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EXECUTIVE SUMMARY

This background report presents the economic dat a

Development Strategic Plan. The repbescribes employment and market trends, identifieal lassets,
and presents the opportunities and challenges for attracting and retaining businesses in Cupertino

This executive summary provides an overview of major findiigsussed in the report

ISSUES AND OPPORTUNI  TIES FOR ECONOMIC DE ~ VELOPMENT

In August2015, the City ofCupertino hosted a Communitpifeim toengagecommunity members about
the Economic Development Strategic Planthe Forum,residents, business owners, City staff, and elected
officials identified assets, opportunities, and paial challenges related to economic development in
Cupertino.

As discussed at theoFum, Cupertino has many egomic assets that position thigyovell to attract and
retain businesse$hese include:

9 Location at the heart of Silicon Valley.Cupertino § located in western Santa Clara County,
bordered by Sunnyval e, Santa Cl ar a, San Jose,

access to Interstate 280, a freeway that is relatively less congested comparedtd otherh e r e gi or

freeways sue as Highway 101.-280 connects the city to highly skilled workers throughout the
South Bay and to the Sand Hill Road Area, the hub of venture capital activity in the region.

1 Highly competitive technology sectorCupertinohasa large concentration of girwage jobs,
centered on the technology industi§any technology firms seek to locate in Cupertino in order to
do business with Applet he ci tyds single | argest employer

in Silicon Valleyi and take advantage ofthei t yd6s | ocation in the regio

9 Highly educated workforce.Nearly 80 percent of adults aged 25 and above in Cupertino have a
college degree, with 40 percent holding advanced degrees. Most residents are also employed in

professional occupatons. The <ci tyods si gniahetwekdayinflemop!| oy men

26,700 workers, whtend to behighly educated workelia professional occupations.

1 Excellent quality of life and first-rate school district. Cuperti noés public sch

recognized for their excellent quality both by the State of California and in the national media. The
excellent public school system and overall quality of life are very attractive for new households,
especially families with children.

Key issues iderfied at the @mmunityForum include:

9 Limited shopping opportunities for clothing and other specialty goodsCupertino has many
neighborhood shopping centers where residents can shapdoeries and other daily needs.
However,residents must look outsidiee communityi for example, to Westfield Valley Fair and
Santana Row in San Jose, or the Stanford Shopping Center in Palio fAttalestination retail
centers where they can access dining and entertainment opportunities and shop for clothing and

ot hepreciieal tyo goods (i .e., goods and services

discretionary basis). While Vallco Shopping Mall used to provide this type of shopping
environment, the mall is now largely vacant.

1 Challenges for independent retailers andbther small and midsize businesse€Cuper ti noo6s

strong economy has driven significant demand for retail and office space, resulting in low vacancies
and high rents. As a result, small and midsize businesses of all types struggle to find affordable
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space irthecity. There is also a concern that traditional retailers selling goods are being replaced
with services (e.g., tutoring centers, day cares) that require more parking than some existing
shopping centers can provide and may not generate the same alesdax revenues.

T Protecting Cuper tAcecodibgsto rgsidents pdled forotlie 2014 dommunity
survey, the most important issues facing Cupertino were affordable housing (33 percent), traffic
(21 percent), and controlling growth (17 pent)! Many residents are also concerned about
preserving the quality of the public school system as the community continues to grow and change.

KEY FINDINGS FROM TH  E ANALYSIS

In order to provide a nuanced understanding of the economic trends thatyshape thei t y 6 s ,ec on o my
Strategic Economics analyzed | ocal and regional t
position; the office sector; the retail sector; and the hotel sd€tgy findings from this analysis are

described below.

Business and Employment Trends

Cupertinobs e hasdrovm quicklytrelativete the South Bay as a whol@he number of
private jobs in Cupertino grew by nearly 20 percent over the last decade and a half, from 27,700 jobs in
1998 to 33,000 jobs i2013.

Cupertinobs economy is driven by aCupedimbhasrnineo f ma j
employers with 250 or more workers, of which five are in technology or biotechnology. These include
Apple, Seagate, Pegasystems, and Trend Micro. Otmes Beek to locate in Cupertino in order to do
business with Apple and the cityds other major em

Cupertino also has a high concentratiorof small and midsize technology frmsCuper ti no6és str
in technology $ not limited to large employers. Approximately 20 percentofithe y 6 s s mal | and 1
businesses (defined as those with fewer than 250 employees}lteichnologyindustry?

Most of Cupertinods small and midsize businesses &
In 2012, professional and technical services acco
250 workers, compared to 32 percent of smatl midsize firms in the South Bay. Many of the small and

midsize professional services firmsuch as legal offices and consulting firinsupport the technology

sector, providing services to Apple and other technology firms.

Cupertino is highly attractive for small firms and start-ups. Businesses with one to four employees
accounted for 62 percent of all small and midsize businesses in Cupertino in 2012, compared to 55 percent
of businesses in the South Bay a sessas withhood te four Mo r e
employees are in the professional and technical services sector. Cupertino is attractive for sunadl start
because of the highly skilled, entrepreneurial workforce that lives in the city and in neighboring
communities.

Cupertino has relatively few small and midsizendustrial businessesThe aty has relatively few small
and midsize businesses in traditional manufacturing, transportation, distribution, or constiTictsomay

1 City of Cupertino i 2014 Community Satisfaction Survey, Godbe Research, 2014.

2 The technology industry includes businesses from several different sectors, including professional and technical

services, transportation and distribution, and manufacturing.

SWhile Cupertinobés | argest employer, Apple, is often categori
Apple as a technology firm.
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reflect the lack of lowcost industrial spce in thecity, as well as the competition from professional and
technical firms for office and R&D space in Cupertino.

Limited space availability and high real estate costs create &allenging environment for midsize

firms. Compared to the South Ba@upertino has fewer businesses and employees in firms employing
between 10 and 250 workers, and the number of businesses in this size range is declining. Limited space
availability may be one contributing factor. Commercial real estate brokers in Cupeporothat many

midsize businesses cannot find or afford space in Cupertino, and that growing businesses often leave the
city because they cannot find sufficient space for their workers.

Cu p e r tFiscaldPdsiion

TheCi t ydés Gener alhavégiown steaddyvoeen theepast several years as a result of
economic growth and new real estate investmentRevenue sources that are directly tied to economic
growthi including slestaxes,propertytaxes, and transient occupancy (hotakesi accountfor more

than60 percelfuper ti nods Ge nEhesa feveua sources have grawn stesadily over the

past several years as the economy has recovered and Cupertino has attracted new investment. Major
development projects, such as Main Street anpléd@ampus 2, have also generated significanttioms

revenues from planning, zoning, engineering, permit processingfagsther sources.

Cu p e r tstrongagséreral Fund supports a high level of service for resident$he City has been able
to maintan service levels at 2.80 to 3.01 full time equivalent (FTE) staff per thousand residents over the
past ten years, even@su p e r poputatiot grew significantly during that time period.

The City depends on a single employer for a significant share @6 revenues.In FY 201213, Apple
contributed total revenues of $9. 2 million, or a
budget! Most of the revenues that Apple generates come from sales, property, and utility user taxes,
including approximately 45 percemdf Cuper t i nodés sal es andl3.Wseell,thax T eV e

opening of Apple Campus 2 is expected to increase
that Apple contributes directly, suppliers, consultants, @gther vendors dependent on Apple also add
indirectly to the companyds impact on the City bu

Office Sector

Cupertinobs Competitive Position

Cupertino is known as a premieroffice location for businesses irhigh tech and other professional

and technical services Businesses and real estate brokers in the region recognize Cupertino as a highly
prestigious address for corporations locating in the South Baycitydes of f i ce mar ket out |
other communities, with the exception of Palo Alto, Moim4ew, and Menlo Park.

Compared to other neighboring communities, Cupertino has an unusually high share of Class A

office spaceThreef ourt hs of Cupert i nabigherehfiré than i any ptleeccityini s Cl
Silicon Valley except foSunnyvale Moreover, much of the Class B and C stock in Cupertino has been
upgraded over time by Apple, thdyé s | ar g e Accordingni localybeokers, Apple occupies 80
percentor more ofthgityp s of fi ce i nventory.

Cupertinob6s | excelentacoess tgarighly skiled sabor podCupertino and surrounding
communities in the West Valley, including Campbell, Los Gatos, and Saratoga, enjoy a particularly high

4 This does not include one-time revenues from the construction of Apple Campus 2. The fiscal analysis related to
Apple and presented here is from Keyser Marston Associ ates,
Cupertnod Current Facilities and AApplélec,ZBmpus 2060, prepared for
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concentration of highly educated workers. Moreover, commute time28d terl to be shorter than on
other, more congested highways such as Highway 101.

Cupertino also has excellent access to venture capiti280 provides easy access to the Sand Hill Road
area, the hub of venture capital activity in the region, as well as\athture capital firms and highet
worth individuals funding new startup businesses around the Valley.

Limited supply, as well as competition from Apple,may constrainthecitybs abi |l ity to att
retain growing companies A very tight market for office space, combined with the high share of office

space occupied by Apple, results in scarce leasing opportunities in the 20,000 to 100,000 square foot range.
Although larger spaces are also in short supply, 20,000 to 100j0@@esfeet spaces areparticularly

high demand for growingompanies such asidsizetechnology startupsAs a result many expanding

midsize firms have opted to relocate in other nearby communities.

Key Locations within Cupertino

Within Cupertino, diice uses are concentrated in three subareas: Stevens Creek Boulevard, North De Anza
Boulevard, and Bubb Road (Figufg. For the purposes of this analysis, the existing Apple Campus was
excluded from the North De Anza subarea. The subarea analysis @lsdeeprojects that are planned or
under construction, including Apple Campus 2, Main Street, and Vallco.

The Stevens Creek Boulevard subarea contains the most office spaiceluding a mix of Class A, B,
and C product.Nearlyamet hi r d of ftaipventotyis lo@t@din tleeiStevens Creek Boulevard
subarea. This includes the approximately 300,000 square foot, Cl&agpéytino City Centepffice
complex at the corner of Stevens Creek and North De Anza Boulevard, as well a&f ammiderClass B
and Cbuildings that have not received significant upgrades

Within the North De Anza subarea,there is a significant concentration of Class A space andost of

the older space has been significantly upgradeth particular,Bandley Road has seepgrades of R&D
spaces to conventional office spaces. While these upgrades were largely undertaken by Apple for

c o mp a owy Qise, these buildings would be very desirable for other tenants, should they become
available.

Currently, t he premier location for office spacein Cupertino is at the intersection of Stevens Creek
and North De Anza Boulevards, and north along North De Anza Cupertino City Center and the Apple
Campus have historically anchored the prime North De Anza office corridor, whiclitbémef excellent
access to Interstate 280. In the future, brokers expect that thel@sosible location for office spaoall
shift eastwards as major new office projects at Main Street and Apple 2 are completed.

Bubb Road issmaller than Stevens Crek or North De Anzaand characterized by amix of R&D uses

and older buildings. Bubb Road contains a number of older industrial buildings, some of which have been
upgraded to office or research and development (R&D) space by Apple.
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Figure 1. Key Employna Locations within Cupertino
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Retail Uses

Cupertinobs Competitive Position

Cupertino is located in a trade area that is highly desirable to retailersHigh household spending
power, excellentfreeway accessibilitygrowing employmentnd the significarninflow of daily commuters
create significant demand for retail in Cupertino and surrounding commuR#&éecting these factors,
westernSanta Clara County has some of the highest retail rents and lowest vacancies in the country.

The city is located in a highlycompetitive trade area In addition to VallcoCuperti nods tr ad
contains several large retail shopping centers, including Westfield Valley Fair and Santana Row. The
proximity of these competing centers, which feature manyragiand nationalnchor tenanigsestaurants,

and entertainmendptions limits the potential to locate the same types of tenants in Cupertino. Many
Cupertino residents regularly shop and dine at these other retail centers, creating a significantfamount o
retail Afsal es | eakageodo that Cityesults in | ower sale

Cupertino has many neighborhoodand businesss er vi ng r et ail ers that serve
daily needs.The city is wellserved by grocery stores, mdiced restaunats, personal services, and other
retailers that serve residentsd daily needs. Cupel

workforce.Thecityd s h i g h e s tetailraeygdriearefoodmmy beverage storemd food services
ard drinking places.
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Ret ai l sales in Cupertino have declined over ti me
Between 2005 and 2014, total retail sales in Cupertino declined by 17 percent after adjusting for inflation.

This reflects thgradual dedhe of the Vallco 8oppingMall, as well as the rise of online shopping and

other industry trends that have weakeiedtore sales. The loss of major businesbusiness sales tax

producers (including HewleRackard), has also reduced taxaakesn Cupertino.Although theCity has

partially offsetthe decline in sales tax by renegotiating an existing saka€bate agreement with Apple,

these trends have decreased the diversity of reven

The city has many olderstrip retail shopping centers that do not meet the needs of modern retailers,

but may provide relatively affordable space for independent retailersThe maj ority of Cu
retail was built between 1960 and 1980. Some ofitlgé s o | d e rshopging ¢cemtersrde rtotgpiovide

the wide storefronts, visibility, and parking that modern retailers typically require. These strip centers also

tend to be located on relatively small, shallow parcels that also create challenges for redevelopment. At the
sane time, however, older shopping centers provide lower cost retail spaces that may work well for smaller,
independent retail and services.

Cupertino is attracting newer retail investments that are likely to result in increased sale§he Main
Streetproject is slated to add 130,500 additional square feet of retail in its lifestyle center. In addition, some
existing retail centers, such as Homestead Square and Cupertino Village, have received recent renovations.
The renovations at Homestead Squareltedin a significant increase in sales and sales tax revenues after

the first phase of the project opened in 2014.

Key Locations within Cupertino
Retail in Cupertino is concentrated along two corridors: Stevens Creek Boulevard and Homestead Road.

Stevers Creek Boulevardserves a< u p e r tmain anréinsercial corridor, accounting for 63 percent
of total retail sales in 2014 The retail mix in the Stevens Creek subasdaighly diversified, anderves
both local residents and workers from businessesghiout Cupertino

In contrast to Stevens Creek Boulevard, the Homestead Road corridor is primarily neighborhoed
servingpHomest ead Road runs along Cupertinods northern
on this corridor serve residentsinbath t i es. The corridor accounted fo
sales in 2014. Homestead Road contains mostly restaurants, grocery stores, and other food and food service
establishments.

Cupert i nopgerdorming rethil@aclas are on Stevens Crek Boulevard, between North Stelling
Road and North De Anza BoulevardThe highest sales ($25B50 per square foot per year) are found
in centersanchored by the national retailers Whole Foods and Target.

While the smaller, strip shopping centers on Steens Creek Boulevard have generally been successful

at attracting new tenants, many have not been upgraded in yearEhe eastersegment of Stevens Creek
Boulevardi extending from North De Anza Boulevard to ttigy borderi is characterized by relatively
small, shallow lots with limited visibility and parking. These centers are relatively underperforming,
typically achieving less than $100 a square foot in annual sales.

5 Excluding Vallco Shopping Mall.
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Hotel Uses

As in other South Bay communitiesdemand for hotels inCupertino is driven by businesdravel.

Cupertino currently has 785 hotel rooms across five properties. Approximately 70 to 75 percent of demand
is from business travelers. Strong job growth in
business traveler demafat hotel rooms in Cupertino will remain strong for the foreseeable future.

Cupertino currently has two hotels under construction and two more proposedThe Marriott
Residence Inn at Main Street and the Hyatt House Hotel, north of Vallco, are cuiretgtyconstruction

and together will add 328 r oo msusedevel@pmgneproposais,ad® s h o1
Marina Plaza and The Oaks shopping centers, both contain hotel components together comprising an
additional 322 rooms. Together,thkes f our hot el devel opments would ne

hotel inventory.

CONCLUSION

Cupertinobés economy is shaped by Stohuet hc oBranyubnsi tiyndnso
economy. Moreover, thety benefits from atrong employmertiase, damily-friendly environmenthigh-

guality municipal servicesanda well-educated, highly skilled workforce. These assets positiogithe

well to continue to attract and -growimgdechmologyssscione s s e s
At the same timethe Economic Development Strategic Phaiil need to considethe issues raised by

residents, business owners, and other stakeholders. These include retaining small and local businesses,
maintaining a healthy City budget that reliesaodiverse range of revenue sources, providing access to a

range of goods and services, and protectingithp¢ s excel | ent quality of 1ife.
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.  INTRODUCTION

The City of Cupertino iscreating anEconomic Development Strategic PIEEDSP that will guide tle

Citybs effOGupsrtionsippecodnomic prosperity. The ED
businesses, fostering a healthy economy, and maintaining a healthy fiscal position, rather than on new
development or land use chan@es.

This backgroundreport presents theconomicd at a and analysis that wild.l [
Development Strategic Plamhe reportdescribes employment and market trendentifies local assets,
and presents thepportunitiesandchallenges for attracting and retaining business&sipertino.

Following this introduction, this report is organized into five sections:
1 Summary of findings.
1 Issues and opportunities for economic development.

9 Industry and employment trendfocused onunder st anding Cupertinods
businesses

9 Office sector including a review of the market for existing office space in Cupertiand a
discussion of the relative competitiveness of employment locations within Cupertino.

1 Retail and hotel usg includingdiscussions ofational and regional retail trendaspbile services,
the strength of existingetail and hotelisesn Cuperting andthe competitive position of different
retail subareas within thsty.

As part of the preparation of thimckground report, the City of Cupertino hosted a Community Forum in
August 2014 that was facilitated by MIGhis analysis drawsn the community input provided at the
Forum (summarized in the appendix) as well as additional interviews with Cupertinedsukiaders and
local real estate experts, aadiariety ofotherdata and information sourctsatare described throughout
the report The report alsbuilds on existing economitudiesincluding the 2014 Market Study prepared

by BAE Urban Economicsya the 2014RetailStrategy Report prepared by Greensfelder Commercial Real
Estate.

6 The City is addressing development allocations and land use changes separately, through the General Plan
Amendment process and specific plans.
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II.  ISSUES AND OPPORTUNI  TIES FOR ECONOMIC

DEVELOPMENT
Cupertino has many economic assets that positiotitthevell to attract and retain businesses. At the same
time,r esi dents, business owners, City staff, and el e
to recruit and retain an appropriate mix of businesses over time while also maintairditgdtte e xcel | e n
guality of life. This section providean overview of the key opportunitiesandissugsat i nf or m Cupe

economic competitiveness. Thectionincorporatesssetsopportunitiesand potential challengeslated

to economic development as identiffedm the Community Forumadditional stkeholderinterviews, and

a review of existing reportSeethe appendixfor a complete summary of community comments from the
Forum.

CUPERTI| NBGNOMIC ASSETS AND OPPORTUNI  TIES

Cupertino is locatedat the heart of Silicon Valley. Cupertino is located iwestern Santa Clara County,

bordered by Sunnyvale, Santa Clara, San Jose, and Saflatoga. ci t y6s | ocation provi
to Interstate280, a freewayhat is relatively less congested comparedtteer freeways such &tighway

101. F280conrects the city tdighly skilled workers throughout the South Bay and to the Sand Hill Road

Area, the hub of venture capital activity in the region.

The city is home to a highly ompetitive technologysector. Cupertinohasalarge concentration dfigh-

wage jobs, centered on the technology induiany technology firms seek to locate in Cupertino in order

to do business with Applet he ci tyo6s single | argest employer an
Silicon Valleyi and take advantageofedh ci t y6s | ocation in the region a

Residents inCupertino and surrounding communities in the Westvalley are highly educated Nearly

80 percent of adults aged 25 and above in Cupertino have a college degree, with 40 percent holding
advanced degrees (Figurelll. Most residents are also employed in professional occupations. Seventy

eight percent of Cupertino residents are employed in management, business, science, or arts, compared with
50 percent of workers who live in Santa Claru@ty (Figure 2). The ci tyés signi ficant
also attractsa net wekday inflow of 26,700 workers, whtend to behighly educated workerf
professional occupatioris.

Cupertino also benefits from a high quality of life and firstrate schod district. Cuper ti nods pu
schools have been recognized for their excellent quality both by the State of California and in the national
media. In a 2014 community survey, the school system was the most commonly cited reason that residents
chose to liven Cupertind The excellent public school system and overall quality of life are very attractive

for new households, especially families with childiwerage lousehold size in Cupertino increased from

2.75 persons in 2000 to 2.87 in 20&Adthe sharef households with children increased from 43 percent

to 47 percent.

"TBAE Urban Economics, ACi ty odfmeQutp eMatrikneot G3tnuedrya, |0 PHeabnr uhamreyn 2 0
8Godbe Research, MieDtily €bmBupetyi Bati sfaction Survey, o 2014.
°BAE Urban Economics, ACity of Cupertino Gener al Pl an Amendme
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Figure II-1. Educational Attainment for Population 25+ and Older: Cupertino and Santa Clara Gounty
2011
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Figurell-2. Employed Residents by Occupation: Cupertino and Santa Clara CQodtly
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TheCityds Gener al fhaven gilowm steaddyroveetlse past several years as a result of new

real estate investments and other economic activitifzigure 13 showsrevenue sourcesf@ uper t i nod s
GeneralFund theCityd s pr i mar y o digal getri(RY)g2018 6. Redenue fsaunces that are

directly tied to economic activity including sles property and transient occupancy (hotedxesi

accounf or t he majority of veluegThesetrevenusodirses aeerg@wnasteadiF u nd r
over the past several years as the economy has recovered and Cupertino has attracted new investment.
fiOtheld revenue sources have experienced fluctuations due tinoaeevenues associated with major
devdopment projects, such as Main Street and Apple Campus 2. For example, in FY62@4&City

received 15 percent of its General Fund budget from charges for services, a category that includes planning,
zoning, engineering, and permit processing feescassd with new development. Charges from service
revenues are expected to decline significantly in the next several years as the new development projects are
completed.

Cu p e r tstrongdGéreral Fund supports a high level of service for resident&igure I1-4 shows the
Cupertinobs Gener al F-16n Tthe @ereapabRurd ipayufor basic servicedsiich 20 1 5
public works, law enforcement, recreation, and planning and community develdfifieatCity has been

able to maintain service lewst 2.80to 3.01 full time equivalent (FTE) staff per thousand residents over

the past ten years, even as the population grew significantly during that time period.

Figurell-3. Cupertino General Fund Reversu&Y 201516 (Budgeted)

Other**
17%

Utility Tax Safoso/Tax
5% °
Charges for
Services
15%
Property Tax
24%

Transient

Occupancy .
7% Other Taxes

2%

*Includes business license taxes, construction taxes, and property transfer taxes.
**|Includes franichse fees, licenses and permits, use of money and property, fines and
forfeitures, intergovernmental, and miscellaneous revenues.

Source: City of Cupertino 2014-15 Adopted Budget

10 Note that General Fund resources are used only to fund operations that do not have other dedicated (restricted)
funding sources. Operations that rely heavily on non-General Fund resources, such as street maintenance, solid
waste collection, and recreation are accounted for in other funds. The General Fund also does not include funding for
schools or other services that are provided by agencies other than the City.
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Figurell-4. Cupertino General Fund Expenditures, FY 2Q85Budgeted)

Recreation
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Services
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*Includes debt service and transfers to other funds, primarily to fund capital project costs.
**Includes Administration, Administrative Services, City Council and Commissions, and
Public Affairs.

Source: City of Cupertino 2015-16 Adopted Budget.

KEY ISSUES FOR ECONO  MIC DEVELOPMENT

Key issuesdentified in the Community Forum and stakeholder interviasesdiscussed below.

Cupertino has limited shopping opportunities for clothing and other specialty goods Cupertino has

many neighborhood shopping centers where residents can shgpobariesand other daily needs.

However, residents must look outside the commuiiifipr example, to Westfield Valley Fair and Santana

Row in San Jose, or the Stanford Shopping Center in Pald Adtodestination retail centers where they
canaccess dining and &rtainment opportunities arsthopforc | ot hi ng and ot her HfAspe:
goods and services that are purchased on a more infrequent, discretionary basis). Whitehdalbiag

Mall used to provide this type of shopping environment, the madiislargely vacant.

Mom-and-pop retailers and other smalland midsize businessesnay struggle to find or maintain

affordable locationsin Cupertino.Cuper ti nod6s strong economy has dri
and officespace, resulting in low vageies and high rents. As a result, small and midsize businesses of all
types struggle to find affordable space in tlitg, especially given the corafition with larger or better
establishedusinessed-or example, mall independent retailersay not be ble tocompete with chain

retailers which typically have better credit and are in a position to sign letegerleasesThere is also a

concern that traditional retailers selling goods are being replaced with services (e.g., tutoring centers, day
cares)Yhat require more parking than some existing shopping centers can provide and may not generate the
same level of sales tax revenues.

The City depends on a single employer for a significant share of its revenués.FY 201213, Apple
contributed total revenues of $9.2 million, or a
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budget!! Most of the revenues that Apple generates come from sales, property, and utility user taxes,
including approximately 45 pecet Cupertinods sal es a3 Overallethet ax r e
opening of Apple Campus 2 is expected to increase
that Apple contributes directly, suppliers, consultants, and other vendarsddey on Apple also add

i ndirectly timpactorhtiee Citydboudge ny 6 s

Protecting Cupertinobés quality of.Adcdrdingto iesidensshn over
polled for the 2014 community survey, the most important issues facpey @ were affordable housing

(33 percent), traffic (21 percent), and controlling growth (17 peré&ktany residents are also concerned

about preserving the quality of the public school system as the community continues to grow and change.

CONCLUSION

Cupertinods economy is shaped by the communityads
economy, familyfriendly environmenthigh-quality servicesand welleducated, highly skilled workforce.

These assets position thity well to continue taattract and retain businessess peci al l'y i n t he

fastgrowing technology sectoht the same timgheEconomic Development Strategic Plaiil also need

to considetthe issues raised by residents, business owners, and other stakeholdersgiti@udéed to
maintain a healthy fiscal position in the letegm while retaining small and local businesses, providing
access to a range of goods and services, and protecting quality of life.

11 This does not include one-time revenues from the construction of Apple Campus 2. The fiscal analysis related to

Apple and presentedher e i s from Keyser Marston Associ ates, AEconomic a
Cupertnod Current Facilities and Apple Campus 20, prepared for Ap
12 City of Cupertino i 2014 Community Satisfaction Survey, Godbe Research, 2014.
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[1l.  INDUSTRY AND EMPLOYMENT TRENDS

This sectiondiscussesrendsinCuper ti nods e mpltdhyememtntleaxdse of t he So
economy The sectionbuilds on the 2014 Market Study, which provided an overview of economic activity

in Cupertino. However, this analysis includes a nawiledanalysis of busireses by industry and firm

size, in order to provide a more nuanced understanditigeofconomic trends thatrrently shape the

cityd s e c thaimdusiriesthatare likely to drive future economic growth, afetypes ofbusinesses

and industries may require additional support froncttein order to thrive

The section begins with @discussion of recent economic trends in the South ®dlpwed by a more
detailed anal ysis oempoymerdlbatei nobés businesses and

ECONOMIC TRENDS

South Bay Region

The South Bayregion (San Mateo County and Santa Clara Countyis experiencingrapid economic
growth. In 2014, employment reaet its highest level since 20Gproximately nine percent higher than
theprerecession peak in 20@Bigure lll-1). TheS o u t h st®rmgyob growth has driven a steep decline
in the unemployment rate, from a high of 9.9 percent in 2009 to 4.9 percent inA2@b4ding to Joint
Venture Silicon Valley, employmemgrowthin the South Baygounties hasutpacedll other counties in
thenine-countyBay Area region except San Francisauce at least 200Averagewages in the South Bay
and San Francisdmave also risen tprerecession leve/svhile wages in theest of the Bay Area region
remain below 210 levels™

TheSout h gBwatlid employment and incomehas been driven primarily by the technology
sectorand other jobs in the professional, technical, and financial service®rofessional and technical
servicegobs represenvnethird of employmentin the South BayFigure 11-2). Softwarenow accounts
for over 50 percent of venture capital funding in Silicon Valley, the highest share ever fodtisisy*

However, employment in other sectors has not kept up with growth in technologgnd the
professional servicesWhile employment irtechnology firmshas recovered from the recession of 2008
2009, employment in other sectors suchraditional manufacturingarts and entertainment, and local
government administration have fallen in recent ygaossistent with this trend, the region has seen the
most job and income growth in higher skill job sectors, while middle and lower skill emplognoevth
hasbeen more sluggh'®

13 Joint Venture Silicon Valley Index, 2015.
14 1bid.
15 bid.

Economic Development Strategic Plan Background Report - Revised Draft -15-



Figurelll-1. South Bay Employmentends, 1992014
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Source: State of California Employment Development Department, 2015; Strategic Economics, 2015.

Figurelll -2. South Bay Employment by Indus@igtegory 2014

Category Employment % of Total
Professional and Technical Services (a) 423,847 33%
Manufacturing 180,593 14%
Other Industrial (b) 153,040 12%
Health 143,924 11%
Retail 119,298 9%
Restaurants 97,814 8%
Other (c) 87,545 7%
Education 46,071 4%
Accommodation & Entertainment 34,701 3%
Total 1,286,833 100%

(a) Includes Information, Finance and Insurance, Real Estate, Rental, Leasing, Professional, Scientific, Technical Services, and
Management of Companies and Enterprises

(b) Includes Construction, Wholesale Trade, and Transportation and Warehousing

(c) Includes Natural Resources, Utilities, Administrative and Support, Waste Management and Remediation, Other Services (except
Public Administration) and Unclassified

Source: Quarterly Census of Employment and Wages, 2014; Strategic Economics, 2015.

Cupertino

Reflecting the recent trends in theSouth Bay, Cupertino has experienced a strong recovery from the
recession of 200&009.As of 2013, employment hazkceeded 2007 levels (Figure-8). Over time, the

city has become an increasingly competitive location for employment. In 2013, Cupertino accounted for
2.6 percent of all jobs in the South Bay, up from 2.2 percent in 1998.
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Figurelll -3: Total PrivateEmploymenin Cupertino and as a Perceat South Bamployment
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Source: US Census ZIP Code and County Business Patterns, 2013; Strategic Economics, 2015.

BUSINESSES AND INDUS  TRIES IN CUPERTINO
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This sectiondescribeghe types of businesses and industries in Cupertino. Because the city is home to
Apple and other large companies, the data on employment by industries tends to reflect the dominance of

these employerdn order to provide a more complete portrait of alsinesses in Cupertino, this analysis

begins with an overview of thetyd s maj or empl oyer s

more detail on the characteristicssofiall and midsizbusinesses

Large Businesses

Almost all of the cityd s  mamjployers are in the technology or education sectorgigure llI-4 lists
businesses in Cupertino that employ 250 or more workédsnost all of the privatly owned large

employersare inthe high tech or bioteclindustriesTh e ci t

community.

Appl e I nc. is Cupertinods single

y 6s

(t hos e praidésh

250

| a&sp mpaudetthedooap | oy er
school and community college districts and a private health care center that serves a local retirement

argest
Silicon Valley. Apple employs approximately 15,000 workers in office and research and development
buildings across the city, representing approximately 47 percent of its workforce. Following the completion

empl oy e

of Appleds second campus i n 20 1A8ingoistprojectectointeaseay 6 s t
to 23,400

Keyser Marston Associates, fAEconomic and d&CusentFhcilitiesmpdact s Ge n ¢
Apple Campus 20, prepared for Apple Inc., 2013.
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Figurelll -4: Businessem Cupertino with more than 250 Employees, 2013

Employer Sector Employees
Apple Technology 15,000
Cupertino Union School District Education 1,597
Foothill/DeAnza Community College District Education 1,183
Fremont Union High School District Education 961
Seagate Technology LLC Technology 500
Affymax Inc Biotechnology 304
Pegasystems (formerly Chordiant) Technology 285
Trend Micro Inc Technology 250
Health Care Center at the Forum Health Services 250

Total 20,330

Source: Cupertino 2012-2013 Comprehensive Annual Financial Report, 2013; Strategic Economics, 2015.

Small and Midsize Businesses

Cu p e r majan eripleyers are well knowhut the cityd smaller employers are less well understood.

This section focusesn small and midsize firms, defined here as those with fewer than 250 employees

includingtrends by 1) industry and 2) business size=findings in this section are based on data from the
US Census County and ZIP Code Business Patterns for the years 1998 affth®i@st recent year

available at the time of the analysig)

Industry Trends

Mostof Cup er t i n and midsegarbadinesesare in the professional and technical service$n

2012, professional and technical services accounted for 44 peféent p e r snalhaodnddsize firms,
comparedo 32 percenbf small and midsize firms the South BayFigure 11-5). These profesonal and
technical services firms employed 32 percent of workers employed inviitngewer than 250 workers

in Cupertino, compared to 27 percent of South Bay workers empiopedinesses of this si¢eigure 1l -

6).

Cupertino has relatively few small and midsizefirms in the manufacturing and transportation and

distribution sectors. As shown in Figure 15, the manufacturingsectoraccoungd for 2 percent of total
small and midsize businessis Cupertinoin 2012 compared withb percent for theSouth Bay. The

transportatioranddistributionsectormadeup 9 percent of totabmall and midsizéusinessem thecity,

compared with 15 percent for the South Bay.

Compared to the South BayCupertino generally has a similar concentration of small andnidsize

firms in servicesectorssuch as health, education, retail, andccommodation. As shown in Figurell-

5, Cupertino has aimilar share of small and midsize businesses in the restadraalth, and
accommodatior{hotel) sectorcompared to the $th Bay. Thecity alsohas a relatively high share of
educational establishments, even excludimgschool and community college districts (which all employ
250 or more workers)his may reflect the tutoring and afterc h o o |

cent er s stmahmgt

sery

families with childrenHowever, compared to the South Bay, Cupertino has a relatively low share of retalil

businessesn part reflectingsignificant vacancies at Vallco.

17 Note that the County and Zip Code Business Patterns data exclude self-employed workers, as well as employees of
private households, railroad employees, agricultural production employees, and most government employees.
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Figurelll -5: Small and Midsiz8usinesseby Sector Cupertino and the South Bay, 20Blsinessewith
Fewer than 250 Employees)
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(a) Includes Information, Finance and Insurance, Real Estate, Rental, Leasing, Professional, Scientific, Technical Services, and
Management of Companies and Enterprises

(b) Includes Natural Resources, Utilities, Administrative and Support, Waste Management and Remediation, Other Services (except
Public Administration) and Unclassified

(c) Includes Construction, Wholesale Trade, and Transportation and Warehousing

Source: US Census ZIP Code and County Business Patterns, 2012; Strategic Economics, 2015.
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Figure I1l1-6. Jobs in Small and Midsize BusinessesSegtor Cupertino and the SoutBay, 2012
(Businesses with Fewer than 250 Employees)
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Source: US Census ZIP Code and County Business Patterns, 2012; Strategic Economics, 2015.

Between 1998 and 2012he number of small and midsized businesses in the professional and
technical serviceshealth, restaurant, accommodation, anceducationsectorsgrew, while the number

of businesses in thndustrial and retail sectors declined As shown in Figurell-7, 115 newprofessional

and technicabusinesses were added between 1998 and 2012, with smaller gains in education, health care,
accommodatiorghotels) andrestaurants. During this same period, Cupertino lost nearly half of its retail
businesses and owmarter of its businesses in manufacturing, transportation, warehousing, and
construction. Competition witkechnology and professional services firfos industrial space may be
contributing to the decline in manufacturjrigansportation distribution, and warehoudinginessesrhe
decrease in retail establishments reflects the declining occupancy rates in Vallco mall over this time period.
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Figure 1l1-7: Change inNumber of Small and MidsiZgusinessedy Sector: Cupertino1998 to 2012
(Establishments withSD or Fewer Employees)
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Source: US Census ZIP Code and County Business Patterns, 2013; Strategic Economics, 2015.

Technologyb ased i ndustries accounted f omidsizelbusipesses ent 01
The technology industry includes businesfesn several ofthe sectors discussed above, including
professional and technical services, transportation and distribution, and manufacturing. In total, technology
firms accountfor21 percen of Cu p e tomidsiee lusinessan BFigure-8). In comparison, only

ten percent of small and midsize businesses in the South Bay as a whole are in technology. The majority of
technology businesses are in software development, including costoputer programming services and

computer systems design services.

According to local real estate brokers, many small and midsize companies locate in Cupertino to do

business with Apple orthecityd6 s ot her | ar ge t Eeihdostiésbayyinfigumiani es .
8do not capture the full magnitude oditydbGu haursti inrec& e
in other industried such as legal offices and consulting firingrovide services t@dpple or other

technology firms.
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Figure 111-8: Top TechnologyRelated Industries: Cupertino, 2012 (Businesses with Fewer than 250
Employees)

% of Total Estimated % of Total

Industry Firms Firms Jobs Jobs
Custom Computer Programming Services 156 10% 1,606 9%
Computer Systems Design Services 76 5% 263 1%
Other Electronic Parts and Equipment Merchant Wholesalers 22 1% 164 1%
Computer, Computer Peripheral Equipment, Software Wholesalers 15 1% 282 2%
Other Computer Related Services 13 1% 217 1%
Software Publishers 13 1% 557 3%
Data Processing, Hosting, and Related Services 12 1% 124 1%
Electronic Shopping 10 1% 39 0%
All Others* 19 1% 537 3%

Total Technology-Related 336 21% 3,786 21%

Total Small and Midsize Firms 1,611 100% 17,724 100%

*Includes Computer Facilities Management Services, Internet Publishing and Broadcasting and Web Search Portals, Software and
Other Prerecorded Compact Disc, Tape, and Record Reproducing, Bare Printed Circuit Board Manufacturing, Instruments and Related
Products Manufacturing for Measuring, Displaying, and Controlling Industrial Process Variables, Semiconductor and Related Device
Manufacturing, Printed Circuit Assembly (Electronic Assembly) Manufacturing, Semiconductor Machinery Manufacturing Computer
Storage Device Manufacturing.

Source: US Census ZIP Code and County Business Patterns, 2013; Strategic Economics, 2015.

Business Size

Cupertino has a high concentration of very smalbusinessesvith between one and four employees.
Businesses with one four employees accounted for 62 percent of all lssas in Cupertino in 2012,
compared to 55 percent of businesses in the South Bay as a whole (Fi@ur& hese very small firms
accountedor 14 percent of workeremployedin small and midsize firsin Cupertino, compared to just
over 10 percent of workers in the south Beigurelll-10). Very small businessagere also thenly firm
sizecategory thaexperiencea net increase in number lofisinessebetween 1998 and 2012 (Figute |
11).

Mostof Cu p e r tvénnsmdllbusinessesire in the professional services sectoFigure Ill-12 shows
businesses by size and industry. More than half of businesses with one to four employees are in the
professional and technical services sector. Accordingdal lorokers and business leaders, Cupertino is
attractive for small entrepreneurs and stgr$ because of the highdkilled workforce that lives in the city

and in neighboring communities.

Compared to the South Bay, Cupertino has relatively few midsizeusinessesCompared to the South
Bay, Cupertino has fewer businesses and employees in firms employing between 2BD amukers
(Figures 11-9 and 11-10). Between 1998 and 2012, the number of these midsize firms ditytlieclined
(Figure 11I-11). Limited spaceavailability may beonefactor contributingin the weaker performance of
midsize businesses as comparedey smallestablishments. Commercial real estate broke@upertino
report thatmany midsize businesses cannot find space in Cupertino, aedplaatdindusinesseare often
forced to leave theity because they cannot find suitably large offifegheir growing businesses.

Economic Development Strategic Plan Background Report - Revised Draft -22-



Figure 1l -9: Businesseby Size:Cupertino and the South Bay, 20Businesses with 250 Employees or

Fewer)
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Source: US Census ZIP Code and County Business Patterns, 2012; Strategic Economics, 2015.

Figure ll1-10: Jobsby BusinessSize Cupertino and the South Bay, 20(Businesses with 250 Employees

or Fewer)
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Figure Il -11: Change in Number of Businesdms Size Cupertino, 1998 to 2018Businessewvith 250

Employees or Fewgr
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Source: US Census ZIP Code Business Patterns, 1998, 2012; Strategic Economics, 2015.
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Figurelll -12: Businesseby Sector and Siz€upertino and South Bay, 20{Businesses with Fewer than 250 Employees)

Business Size (Number of Employees) Percent of Firms of Each Size
20 to 50 to 100 to 20 to 50 to 100 to

Sector l1to4 5to19 49 99 249 Total l1to4 5to19 49 99 249 Total
Cupertino
Professional & Technical Services (a) 513 146 29 9 8 705 52% 33% 28% 22% 33% 44%
Manufacturing 20 10 0 5 1 36 2% 2% 0% 12% 4% 2%
Transportation & Distribution (b) 99 28 9 5 0 141 10% 6% 9% 12% 0% 9%
Retail 62 44 10 2 6 124 6% 10% 10% 5% 25% 8%
Accommodation & Entertainment 9 5 6 3 2 25 1% 1% 6% 7% 8% 2%
Restaurants 42 71 24 10 1 148 4% 16% 23% 24% 4% 9%
Health 104 77 12 2 5 200 10% 17% 12% 5% 21% 12%
Education 24 24 8 1 59 2% 5% 8% 5% 4% 4%
Other (c) 123 43 6 0 175 12% 10% 6% 7% 0% 11%

Total 996 448 104 41 24 1,613 100% 100% 100% 100% 100% 100%
South Bay
Professional & Technical Services (a) 13,726 4,922 1,362 539 336 20,885 38% 24% 24% 25% 29% 32%
Manufacturing 1,157 1,070 432 171 110 2,940 3% 5% 7% 8% 10% 5%
Transportation & Distribution (b) 5,681 2,934 791 284 161 9,851 16% 14% 14% 13% 14% 15%
Retail 2,980 2,753 761 303 173 6,970 8% 14% 13% 14% 15% 11%
Accommodation & Entertainment 484 375 196 81 51 1,187 1% 2% 3% 4% 4% 2%
Restaurants 1,773 2,734 1,036 285 50 5,878 5% 13% 18% 13% 4% 9%
Health 4,163 2,756 479 170 108 7,676 12% 14% 8% 8% 9% 12%
Education 555 383 158 67 35 1,198 2% 2% 3% 3% 3% 2%
Other (c) 5,269 2,398 568 234 131 8,600 15% 12% 10% 11% 11% 13%

Total 35,788 20,325 5,783 2,134 1,155 65,185 100% 100% 100% 100% 100% 100%

Note: excludes businesses with more than 250 employees (which are primarily in the professional & technical services and education sectors).

a) Includes Information, Finance and Insurance, Real Estate, Rental, Leasing, Professional, Scientific, Technical Services, and Management of Companies and Enterprises
(b) Includes Construction, Wholesale Trade, and Transportation and Warehousing

(c) Includes Natural Resources, Utilities, Administrative and Support, Waste Management and Remediation, Other Services (except Public Administration) and Unclassified
Source: US ZIP Code and County Business Patterns, 2012; Strategic Economics, 2015.
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CONCLUSION :CUPERTI NOG S COWEPDSIITIAON

The business and industry trends discussed in this section sumggegtopportunities and several
challenges for economievelopment in Cupertino.

Opportunities
Key opportunitiesor economic development include:

1 Growing job base: The number of private jobs in Cupertino grew by nearly 20 percent over the
last decade and a half, from 27,70Bgan 1998 to 33,000 jobs 2013 Cupertinobs emp
basealsogrew more quickly thaemployment irthe South Bayas a whole during this time period.

1 Majoremployers Cuperti nods economy i stedinologyeenploydysy a nur
including Apple, Seagate, Pegasysteams] Trend MicroOther firms seek to locate in Cupertino
in order to do business with Apptend t he ci tyds agahvendor, pasgthnepar e mp |

consultant
1 Concentration of small and midsizetechnologyfims: Cuper t i nods streonhgth in
limited to large employers. Approximately 20 percent ofdityd s s ma | | and midsi ze

(defined as those with fewer than 250 employees) are in technology firms. Moreover, many of the
small and midsize businesses in other indusirisch adegal offices and consulting firniscater
directly to Apple or other technology firms.

1 Attractive business climate for small entrepreneurs and starups: Cupertino is attractive for
small entrepreneurs and stagds because of the highskilled workfoice that lives in the city and
in neighboring communitiehis is reflected intheitybp s st rong concentration
technical firms with one to four employees.

Potential Challenges

However, the industry trends also reveal several potentirala | | enges f derm ecomamicci t y o s
growth, including:

1 Few small and midsizenanufacturing businesseswWhi | e Cupertinoés | arges:
is often categorized as a manufacturing businessgithédias relatively few small and midsize
busiresses in manufacturing or other industrial industries such as transportation, distribution, or
construction. This may reflect the challenges that small and midsize manufacturing firms face in
competing with professional and technical firms for office a@dDRpace in Cupertino.

1 Challenging environment for midsize firms: Compared to the South Bay, Cupertino has fewer
businesses and employees in firms employing between 10 and 250 workers, and the number of
businesses in this size range is declining. Limifeate availability may be one contributing factor.
Commercial real estate brokers in Cupertino report that many midsize businesses cannot find space
in Cupertino, and that expanding businesses are often forced to le@ity thecause they cannot
find sufficient space for their growing businesses.

Economic Development Strategic Plan Background Report - Revised Draft -26-



IV. OFFICE SECTOR

The rapidjob growthin Silicon Valley and Cupertinbas fueledstrongdemand foiexistingoffice space.
This section reviews recent office market trends in Silicon Valley and Cupertinoingcunrends in the
key employment locationsithin the City of Cupertind®

OFFICE MARKET OVERVI EW

FigurelV-1 provides an overview of the office inventory, vacancies, and rents in Cupertino compared to
other markets in Silicon Valley as of the first quarter of 2015. FigMr2 summarizes the office
development that is entitled, proposed, or under construatiGapertino and surrounding communities.

The Silicon Valley office market contains 85.6 million square feet of spacejth an overall vacancy
rate of 8.7 percent and an average monthly rental rate of $3.67 per square foGverall, Class A office
spaceaccounts foslightly lessthas 0 per cent of the redV¥-B.ndbs office i

Cupertino outperforms most nearby communities with the exception of Mountain View, Menlo
Park, and Palo Alto. As shown in FigurdV-1, the average rent for availaboffice space irCupertino
was$4.65 per square foot ($4.94 for Classid}he first quarter of 2015vith vacancy at a veripw 2.3
percent (2.4 percent for Class A).

Threef ourt hs of Cupert i naoOlass Adffiteispaee reprpsam legleristare 6fl as s A
Cuperti no6s tleahihang @heriSanElaradountymarket except Sunyvale (FigurelV-1).

Cu p e r thigmrenissand low vacancy rategeflect the cityd snany competitive advantages.As
discussedin prevous sectionsCupertino has excellent access to Highway 85 aB80| enabling
companies to draw from the highly educatablor force throughout Silicon Valley and providing easy
access to venture capitdoreover, many firms seek to locate in Cupertino to do busimigisApple and
thecitydb s ot her maahdatatake atvartage/ofwhat is considered a prestigious business address
second only tehe North Valley cities oPalo Alto, Mountain View, and Menlo Park

Low vacancy rates and limited turnovermay corstrain the cityd s a b adcamtngdatd expanding
companies.Brokers indicate that larger spaces, particularly in the range of 20,000 to 100,000 square feet,
are in high demand for expanding companies seeking space in Silicon \létlexever, pace of tlis size

is extremely limited in Cupertino, and companies often compete with Appiéch typically offers to pay

for significant tenant improvemenitsfor available vacanciegccording to market research by Newmark
Cornish & Carey, Cupertino saw only ¢ler lease transactions of more than 10,000 square feet in 2014,
while 14 deals were closed for spaces between 3,000 and 9,999 square feet, and 51 deals were closed for
spaces of less ém 3,000 square feet. As a result of the limited space availability, some companies that
would prefer to locate in Cupertino instead sign leases elsevBiaeeCoat and Amazon Lab 126 are two
recent examples adfupertinocompanieghat moved toSunnyvalein order to find sufficient space after
expanding

18 Cupertino also has a small light industrial and research and development (R&D) building stock, mostly in the Bubb
Road area. However, most of the industrial/R&D buildings in Cupertino have been converted to office uses or a mix of
office and R&D, and are therefore considered in this section as part of the overall office market.
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Figure IV-1: Office Inventory, Vacancies, and Rents: Cupertino and Market Area Cities, Q1 2015

Rentable Building Area (Sq. Ft.) Vacancy Rate Average Asking Monthly Rents
(Per Sq. Ft., Full Service)
Class A
as a
Market All Office Class A % of Total All Office Class A All Office Class A
Cupertino 4,341,133 3,264,642 75% 2.3% 2.4% $4.65 $4.94
Other West Valley 4,535,137 1,591,191 35% 6.2% 8.5% $3.46 $4.09
Campbell 2,300,372 885,460 38% 8.9% 13.9% $3.48 $4.03
Los Gatos 1,873,492 605,356 32% 4.0% 2.1% $3.46 $4.64
Saratoga 361,273 100,375 28% 1.1% 0.0% $2.76 -
North Valley 34,850,862 21,876,263 63% 4.5% 4.5% $5.77 $5.53
Menlo Park 5,659,752 1,872,466 33% 4.5% 7.6% $8.10 $9.17
Mountain View 7,165,496 5,001,436 70% 2.1% 1.5% $5.53 $5.55
Palo Alto 10,126,183 4,570,974 45% 4.3% 2.0% $6.85 $7.63
Sunnyvale 11,899,431 10,431,387 88% 6.3% 6.5% $4.41 $4.48
East Valley 41,953,983 23,723,874 57% 13.1% 12.6% $3.06 $3.49
Santa Clara 13,031,174 8,523,307 65% 13.1% 13.9% $3.69 $4.04
San Jose 27,789,874 14,807,910 53% 13.1% 11.7% $2.79 $3.17
Milpitas 1,132,935 392,657 35% 11.1% 18.3% $2.15 $2.07
Total Silicon Valley 85,681,115 50,455,970 59% 8.7% 8.3% $3.67 $4.02
Source: Silicon Valley 1Q15 Office Market, Newmark Cornish & Carey, 2015; Colliers International, Q1 2015; Strategic Economics, 2015.
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There are approximately 36 million square feet of new office developmentplanned, proposed, or
under construction in Santa Clara County As shown in FigurdV-2, cities with significant office
development in the pipeline inclutiountain View (10.2 milliorsquare feet}San Jose;2million square
feet), Santa Clar&(8 million), Cupertino (up to 5.6 milliongand Sunnyvale (8.million).

Major office projects planned or under construction in Cupertino include Apple Campus Il, Main
Street, and Vallco.If Vallco proceeds with its allocation ¢fvo million square feet of officspacethe

total amount of pipeline office construction tot&l§ million square feah Cupertinoi or approximately

16 percent otthe total newoffice development planned in Santa Clara Coulitghould be noted that i
addition to thenewApple Campus, Apple will occupy the 260,000 square feet of office under construction
at Main Street Cupertino.

Figure IV-2. Summary oOffice DevelopmerRlanned, Proposed,
and Under ConstructionCupertino, West Valley, and Other
Selected Santa Clara County Cities

Percent of
Market Square Feet Total
Cupertino
Apple Campus Il 3,400,000 9%
Main Street 260,000 1%
Vallco* 2,000,000 5%
Total 5,660,000 16%
Other West Valley
Campbell 170,000 0%
Los Gatos 433,000 1%
Saratoga 0 0%
Total 603,000 2%
Other Silicon Valley
Cities
Mountain View 10,230,000 28%
Sunnyvale 4,828,000 13%
Santa Clara** 5,870,000 16%
San Jose 9,264,000 25%
Total 30,192,000 83%
Total 36,455,000 100%

* The Cupertino General Plan allows for up to 2 million square feet of office to
be built at Vallco; the amount of office area that included in the final
development plan may change.

** Excludes the 3,000,000 square feet Yahoo campus proposal, which has
stalled.

Source: City of Cupertino, 2015; New Development Report Q1 2015,
Newmark Cornish & Carey, 2015; Strategic Economics 2015.

KEY EMPLOYMENT  LOCATIONS WITHIN CUPERTINO

Within Cuperting office uses are concentrated in several key locations. These are shown below in Figure
IV-4 and include
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1 Stevens CreekStevens CreeRoulevardb et ween Hi ghway 85 and th
boundary and South De AnBaulevardbetween Stevens €ekBoulevardand thecityd s s o u't
boundary

e
he

North De Anza North De AnzaBoulevardbetween Stevens Creek Boulevard and Interstate 280
Bubb Road Bubb Roadwvest of Highway 85

FigurelV-3 summarizes the total existing office inventory in each subl@oeshe purposes of this analysis,
the existing Apple Campus was excluded from the North De Anza suladtiezugh it is included in the
total citywide inventory) Figure V-3 also excludes projects that are planned or under construction,
includingApple Campus 2Main Streetand Vallco.

Accurate data on rents and vacancies in each subarea are not available. However, according to local real
estate brokersjacancies for each subar@@near zero, and rents tend to be very high througtheutity.
Other key characteristics of the subareas are described below.

The Stevens Creek Boulevard subarea contains the most office space, including Cupertino City
Center and a variety of smaller office buildings.As shown n FigurelV-3, 30 percent of Cupertifos

office inventory is located in the Stevens Creek Boulevard subarea. This includes the approximately
300,000 square foot City Centé€llass Aoffice complex at the corner of Stevens Creek and North De Anza
Boulevard.With the exception of City Center, ghoffice spaces in the Stevens Creek subarea are a
decentralized mixture of small®lass B and ®@uildings with a variety of tenantduch of this space has

not been upgraded in recent years.

Currently, t he premier location for office spacan Cupertino is at the intersection of Stevens Creek
and North De Anza Boulevards, and north along North De Anza Cupertino City Centeand the Apple
Campus havahistoricallyanchored th prime North De Anzaffice corridor, which benefits fromxcellent

access to lmtrstate 280.

Within the North De Anza subareathere is a significant concentration of Class A space andost of
the older space has been significantly upgradeth particular,Bandley Road has seen upgrades of R&D
spaces to conventional office spacedil/these upgradeserelargely undertaken by Appl®r its own
use, these buildings would be very desirable for prospective tenants should they come on the market.

As a result of the Main Street and Apple Campus |l projectsthe most desirable locationfor office
space is shifting eastward_ocal brokers expechese developments to shift fm@mier location fooffice
spacen Cupertinato the east-uture redevelopment of Vallco could also contribute to this trend.

Bubb Road is a significant employmat center, though smaller than Stevens Creek dlorth De Anza
and characterized by amix of R&D uses and older buildings Bubb Road contains a number of older
industrial buildings, some of which have been upgraded to office or R&lde by Apple. The western
section of the subarea is developed with residestydd offices with smaller spaces and floor plates.
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Figure IV-3: Existing Office*Inventory by Subarea

Total Rentable Building Area

Total
Subarea Buildings Square Feet % of Total
Stevens Creek Blvd 88 2,111,500 30%
North De Anza Blvd 25 1,261,400 18%
Bubb Road 54 848,600 12%
Other** 65 2,757,900 40%
Total Cupertino 232 6,979,400 100%

*Includes R&D and light industrial space as well as office inventory (as defined by CoStar); in
Cupertino, R&D/light industrial space function similarly to traditional office space.
**|Includes the 856,000 square foot existing Apple Campus

Source: CoStar, 2015; Strategic Economics, 2015.
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Figure IV-4. Key Employment Locatiomgthin Cupertino
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CONCLUSION: CUPERTI NOG S COWEPDSIITIAON

Opportunities

Cupertind price premium and lowacancy rateseflect several advantages that dity has in attracting
and retaining officdbased businesses

1 Premier office location Cupertino is known as a premier location lboisinesses ihightech and
other professional and technical servigassinesses and real estate brokers in the region recognize
Cupertino as a highly prestigious address for corporations locating in the South Bay.

9 High-quality office stock. Compared to other neighboring communities, Cupertino has an
unusually high share @lass Aoffice space. Moreover, much of the Class B and C stock has been
upgraded over time by Apple,tbgyd6 s | ar gest empl oyer .

9 Access to skilled labor.Cupertino and surrounding communities in the West Valley, including
Campbell, Los Gatos, and Saraogenjoy a particularly high concentration of highome
households and highly educated workeZsu p e r tlocation &leng Interstate 280 provides
excellent access to a highly skilled labor pool in the Peninsula and the South Bay. Commute times
on 280 also tend to be shorter than on other, more congested highways such as Highway 101,
making Cupertino a more attractive location for many employers.

9 Access to venture capitall-280 also provides excellent access to the Sand Hill Road area, the hub
of venure capital activity in the region, as well as other venture capital firms anehéigiorth
individuals funding new startup businesses around the Valley.

Potential Challenges

However, thecityd s excepti onally compet it chalenges fof econ@micmar k et
development:

1 Predominance of a single tenantAccording to local brokers, Apple occupies 80 percent or more
ofthecitybs of fice inventory, creating challenges f

9 Limited availability and turnover of midsize spacesA very tight market for office space
combined with thehigh share of office space occupied by Applesults in scarce leasing
opportunities in the 20,000 to Q@O0 square foot range. Although larger spacesio in short
supply, 20,00 to 1®@,000 square feet spaces are in high demand for growingsineidompanies
such as technology startups these firms mature and expand, they are often forced to find office
space in other cities.
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V. RETAIL AND HOTEL USES

Cupert i hoasghwldnocdmgshand strong employment base are driving significant demand for retail
and hotel in the community. This section describes recent trends in the retail and hotel markets in Cupertino,
in the context ohational andegional trends?®

RETAIL

National and Regional Retail Trends

Due to a variety of factors, tmational and regionaétail environment is shifting, influencing the types of
retailers thatocal communities can expect. Some of these wider industry trends aréoddselow.

1 Online shopping has put pressure oronventional retail businesses As more retail sales shift
online, demand for certain types of brakdmortar retail stores for example, book, music, and
video rental, and electronics storfiedias decdhed significantly. In shopping centers and retail
corridors across the region, demand for new retail space is increasingly driven by stores that face
little or no competition from online sales, such as restaurants, groceries, hair and nail salons, and
other personal services.

91 Preferences for retail spacdnave evolved Some of the aging strip retail centers in the South Bay
no longer meet the space needs of national and regional chains. These types of tenants tend to favor
wide storefronts with high ceiliregand highly visible signage, located in concentrated nodes with
high traffic, good visibility, and easy vehicle and pedestrian access. Older retail buildings that do
not meet those criteria may struggle to attract tenants, although in some instanceaytlaso
provide more affordable space for smaller, independent businesses.

1 Inthe Bay Area, new retail developmentis generally limited to expansionsor redevelopment
of existingmalls and shoppingcenters often as part of a mixeduse project The SarFrancisco
Bay Area region has added very little new inventory in recent years, ranKimgitl@f 19rimary
markets for retail constructioim 2015despite having the lowest vacancy rate in the coudfitry.
There are many factors that have reducedmhe@unt of new retail construction, including shrinking
store sales, rising land costs, and rising construction costs. Genataliyjevelopmenprojects
generate lowefinancial returnsthan office or residentiaprojects,making it difficult for retal
development to compete foostlyland unlesst is part of a mixeelse project.

1 Mobile services are another source of competition for retailetsAnother small but growing
retail trend affecting many cities is the rise of mobile services, including famks and
convenience services such as dry cleaning or oil chdhgesavel to customerblational sales in
food trucks alone are expected to rise from $650 million in 2012 to $2.7 billion in*2(Nate
that while several studies have attempteducagnt i fy food trucksd mar ket
the prevalence of other types of mobile services, such as dry cleaning, pet grooming, oil changing,
etc.)The rising popularity of mobile services reflects the national and regional trend of increasing
demand for specialty food, restaurants, and services. In the entrepreneurial South Bay in particular,
more and more workers aaecessinglaily goods and services at wodnd seekingemporary or
eventlike urban experiences after work and on the weekenks. spread of mobile services

19 Note that the retail portion of this section is primarily focused on the neighborhood-serving retail in Cupertino.
Because Vallco is slated for redevelopment and the subject of its own Specific Plan, the shopping mall is not a focus
in this analysis.

20 JLL, United States Retail Outlook, Q2 2015.

2l ntuit Net wor k, ifitctohoed NMariuncsktsr elVeon ,oohttpD/aetwerkiibt@ticomanvp-1 2 ,
content/uploads/2012/12/Intuit-Food-Trucks-Report.pdf.
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presents a mixture of challenges and opportunities for municipal government that requires specific
planning and regulatory responses, as discussiea\.
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Best Practices for Mobile Services Policies

Mobile services include food trucks, mobile auto care services, mobile dry cleaning, and any
other goods and services offered from a vehicle. These services create an opportunity to fill
existing gaps in services, stimulate economic activity, and activate underutilized spaces with
events and programming. However, the increasing popularity of mobile services has also raised
concerns in many communities about public safety, sanitation, traffic, and competition with
existing brick-and-mortar businesses. Many California cities are revisiting their regulatory
framework to ensure that mobile services can continue to provide needed goods and services

without detracting from | ocal businesses
developing a mobile services program or policy will need to tailor local laws to respond to that
communityés particular circumstances, a se

Area and elsewhere in the country gain increasing experience with food trucks and other mobile
services. In general, best practice policies generally include some combination of the following
components:

1 Efficient permitting processes that protect public safety and minimize congestion:
Many cities are adjusting the permitting process for mobile services to help address
concerns about impacts on traffic, parking, health, and safety. For example, permits for
mobile vendors are often particular to specific geographic areas within the city, times of day,
or special events. Spatial regulation (minimum distance from schools, bus intersections,
other vendors, etc.) and time regulations (maximum time of operation on a single site) also
help limit the density of vendors on a single property or in a particular area. Creating a more
transparent, efficient permitting system can also help streamline the process for mobile
vendors. In cases where separate permits are required from separate jurisdictions, some
municipalities have created educational materials to help vendors understand the steps in
the process.

1 Stakeholder involvement and education: Brick-and-mortar business owners may
perceive mobile vendors as having an unfair advantage because they do not pay rent or
property taxes, and in some instances may avoid paying sales tax as well. No rigorous
studies have attempted to measure the competitive effects of mobile services on brick-and-
mortar businesses. However, anecdotal evidence suggests that food trucks may actually
enhance retail shopping districts by diversifying and complementing existing retail offerings,
thus attracting more pedestrian traffic to the district. Involving and educating concerned
business owners and residents throughout the process of enacting new regulations can help
get all stakeholders on board with a new policy. Regulating the number of food trucks that
can gather in a particular site or di str
impacts on local businesses, in addition to addressing traffic and safety issues. Economic
development programs that seek to activate underutilized areas or attract more street
activity (discussed below) can also help brick-and-mortar retailers recognize an advantage
to allowing food trucks or other mobile services to locate nearby.

1 Space activation and programming: In addition to addressing traffic and safety concerns,
regulations on where mobile vendors can locate can also help achieve economic
development goals by directing vendors to underutilized areas, or to areas that will benefit
from additional street activity. Food trucks have been used successfully to activate
underutilized areas in various locales around the Bay Area (see Fremont case study, below).
Food trucks can also enhance downtown environments, for example by attracting more foot
traffic or serving as a complement to drinking establishments.
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Best Practices for Mobile Services Policies, Continued

Case Study: Mountain Viewds Permitting

In 2013, the City of Mountain View passed an ordinance to address concerns about traffic flow
and public safety arising from the increased presence of mobile vendors in that community. The
ordinance also streamlined street vendor permitting to account for mobile services operating on
both public and private property, rather than on designated sites. Mountain View® rules address
safety and congestion by requiring mobile vendors to maintain a minimum distance of 100 feet
from schools, and by limiting vending on private property to a maximum of four hours on a
particular site per day, with no more than three vendors on a property simultaneously. A
separate Temporary Use permitting process was created to allow for longer hours and larger
clusters of vendors at food truck rallies
area, vendors are prohibited from operating on the most centralized streets. This restriction is
an additional safety measure that also mitigates some of the competitive concerns of brick-and-
mortar stores in that area.

Case Study: Fremont Street Eats

Beginning in 2013, the City of Fremont began working with the Fremont Chamber of Commerce
to establish a weekly food truck event in Downtown Fremont. Fremont Street Eats is now a
weekly event in its third season, sponsored by the Chamber. Street Eats was intended as an
economic development program intended to help activate the Downtown. Many existing
businesses, including small retailers and restaurants, consider the program a successful
economic development effort because it helps bring pedestrian traffic to an area that was
historically underused.

Fremont Street Eats
Image: Fremont Chamber of Commerce

Key Sources: Interviews with Chris Costanzo, Code Enforcement, City of Mountain View and Jessica von Borck, Deputy

a

City Manager, City of Fremont ; I ntuit Net wor k, i Foc

http://network.intuit.com/wp-content/uploads/2012/12/Intuit-Food-Trucks-Report.pdf;  Silicon  Valley = Economic
Development Alliance, Unpublished White Paper.
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Cupertino Household Spending Patterns

The household spending patterns of Cupertino residents help shape the type of retailers that are attracted to
the city, as well as the performanceaohe ci tydés overall retail sector.
characteristics of Cupertino comse r s , drawing on data about average
sociademographic composition.

Re f | e ct i nsghigh ihceme devets@upertino households spend significantly more than the

average U.S. householdCupertino households spent an average of $85,999 in 2015 on all goods and
services (including housing, transportation, food, etc.). In comparison, the average U.S. household spent
$56,056in2015Cuperti no househol dgdincemeévelsd Asshpwnring-igdresMc t st h
1, nearly 30 percent of Cupertino households make $200,000 or more a year; nedhniydsvonake at

least $100,000 a yearhe median household income in Cupertino ($134,870 in 2014) is more than two

and a half times higher thahe median U.S. household income ($53,480).

Compared to the U.S. average, Cupertino households spendskightly lower share of income on
necessities such as housing, transportation, and food, andeatively high share of income onday

care and educaibn, sports and entertainment and apparel Figure \V2 compares average Cupertino

and U.S. household expenditures by category; Fige8eskiows spending in each category as a percent of
total expendituresCupertino household spending is higher than th& Bverage across all categories
(Figures V-2). Similar to other U.S. households, Cupertino residents spend the most on transportation and
auto expenses, housing and housilgted services and furnishings, and faad alcohalHowever, these

three categries account fojust over halfof total Cupertino household expenditures, compared to nearly

60 percent for the U.S. overall. At the same time, Cupertino residents devote a relatively high share of
expenditures to day care and education, sports andagénteent, and apparel (Figure3y.

Affluent families with children account for a high share of Cupertino householdut the city is also

home to manysingles and couples with distinct spending pattern&igure V-4 shows the top ten PRIZM

social groupsn Cupertino®® Most of the top social groups in Cupertino are characterizechdoyied

couples with children withigh levels of education and income, and a preference for siagidy homes.
However, si zeabl e s e g mieimtluding thef Yound Rigeratii (dcogoinsng for®2l s e h o |
percent of Cupertino households), Movers and Shakers (6 percent), and BaWea(@mpercent)i have

few if any children, and prioritize living in close proximity to the office and/or to amenities such as movie
theaters, nightclubfitness clubsglothing boutiques, casual restauranticrobreweries, and coffee shops

2The Ni el s e nPRIZVmystamn definss every U.S. household in terms of 66 demographically and
behaviorally distinct types, or "segments," to help marketers discern those consumers' likes, dislikes, lifestyles and
purchase behaviors.
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Figure V-1. Households by Income Level: Cupertino and the U.S.\2014
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Economics, 2015.

Figure V-2. Average Household Expenditures@ategory: Cupertino and the U.S., 2015
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Figure V-3. Percent of Average Household Expenditimg£ategory Cupertino and the U.S., 2015
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Figure V-4. Top 10 Social Groupsin Cupertino, 2015

Social
Group*

Household
Type

Description

% of Households
Cupertino U.S.

1. Money &
Brains

Wealthy Older
Family Mix

The residents of Money & Brains seem to have it all:
high incomes, advanced degrees, and sophisticated
tastes to match their credentials. Many of these city
dwellers are married couples with few children who
live in fashionable homes on small, manicured lots.

40.3% 2.1%

2. Young
Digerati

Wealthy
Younger
Family Mix

Young Digerati are tech-savvy and live in fashionable
neighborhoods on the urban fringe. Affluent, highly
educated, and ethnically mixed, Young Digerati
communities are typically filled with trendy apartments
and condos, fitness clubs and clothing boutiques,
casual restaurants and all types of bars--from juice to
coffee to microbrew.

21.1% 1.3%

3. Blue
Blood
Estates

Wealthy Older
w/ Kids

Blue Blood Estates is a family portrait of suburban
wealth, a place of million-dollar homes and manicured
lawns, high-end cars and exclusive private clubs. The
nation's second-wealthiest lifestyle is characterized by
married couples with children, graduate degrees, a
significant percentage of Asian Americans, and six-
figure incomes earned by business executives,
managers, and professionals.

8.5% 0.9%

4. Movers &
Shakers

Wealthy Older
w/o Kids

Movers & Shakers is home to America's up-and-
coming business class: a wealthy suburban world of
dual-income couples who are highly educated,
typically between the ages of 45 and 64, and without
children. Given its high percentage of executives and
white-collar professionals, there's a decided business
bent to this segment: members of Movers & Shakers
rank near the top for owning a small business and
having a home office.

6.2% 1.6%

5. Bohemian
Mix

Upper Mid
Middle Age
Family Mix

A collection of mobile urbanites, Bohemian Mix
represents the nation's most liberal lifestyles. Its
residents are an ethnically diverse, progressive mix of
young singles, couples, and families ranging from
students to professionals. In their funky row houses
and apartments, Bohemian Mixers are the early
adopters who are quick to check out the latest movie,
nightclub, laptop, and microbrew.

6.2% 1.9%

6. Upper
Crust

Wealthy Older
w/o Kids

The nation's most exclusive address, Upper Crust is
the wealthiest lifestyle in America--a haven for empty-
nesting couples over the age of 55. No segment has a
higher concentration of residents earning over
$100,000 a year and possessing a postgraduate
degree. And none has a more opulent standard of
living.

5.8% 1.5%
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Social
Group*

Household
Type

Description

% of Households
Cupertino U.S.

7. Winner's
Circle

Wealthy Middle
Age w/ Kids

Among the wealthy suburban lifestyles, Winner's
Circle is the youngest, a collection of mostly 35- to 54-
year-old couples with large families in new-money
subdivisions. Surrounding their homes are the signs of
upscale living: recreational parks, golf courses, and
upscale malls. With a median income over $100,000,
Winner's Circle residents are big spenders who like to
travel, ski, go out to eat, shop at clothing boutiques,
and take in a show.

4.8% 1.1%

8. Executive
Suites

Upper Mid
Middle Age w/o
Kids

Executive Suites consists of upper-middle-class
singles and couples typically living just beyond the
nation's beltways. Filled with significant numbers of
Asian-Americans and college graduates--both groups
are represented at nearly twice the national average--
this segment is a haven for white-collar professionals
drawn to comfortable homes and apartments within a
manageable commute to downtown jobs, restaurants,
and entertainment.

1.2% 0.9%

9. Big Fish,
Small Pond

Upscale Older
w/o Kids

Older, upper-class, college-educated professionals,
the members of Big Fish, Small Pond are often among
the leading citizens of their small-town communities.
These upscale, empty-nesting couples enjoy the
trappings of success, including belonging to country
clubs, maintaining large investment portfolios, and
spending freely on computer technology.

0.8% 2.2%

10. Country
Squires

Upscale Middle
Age w/ Kids

The wealthiest residents in exurban America live in
Country Squires, an oasis for affluent Baby Boomers
who've fled the city for the charms of small-town living.
In their bucolic communities noted for their recently
built homes on sprawling properties, the families of
executives live in six-figure comfort. Country Squires
enjoy country club sports like golf, tennis, and
swimming, as well as skiing, boating, and biking.

0.7% 1.8%

*PRIZM Social Groups, as defined by The Nielsen Company.
© 2015 The Nielsen Company. All rights reserved.
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Retail Performance

This section discusses retail sales and market trergnita Clara County and the City of Cupertino.

Si | i ¢ on rapic émpleyméns growth and strong demographicsare attracting significant

interest from retailers. Reflecting this demand, Santa Clara County has some of the highest rents and
lowest vacancies in the country. As shown in Figu® Yhe average monthly rent in Santa Clara County

was $2.32 per square foot in the first quarter of 2015, with an averagecyaof 5.0 percent. The
Sunnyvale/Cupertino submarket had the highest average rent in the county ($2.97 per square foot) and one
of the lowest vacancy rates (3.6 percent). Most of the submarkets in the vicinity of Cupertino, including
Palo Alto/Mountainview/Los Altos and Santa Clara, also had vacancies well below 5.0 percent.

Figure V-5. Retail Inventory, Rents, and Vacancies: Santa Clara County Markets, Q1 2015

Inventory Vacancies
Average
Rentable Rentable Monthly
Building Area Building Rents
Market (SF) Area (SF) % of Total (NNN)*
Cupertino/Sunnyvale 4,612,272 164,318 3.6% $2.97
Santa Clara 2,530,509 110,900 4.4% $2.68
Palo Alto/Mountain View/Los Altos 2,713,079 89,255 3.3% $2.63
San Jose (DT/South)/Campbell/Los Gatos 18,527,673 908,405 4.9% $2.50
Milpitas/North San Jose 4,876,107 263,591 5.4% $2.30
Morgan Hill/Gilroy 4,718,147 375,370 8.0% $1.56
Total Santa Clara County 37,977,787 1,911,839 5.0% $2.32

* NNN: Triple net (tenants responsible for taxes, insurance, maintenance, and other costs).
Source: Retail Market Summary First Quarter 2015, DTZ Retail, 2015; Strategic Economics, 2015

Cupertino is located in ahighly competitive trade areafor retail, and experienceset sales leakage.

Figure V-6 shows retail sales concentrations in and around Cupehtiramdition to VallcoCu per t i nod s
trade area contains several large retail shopping centers, including Westfield Valley Fair and Santana Row.
The proximity of thes competing centers, which feature many regional and national anchor tenants,
restaurants, and entertainment options, limits the potential to locate the same types of tenants in Cupertino.
Many Cupertino residents regularly shop and dine at these othikcegiters, creating a significant amount

of retail ifineaningtsattheeity ktragteféwer sales than would be expected based on local
household and worker spendifithe 2014 Market Repoftound t hat despite Cupert
income and expenditure levels, retail sales within the city averaged $10,480 per resident in 2013, compared

to $15,800 per capita for the surrounding regional trade area (defined as the zip codes located within a ten
minute drive time of Cupertino) and $13,4f20 Santa Clara CountyCupertino experienced net sales
injectionsi meaning that the city attracted more sales than would be expected based on local household
and worker spending aloriein only two categories: food and beverage stores and general m#iszha

stores.
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Figure V-6. Retail Sales in Santa Clara County
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- Source: JLL, 2015

Used with permission from Christine Firstenberg, JLL.
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Excluding Vallco, Cupertino has a similar amount of retail compared to other West Valley

communities. Including the now largely vacar¥allco, there areabout3.6 million square fet of retail

space in Cupertinomore than its neighboring communities (see Figurd).VVallco represents
approximatelhyonethird of this total.

Figure V-7: Retail Inventory by City: West Valley, 2015
4,000,000 -

3,500,000 -
Vallco
m Other Retail

2,500,000 -
2,000,000 -
1,500,000 -
1,000,000 -
500,000 - .

Campbell Cupertino Los Altos Los Gatos Saratoga

3,000,000 -

Rentable Building Area (SF)

Source: CoStar, 2015; Strategic Economics, 2015.

Mostof Cu p er t i n spécs was leuilt beiwkeen 1960 and 198tigure V-8 shows thepercentage of

Cupertinobs retail stock built in each decade (ex«
Valley sub region(which includes Campbell, Los Ak Los Gatos, and Saratoga as welCagperting.
Approximately 75percent@@uperti nobés retail space was built bef

1960 and 1980. Similarly, approximately 75 percent of retail in the West Valley was also built before 1980,
but more of the spacethe West Valley dates from befat860.Cupe r t i nods r et mixtire st oc k
of community, neighbordod, and strip shopping centers.
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Figure V-8: Percentage oRetail Building AreaCupertino* and West Valley**, by Year Built
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* Excludes Vallco
** \West Valley includes Cupertino, Campbell, Los Altos, Los Gatos, and Saratoga.
Source: CoStar, 2015; Strategic Economics, 2015.

Between 2005 and 2014, total retail sales in Cupertino declined by 17 percefiter adjusting for

inflation . As mentionedhbove nationaland regionaindustrytrendshave weakenekky categories ofetail

sales especially general merchandise, electronics, and specialty retail, as consumers are buying many of
these items online. Furthermore, many of the tenarnth#ueformerly anchored Vallco have left Cupertino.

As a result,sales in gneral merchandise stordsopped by 39 percergnd sales inelectronics and
appliancesiecreased b93 percenfrom 2005 to 2014Figure \-9).

Cupertino has many neighborhoodand businesss er vi ng r et ail ers that serve
daily needs.The city is wellserved by grocery stores, midiced restaurants, personal services, and other
retailers that serve resident s O sehaceslalgosenethedmany Cup e |
commuters who flow into theity every day.The strongestetail categories include food and beverage

stores and food services and drinking plagéessshown on Figure ¥, food services and drinking places

grew 28 percenbetween2005and 2014 while food and beverage storgew by27 percent. The large

spike in sales of building materials maaflect temporargonstruction activity in Cupertino.
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Figure V-9: Estimated Retail &es in Cupertino by Category, 2005 and 2014 (in 2014 Dollars)

Real % Change

Category 2005 Sales 2014 Sales from 2005
Food Services and Drinking Places $119,080,940 $152,650,400 28%
General Merchandise Stores $217,136,275 $131,609,733 -39%
Miscellaneous Store Retailers $117,106,099 $114,142,800 -3%
Food and Beverage Stores $86,496,850 $110,189,250 27%
Clothing and Clothing Accessories Stores $44,903,584 $47,538,600 6%
Health and Personal Care Services $30,359,707 $22,095,067 -27%
Bldg. Matrl. and Garden Equip. and Supplies $2,779,612 $20,583,400 641%
Furniture and Home Furnishing Stores $15,267,054 $10,464,700 -31%
Motor Vehicle and Parts Dealers $13,011,977 $9,432,700 -28%
Electronics and Appliances Stores $107,448,484 $7,069,600 -93%
Sporting Goods, Hobby, Book, and Music Stores $9,664,512 $6,359,000 -34%
Retail Sales Total $763,255,093 $632,135,250 -17%

* 2005 Sales are adjusted to 2014 dollars and represent sales from Q4 2004 through Q3 2005. 2014 Sales represent sales from Q4
2013 through Q3 2014 (most recent period available).
Source: MuniServices, 2015; Strategic Economics, 2015.

Cupertino is attracting newer retail investments, including mixeduse development projects and
renovation of existing centers, that have resulted imcreased salesThe Main Street project is slated to

add 130,500 additional square feet of retail in its lifestyle center. In addition, some existing retail centers,
such as Homestead Square and Cupertino Village, have received recent renovationsnAs Eigwe

V-10, the renovations at Homestead Square resulted in a significant increase in sales and sales tax revenues
after the first phase of the project opened in the second quarter of 2014.

Figure V-10. Homestead Square Shopping Center: Estimated Quarterly Sales and SaRevEaxes
20132014
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Source: MuniServices, 2015; Strategic Economics, 2015.
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Preservation of smaller, independent retail may become increasingbhallenging as rents continue to

rise and construction of new spaces remains limite€Cupertino has aignificantinventoryof lower cost

retail spaceén older shopping centers. Residents have expressed cotitarimassome of theseenters
redevelop ovetime, it may become more difficult for these tenants to remain in the city. Stakeholders have
also identified the need for additiortathnical assistance andtreach to small businesses in Cupertino

Key Retail Locations within Cupertino

Cu p e r tetaihisocénsentrated along two major corridors within the city: Stevens Creek Boulevard and
Homestead Roa¢shown below inFigure \-12). This section discusses the performance and other key
characteristics of these two corridors. (Note that while Valledl is contiguous with the Stevens Creek
Boulevard Subarea, it will be addressed in a separate process and is not included as part of this subarea
analysis.)

Stevens Creek Boulevarderves a<C u p e r tmain aorénsercial corridor, accounting for 63 percen

of total retail sales in 2014 The Stevens Creek subaiiemcluding most of Stevens Creek and South De
AnzaBoulevardsi s Cupertinods | ongest commercial corridoli
in thecity (Figure \+11). Although theres significant variation in the performance, trade area, and overall
condition of the retail spaces in Stevens Creek, local brokers report that some of the highest rents in the city

are found along Stevens Creek Boulevard.

Figure V-11. Estimated Retail Sales* by Subar€apertino, 2014

Remainder of
Cupertino

* Total estimated retail sales for the City of Cupertino is $610 million. This figure includes the
estimated non-taxable retail sales but does not include business-to-business, professional
services, or other non-retail sales.

Source: MuniServices, 2015; Strategic Economics, 2015.
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Figure V-12 Stevens Creek Boulevard and Homestead Road Subareas
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