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U.

S. Market Observations

\ﬁ Economy

While the U.S. economy grappled with a stalling labor market and rising national unemployment,
San Francisco's office-using core faced a deeper structural contraction, albeit with a surprisingly
resilient local unemployment rate. Despite declining office-using employment, office leasing
activity in San Francisco hit post-2019 highs in 2025 (averaging 2.5M sq. ft. per quarter).

While the broader economy avoided a total freeze, office-using sectors stalled as companies
prioritized cost control and Al-driven efficiency over headcount expansion. While some sectors
like Leisure and Hospitality saw seasonal bumps, the office-using sectors continued to contract.
Even with the hype surrounding Artificial Intelligence, new hiring in Al has not yet been enough
to offset the broader layoffs in legacy tech firms.

% . .
ECP Major Transactions

The largest new lease of the quarter was Sierra Al's 257K square foot lease at 185 Berry St.
Other new leases this quarter included Nudge Pharma’s 62K square foot lease at 1800 Owens
St and Baseten’s 26K square foot lease at 360 Third St.

Several large renewals were signed this quarter, including Google for 416K square feet at Hills
Plaza and DocuSign for 90K square feet at 221 Main St.

Subleases in the fourth quarter include Kikoff at 633 Folsom St for 55K square feet and Vercel at
201 Mission St for 44K square feet.

The largest sale by square footage during the quarter Lone Star’s acquisition of 600 California St
for $130M or $322/SF.

B) :
ﬁ% Leasing Market Fundamentals

Fourth quarter absorption of positive 824K square feet was driven by large move-ins from tech
firms into Class B office space. Class B absorption in the fourth quarter was positive 755K
square feet. Net absorption year-to-date was just under positive 728K square feet.

Overall availability decreased by 180 basis points in the fourth quarter to 33.4%. Vacancy
decreased 80 basis points to 29.4%.

Average direct asking rents, now at $67.55/SF, decreasing by 1.1% quarter-over-quarter.

Total leasing for each of the year totaled over 9.7M square feet, levels not seen since 2019,
while demand was at its highest level since 4Q19 at 9.8M square feet.

@ Outlook

Artificial Intelligence companies remain the primary engine of new growth. By the end of 2025, Al
firms occupied over 6 million square feet in San Francisco. This cluster effect is expected to
keep the Financial District and South of Market (SOMA) as the country's leading hubs for high-
growth tech leasing.

Positive Absorption & Declining Vacancy: After hitting a peak vacancy of approximately 31-32%
in 2024, the market enters 2026 with positive net absorption for the first time since 2019.
Vacancy rates should continue a slow, gradual decline as tech and Al firms backfill prime
spaces.

Renewals vs. New Leases: For the first time since the pandemic, renewals began to outpace

new leases in volume (accounting for roughly 43% of total activity), as companies felt more
confident in their hybrid work requirements.
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Regional Unemployment Remains Below National Level

Despite the slight rise in the national rate, the San Francisco-San Mateo region continued to maintain an unemployment rate lower than both the national average and the California
state average which hit 5.6% in September. Year-over-year changes in nonfarm employment in the region have remained steady in the negative over the last 3 years.

Unemployment Rate, Seasonally Adjusted
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Office Using Employment Down 2.0% Year-Over-Year

Nationally, the final quarter of 2025 was described as hitting an "air pocket." While the broader economy avoided a total freeze, office-using sectors stalled as companies prioritized
cost control and Al-driven efficiency over headcount expansion. While some sectors like Leisure and Hospitality saw seasonal bumps, the office-using sectors continued to contract.
Even with the hype surrounding Artificial Intelligence, new hiring in Al has not yet been enough to offset the broader layoffs in legacy tech firms.

Employment by Industry, November 2025
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Employment Growth by Industry, 12-Month % Change, November 2025
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Unemployment Rate Below National Average

While the U.S. economy grappled with a stalling labor market and rising national unemployment, San Francisco's office-using core faced a deeper structural contraction, albeit with a
surprisingly resilient local unemployment rate. Despite declining office-using employment, office leasing activity in San Francisco hit post-2019 highs in 2025 (averaging 2.5M sq. ft.
per quarter).

Office-Using Employment* and Unemployment Across All Industries
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Source: U.S. Bureau of Labor Statistics, San Francisco-Redwood City-South San Francisco
*Office-using employment includes employment in the following industry sectors: Professional & Business Services, Financial Activities and Information.
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Incremental Increase in Vacancy

Fourth quarter absorption of positive 824,000 square feet was driven by an acceleration in leasing activity, especially larger transactions in Class B office space. Class B absorption in
the fourth quarter was positive 755,000 square feet. Net absorption for the second half of 2025 was just over positive 1,132,000 square feet. Al/Technology tenant demand has shifted
towards for high amenity, well-located, collaborative office settings. Overall availability decreased by 180 basis points in the fourth quarter and stands at 33.4%.

Historical Construction Deliveries, Net Absorption, and Vacancy
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Leasing Activity Back to Pre-Pandemic Levels

Year-to-date leasing activity had reached 9.8 MSF by the end of 2025, surpassing total annual volumes from 2020-2024. Tenants leasing at new locations this quarter included Sierra
Al which signed over 257K square feet, and Anthropic, which signed 104K square feet. Additionally, Google renewed its lease for 416K square feet at Hills Plaza (renewals are not
included in leasing totals).

Total Leasing Activity (msf)
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Increase 1in Tenant Demand as Sublease Space Continued to Decrease

Available sublease space has declined year-over-year from totaling 8.0% of the market to 5.6% of the market, while overall availability decreased 420 basis points during the same
period to 33.4%. Vacancy has been vacillating between 30.1% and 30.4% over the past year, ending the year at 29.4%, a decline of only 80 basis points year-over-year.

Available Space, Vacancy and Tenant Demand as Percent of Overall Market
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No New Office Development Under Construction in San Francisco

Rising construction costs and an uncertain economic outlook has halted new office construction completely. This marks six quarters in a row with no new development under
construction. Construction on the Potrero Power Plant development is expected to start within the next couple quarters with completion in 2028.

Office Under Construction and % of Inventory
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Decreases in Overall Market Rents Slowed

Direct asking rents have been steadily declining since 2020, dropping by a total of 22.6% since peaking in the fourth quarter of 2019. Average direct asking rates were $67.55/SF at the
end of 2025 — a slight decrease over the prior three years. Rents appear to be leveling-off and decreased by just 0.9% year-over-year.

Office Average Asking Rent, $/SF, FS Year-Over-Year Asking Rent Growth Rate
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Sublease Asking Rents Continued to Stabilize

Although there was an increase in sublease rents in the fourth quarter, sublease asking rents have fallen 30.6% since the start of 2020. While Class A asking rates declined by 20.3%
and Class B rates declined by 32.1% since the height of the market, rents appear to be levelling. Class A rates are within 0.1% of where they were a year ago.

Class A and B Asking Rents Sublease Asking Rates

$100.00 $18.00 $90.00
$90.00 $16.00
$75.00
$80.00 $14.00
$73.65 $58.04
$70.00
$12.00 $60.00
(0]
$60.00 =
$54.99 g $10.00 ﬂch
$50.00 o $45.00 0
Q @©
? $8.00 %
$40.00 S
w
$6.00 $30.00
$30.00
$20.00 $4.00
$15.00
$10.00 $2.00 I
$0.00 $0.00 $0.00
0 WO OOOOODODOO T T AN AN ANANOOMDOOOSETETT T O WO WO W OO0 0O O T~ T~ T T AN AN ANANMOMDMOMTOONMNEITIET T T WO W WL LW
T o T T T AN AN AN ANANNNANANANANANANANANANANNNNNNNAN AN N AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN ANANANANAN
'sRefeReReReNeReReReReReReReReReReReReReReReReReReReReReReRe K¢ 0gggogggogggogggocggagoggay
AN T~ AN MNMOT T AN NDTET T ANNT T ANNMDTET T ANDTTANODMDTFTFT TN ~ AN MO T AN M T AN O T T AN O~ NOFET AN
e Class A ===Class B = Rent Spread - Direct to Sublet - Sublease Rates

NEWMARK 14

Source: Newmark Research, CoStar



Sierra Al and Nvidia Anchored Q4 Leasing Activity

In the final quarter of 2025, the San Francisco office market saw a notable increase in average transaction size, largely driven by a handful of massive megadeals signed by Al
companies that skewed the quarterly averages upward. 3Q25 was a summer slowdown period where activity was dominated by small-to-midsize tech firms (under 20,000 SF) and spec
suites. In contrast, 4Q25 saw a flurry of larger institutional commitments from firms like Nvidia (45K SF) and Ironclad (54K SF), moving the needle away from the small suite

dominance seen earlier in the year.

Notable 4Q25 Lease Transactions

Tenant Address Submarket Type Square Feet

Sierra Al 185 Berry St Mission Bay/China Basin Direct 257,817

This is a landmark transaction that encapsulates the current San Francisco office recovery. Finalized in November 2025, the deal is a "win-win" story of a high-growth Al startup filling the vacuum left by the previous
generation of tech. Sierra is taking over a massive block of space essentially vacated by Lyft, which downsized from ~335,000 SF to ~163,000 SF earlier in 2025.

Ironclad 650 California St Financial District North Direct Lease 54,000

Ironclad’s lease is a prime example of the "flight to quality” and the stabilization of the North Financial District. Ironclad’s choice validates the idea that high-growth tech firms are no longer looking for "edgy" industrial
spaces in SOMA, but rather the prestige and infrastructure of the Financial District to support a sophisticated, professional workforce.

NEWMARK

Source: Newmark Research
Large Transactions*: Transactions greater than 25,000 square feet.
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Access the Extended 4Q25 San Francisco Office Report

The extended version of this report includes:
— Data on leasing trends

— Deal count and average lease size

— Leasing by submarket To access, please reach out
— Further insight into tenant demand to your Newmark contact.
— Availability and rent data by submarket

— Market statistics for the overall market and Class A
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Newmark has implemented a proprietary database and our tracking methodology has been revised. With this expansion and refinementin 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, (i) does not make any warranties or representations, express or implied, concerning the same and (jii) 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,
investmentin 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.


https://www.nmrk.com/insights

	Slide Number 1
	U.S. Market Observations
	Table of Contents
	Slide Number 4
	Regional Unemployment Remains Below National Level
	Office Using Employment Down 2.0% Year-Over-Year
	Unemployment Rate Below National Average
	02
	Incremental Increase in Vacancy
	Leasing Activity Back to Pre-Pandemic Levels
	Increase in Tenant Demand as Sublease Space Continued to Decrease
	No New Office Development Under Construction in San Francisco
	Decreases in Overall Market Rents Slowed
	Sublease Asking Rents Continued to Stabilize
	Sierra AI and Nvidia Anchored Q4 Leasing Activity
	Slide Number 16
	Access the Extended 4Q25 San Francisco Office Report

	Slide Number 18

