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In accordance with your request, Keyser Marston Associates, Inc. (KMA) has
undertaken a review of the Port of San Francisco’s June 1, 2016 memorandum
regarding the “Fiscal Year 2016-17 Monthly Rental Rate Schedule, Monthly Parking Stall
Rates, and Special Event and Filming Rates.” KMA has been tasked to review the Port’s
2016-17 schedule for the purpose of assessing the reasonableness of the rents for
office, industrial/warehouse, and parking facilities. Special events and filming rates are
not included in KMA’s assessment.
As further described in this memorandum, KMA concludes that the minimum office,
industrial/warehouse, and parking rates recommended in the Port’s 2016-17 schedule
are generally reasonable and consistent with overall market trends.
Background & Approach
The Port of San Francisco is a lessor of a wide variety of real property including office
space, industrial/warehouse space, parking spaces, paved and unpaved land, and
space for special events and filming. The Port annually updates a schedule of minimum
rents for a number of the Port’s properties. New leases and lease renewals with terms
that equal or exceed the minimum parameters contained in the schedule can be
approved by the Port’s Executive Director. Leases that fall outside the parameters of the
schedule must be approved by the Port Commission.
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The purpose of the rent schedule is to set minimum rents, which are intended to
approximate the lower end of market, in order to keep to a reasonable number the
leases the Port Commission needs to review and approve while at the same time
providing additional assurance that the minimum rents are consistent with the market.
Port leasing staff is free to lease properties at the highest rate that it can achieve from a
certain tenant, and in fact we understand that the majority of leases are successfully
negotiated with rents above the minimums.
While it is the Port’s mandate to maximize lease revenues, it is KMA’s understanding
that the Port also has a strong desire to retain small, local-serving businesses and nonprofits as much as possible, especially those that are consistent with the public trust
regarding waterfront land. Port staff’s recommended minimum rents take both of these
policy objectives into consideration.
In addition, the Port sets rents at rates which maximizes the occupancy of Port
properties and minimizes periods of prolonged building vacancies. For example, as
noted in the Port’s staff report the Port’s current vacancy rate for office space is 3.5%
compared to the citywide average of 6.6%. This higher overall occupancy rate allows for
a more consistent and stable income stream for the Port.
In performing this assignment, KMA undertook the following tasks:


Reviewed the Port’s proposed 2016-17 minimum rental rate schedule;



Assessed changes from the Port’s 2015-16 rent schedule;



Reviewed the current rent roll of Port properties;



Reviewed and analyzed current rent listings and other market data; and



Discussed the Port’s recent leasing activity with Port staff.

We are generally familiar with the Port’s properties and have performed “windshield”
visual inspections of those properties in prior years.
Analysis
A. Office
Office market conditions in San Francisco have improved from last year. According to
Q4 2015 and Q1 2016 broker reports from Cassidy Turley/DTZ, CBRE, Colliers,
Cushman & Wakefield, and Newmark Cornish & Carey, the overall average asking rate
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for office properties in San Francisco (all classes) increased 6% to 10% year over year1.
According to Nemark Cornish & Carey, as of the end of the year 2015 the average office
rent in San Francisco (all classes) stood at approximately $68/sq.ft./year ($5.67/month)
on a full service gross basis2. The average full service rent for Class B space was about
$65/sq.ft. ($5.42/month). Rents for Class C office space were not reported.
Port leasing staff has indicated that certain of the Port’s office properties have low
vacancy rates and are in high demand, and on this basis staff recommends the minimum
rents for most properties be increased from last year. Port staff is recommending that the
minimum rents for many of the Port’s office properties be increased in the range of 5% to
10% from last year, consistent with the overall trend in the San Francisco market. The
proposed minimum rents for a few of the Port’s particularly desirable office properties,
such as the Roundhouse, are increasing by closer to 20%. For a few office properties,
which are in less demand due to physical conditions, layouts, location, and other factors,
Port staff is recommending that the minimum rents remain unchanged from last year.
Based on a review of third party market data, review of Port lease data for specific
properties, and discussions with Port leasing staff, KMA concurs with Port staff’s 201617 minimum office rent recommendations. It is noted that among the factors that puts
downward pressure on the Port’s rents relative to the overall San Francisco office
market is the more advanced age and less optimal physical condition of many of the
Port’s facilities as well as the fact that the Port has limited ability to fund up front tenant
improvement costs.
B. Industrial/Warehouse
As with the office market, industrial market conditions in San Francisco have also
improved from last year. Port staff reports that, in general, demand is high for its
industrial/shed space despite the fact that some of the Port’s properties have physical
limitations such as a lack of truck height loading bays and large clear interior spans. In
recognition of improved market conditions, Port staff is recommending that the minimum
rents for most of the Port’s industrial shed space be increased in the range of 5-10%
from last year. With these increases, most of the new minimum rents would cluster in the
$1.00 to $1.50/sq.ft./month range (on an industrial gross basis). According to Kidder

1

The reason for the percentage range is that the brokerage firms compute the average rent data
somewhat differently from each other.
2
When comparing office market rents with the Port’s office rents, it is noted that many of the
Port’s rents are expressed on a triple net basis rather than on a full service gross basis. Triple net
rents are lower than full service rents because the tenant pays for taxes, insurance, and
maintenance expenses in addition to rent.
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Mathews, the average asking rent for all industrial properties in the San Francisco
market (including San Mateo County) is approximately $1.30/sq.ft./month.
Based on a review of Port lease data for specific properties and discussions with Port
leasing staff, KMA concurs with the Port’s 2016-17 minimum industrial/warehouse rent
recommendations.
C. Parking
Port staff has prepared a 2016 update of its annual survey of rates for parking facilities in
the vicinity of the Port. Overall, Port staff’s assessment is that market conditions have
improved from last year. In order to reflect improved conditions in the market, Port staff
is recommending that the minimum parking rates be increased for all of the Port’s
parking facilities from a high of roughly 10% to 15% on the northern waterfront (Seawall
Lots 302 and 303) to a low of roughly 2% to 5% on the southern waterfront. On the basis
of the Port’s survey of rates from competitive parking facilities and on the Port’s current
parking vacancy rate, which currently stands at 8%, KMA concurs with Port staff’s 201617 parking rate recommendations.
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Exhibit H:

Synopsis of Port Leasing Policies

The Port Commission has delegated authority to Port staff to execute certain leases, licenses
and memoranda of understanding that meet the following criteria:
1. Use Type:
The agreement is for an office building or bulkhead office space, open or enclosed pier shed
space, paved or unpaved open space, or open pier or apron space or roof-top space but is
not for a retail use.
2. Use Consistency:
Except for temporary uses (with terms not exceeding six (6) months), the use under the
agreement represents a like-kind use to the existing or the immediate prior use of the
facility.
3. Assignments and Subleases:
Unless otherwise explicitly provided by the Lease, staff is authorized to consent to
assignments and subleases on a form approved by the City Attorney and provided the terms
and the conditions of the sublease or assignment complies with the terms and conditions of
the Lease.
4. As-Is Execution:
The tenant executes the Port’s appropriate* standard form agreement with no alterations
except for minor changes approved by the City Attorney or changes in insurance
requirements approved by the City Risk Manager.
5. Term Limits:
The term of the agreement does not exceed five (5) years, except for those leases in the
Fisherman’s Wharf Seafood Center at Pier 45 Sheds B and D that have a maximum lease
term of ten (10) years (Port Resolution No. 94-122; Amended February 28, 2006, by
Resolution No. 06-15). Leases for telecommunication sites may be up to nine (9) years (Port
Resolution No. 96-123).
6. Select Tenant Improvement Allowance:
Port staff has the authority to issue tenant improvement allowances for floor and wall
coverings if those credits do not result in the net rent over the term of the lease to be below
the Minimum Net Effective Rental Rates found in the Rental Rate Schedule. Allowances for
paint (amended June 8, 2010 by Resolution 37-10) up to a maximum of $3.50 per square
foot, and for floor covering, up to a maximum of $5.00 per square foot (amended July 10,
2012 by Resolution 12-52), are allowable when: 1) new paint and/or floor covering is
necessary in order to lease space in full service office buildings; and 2) Port staff is unable
to perform such work prior to the proposed lease commencement date. These allowances
are considered “landlord’s work”; therefore such work is not included in calculating the
minimum Initial Lease Rental Rates.
7. Limited Early Entry:
One month rent-free early entry to include rent abatement for each year of lease term may
be granted, up to three months, for the purpose of space preparation (not to exceed three
months). (Amended July 14, 2009 by Resolution No. 09-34).

8. Compliance with City Laws:
The standard forms require compliance with all laws, explicitly including requirements for
compliance with environmental laws including hazardous materials handling and cleanup;
City zoning laws; the Port Waterfront Land Use Plan; and consistency and compliance with
the Secretary of the Interiors Standards for the Treatment of Historic Properties and the Port
of San Francisco Historic Preservation Review Guidelines for Pier and Bulkhead Wharf
Substructures.
9. Large Land Discount:
Port staff is authorized to offer a 5% discount for land transactions with minimum premises
of 43,560 square feet and a minimum term of 36 months (Amended June 8, 2010 by
Resolution 10-37).
10. Rental Rates:
The Port’s leasing policy provides for an annual update of the Rental Rate Schedule. The
Rental Rate Schedule sets ranges of minimum lease/license rental rates per square foot
and ranges of Minimum Net Effective Rental Rates per square foot (if any rent credits are to
be provided) by type of use and facility for office, shed and industrial space.
11. Reporting to Port Commission:
Port staff provides a monthly report to the Port Commission indicating Leases, Licenses,
Memoranda of Understanding, consents to sublease, and assignments executed pursuant
to this policy.
12. The City’s administrative policy is to competitively solicit leasing opportunities, except where
impractical or infeasible. The Port has a high volume of leases (about 550) for relatively
small leased areas at nominal rental rates. To competitively bid such a large volume of
leases would be impractical because the benefit of doing so does not outweigh the cost of
resources that would be required just for this effort. Moreover, Port is generally able to
accommodate most entities that wish to enter into leases for general special events, offices,
and pier and open land storage space. As such, it is the policy of the Port not to
competitively bid leases or licenses for special events, office, warehouse space, or
unimproved land. Instead, for these fairly routine leases, the Port relies on the parameter
rental rate structure that is based on an analysis of comparable rent charged in the private
sector and/or based on existing conditions of individual properties as adjusted annually to
reflect market conditions. However, where a business model is highly competitive and
represents a major revenue opportunity for the Port (e.g., development opportunities, retail
leases, parking lots, concrete batching, construction materials recycling), the Port would
issue a competitive solicitation.
13. The Port’s Executive Director is authorized to waive Public Art use fee under the
circumstances described in (i) there are no other uses for the space during the term of the
license that would generate rent to the Port, and (ii) no uses would be displaced. (iii) Port
does not expend any or only minimal or incidental resources or revenues to support the
installation, there is a direct benefit to the Port in that Public Art enlivens and attracts people
to the waterfront at (vi) sites that are most likely to be attractive for large scale public art, and
that have adequate space for a variety of types of installation: including: Pier 14, Cruise
Terminal Plaza, Harry Bridges Plaza, Brannan Street Wharf, Crane Cove Park, and Heron’s
Head Park. (Port Commission Resolution No. 15-21.)

