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KRC had another successful year in 2017 dominated by strong leasing 

activity in both our stabilized and development portfolios.  We executed 

2.9 million square feet of leases, our second best year ever, and ended the 

year 95% occupied for the third consecutive year.  We signed the single 

largest lease in San Francisco history with Dropbox at our Exchange on 

16th project, bringing the office component of our $1.45 billion of projects 

under construction to more than 60% leased at year-end. 

We stabilized the final office phase of Columbia Square in Hollywood at 

100% leased and initiated construction on 333 Dexter, a 650,000 square 

foot office project in the South Lake Union submarket of Seattle. We 

expanded our development opportunities with the acquisition of a land 

site in the urban neighborhood of Little Italy in San Diego, and made 

important progress in entitling our future development pipeline. And we 

ended the year with a sector-leading balance sheet with Debt to EBITDA 

of 5.4x.

The robust activity translated to strong financial results.  For the year, our 

total revenues increased 12.8% and funds from operations grew 9.4%, when 

adjusted for debt and preferred stock redemptions in 2017 and a one-

time payment in 2016.  Following a very strong same-store performance in 

2016, we again grew our net operating income with cash same-store net 

operating income up 3.2%.  We increased our annual dividend by 13.3% to 

$1.70 per share and solidly outperformed both the SNL and Bloomberg 

REIT Office Indices, generating a 2017 total shareholder return of 4.3%.

We also continued to build our enterprise capabilities and focus on 

corporate social responsibility.  We strive to have a workforce that reflects 

the diversity of qualified talent that is available in the markets that we 

serve. We added key personnel to our already strong management team, 

deepening our expertise in the pursuit and execution of large, multi-use 

projects, including projects in the life science arena.
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STRONG WEST COAST 
FUNDAMENTALS DRIVE 
STRONG LEASING RESULTS 

Our West Coast market fundamentals 

remained arguably the strongest in the 

country.  Across our primary markets, we 

generally saw decreasing vacancy rates, 

increasing rental rates, limited supply and 

growing demand.  These factors provided 

for a terrific landscape for us to capture a 

disproportionate share of leasing activity 

given the high quality portfolio we maintain.  

Accordingly, we signed new or renewing 

leases in our stabilized portfolio that 

exceeded two million square feet of space. 

This included key renewals with Neurocrine, 

AppDynamics and NBC Sports, and new or 

expanded leases with Riot Games and Okta. 

Average rental rates on our 2017 leases 

increased 11% on a cash basis and 25% on a 

GAAP basis. Our stabilized portfolio ended 

the year 95.2% occupied and 96.9% leased.   

DEVELOPMENT ATTRACTS 
QUALITY TENANTS & BUILDS
LONG-TERM VALUE

At year-end, our under-construction 

development was comprised of four 

projects, included just under 1.9 million 

square feet of office and retail space and 

237 residential units, and represented a total 

investment of approximately $1.45 billion. 

At current market pricing, we believe we 

have created approximately $1.3 billion of 

incremental value.
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Persistent demand growth in our West 

Coast markets during 2017 continued to 

reward our development choices. Adobe and 

Dropbox leased 100% of the office space— 

approximately one million square feet in 

total —at our construction projects in San 

Francisco. Work proceeded on our mixed-use 

One Paseo project, a vibrant retail, residential 

and office development opportunity in San 

Diego’s exclusive Del Mar community.  And 

we are seeing strong interest in 333 Dexter, 

our 650,000 square-foot, two-tower office 

project covering an entire square block in 

Seattle’s most sought-after neighborhood, 

South Lake Union. With our Columbia Square 

project stabilized and fully leased, in early 

2018 we began construction on a second 

development project in Hollywood, the 

545,000 square-foot, mixed-use Academy on 

Vine. We have initiated work on the project’s 

first phase, which includes office and retail 

space, parking and overall site infrastructure. 

We expect to invest an incremental $190 

million in this phase of development and 

complete the work in 2020.  

 

 

PIPELINE GROWTH 
DELIVERS NEW OPPORTUNITY

We also added an attractive development 

site to our near-term pipeline in 2017 with the 

acquisition of a 1.2-acre, full city block in the 

Little Italy neighborhood of San Diego. This 

site provides us with the opportunity to build 

approximately 175,000 square feet of creative 

office space for approximately $110 million in 

one of San Diego’s top urban neighborhoods. 

The site is just north of the city’s downtown, 

two blocks from the San Diego harbor, 

and within close proximity of public 

transportation and the region’s major airport. 

It is a strong live-work-play development 

opportunity in an urban neighborhood where 

vacancies are dropping and demand —

especially among Millennials — is growing. 

EARLY 2018 ACQUISITION 
ESTABLISHES FOOTPRINT 
IN LIFE SCIENCE HUB

We expanded our life science platform 

early in the new year with the acquisition 

of a three-building laboratory and office 

property in the Oyster Point submarket of 

South San Francisco. This region is home to 

numerous biotechnology companies and is a 

national center for life science research and 

innovation. We acquired the 146,000 square-

foot property for $111 million. It is currently 

80% leased, and provides us with an entry 

point into one of the premier life science 

submarkets in the country.   

 

 

 

FINANCIAL STRENGTH AND 
FLEXIBILITY REMAIN BEDROCK VALUES

Our approach to capital management has been consistent since 

our IPO 21 years ago. We measure our balance sheet strength 

against the potential challenges as well as the opportunities of a full 

market cycle.  We maintain conservative debt levels, nurture strong 

relationships with diverse capital sources, and pursue a disciplined 

capital recycling strategy that redeploys the proceeds of periodic 

asset sales into higher value development. 

Last year’s capital markets presented opportunities to strengthen 

and expand our balance sheet while lowering our overall cost of 

capital. We completed the early redemption of approximately $700 

million in debt and preferred stock, issued $765 million in new equity 

and debt, and increased our unsecured credit facilities to $900 

million with an accordion feature that expands to $1.5 billion, all on 

more favorable terms. Strategic asset sales generated an additional 

$187 million. 

KILROY LITTLE ITALY - SAN DIEGO, CA (RENDERING)

(1) Excludes a one-time $5 million property damage settlement in 2016 
(2) Excludes $0.13 cent of one-time charges, including non-cash preferred stock redemption charges and a charge related to 
the redemption of $325 million senior notes in 2017

CASH
SS NOI Growth

3.2%

(1) (2)

GROWTH
Adjusted Funds 
from Operations
(FFO) Per Share

3.5%

GROWTH
Adjusted 
Revenue

12.8%

(1)
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With these resources along with our projected 2018 capital recycling program this year, we will 

fully fund our anticipated 2018 development needs while retaining substantial financial flexibility 

to act on unplanned opportunities that may arise. We have approximately $750 million available 

on our credit facilities and a largely unencumbered portfolio of property assets. Our debt to total 

market capitalization ratio was in the mid-20s, and our debt to EBITDA ratio was approximately 

5.4 times, both conservative leverage levels that represent untapped debt capacity.  

 

 

CORPORATE SOCIAL RESPONSIBILITY 
AND SUSTAINABILITY HIGHLIGHTS

We continuously look for new and better ways to foster a 

diverse and inclusive work environment, improve employee 

health and safety, engage our surrounding communities and 

minimize our environmental impact, all while creating value 

for our stockholders. As a result, in April 2018, we formed a 

Corporate Social Responsibility and Sustainability Committee 

of our Board.  Our workforce is reflective of the vibrant and 

diverse markets in which we operate, with women accounting 

for 57% of our employee base and a broad range of ethnicities 

encompassing 39% of this base. 

Sound environmental practices have become a required starting 

point in the competition for many of today’s tenants and their 

Millennial workforces. Our early championship of sustainable 

property development and operating standards has become a 

strong advantage for our company, potential tenants, business 

partners and employees. Our commitment to sustainability 

remains firm. All our current and future development projects 

are designed to LEED Gold or Platinum standards, and we 

continue to improve the sustainability profile of our stabilized 

portfolio. 

At year-end 2017, 58% of our existing assets were LEED-

certified and 73% were Energy Star-certified. In addition, 23% 

of the portfolio has achieved Fitwel certification, a measure of 

how well workplaces support the health of occupants. These 

efforts garnered broad recognition across the business world. 

For the fourth year in a row, our company was named the 

North American leader in sustainability among 49 office real 

estate companies using the Global Real Estate Sustainability 

Benchmark (GRESB), the industry’s most rigorous sustainability 

measurement standards. We were one of three North American 

real estate companies included in the Dow Jones Sustainability 

World Index in 2017, a global benchmark for environmental, 

social and corporate governance (ESG) investing strategies. 

(1) Excludes a one-time $5 million property damage settlement in 2016 
(2) Excludes $0.13 cent of one-time charges, including non-cash preferred stock redemption charges and a charge related to 
the redemption of $325 million senior notes in 2017
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This CEO letter contains “forward-looking statements” within the meaning of the federal securities laws. See the discussion under 
“Forward-Looking Statements” in the Form 10-K for matters to be considered in this regard. This letter also contains certain non-
GAAP financial measures within the meaning of Regulation G. The calculations of these non-GAAP financial measures may differ 
from those used by other REITs. The reasons for their use and reconciliations to the most directly comparable GAAP measures 
are included in the Form 10-K and on the page immediately following the Form 10-K titled “Disclosures Relating to Non-GAAP 
Financial Measures.”

The U.S. Environmental Protection Agency once again recognized our contributions to energy 

efficiency with a fourth Energy Star Partner of the Year award and a second consecutive 

Sustained Excellence designation, the agency’s highest honor. The accolades further include 

winning the National Association of Real Estate Investment Trust’s (NAREIT) Leader in the Light 

Award for the fourth consecutive year. 

 

 

LONG-TERM VALUE CREATION REMAINS OUR LODESTAR

We entered 2018 with a clear list of objectives. We are keenly focused on continued leasing 

momentum, strong development execution, disciplined capital management, and further growth 

in our enterprise capabilities and reach. Constant technological change and relentless economic 

imperatives continue to reshape today’s competitive landscape for commercial real estate. We 

believe the enduring strength of our core strategies, and our consistent focus on executing them, 

has created a solid foundation that supports measured risk-taking while maintaining a strong 

margin of financial safety. We are well-positioned to navigate change as it comes—and lead our 

industry in addressing it. 

We look forward to another year of challenge, opportunity and value creation. We’ve never been 

better prepared to execute our goals and build the long-term value of our enterprise. As always, 

we appreciate your support and interest in Kilroy Realty.

2.1 MM SF

5.2 MM SF

PACIFIC NORTHWEST

SAN FRANCISCO 
BAY AREA

GREATER
LOS ANGELES

GREATER
SAN DIEGO

Reflects stabilized portfolio as of 12.31.17

6.5 MM SF
PLUS 200 RESIDENTIAL 
UNITS IN HOLLYWOOD

John Kilroy, CEO

Cordially, 

333 DEXTER GROUNDBREAKING EVENT - SEATTLE, WA
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