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Market Observations

@ Economy

Sacramento’s economy appears to be stabilizing as job losses leveled off.
Employment growth in Sacramento followed a similar path of the U.S. with growth
appearing to be flattening out after a period of deceleration. In fact, the latest figures
in August point to possible signs of improvement.

Sacramento’s unemployment rate has hovered in the 4.7% range for the past three
months, inching down 30 bps from March 2024.

Office-using employment levels have hovered in the same range since mid-2020 at
approximately 195,000 employed. Job gains in the Professional & Business Service
sector outpaced small losses in Information (technology) Services and Financial
Activities.

%é Major Transactions

New leasing activity accounted for the largest share of both transaction size and the
total number of transactions. Lease renewals and expansions were a close second.
Sublease activity was a small share, which is good news for the market in its
recovery.

The largest new lease was the State of California’s deal in South Natomas. Sales
volumes was muted in the third quarter with only one building larger than 100,000 sf
that traded hands, 770 L Street was sold for $22.5 million or $134/psf.

The largest two office buildings totaling 569,000 square feet are currently under
construction and have a completion date scheduled for the first quarter of 2025.

Source: Newmark Research

Leasing Market Fundamentals

Sacramento’s office market showed signs of stabilizing in the third quarter. The total
vacancy rate stood at 16.8%, an improvement from last quarter’s vacancy rate of
17.2%.

The office market recorded the highest net absorption since the start of the
pandemic at nearly 259K square feet during the third quarter, however it was not
enough to offset contractions earlier in the year.

Leasing activity was at its highest level in a year with year-to-date leasing activity

on par with total 2023 levels, and if the pace continues, total leasing in 2024 could
match or even surpass 2020 total leasing levels. While there is still quite a gap to

full recovery, the market is trending in a better direction.

@ Outlook

Sacramento’s economy looks to be flattening out after a period of job losses. We
expect the unemployment rate to tick downward as the economy improves.

The demand and supply equation should return to a more balanced outlook over
the longer term once the companies start expanding once again and taking larger
blocks of space.

We anticipate that leasing fundamentals will improve in the medium to longer term,
with the vacancy rate ticking down as asking rents continue to get pushed up. Once
the market starts tightening, we expect concessions should back off, putting upward
pressure on effect rental rates.
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Sacramento has Closely Tracked US Employment Trends

Sacramento’s economy appears to be stabilizing as job losses leveled off. Sacramento’s unemployment rate has hovered in the 4.7% range for the past three months, inching down 30

bps from March 2024. Employment growth in Sacramento followed a similar path of the U.S. with growth appearing to be flattening out after a period of deceleration. In fact, the latest
figures in August point to possible signs of improvement.

Unemployment Rate, Seasonally Adjusted
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Job Gains 1n Larger Sectors Outpaced Losses in Smaller Sectors

On both a relative and absolute basis, the Education & Health Care Services sector recorded the largest gains followed by the Government sector. On a relative basis, the losses look
more severe than they were given the size of some of these sectors. Luckily, these strong gains were enough to surpass losses in the Information, Financial Activities, and Leisure &

Hospitality sectors.

Employment Growth by Industry, 12-Month % Change, May 2024

Employment by Industry, May 2024
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Office-Using Employment Holds Relatively Stable

Office-using employment levels have hovered in the same range since mid-2020 at approximately 195,000 employed. Job gains in the Professional & Business Service sector has
outpaced small losses in Information (technology) Services and Financial Activities. The unemployment rate has followed a similar path, with sharp job cuts in the office sector aligning

with a jump in unemployment. As job growth returned, the unemployment rate has ticked down.

Office-Using Employment® and Unemployment Across All Industries

250
200
N\
3 150 \
C
©
n
2
o \%\
<
= \\w\
é 100 N
S, ho! Il T
2 'in... "!' x [
g- Y iy "M. \i..
N
L m.__ i
50
0
< {9 © N~ [ee) (o2} o ~— N ™ < (9] O N~ e} (o)}
(e} (e} (e} (e} (e} (e} ~ ~ ~ ~ ~ ~ ~ ~ ~ ~
o o o o o o o o o o o o o o o o
N N N N N N N N N N N N N N N N
s Office-Using Employment —Unemployment (All Industries)

2020

2021

2022

2023

2024

16.0%

14.0%

12.0%

10.0%

8.0%

6.0%

4.0%

2.0%

0.0%

Unemployment Rate

Source: U.S. Bureau of Labor Statistics, Sacramento-Roseville-Arden-Arcade, CA MSA
*Office-using employment includes employment in the following industry sectors: Professional & Business Services, Financial Activities and Information.
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Highest Net Absorption Recorded in the Third Quarter Since 2020

Sacramento’s office market showed signs of stabilizing in the third quarter. The total vacancy rate stood at 16.8%, an improvement from last quarter’s vacancy rate of 17.2%. The office
market recorded the highest net absorption since the start of the pandemic at 258,719 square feet during the third quarter, however it was not enough to offset contractions earlier in
the year. Construction continued on two buildings (314,000 square feet & 255,000 square feet) in the Aggie Square project in the South Sacramento submarket.

Historical Construction Deliveries, Net Absorption, and Vacancy
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The Pace of Leasing Activity Picked Up

Third quarter leasing activity was at its highest level in a year. Year-to-date leasing activity was on par with total 2023 leasing levels, and if the pace continues, total leasing in 2024
could match or even surpass 2020 total leasing levels. While there is still quite a gap to full recovery, the market is trending in a better direction.

Total Leasing Activity (msf)
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The Vacancy Rate 1s Starting to Trend Down

After peaking in early 2024 above 17%, the vacancy rate appears to be inching down as the amount of available space in the market declined through the third quarter. The vacancy
rate stood at 16.8%. Another positive sign for the market is the amount of available sublease space is shrinking from a recent high in the first quarter of 2023.

Available Space and Tenant Demand as Percent of Overall Market
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Construction 1s Muted but Still Underway

The construction pipeline has leveled off since a recent peak in late 2022 and early 2023, but there are still two buildings currently under construction with delivery slated for first
quarter 2025. There are medical and government office buildings under construction as well, but we do not currently track those subtypes. Construction levels will likely remain muted

given the demand / supply imbalance as well as construction lending at low levels.

Office Under Construction and % of Inventory
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Overall Rents Remained Stable

Following trends in the various submarkets, the overall asking rent in Sacramento has held steady over the past three years at $2.16/SF Full Service per month despite an increase in
available space throughout the market.

Office Average Asking Rent, $/SF, FS
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Asking Rents Stable, Effective Rents Likely Down

Class A and Class B rents have been relatively flat since late 2021 but effective rents have likely declined given an increase in concessions (Tls and free rent) by landlords. Since the
beginning of Covid, Class A asking rents have increased more rapidly than Class B rents.

Class A and Class B Asking Rents Sublease Rates
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New Leases Outpaced Renewals/Extensions

New leasing activity accounted for the largest share of both transaction size and the total number of transactions. Lease renewals and expansions were a close second. Sublease
activity was a small share, which is good news for the market in its recovery. Sales volumes were muted. The largest new lease was the State of California’s deal in South Natomas.

Notable 324 Lease Transactions

Tenant Building(s) Submarket Type Square Feet

ALLDATA 9650 W Taron Dr Elk Grove / Laguna / Galt Lease Renewal 60,498

State of California 2329 Gateway Oaks Dr South Natomas New Lease 23,890

ScanSource 3010 Lava Ridge Ct Roseville-Douglas Corridor New Lease 10,336

Source: Newmark Research
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Sacramento Submarket Map
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For more information:

Kelly Dong
Research Coordinator
Sacramento Research

kelly.dong@nmrk.com

Sacramento
980 9th Street #2500
Sacramento, CA 95814

t 916-920-4400

New York Headquarters
125 Park Ave.
New York, NY 10017

t212-372-2000

nmrk.com

Newmark has implemented a proprietary database and our tracking methodology has been revised. With this expansion and refinement in our data, there may be adjustments in historical statistics including availability, asking rents, absorption and effective rents. Newmark Research Reports are
available at nmrk.com/insights.

All information contained in this publication (other than that published by Newmark) is derived from third party sources. Newmark (i) has not independently verified the accuracy or completeness of any such information, (ii) does not make any warranties or representations, express or implied,
concerning the same and (iii) does not assume any liability or responsibility for errors, mistakes or inaccuracies of any such information. Further, the information set forth in this publication (i) may include certain forward-looking statements, and there can be no guarantee that they will come to pass, (ii)
is not intended to, nor does it contain sufficient information, to make any recommendations or decisions in relation to the information set forth therein and (iii) does not constitute or form part of, and should not be construed as, an offer to sell, or a solicitation of any offer to buy, or any recommendation
with respect to, any securities. Any decisions made by recipient should be based on recipient’s own independent verification of any information set forth in this publication and in consultation with recipient’s own professional advisors. Any recipient of this publication may not, without the prior written
approval of Newmark, distribute, disseminate, publish, transmit, copy, broadcast, upload, download, or in any other way reproduce this publication or any of the information it contains with any third party. This publication is for informational purposes only and none of the content is intended to advise
or otherwise recommend a specific strategy. It is not to be relied upon in any way to predict market movement, investment in securities, transactions, investment strategies or any other matter. If you received this publication by mistake, please reply to this message and follow with its deletion, so that
Newmark can ensure such a mistake does not occur in the future.
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