.7% at the end of Q3 2017 to 11.7% at the
end of the year. Based on what has occurred during the first couple of months of 2018, I wouldn’t be surprised
if we finally reach a 10% vacancy by the end of the year. The top end of actual office leases are around $2.25/
psf/mo. full service and the lower end is around $1.50/psf/mo Standard Industrial Gross. Most office leases are
focused on full service (inclusive of utilities and maintenance services). If we do hit that 10% mark, we will see
prices creeping up over the course of the year. Office is still a bargain in Petaluma compared to Marin.

PETALUMA OVERVIEW
(cont.)
Industrial saw available space increase, at least on paper, and finished 2018 with 5.6% vacancy compared to 5.3%
at the end of the third quarter. That’s not due to demand, but due to what is offered. There are currently nineteen
available industrial spaces within Petaluma. Most of these are larger, second or third generation spaces, and they
are generating interest. Asking rents are as low as $.80 Standard Industrial Gross which, when coupled with their
$.10/psf chargebacks (CAM) and roughly $.22/psf utilities are very difficult to find. The average asking rent is
$.95/psf Standard Industrial Gross, on up to $1.25/psf/modified gross (guilty—that one is mine. Nice space. Call
me.). But if you do the math it is averaging $1.15 to $1.20/psf. There is definite upward pressure price and we
still struggle for supply.
This is all positive news, but we remain subject to a fickle and ever-changing economy. If interest rates continue
to edge up it is going to affect the market. If some other shoe falls, we will feel it. The good news is that this is
the North Bay and we don’t need a fire to know that we’re strong.

MARIN COUNTY OVERVIEW
Office
By: Jeffrey Wilmore

This year has been filled with highs and lows, a reflection of the bullish northern California economy, the
devastation of the destructive fires in our sister Counties, and volatility and chaos on Capitol Hill. Despite all
the noise from Washington, my forecast hasn’t changed significantly from a year ago. 2018 shall continue on a
“Steady as She Goes”, path with a slight uptick over 2017.
The finalization of the new tax laws will likely reduce uncertainty that sparked investor caution last year. The new
tax plan offers generous tax cuts to corporations and pass-through entities such as Limited Liability Companies
(LLCs), and investors may see the new tax laws as an opportunity to reconfigure their portfolios which could spur
investment in semi-suburban Counties like Marin. The new tax structure will apply to 2018 income for tax filings
in 2019. The 1031 tax-deferred exchange, the mortgage interest deduction for investment real estate and asset
depreciation had few material changes.
The Bay Area has invested billions of dollars in transit in recent decades in BART, Caltrain, Muni, ferries and our
North Bay’s new SMART train. After nearly six months of service, the SMART train is seeing steady ridership
growth. The train has carried more than 300,000 passengers and the continuing construction on its vital extension
into Larkspur where riders can connect with the ferry to San Francisco is key to its success. Transportation is a
major factor in enticing companies to cross the bridge and take advantage of the lower cost of doing business and
the quality of life in Marin County. Office rents in San Francisco are over 45 percent higher than Marin, and both
wages and taxes follow suit. A focus on a better mouse trap in the way of transportation is essential to drawing
new business to Marin.
Home price growth in Marin is expected to normalize from recent double-digit value upticks at 15 percent to
slow to 8-10 percent in 2018-19. Although this is not a positive to homeowners in Marin (it is certainly not
terribly negative at 10 percent growth), it could play a part in attracting new business. The high cost of housing
and the shortage of affordable housing in San Francisco is becoming a crisis as the City posted one of the highest
net outflows of users migrating to more affordable areas. Granted, Marin is not one of those more affordable
areas, but it offers much larger homes for similar prices, better schools and an enhanced quality of life. Marin’s
submarkets to the North, such as northern San Rafael and Novato, offer very attractive housing and have the
highest availability of vacancy.

MARIN COUNTY OVERVIEW
Office (cont.)
Marin County’s office market remained stable during the past year. The overall vacancy rate is deceiving and
distorted by large blocks of sublease and vacant office space. The majority of this space is located in northern San
Rafael and Novato, with nearly one million square feet of vacancy. The vacancy rate as it currently stands is 20.9
percent, but remove the large blocks of
vacant and sublease space, and it becomes closer to 10.5 percent, which is a respectable number.
This cautiously optimistic outlook is due to the fact that since the economy emerged from the recession in 2009,
we have been on one of our longer expansion rides, so this is no time for complacency. Economic indicators are
still generally beating analysts’ expectations, but not by as much as they have in recent years. The current rise in
inflation and higher interest rates are expected to put upward pressure on capitalization rates in 2018, which could
“slightly” offset the impact of the strong commercial real estate market.
We are still looking at the glass as more than half full!
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Marin County
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DEMOGRAPHICS

SONOMA COUNTY
POPULATION:
505,120
UNEMPLOYMENT RATE:
2.8%
MAJOR EMPLOYERS:
Kaiser Permanente
St. Joseph Health
Keysight Technologies
Jackson Family Wines
Sutter Santa Rosa Regional Hospital
Amy’s Kitchen
Oliver’s Market
Hansel Auto Group
Redwood Credit Union
Exchange Bank

NAPA COUNTY
POPULATION:
142,408
UNEMPLOYMENT RATE:
3.3%

MARIN COUNTY
POPULATION:
263,604
UNEMPLOYMENT RATE:
2.2%

MAJOR EMPLOYERS:

MAJOR EMPLOYERS:

St. Helena Hospital Napa Valley
Queen of the Valley Medical Center
Auberge Resotrs
The Maritage Resort and Spa
Silverado Resort
Kaiser Permanente
Pacific Union College
Lixit Corp.
Bell Products
Napa Electric

Kaiser Permanente San Rafael
Marin General Hospital
Autodesk
Glassdoor
Dominican University of California
Wells Fargo
W. Bradley Electric
Bradley Real Estate
Community Action Marin
Buckelew Programs

