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KRC delivered excellent results in 2018, driven by strong leasing and 

successful development. 

We executed a record-breaking 3.4 million square feet of leases across 

our stabilized and development portfolios, ending 2018 with our stabilized 

portfolio 96.6% leased. 

We commenced revenue recognition on the entire office space at 100 

Hooper in San Francisco and expect to deliver The Exchange on 16th, also 

in San Francisco, later this year. We initiated construction on over $925 

million of projects that include 640,000 square feet of office and retail 

space as well as 564 residential units. We secured lease commitments on 

85% of the office space, including a 12-year lease with entertainment giant 

Netflix for the entire 355,000 square feet of office space at our mixed-use 

development project in Hollywood.  

We invested $565 million in new opportunities, purchasing Kilroy Oyster 

Point, a 39-acre, fully-entitled development site in one of the nation’s 

strongest life-sciences markets.  We also acquired two operating projects 

that not only enhance the value of our current stabilized portfolio but also 

provide strategic benefits for years to come.

Our solid execution translated to strong financial results, including a 

5.4%(2)(3) increase in funds from operations (FFO), adjusted for one-time 

charges, and 3% growth in our cash same-store net operating income. We 

continued to strengthen our balance sheet while lowering our overall cost 

of capital, issuing $1.1 billion in new debt and equity and generating $373 

million from our capital recycling program.  
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We also increased our common dividend by 

7.1% on an annualized basis, which aggregates 

to a 30% growth rate over three years. In 2018, 

we continued to outperform both the SNL and 

Bloomberg REIT Office Indices, for the third 

consecutive year. 

Our commitment and leadership position in 

sustainability continues to be recognized by 

various industry groups across the world.  We 

were recognized by GRESB both as North 

American leader across all asset classes and 

a global leader among all publicly traded real 

estate companies. We further deepened our 

commitment to building a more sustainable 

enterprise with a pledge to achieve carbon 

neutral operations by year-end 2020.  

STRONG WEST COAST MARKETS

From San Diego to Seattle, every market 

we compete in benefited from broad-

based economic growth in 2018, fueled by 

competition for talent and proximity to 

innovators in technology, media, life science, 

and the broad range of industries that support 

them. Strong markets, in turn, drove strong 

leasing activity and we continued to capture 

a disproportionate share, with a young, high 

quality, and increasingly sustainable portfolio 

and development program that attracts the 

modern workforce. This dynamic has resulted 

in one of the strongest market conditions we 

have seen with very limited supply and solid 

demand driving declining vacancy rates and 

higher rents.  

Across the various market indicators that 

we monitor, including job growth, sublease 

activity, venture capital funding and 

investment markets, the real estate markets 

are healthy and disciplined, and point towards 

positive growth.

(1) Pro-forma for the equity forward offering executed August 2018.

(2) 2017 excludes $0.13 cents of one-time charges, including non-cash preferred stock redemption charges and a charge related to the  
early redemption of $325 million senior notes due 2019.

(3) 2018 excludes $0.12 cents of one-time charges, including a charge related to the early redemption of our 2020 senior notes, non-
cash charge related to potential accrued retirement benefits and a gain related to the sale of land in connection to a disposition. 
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AN UNPRECEDENTED YEAR 
FOR LEASING

We signed new or renewing leases in our 

stabilized portfolio on over 2.8 million square 

feet of office space that included eight deals 

greater than 100,000 square feet with credit 

tenants.  The largest one of the year was with 

GM’s autonomous vehicle company, Cruise 

Automation.  Given the nimbleness of our 

team and the flexibility and quality of our 

portfolio, we successfully assembled 375,000 

square feet of space across three properties 

to create a world-class urban campus for GM 

Cruise. 

Additionally, we substantially backfilled our 

major 2018 expirations and have leased 65% 

of our 2019 lease expirations. Overall, average 

rents on the stabilized portfolio leases we 

signed were up 15% on a cash basis and 36% 

on a GAAP basis. At year-end, rents in our 

portfolio were on average 20% below market, 

the highest differential in company history, 

and the portfolio was 94.4% occupied and 

96.6% leased.

PREMIUM DEVELOPMENT IN 
DESIRABLE MARKETS DRIVES 
LONG-TERM VALUE

We continued to create significant value 

through the successful execution of our 

in-process development pipeline and the 

enhancement of the long-term appreciation 

potential of our future pipeline, which 

are grounded in location, quality and 

sustainability.

We entered the year with two San Francisco 

projects, 100 Hooper and The Exchange 

on 16th, nearing completion and with 

their combined one million square feet of 

office space fully leased. In October, we 

commenced revenue recognition on all 

the office space leased to Adobe at 100 

Hooper, approximately 312,000 square feet. 

The Exchange, leased to Dropbox, will see 

occupancy in phases later this year through 

2020. When stabilized, these two properties 

will generate approximately $70 million of 

annual cash net operating income. 

At year-end, we also had three projects in the 

construction process, located in Seattle, San 

Diego and Los Angeles. They are diversified 

across 1.3 million square feet of office space, 

96,000 square feet of retail space, and 801 

residential units. They represent a total 

estimated investment of just over $1.55 billion 

and have an average delivery time frame of 

early 2020. Upon stabilization, we project 

their combined annual cash net operating 

income will approach $100 million.  

Leasing interest in these projects has been 

robust. In addition to the Netflix transaction 

covering the entire office component at our 

Hollywood development project, we have 

signed leases on 91% of the retail space at our 

One Paseo mixed-use project in San Diego’s 

affluent Del Mar community. Given the retail 

leasing success and the 608 residential 

units underway within this 23-acre, live, 

work, play world-class environment, we have 

commitments from a wide variety of tenants 

for two-thirds of the office space totaling 

285,000 square feet.  

THE EXCHANGE ON 16TH, SAN FRANCISCO
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This substantial office preleasing activity is unprecedented in the 

San Diego region this cycle and indicative of the gaining market 

strength in San Diego for premium grade projects. We are also 

fielding strong interest in 333 Dexter, our 650,000 square-foot 

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

anticipate substantial leasing activity at the project by the end of 

the year.

PIPELINE ENHANCED WITH MAJOR LIFE 
SCIENCE OPPORTUNITY

The life science industries are attracting meaningful investment 

interest and experiencing dramatic growth as technology opens 

new pathways to potentially revolutionary breakthroughs in 

healthcare. Much like their technology and media counterparts, 

these companies tend to cluster together, seeking proximity 

to talent, knowledge and opportunity. Last year, we acquired 

a strategically unique development opportunity in South San 

Francisco, the birthplace of biotechnology and one of the nation’s 

premier life science clusters, solidifying a key step forward in our 

company’s expanding market presence in this sector. 

We acquired a 39-acre waterfront site in Oyster Point in South San 

Francisco that is fully entitled for 2.5 million square feet of office 

and laboratory space for $308 million. The South San Francisco 

market currently encompasses more than 12 million square feet 

of office and laboratory space spanning more than 500 acres. It 

accommodates a wide range of start-ups, established companies 

and nonprofit research organizations, including more than 200 

biotechnology firms. It is served by multiple public transportation 

options and well-situated for continued growth.  

Cash SS NOI 
Growth

3.0%

FFO Growth
Per Share (2) (3)

5.4%

Adjusted  
NOI Growth (1) 

4.9%

(1) Based on GAAP NOI pro-rata for the Company’s share of consolidated joint ventures. Adjusted for $5.6 million non-cash bad 
debt reserve in 2Q2018.

(2) 2017 excludes $0.13 cents of one-time charges, including non-cash preferred stock redemption charges and a charge 
related to the  early redemption of $325 million senior notes due 2019.

(3) 2018 excludes $0.12 cents of one-time charges, including a charge related to the early redemption of our 2020 senior notes, 
non-cash charge related to potential accrued retirement benefits and a gain related to the sale of land in connection to a 
disposition. 

RENDERING OF NETFLIX ON VINE, HOLLYWOOD
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The class-A office and lab space vacancy rate in the market is approximately 2% and most new 

development is preleased. Kilroy Oyster Point is well-positioned. Our development site, Kilroy 

Oyster Point, sits at the northern entrance to this market, giving it convenient access to both 

city and nearby suburban communities. Its unique waterfront location will accommodate up 

to 11 buildings with substantial adjacent open space, which can be developed in phases based 

on market conditions. We are currently planning an initial phase of three buildings totaling 

approximately 600,000 square feet and are already in active discussions with numerous potential 

tenants.

FFO PER SHARE (1)
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(1) 2012 - 2015 reflects FFO as defined by NAREIT. 

(2) Excludes a one-time $5 million property damage settlement.

(3) Excludes $0.13 cents of one-time charges, including non-cash preferred stock redemption charges and a charge related to the  
early redemption of $325 million senior notes due 2019.

(4) Excludes $0.12 cents of one-time charges, including a charge related to the early redemption of our 2020 senior notes, non-cash 
charge related to potential accrued retirement benefits and a gain related to the sale of land in connection to a disposition. 

(5) Reflects EBITDA for Real Estate (EBITDAre) as defined by NAREIT. 

PROPERTY ACQUISITIONS DELIVER 
STRATEGIC VALUE 

We acquired two existing properties in 2018 at a total 

cost of $257 million. Both are valuable in their own 

right and both are adjacent to existing KRC assets, 

opening strategic opportunities for us to enhance the 

overall value proposition of our existing portfolio and 

development.

Early in 2018, we purchased three office and laboratory 

buildings for $111 million in South San Francisco’s 

Oyster Point submarket, the first step for KRC into 

this rapidly growing life science region. The properties 

total 146,000 square feet and are 80% leased. Longer 

term, their strategic value could be greatly enhanced 

as we consider development plans for our large, nearby 

waterfront site, Kilroy Oyster Point. 

In the second transaction, we acquired an office 

building at 345 Brannan Street, in downtown San 

Francisco’s major technology corridor, for $146 million. 

The property is physically attached via a sky-bridge to 

our existing property, 333 Brannan. Together, with 301 

Brannan, these three properties will serve as Cruise 

Automation’s new headquarters campus. 

 

FINANCIAL STRENGTH PROVIDES A 
STRONG FOUNDATION

Our ability to thrive throughout market cycles begins 

with disciplined financial management. In our view, 

this includes a strong and flexible balance sheet, a 

conservative approach to debt, and the cultivation 

of diverse capital sources. We are also committed to 

reviewing our portfolio on a regular basis and disposing 

of non-core assets, redeploying the capital generated 

into new development and redevelopment projects.  

A W A R D S   / /  

P O R T F O L I O   / /  

DOW JONES 
SUSTAINABILITY INDEX 

World Index Member 2018 

GRESB

North American Leader, 
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ENERGY STAR  

Partner of the Year, 2018

Sustained Excellence, 2018
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Across 2018, we completed a number of 

transactions that strengthened our capital 

base, lowered our overall cost of debt, 

minimized the dilution from new securities 

issuance, and provided funding for our 2019 

development plans.  

 

We completed the early redemption of $250 

million of debt, and issued $1.1 billion in new 

debt and equity, much of it featuring delayed 

draw or forward purchase options that aligned 

the receipt of capital with our development 

funding needs. We also established a new 

equity-issuance ATM program with a $500 

million capacity, and generated $373 million in 

non-core asset sales.

We entered the new year with substantial 

funding capacity, including more than $1.3 

billion available under our credit facilities and 

a largely unencumbered property portfolio. 

Our debt to total market capitalization remains 

in the high-20s, and our debt to EBITDA is 

approximately 5.9 times(1).

A CARBON NEUTRAL 
COMMITMENT INSPIRES 
EMPLOYEES AND TENANTS 

Sound environmental practices—in the 

development, construction and management 

of commercial real estate —are not only 

an increasingly important factor in the 

competition for today’s tenants; they are the 

right thing to do. 

Our commitment to sustainability remains firm. 

We are now publicly committed to achieving 

carbon neutral operations by year-end 2020. 

To get there, we are designing all current and 

future development projects to LEED Gold 

or Platinum standards, and addressing the 

sustainability profile of our stabilized portfolio. 

1.8 MM SF

5.2 MM SF

PACIFIC NORTHWEST

SAN FRANCISCO 
BAY AREA

GREATER
LOS ANGELES

GREATER
SAN DIEGO

Reflects stabilized portfolio as of Q4 2018

6.3 MM SF  
PLUS 200 
RESIDENTIAL UNITS 
IN HOLLYWOOD

(1) Pro-forma for the equity forward offering executed August 2018.

RENDERING OF KILROY OYSTER POINT, SOUTH SAN FRANCISCO
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100 HOOPER, SAN FRANCISCO

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.”

At year-end 2018, 63% of our existing assets were LEED-certified and 79% were ENERGY 

STAR certified. 

In addition, we were awarded Greatest Number of Fitwel Certifications All Time, a certification 

that measures how well workplaces support the health of occupants. 

Our industry leadership in building a more sustainable enterprise continues to earn us 

recognition across the business world. We take pride in every acknowledgment and award. 

But we are even more excited by meaningful, measurable progress toward our goals. Such is 

the case with our property at 350 Mission Street in San Francisco, which in early 2019 was 

certified to be TRUE Zero Waste. It is the largest single commercial property in the world to 

achieve this certification, and the only building in San Francisco to have done so.

CONSISTENT FOCUS ALLOWS OUR ENTERPRISE TO THRIVE

We remain committed to a few core strategies that have built our enterprise to date and guide 

its future growth. We compete in the best markets. We develop and operate a world-class 

portfolio. We pursue high quality, financially sound tenants. We manage our enterprise with 

financial prudence. We recruit the best available talent and strive to maintain an operating 

environment in which they can succeed. Most importantly, we evaluate all our business 

opportunities by their ability to create long-term value.

As we enter 2019, we are keenly focused on maintaining momentum in the daily execution of 

our leasing and development priorities, while continuing to build the breadth and capabilities 

of our enterprise. Both are required to navigate the constant technological change and 

relentless economic imperatives reshaping commercial real estate. Both create the solid 

foundation that allows us to act with measured risk-taking while maintaining a strong margin 

of financial safety.

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.

John Kilroy, CEO

Cordially, 
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