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MEMORANDUM
To: Jerry Backoff, Planning Division Director, City of San Marcos
From: KEYSER MARSTON ASSOCIATES, INC.
cc: Garth Koller, Principal Planner, City of San Marcos
Date: July 23, 2010
Subject: City of San Marcos — Industrial Market Assessment

Keyser Marston Associates, Inc. (KMA) has undertaken an industrial market assessment
for the City of San Marcos (City). The City is in the process of updating its General Plan
and has requested that KMA provide an assessment of the City’s industrial market and
the potential for various types of industrial uses given its existing inventory and position
within the North County region.

In preparing this market assessment, KMA undertook the following work tasks:

* Kick-off meeting with City staff.

* Review of background information such as resource documents, maps, and relevant
plans.

e Tours of the City and surrounding environs.

¢ Review of key market factors related to inventory, vacancy, and value indicators for
the City’s industrial market as compared to surrounding North County cities.

e |dentified key opportunities and constraints affecting industrial development within
the City over the 20-year planning horizon.

A. Industrial Market Conditions

The national residential market downturn and loss of employment has had a direct effect
on the industrial market in San Diego. While the residential downturn was likely the
initial cause of the decrease in demand for industrial space, the recession that followed
was a major contributing factor for record-setting vacancies and low rents in industrial
space as many businesses downsized or shut their doors permanently. The pace of real
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To: Jerry Backoff, Planning Division Director July 23, 2010
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estate construction slowed dramatically in 2009, due to weak demand and tightened
credit markets which made construction financing difficult.

The ability to foster and attract economically desirable growth is influenced by the
availability and accessibility of land for employment, i.e., commercial and industrial land.
The City is primarily a bedroom community meaning that the majority of residents leave
the City of San Marcos for jobs in neighboring jurisdictions. The City is hindered in
attracting new employment uses as it is largely built-out, however, the City has several
large employment generators that own vacant land for expansion of their facilities.

The balance of this section reviews the key market indicators for the industrial land use.

General Industrial

. .San Diego County has a total Distribution of Industrial Space in North County
Inventory of 191 million square feet i

(SF) of industrial space, mostly made
up of light industrial inventory. The
Kearny Mesa submarket is the largest
submarket in the County, followed by
the Sorrento Mesa, Miramar, and
South Bay submarkets.

25.5%

& Carlsbad

O Escondido

e Of the five North County cities, San
Marcos is the third largest in terms of
industrial space (17.3%).

O Oceanside

0 Vista

27.3%

m San Marcos

* According to CB Richard Ellis, there
were few industrial construction developments in the first half of 2009, totaling
approximately 777,000 SF. Since then, the only industrial construction delivered in
the County is from the City of Vista Commerce Center. The 121,000-SF Commerce
Center was completed in the 1 quarter of 2010 and there are no new industrial
developments anticipated at this time.

* The City of San Marcos represents 4.7% of the County’s overall industrial inventory
and yields the lowest industrial vacancy rate of the five North County cities that KMA
surveyed (Cities of Carlsbad, Escondido, Oceanside, San Marcos, and Vista).
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Overall Industrial Vacancy Rates in North County
1st Quarter 2010

17.8% 17.5%

San Carlsbad Escondido Oceanside Vista County of
Marcos San Diego

* As of 1% quarter 2010, the County contains an overall vacancy rate of 12.3% and an
average lease rate of $0.87 per SF.

* The City of San Marcos is equal to Vista with an average asking lease rate of $0.68
per SF. Of the cities surveyed, Carlsbad yields the highest asking lease rate of
$1.00 per SF.

 Since 2000, the City of San Marcos has had a total of 151 industrial building sales
containing a total dollar volume of $403 million, with a median of $91 per SF of

building.

e KMA'’s survey of manufacturing and warehouse industrial building sales throughout
North County finds a median value of $107 per SF of building, with an average year
built of 1989,

e Since 2000, the City of San Marcos has had a total of 36 industrial land sales totaling
214 acres of land, with a median of $9 per SF of land.

* The majority of the City’s existing industrial and manufacturing uses are generally
located along Highway 78 from Nordahl Marketplace (at Nordahl Road) to San
Marcos Boulevard.
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* KMA surveyed industrial land sales throughout North County. The survey found that
the majority of land sales occurred in the City of Oceanside. Collectively, the North
County industrial land sales contained a median value of $13.71 per SF of land.

* Since 2008, there have been two land sales proposed for industrial development in
the City of San Marcos. These sales are summarized are as follows:

Exhibit 1: Summary of Land Sales in San Marcos, 2008 to Present
R : T sisE L
Sale Date Site Address Sales Price |Acres| Land
03/06/09 East side of N. Twin | $1,725,000 | 2.14 $18.50 | 32,000-SF flex building

Oaks Valley Rd. (N. of
E. Mission Rd.)

' Pi*op,osed Use

07/30/08 | NWC Mutberry Dr. and $230,000 | 0.50 | $10.56 Use unknown
E. Mission Rd.

Source: CoStar Comps, Inc.

Two other industrial land sales have occurred along East Barham Drive, south of
Highway 78 as part of the University Village proposed development adjacent to
California State University San Marcos. The “urban village” development is
envisioned to include a mix of housing opportunities for university faculty members
and students, retail, office, hospitality, and conference facilities.

Research & Development / Business F’_ark

e Although the majority of the County’s industrial inventory is made up of light industrial
development, corporate headquarters space is the next largest occupier of industrial
Space and also yields the highest average asking lease rate. Multi-tenant Research
and Development space yields the next highest asking lease rates.
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Exhibit 2: Distribution of Industrial Space, San Diego County (1)
Rentable’ ; Average
; Area (SF) Vacancy Asking
Industrial Space : (millions) Rate Lease Rate
Corporate HQ 49.7 12.0% $1.32
Multi-Tenant R&D _ 73 16.5% $1.00
Multi-Tenant industrial 26.6 10.9% $0.83
PID/Condo/Other 6.0 T 11.6% $0.83
Light Industrial 63.4 7.6% $0.75
Warehouse 39.2 15.6% - $0.62
(1) As of 1st quarter 2010. Indudes Southwest Riverside County.
Source: CB Richard Ellis

e Approximately 29% of the County’s industrial inventory is designated as Research
and Development (R&D) type use.

e As of 1* quarter 2010, the County contained an overall vacancy rate of 15% and an
average lease rate of $1.28 per SF.

e Currently, there is no new R&D development under constructiors within the County.

e The City of Carlsbad contains the Iargest Distribution of R&D Space in North County
R&D inventory (77%) of the North —_—
County cities submarket, or 12% of the 3% e

County’s overall R&D inventory. While
Carlsbad yields the highest asking lease
rate ($1.15 per SF) within the North
County cities, there are several

submarkets throughout the County that B Carlsbad
achieve significantly higher asking lease 0 Escondido
rates. O Cceanside
B San Marcos
e The City of San Marcos and the City of ——

Escondido share minimal amounts, less

than one percent, of R&D space County-

wide, or 3% of the North County submarkets inventory. The City of Escondido City
Council is currently deliberating the relocation of its City public works yard to make
way for a development of a conceptual technology park on 18 acres, which could
add a significant amount of R&D space. The public works yard is located at
Interstate 15 and Highway 78 and is in proximity to the Sprinter station.
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To: Jerry Backoff, Planning Division Director July 23, 2010
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* R&D/business park product is nominal in the City of San Marcos. According to
Cushman & Wakefield, the City’s R&D inventory is approximately 268,000 SF, or 3%
of the City’s total industrial inventory.

e KMA's survey of R&D building sales throughout North County finds a median value
of $108 per SF of building, with an average year built of 2000.
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B. Opportunities and Constraints Analysis

Opportunities Constraints

¢ Existing industrial areas are already strategically | e The City is not an established industrial

located along the Highway 78 corridor with good employment center within North County.
exposure and accessibility to both Interstates 5
and 15. *  Strong competition from existing business

parks (office and industrial space) in Carlsbad.

¢ Industrial vacancy rates are low and lease rates
are viable for the target industrial businesses e There is limited supply of entitled and available
looking to locate in San Marcos. employment land in the City of San Marcos.

¢ Existing and proposed educational and medical
facilities can be potential tenants or owner-
users of R&D / business park space.

e The Sprinter rail line provides great mobility.

¢ With the increase in housing units from the San
Elijo Hills master-planned community,
employment can assist in maintaining a healthy
jobs-housing ratio within the City.

¢ Provides local residents with jobs in close
proximity.

e Large portions of the City are located within a
Redevelopment Project Area which may be of
benefit to developers seeking development or
financial incentives from the Redevelopment
Agency.

¢ There is limited supply of available employment
lands in the City of San Marcos; as such, the
City should pursue retaining employment
acreage.

e Based on SANDAG's available employment
acreage analysis, in the long-term San Marcos
may be able to supplement jobs that cannot be
accommodated in adjacent cities.

o With dwindling land supply, business park
development can soften the landscape between
residential and industrial uses.
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C. Conclusion

The City has experienced several significant changes in the past 20 years since the last
update, which is forcing the City to re-evaluate the future needs of the population. As
part of the General Plan update, the City has identified areas of the City (Focus Areas)
where changes in land use are likely to occur over the next 20 years (the planning

horizon). ‘

Exhibit 3 below summarizes the distribution of industrial land acreage as indicated in the
existing General Plan.

i %?%Ql; e iy ¢ 5 . :
(Less) Acres | Net Existing
AL ; Designated Unlikely to Designated
Land Use Designations by Area Acres be Developed Acres
Manufacturing
Study Area 1 41.0 0.0 41.0
Study Area 2 32.1 0.0 321
Study Area 3 0.0 0.0 0.0
Qutside of Study Areas 27486 (61.0) 213.7
Heart of City Specific 22 0.0 22
Total Manufacturing 349.8 (61.0) 288.9
Light Industrial
Study Area 1 11.7 0.0 1.7
Study Area 2 0.0 0.0 0.0
Study Area 3 39.4 0.0 39.4
Outside of Study Areas 0.0 0.0 0.0
Heart of City Specific 18 0.0 1.8
Total Light Industrial 529 0.0 52.9
Business Park (Heart of City) 15.1 0.0 15.1
Total - Citywide 417.8 (61.0) 356.8

According to SANDAG'’s recent 2009 Employment and Residential Land Inventory and
Land Analysis, there are 2,040 acres of Immediately Available (could be developed
within one year) acres of employment land in San Diego County and nearly 60% of that
land is in just four Planning Areas: Otay (391 acres or 19.2%); Carlsbad (389 acres or
19.1%); Otay Mesa (343 acres or 16.8%); and Oceanside (169 acres or 8.2%).

Exhibit 4 below illustrates the amount of Immediately Available acres for each of the
North County cities. Based on the amount of Immediately Available acreage, in the
short-term, San Marcos has the least amount of available acreage with only 7% of the
total inventory in the North County submarket. Carlsbad has the largest share at 51%.
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Exhibit 4:' Immediately Available Employment Land by North County City
City Carlshad Escondido

Immediately Available Acres (1)

% of Imnmediate Available Acres

(1) Includes short-term available acreage.

Based on the absorption trend for the North County submarket, the last 9 years added
an average of 369,000 SF of industrial space per year, or an average of 42 acres per
year. Assuming that San Marcos captured its share based on its current market base of
17% of the North County industrial submarket, this would equate to approximately 7
acres per year. At that rate, San Marcos would run out of Immediately Available
employment land in approximately 7 to 8 years.

In addition to the Immediately Available employment acres, SANDAG also identified
Long-Term Available employment acres that had no entitlement or improvements but
could be developed in three or more years. As shown in Exhibit 5, San Marcos has the
largest inventory at 338 acres, or 46% of the total North County submarket, with
Carlsbad having the smallest at 65 acres (9% of the total). For long-term planning, this
would indicate that once Carlsbad absorbs its Inmediate Available acres, San Marcos
would be a logical market for growth as inventory of employment land remains available.

Exhibit 5: Long-Term Avallable Employment Land by North County City

City LoD ET N =T IR G Oceanside

Long-Term Available Acres

% of Long Term Available Acres

D. Business Park Characteristics

Business parks tend to offer a wide-variety of flex space, light industrial, and office space
to meet the needs of a range of occupiers. Business parks are generally defined as a
multi-building development that accommodates a range of uses from light industrial to
office space in an integrated park-like setting with supporting uses and amenities to
serve the employment population. According to the Urban Land Institute’s Business
Park and Industrial Development Handbook, business parks are generally classified as
containing the following characteristics:

o Flexible master plan — flexible parcel layouts to be subdivided or combined based on
market demand, efficient road system that provides vehicular access to all portions
of the site, and utility systems that can be easily upgraded or modified

10098ndh
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* Altractive landscaping and public spaces — landscaping plan that provides park-like
areas, gathering spots, and visibly appealing landscaping

e On-site amenities and services — amenities that serve the employment population
such as eating and drinking and professional and business services that can survive

exclusively on the demand from daytime population

e Flexible building design — flexible and functional building layouts that can be
subdivided or merged to meet the changing market

o Approprfate parking — ample parking to serve the needs for a range of users

e Efficient circulation — a variation of vehicular and pedestrian traffic needs should be
accommodated, i.e., trucks, automobiles, and pedestrians

The following provides examples of business parks in suburban communities throughout
San Diego and Riverside Counties.
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Spectrum Business Park Campus

San Diego, CA

Project Description: Mixed-Use development consisting of industrial, light industrial, R&D, office,
hotel, and residential. Located off of Highway 163 and Kearny Villa Road in the Kearny Mesa
submarket.

Range of Floor Area Ratio (FAR): 0.14 to 0.72

100989ndh
19091.004.001



To: Jerry Backoff, Planning Division Director Jufy-23, 2010
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Meridian Business Center
Riverside County, CA (formerly part of March Air Force Base)

Project Description: Mixed-Use development consisting of industrial, light industrial, R&D, and
office. Located off of Interstate 215 and Alessandro Boulevard in Riverside County.

Range of FAR: 0.35t0 0. 55

|
i
)
i
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To: Jerry Backoff, Planning Division Director July 23, 2010
Subject: Industrial Market Assessment Page 13

Riverview at Santee — Phase |

Santee, CA .
Project Description: Mixed-Use development consisting of R&D, office, and office condominiums.
Phase 2 will incorporate a movie theatre and residential uses. Located off of State Route 52 at
Mission Gorge Road and Civic Center Road.

Range of FAR: 0.21 to 0.37
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Jerry Backoff, Planning Division Director July 23, 2010

Subject: Industrial Market Assessment Page 14

E. Limiting Conditions

Keyser Marston Associates, Inc. (KMA) has made extensive efforts to confirm the
accuracy and timeliness of the information contained in this document. Such
information was compiled from a variety of sources deemed to be reliable including
state and local government, planning agencies, and other third parties. Although
KMA believes all information in this document is correct, it does not guarantee the
accuracy of such and assumes no responsibility for inaccuracies in the information
provided by third parties. Further, no guarantee is made as to the possible effect on
development of current or future federal, state, or local legislation including
environmental or ecological matters.

The accompanying projections and analyses are based on estimates and
assumptions which were developed using currently available economic data, project
specific data and other relevant information. It is the nature of forecasting, however,
that some assumptions may not materialize and unanticipated events and
circumstances may occur. Such changes are likely to be material to the projections
and conclusions herein and, if they occur, require review or revision of this
document.

The findings are based on economic rather than political considerations. Therefore,
they should be construed neither as a representation nor opinion that government
approvals for development can be secured.

Development opportunities are assumed to be achievable during the specified time
frame. A change in development schedule requires that the conclusions contained
herein be reviewed for validity.

The analysis, opinions, recommendations and conclusions of this document are
KMA's informed judgment based on market and economic conditions as of the date
of this report. Due to the volatility of market conditions and complex dynamics
influencing the economic conditions of the building and development industry,
conclusions and recommended actions contained herein should not be relied upon
as sole input for final business decisions regarding current and future development
and planning.

attachments
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Research & Development /
Business Park
Market Conditions

Industrial Market Assessment
City of San Marcos




BB 0L0Z/62/L\ZA JUSLUSSISSY Jox Bl [BHISNPU\SOIRY UBS 'BUIBUS|IY

"0u| 'sejelnossy uojsiep Jashay Aq patedaiq
PIayaxep pue uewysny :aoinog

8Z'L$ 0 %0°GL %L'82 - = T61'TL6'YS Aunog obeiq ues ‘o)
= = - %S %0°001 %L'GL 688'L59'8 1ewqgng Afunod yuoN ‘[ejoigng
88°0% ) %001 %8V %C'L %'l 92z'9z9 EISIA
¥/N 0 %6°0 %0°¢ %L°€ %S0 €92°192 sSodsepy ueg
V/IN 0 %6 L1 %901 %L'6 %S 6SS'LP8 apisueaoQ
VIN 0 %L'LE %9'€ %L'e %S0 L£2'892 oplpucosy
SL'LS 0 %L'6L %Z Ly %8'9.L %LCL ¥0L'8¥9'9 peqgsped
9)ey ases| uononJsuoy a9jey KiojusAu]  ISyiewgng Aunon 45 e101 Pylewigng
Bupisy 1apun fouesep  [emysnpu;  Aunos YUON jJo 9, sy
abelaay lleianQ ejol jo 9, sy
J0 % sy
SODYUVI NVS 40 ALID

0102 ¥31¥VND LS| ‘S1IMyVINGNS 09310

LNIWSSISSV LIXUVIN TVRILSNANI
NVS HLYON ‘31140dd 13XYVIN a9y

9 371avl



BW8 10L0Z/EZ/L\ZA JUBLUISSDSSY 18MIE [eLISNPU\SCOIRY UBS BlWeUa)
"0U| 's9jeI00ssy uojsiepy 1oskey :Aq paredeiy
"ou| ‘sdwo) Jeygo) :wonog

000z 8Zi$ £46'02 9g% A" 8v6'88y'2$ abesany

L00Z s0L$ LIG'SL vpS gL'l 0£6'ZE9'L$ uelpajy
. 600Z 0LZ$ 692'eS  8ZL$ Ov'E  1.5'8eS'6e wnwixepy
6261 89% 8062 €€$ 220  000'LL9% wnuiuIp
Bulping @y g sselo  g00z L0zs bWpy'or  S9¢  0€'e  1/G'8ee'sg peqgsped "BAY PEaysUOIT G0ZE  BO/EL/Z0
Buipiing Buumoeynuew bl 2 ssely 0L azLe oL¥'s 8218 220  000'00Z'L$ peqgspje) OAY IDNOT M ELIZ  B0/LLIZ0
Buiping aey g ssely 800z LoLg 0LL'9 YN  WIN 000'G66$ pegs|e) 4 'Bpig - ‘eAy Aemeles z20sz  60/SZ/E0
Buipiing avy g sseld 200z oLze 806'Z YN VN 000'L 198 PEQSED  £-73uN - Aepp uonenouu| ZZL9  60/12/S0
Buping asy g ssel0 800z S/1¢ ¥9.'8 YIN  WIN 000'0£5°L$ PEqse] o 'Bpig - oAy Aemeles 002 B0/6Z/50
Buping a9y g ssel0 0661 893 0L9'vL 29¢ /€0  000'000°'L% peaspe) BAY UBMOT M LLLZ  BOMYZILO
Buipiing xeu g sse|y  ee6L €63 692'€S  €€$  OV'E  000'0S6'vS E)SIA Aep\ 9BPI XBO OLZZ  60/SL/ZL
Buping @y @ sse10 00z 0114 ¥S0'9Z  SE$ /8L Ov6's98'zd pegsen ‘BAY pe8BYSUOI LOZE  B0/.Z/Z)
Bulping gy g ssel0  sgL w3 0000¢  ¥9¢ 080  000'0ZZ'z$ peqgspen ‘@AY Aepeseq 082z 0L/8L/Z0
Buiping @y gssel0 600z 9014 B0L'€Z  S€$  09'L  000'0SP'Ze peqgspe) ‘OAY pEBYSUOI /BLE  OL/6L/SO
Buipiing @9y 8 SSB1D 2007 SOLS Zes9l  Ge$  eLL 098'selLs peqgsued 'OAY PEBYSUOIT 0BLE  OL/LOAD
Buiping Buunpeynuew 16 9 ssely g6, Lo L$ 0096 b¥$ 050  000's96$ opipucos3 Repstied oy pivz  oL/zzmo
ng Bupping 3§ pue s3dY  33g eeg (M) SS2IppY  3)EQ IS
Tesp  ds/$ Bulpppng g%
a|qeajes

SOJHVIN NVS 40 ALID
LNINSSISSY LIMUVIN TVINLSNANI
AN3S3¥d 01 6002 ‘ALNNOD 09310 NYS HLNON ‘s37vs ONIaTINg agy

LZ3Inave



