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Sacramento Office Overview
Government Deals Picking Up Slack for Slowing Private Sector
Vacancy for the Sacramento office market currently stands at 12.9%, up slightly from the 12.8% mark 
recorded as of the close of the second quarter of this year.  The market recorded over 350,000 square feet of 
occupancy growth during the third quarter, but the delivery of over 484,000 square feet of new product was 
enough to outweigh gains in net absorption and result in yet another uptick in vacancy.  Vacancy levels 
have been on the upswing in the Sacramento region since the fourth quarter of 2005 when the market re-
corded a vacancy rate of 11.9%.  In the intervening time the market has posted occupancy growth of over 
five million square feet but developers have consistently outpaced that number.  Over 5.1 million square 
feet of new development has come online since 2006 nearly two million square feet of which has been in 
the Roseville/Rocklin market alone. 

The good news is that tenant activity is up from the first half of the year when activity—particularly from 
the private sector—could best be described as tepid.  Sacramento’s housing woes are impacting the market 
and have virtually eliminated demand from real estate, title and mortgage companies.  This was most pain-
fully evident in April of this year when subprime lender Ameriquest abruptly closed its Rancho Cordova 
offices and returned over 185,000 square feet of space to the marketplace.  But the good news is that other 
sectors of the economy have largely picked up the slack. This particularly applies to the public sector where 
the State of California has been extremely active with a number of large leases already inked this year and 
another 1.5 million square feet of requirements that it is currently shopping in the marketplace.  In fact, as 
this report went to press the State of California Controllers Office had just signed a deal to occupy 71,000 
square feet of former Ameriquest space in the resurgent Highway 50 submarket.   
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Sacramento Office Market 
3rd Quarter 2007  

Change in Inventory, Net Absorption & Vacancy

The State of California Con-
trollers Office recently signed 
a lease for former Ameriquest 
space at The Crescent Building 
at 10600 White Rock Road in 
Rancho Cordova.



SELECT SALES  ACTIVITY  YTD

Property Address Sales DAte Sale Price Size sf Price/psf cap rate

2700 Stockton Boulevard March-07 $16,000,000 39,644 $403.59 6.3%

300 Capitol Mall June-07 $130,000,000 383,238 $339.21 N/A

2600 E. Bidwell Street August-07 $12,000,000 38,000 $315.79 6.2%

8781 Sierra College Boulevard June-07 $9,011,232 31,289 $288.00 6.5%

201 Creekside Ridge Court May-07 $13,200,000 47,921 $275.45 6.7%

50 Iron Point Circle June-07 $12,760,000 48,567 $262.73 6.0%

304 S Street June-07 $7,550,000 30,610 $246.65 6.8%

8880 Cal Center Drive February-07 $25,100,000 114,805 $218.63 7.0%

3341 Power Inn Road July-07 $34,000,000 165,000 $206.06 N/A

7667 Folsom Boulevard July-07 $35,300,000 188,097 $187.67 7.9%

deal activity
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Highway 50 Tops Region for  
Occupancy Growth

The Highway 50 Corridor is the region’s largest sub-
urban office submarket, with more than 13.7 million 
square feet of office space.  This market has estab-
lished itself over the past twenty years as a sought-af-
ter back office location for major regional companies 
attracted by proximity to labor, seismic stability and 
relatively low occupancy costs.  The Highway 50 
Corridor had been groomed to become Sacramento’s 
tech corridor beginning in the late 1990s. The burst 
of the dot.com impacted Highway 50 more severely 
than any other submarket in the region with vacancy 
in this market topping the 19% mark by the third 
quarter of 2002. 

But steady demand combined with relatively little 
speculative construction has since brought this mar-
ket back from the brink.  Since 2004 this market 
has absorbed nearly 830,000 square feet of space 
while new development has added just under half a 
million square feet of new product.  Over the past 
three months this market has experienced occupancy 
growth of over 230,000 square feet which has helped 
push vacancy downward to 12.4%--the lowest rate 
this market had seen since 2001.  Occupancy gains 
in the third quarter more than offset the impact 
of Ameriquest’s withdrawal from the marketplace.  
Other major deals in 2007 have included the Califor-
nia Department of Corrections and Rehabilitation’s 

lease of 133,000 square feet at 9838 Old Placerville 
Road and an additional 45,000 square feet at 10961 
Sun Center Drive as well as Health Net’s lease of 
113,000 square feet at 11031 Sun Center Drive.  

This total does not include the previously mentioned 
71,000 square foot deal by the State of California 
Controllers Office (it will not be counted as absorp-
tion until the space is occupied), nor does it take 
into account an additional 95,000 square foot lease 
in the Mather area rumored to be under contract to 
a private sector firm.  Deals that are in negotiation as 
well as requirements in this submarket could bring 
vacancy for this trade area below the ten percent 
mark as early as Summer 2008.  

Neighboring Folsom is also emerging as one of the 
region’s strongest office trade areas with a relatively 
low vacancy rate of 11.4%.  Though third quarter 
absorption was just under 30,000 square feet, this to-
tal does not include a number of transactions where 
occupancy has not yet occurred.  Calpine Energy 
Systems recently inked a deal for 40,000 square feet 
at 1180 Iron Point Road.  

The Folsom submarket has also experienced among 
the strongest rental rate growth in the region with 
asking rents for all office classes currently averag-
ing $2.15 per square foot (on a monthly full service 
basis).  Just two years ago this total stood at roughly 
$1.90 per square foot.  While the Highway 50 and 
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Calpine, a leading geothermal 
power producer, will occupy 
40,000 square feet of space 
previously occupied by Merid-
ian Project Systems at 1180 
Iron Point Road in Folsom.

SACRAMENTO OFFICE MARKET 
Inventory, Vacancy, Construction, and Absorption

2006 2007

2nd Qtr 3rd Qtr 4th Qtr 1st Qtr 2nd Qtr 3rd Qtr

Total Inventory 76,541,673 77,035,656 77,398,438 77,652,391 78,154,785 78,638,863

Total Vacancy 9,542,926 9,750,821 9,830,591 9,696,662 9,991,539 10,119,076

Total Vacancy % 12.5% 12.7% 12.7% 12.5% 12.8% 12.9%

Deliveries 376,867 452,963 344,363 253,953 502,394 484,078

Net Absorption 
(Growth)

178,327 286,088 283,012 387,882 207,648 356,541
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SACRAMENTO OFFICE MARKET 
Inventory, Vacancy, Construction, and Absorption

2006 2007

2nd Qtr 3rd Qtr 4th Qtr 1st Qtr 2nd Qtr 3rd Qtr

Total Inventory 76,541,673 77,035,656 77,398,438 77,652,391 78,154,785 78,638,863

Total Vacancy 9,542,926 9,750,821 9,830,591 9,696,662 9,991,539 10,119,076

Total Vacancy % 12.5% 12.7% 12.7% 12.5% 12.8% 12.9%

Deliveries 376,867 452,963 344,363 253,953 502,394 484,078

Net Absorption 
(Growth)

178,327 286,088 283,012 387,882 207,648 356,541
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The sale of Emerald Tower 
at 300 Capitol Mall is the 
largest single building office 
sale to occur so far this year.  
It traded at over $339 per 
square foot.  The current 
average sale price for Class A 
properties in the Sacramento 
region is approximately 
$290 per square foot.

Folsom markets appear to be emerging as the region’s 
strongest suburban office submarkets, they stand in 
marked contrast to the market that had been the 
undisputed holder of that title for the majority of the 
past decade: Roseville/Rocklin.

Aggressive Development Finally  
Taking Toll in Roseville

While vacancy for the greater Sacramento office 
market currently stands at 12.8%, vacancy within 
the Roseville/Rocklin submarket now stands at 
16.4%.  This is up from the 14.4% mark recorded just 
three months ago and is the highest level of vacancy 
that this trade area has recorded in the fifteen years 
that we have been tracking it.  

The Roseville/Rocklin office market has accounted 
for roughly 40% of all of the region’s construction 
and net absorption over the past decade.  Since 2002 
the Roseville/Rocklin submarket has experienced 
over 2.4 million square feet of occupancy growth 
while adding over 3.5 million square feet of space.  
This trade area has consistently outperformed every 
other suburban Sacramento submarket over the past 
decade and has routinely led the region in terms of 
tenant demand.  So, why is vacancy now heading 
skyward?

While the Roseville/Rocklin submarket has been 
the hottest market for developers and has consis-
tently been a tenant favorite.  However, aggressive 
development in recent years has continued despite 
gradually rising vacancy levels.  Over 520,000 square 
feet of new office space has been built in just the past 
twelve months.  Unfortunately tenant demand has 
been cooling during this same period (total net ab-
sorption since 4Q 2006 has totaled just over 200,000 
square feet of product).  As a result, vacancy has now 
topped the 15 percent mark and with over 940,000 
square feet of space still under construction, we ex-
pect it to continue to creep upward in the coming 
months.  

While demand throughout the region as a whole has 
been on the upswing, much of this has been in the 
form of increased governmental user requirements.  
Unfortunately for the Roseville/Rocklin office sub-
market, government has never played a large role in 
this trade area and it will likely benefit little from the 
State of California’s current expansion.  

Buildings I and II of the Rocklin 
Corporate Center on West 
Oaks Boulevard in Rocklin 
will add an additional 228,000 
square feet of inventory to the 
market upon their delivery late 
this year.  As this report went 
to press we were not aware of 
any pre-leasing commitments.  

With just over 940,000 square feet of space in the 
pipeline, the good news is that development levels 
are actually coming down.  At this time last year there 
was over 1.2 million square feet of office product under 
construction.  Since 2005 there had consistently been 
at least one million square feet of space under con-
struction at any given time.  Developers are beginning 
to slow their pace in response to current market condi-
tions.  The most prominent projects currently under 
construction include Opus’ Rocklin Corporate Center 
which includes two speculative buildings accounting 
for 228,000 square feet as well as Citadel Equities’ 
110,000 square foot Stone Creek Corporate Center.  
These projects are all slated for late 2007 delivery.  
Kaiser Permanente’s 156,000 square foot build-to-suit 
medical office building at 1600 Eureka Road adds to 
our overall total, but unlike the previously mentioned 
projects, this building will be 100% occupied upon 
completion and should not have an impact on the 
greater multi-tenant office market.  
And while we expect the overall Sacramento market 
to record strong occupancy growth over the final half 
of this year, much of that will be generated by deals 
inked by various governmental entities.  It is unclear 
how many—if any—of these deals could land in the 
Roseville/Rocklin submarket.  

However, despite the fact that developers are slowing 
the pace of new construction, it still may be a couple 
of years before this market is experiences anything 
near equilibrium level vacancy.  Since 2004, the 
Roseville/Rocklin submarket has averaged approxi-
mately 110,000 square feet of occupancy growth per 
quarter.  Were construction to cease completely and 
the market achieved its historical absorption average 
of 110,000 square feet per quarter, it would still be 
at least 18 months before vacancy would be nearing 
the equilibrium mark of 10%.  Unfortunately, there 
are two problems with this scenario; first, the market 
has yet to achieve its average levels of occupancy 
growth so far this year and secondly, development may 
be slowing but it is not going away.  We expect it to 
be three years or more before the Roseville/Rocklin 
submarket could possibly achieve vacancy in the ten 
percent range.

The good news for landlords is that rents are holding 
firm for the moment with the average rent for all office 
product types currently standing at $2.30 per square 
foot monthly (on a full service basis).  For Class A 
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Total Vacancy 1,264,976 1,414,959 9,830,591 1,361,576 1,481,334 1,726,073
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(Growth)

-34,175 137,780 144,530 107,489 4,013 -29,822
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space, this number increases to the $2.40 to $2.45 
per square foot range.  The acquisition of the former 
Equity Office—then Blackstone Group—portfolio 
by Hines, could play into this.  Hines is known as 
the market leader in terms of rents and is expected 
to boost lease rates in their newly acquired buildings 
over the next few months.  But the sheer amount of 
vacant and available space in this submarket (over 
1.6 million square feet) should inevitably exert con-
siderable downward pressure on asking rates—par-
ticularly for Class B space—which currently has 
vacancy approaching the 20% mark. 

Investment Activity

Sales activity has been brisk through the first nine 
months of 2007, fueled by a number of major port-
folio sales as well as continued investor interest in 
office properties.  The sale of the former Equity Office 
portfolio during the first quarter remains the big story 
of the year.  

In February Sam Zell’s group sold its portfolio of 523 
buildings to New York-based Blackstone Group for 
approximately $39.2 billion or—according to Costar 
Group—a price of $410 per square foot.  Blackstone 
split the portfolio and sold it off regionally.  In May 
Hines purchased 32 Sacramento properties from 
Blackstone for $760 million.

We are aware of over 180 sale transactions (includ-
ing owner/user sales) year-to-date.  In terms of single 
building sales, the largest deal has been the sale of 
Emerald Tower at 300 Capitol Mall.  This 382,000 
square foot, 18-story Class A high-rise in Downtown 
Sacramento sold in June to joint buyers Sterling 
American Properties and Hines for a reported price 
of $130,000,000 or $339 per square foot.

Cap rates have increased slightly to an average 
of 7.0% from the 6.5% mark recorded last year.  
Activity has been on the rise over the past twelve 
months.  After an extremely slow 2006 and in 
response to the ongoing credit crunch many sellers 
lowered their prices and this increased activity and 
cap rates.

Though sales activity has been up this year, the 
credit crunch remains a very real concern. Fund-
ing is becoming more difficult in some cases.  It was 
not uncommon as recently as a few months ago for 
borrowers to land favorable terms such as fixed-rate 
loans with interest-only terms.  But bond buyers and 
rating agencies of subordinate debt are increasingly 
frowning on such practices and are pushing lenders 
to amortize deals.  Mezzanine lending is on the 
rise.  Capital is less available and more expensive.  
This will inevitably impact market activity as some 
borrowers will find it harder to justify paying top 
prices—particularly leveraged buyers of high-priced 
stabilized properties. 

Nationally, deals falling out of contract and re-trad-
ing are two significant trends in today’s investment 
sales market that are becoming more common.  
Busted deals have spiked in recent months as the 

sub-prime, and more generally the credit crisis, has 
taken home.  Data from Real Capital Analytics in-
dicates that busted office deals totaled $10.8 billion 
in September 2007 compared with $4.8 billion in 
September 2006.  Some sellers who are faced with 
the choice of selling for less or delaying the sale of 
their property are choosing the latter.  

Since the credit crisis took hold re-trading, re-ne-
gotiating while under contract or with just a letter 
of intent, has become increasingly widespread with 
virtually all deals being re-traded to some extent. 
Access to debt is the usual culprit, however, even all 
cash buyers are re-trading in an attempt to purchase 
properties at a lower price. This raises a number of 
ethical issues, but the more over-riding concern is 
the reputation of buyers in subsequent deals. Buyers 
have always been motivated to close the transaction 
quickly and as negotiated, but in today’s market, 
the prospect of being able to re-negotiate prices 5% 
to 10% lower is too tempting. This is sure to be a 
temporary phenomenon as new deals brought to the 
market will reflect the new cost of debt and stricter 
underwriting standards. Hopefully the stability of 
the market going forward will reduce this recent 
spike in re-trading activity.

Looking Forward

Our forecast for the coming year takes into account 
a number of factors.  On the supply side of the equa-
tion, we are aware of over 2.8 million square feet of 
space currently under construction throughout the 
region with deliveries slated through the summer of 
2009.  Historically Sacramento has averaged over 
half a million square feet of new office product per 
quarter since 1998.  However, we do believe that as 
the current pipeline begins to empty that develop-
ment levels will drop slightly below that mark.    

On the demand side of the equation our forecast 
takes into account historical absorption averages, 
deals already in the pipeline (including build-to-suit 
projects that will be occupied upon completion) and 
current requirements in the marketplace.  Historically 
we have averaged approximately 460,000 square feet 
of occupancy growth per quarter since 1998.  We 
expect demand from the private sector to continue 
to be below these averages at least until the housing 
market bottoms out but we also expect continued 
public sector activity to pick up the slack. 

Based upon where the market stands today and 
factoring in these projections, we expect vacancy 
to continue to creep upward towards the 13.0% 
mark over the next six months with new develop-
ment continuing to outpace demand.  In terms of 
rents we expect competition to remain fierce in the 
Roseville/Rocklin market with slight decreases in 
asking rates probable for this trade area, particularly 
for Class B product which is currently challenged 
with a vacancy rate of 19.2%.  But while this market 
faces challenges, we expect rental rate growth to oc-
cur in both the Highway 50 and Folsom submarkets.
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This report has been prepared for general  
information only.  Information contained herein 
has been obtained from sources deemed reliable 
and no representation is made as to the accuracy 
thereof.  Colliers International does not guaran-
tee, warrant or represent that the information 
contained in this document is correct.  Any inter-
ested party should undertake their own inquiries 
as to the accuracy of the information.  Colliers  
International excludes unequivocally all inferred 
or implied terms, conditions and warranties  
arising out of this document and excludes all  
liability for loss and damages arising there from.  This  
report and other research materials may be found 
on our website at www.colliersmn.com.   

Colliers Macaulay Nicolls Inc. and its country 
subsidiaries are member firms of Colliers Inter-
national Property Consultants, an affiliation of 
independent companies with over 240 offices 
throughout more than 50 countries worldwide.
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