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Disclosure Statement

ASSUMPTIONS AND GENERAL LIMITING CONDITIONS

To prepare this Urban Decay Study, New Economics & Advisory consulted a variety of
sources, including: government data sources; private, third-party data sources, interviews
with local real estate professionals and staff of local jurisdictions, and other relevant
public documents.

The quantitative and qualitative analysis contained herein is based on a series of available
and timely data points and assumptions applied by New Economics & Advisory. These
inputs informed the resulting projections of retail demand, retail supply, and the
corresponding results of the analysis. However, actual growth and/or retail market
conditions that occur in the future may differ from the projections in this Study, as the
retail market is fluid and a variety of other factors, circumstances, and events may cause
one or more unexpected changes in future conditions. As a result, the actual outcomes
of development and growth may be different from this study’s projected results.

Data and other information was collected primarily during June-September of 2017 and
was deemed to be accurate and current for purposes of this study, although New
Economics & Advisory does not warrant the accuracy of such information and assumes
no responsibility for inaccuracies in information provided by third parties. Further, New
Economics & Advisory bears no responsibility to update this study for events and
circumstances occurring after the date of this report, which focuses solely on the
potential for urban decay or deterioration from the development of proposed retail
development sites in the proposed Bogue Stewart Master Plan in the city of Yuba City,
California.



Section 1: Summary

Introduction

The proposed Bogue Stewart Master Plan (Project or BSMP) is a master planned
community that would annex into the City of Yuba City (City). The Project, located south
of the existing City, would include up to 2,517 new residential units, 42.6 acres of
commercial development, 8.3 acres of office development, and 54.6 acres of business,
technology, and light industrial development.

This Urban Decay Study (Study) considers the potential impacts that the development of
the commercial sites are expected to have on other existing retail centers or areas within
the respective trade areas (the geographic areas from which the majority or many other
customers come) of each retail site.

Urban Decay Overview

Title 14 (Natural Resources), Division 6, Chapter 3 of California’s state code contains
guidelines for the implementation of the California Environmental Quality Act (CEQA).
The guidelines recognize that a project may cause economic and/or social effects;
however, these effects should not be treated as significant impacts. Rather, under CEQA
economic and/or social effects can be considered as a link in a chain of effects that
connect the proposed project to a physical environmental impact, or in connection with
the determination of the significance of a physical environmental impact. In other words,
any impacts should focus on the physical changes that are related to the economic and/or
social effects.

The predominant physical change studied in this Study is the potential for urban decay or
deterioration, which is defined as “a chain reaction of store closures and long-term
vacancies that ultimately destroy existing neighborhoods and leave decaying shells in
their wake.”!

Prior court cases addressing urban decay issues have included the following
characteristics to document the potential for urban decay or deterioration:

e Long-Term Vacancies, including spaces that face difficulty in being re-tenanted
beyond normal market cycle conditions.

e Deferred Maintenance, including neglect of repair and maintenance.

e Disinvestment, including deterioration of buildings, improvements, and facilities.

1 Bakersfield Citizens for Local Control v. City of Bakersfield, 124 Cal. App. 41" 1184. Part Ill, Urban Decay.



This Study evaluates the potential for the development of the Project’s retail sites to
cause Urban Decay at other existing retail centers or spaces within their respective trade

areas.

Organization of This Study

In addition to this Summary, the report includes the following sections, each including a
text narrative, followed by maps and figures referenced in the text:

Section 2: Yuba City/Marysville Market Trends

Section 3: Emerging Retail Trends

Section 4: Project Description and Market Areas

Section 5: Projected Market Impact, Proposed Neighborhood Center
Section 6: Projected Market Impact, Proposed Community Centers
Section 7: Urban Decay Assessment

Approach

The Urban Decay study entailed the following efforts:

Study of existing retail trends in Yuba City, Marysville, and other outlying areas of
Sutter, Yuba, Butte, and Colusa Counties to identify the appropriate trade area for
this retail submarket, review of existing retail demand and supply for the
submarket, and consideration of the current performance of existing retail centers
and areas.

Establishment of the character, trade areas, and potential absorption for the
Project’s retail sites.

Evaluation of existing and future demand and supply for each project trade area,
including an analysis of Existing + Project conditions and Existing + Project +
Cumulative (Cumulative) conditions.

Key Caveats

Below is a list of key caveats that are important to consider when reviewing the results of
the Urban Decay Study.

No super regional retail users are assumed to occur in the Project. The Project is
proposing to include one Neighborhood Retail Site and two Community Retail
Sites. Consistent with other documents being prepared for this Project (namely
the Traffic Analysis and Environmental Impact Report), no Super Regional retail
users are being contemplated for the Project. Please note that this Study defines
a “Super Regional” retailer as a big-box retailer that draws a significant share of
spending in one or more retail categories from customers throughout an area



larger than Yuba City and Marysville can alone support. Super Regional retail
would occur in a Regional Center/Mall, Super Regional Center, and/or Power
Center (as described in more detail in Section 2).

¢ No regional users are assumed to occur in the proposed Neighborhood Center.
Owing to the size and location of the proposed Neighborhood Center site, this
Study presumes that only traditional Neighborhood Center uses would be
attracted to this site.

e The development schedule used in this Study was estimated by New Economics,
based on information provided by the Developer’s consultant and City staff. The
developer’s consultant provided some high-level information about the timing of
development for the retail sites; New Economics tied this information to an
estimated year for the initial Community Retail Site and phasing for the other two
retail sites. In turn, the City provided direction regarding the overall rate of
residential growth expected in the City going forward. The population growth rate
for Yuba City and its Sphere of Influence (SOI) was provided by City staff, and is
consistent with other planning initiatives underway. Other population growth
rates are estimated using SACOG’s anticipated growth rates, or other sources, as
shown in Appendix A.

Based on this information and the Project’s anticipated proportionate share of
future development in the City, New Economics developed an absorption
schedule for the Project, the Project’s retail sites, and residential growth in each
of the retail trade areas. Actual growth and development timing for the Project
(including its retail sites) may differ from the absorption schedule shown in this
Study.

e New Economics has quantified the amount of future development based on its
knowledge of the market area and research on planned development available
from readily-available sources, such as the individual cities’ and counties’
websites. The Cumulative Scenario applies a “worst case” scenario in that it
presumes that all planned retail will be constructed by the time the Project
reaches build out. In reality, actual development, both scale and timing, may differ
from what is shown in this Study.

Findings

This section summarizes the most salient points from the Urban Decay Study. Section-
Specific Findings, which contain the key conclusions reached for each part of the Urban
Decay Study, can be found at the end of each Section in this report.

Existing Market Dynamics

The Yuba City/Marysville retail Submarket acts as a regional hub for the residents of
outlying areas (Figure 1.1). It draws customers from Plumas Lakes, Linda, Olivehurst, Live
Oak, Sutter, Colusa, as well as the smaller towns and communities South and Southeast



of Yuba City including Grimes, Rio Oso, and Nicolaus. These outlying customers would
otherwise need to travel to Chico, Roseville, Woodland, or Sacramento to find a similar
array of Yuba City’s regional retail, located mostly in Community Centers and Regional
Centers.

Yuba City’s retail market is experiencing stronger performance and resiliency than space
in Marysville, but both markets overall are experiencing healthy vacancy rates. Yuba
City’s retail space is experiencing relatively low vacancy rates (about 7 percent overall),
although some local real estate professionals describe the market as soft and having some
long-term vacant spaces.

Retail centers in Yuba City contain a blend of traditional retail tenants, tenants that were
previously found only in other center types, and an increasing share of non-retail users.
This blending reflects the erosion of traditional “capture” of retail demand by specific
categories of retail centers and is also suppressing lease rates. Consistent with statewide
and national retail trends, retail centers have more office/medical users, regional tenants
previously located in larger centers can now fit in a more compact footprint, and service-
oriented tenants previously limited to Neighborhood Centers located in Community
and/or Regional Centers. This trend is making it more difficult to differentiate between
“neighborhood,” “community,” and “regional” retail centers and more likely for
consumers to satisfy a mix of retail spending categories at any given type of retail center.
At the same time, while these users help to maintain high levels of occupancy and foot
traffic, they have not produced any upward pressure on lease rates; combined with
stagnant population growth, Yuba City and Marysville have experienced relatively little
new retail space over the last several years.

The relatively small amount of new retail construction that has been occurring in Yuba
City in recent years includes numerous projects that are replacing former retail or other
uses. These projects provide substantive examples of older retail or other older
development in key locations being replaced by newer retail development and refute the
notion that older and/or obsolete retail will continue to remain vacant or create
conditions consistent with “urban decay.” Instead, it reinforces the premise that, over
time, development in competitive and/or desirable locations will continue to reinvent
itself over time.

At a larger scale, changes in retail shopping trends are likely to reduce the overall demand
for brick-and-mortar retail space in the future. Research indicates that the United States
has significantly higher levels of retail space per capita compared to many other
developed countries; the current amount of space is expected to decrease as electronic
commerce captures an increasing share of total retail sales and people continue to prefer
services and experiences over retail goods. Based on data available through the end of
2016, this Study presumes brick and mortar retail space demand per capita in the Primary
and Secondary Market Areas of 38.1 square feet per person. This amount reflects
adjustments for retail spending captured by e-commerce as well as destination and
travel-related retail spending.



Project Retail and Market Areas

The proposed BSMP is located on the south side of Yuba City and would have 2,517
residential units and up to about 475,000 square feet of commercial development.
Figure 1.2 shows the land use map for the Project, while Figure 1.3 identifies the type,
amount, and timing of retail components of the Project.

BSMP residents alone cannot support the scale of retail proposed in the Project, as Project
residents demand far less retail space than what is proposed by the Project (Figure 1.4).
The excess demand would need to be supported by spending from outside the Project.

The BSMP includes three retail sites: one Neighborhood Center (Site 33), and two
Community Centers (Sites 16 and 10). Figure 1.3 shows the amount and timing of
development for each commercial site in the Project. The Neighborhood Retail Center
has a Primary Market Area (1 mile) and Secondary Market Area (3 miles) that differs from
the Community Retail Center Primary Market Area (6 mile driving distance) and
Secondary Market Area (a larger custom area that includes multiple additional small
and/or rural communities outside Yuba City and Marysville).

Of all the market areas in this Study, the Community Center SMA is the most relevant
market area, given the number of regional retailers and the role of Yuba City’s retail stores
serving a relatively large trade area. This Community Center SMA is the most scrutinized
market area over the course of the Urban Decay Study.

In 2017, the Community Center SMA appears to be in equilibrium, in which supply is 108
percent of demand. In general, a retail real estate market is considered to be in
equilibrium when demand is within 10 percent of demand. However, in the future,
without any additional residential or commercial development, the area could be slightly
oversupplied (by about 2 percent) simply because of anticipated increased pressure from
e-commerce and other spending trends (Figure 1.5). While the market appears to be in
equilibrium (less than 10 percent of excess sales), there is more supply than demand. By
2021, without any growth or changes to the existing supply or occupancy rates, the retail
market could be oversupplied by 12 percent. The 2 percent beyond the 10 percent margin
equates to about 107,000 square feet.

Future Support for Retail Space

This Study presumes that population growth will occur at a rate of 1.4 percent annually,
which equates to about 350 units per year and is consistent with numerous recent
planning studies developed by the City. Local real estate professionals consistently
pointed to the need for more population growth in the local market area as a precursor
for developing substantive levels of new retail space in the future. Since 2010, the City’s
growth has been less 40 units per year.

Population growth is expected to support 2.6 million square feet of brick-and-mortar
retail in the Community Center SMA by Project Buildout (2044).

There is a large amount of identified future retail development (4.9 million square feet)
in the SMA for the Community Centers. The timing of these retail projects is unknown;



as a worst-case scenario, this study presumes that all of this retail will develop by the time
the Project builds out. Because increases in total retail supply are largely tied to
population growth and spending patterns, the actual amount of retail built in the future
will be dependent on those factors.

There is sufficient market demand in the proposed Neighborhood Center PMA and SMA
to accommodate all Project retail in 2045, when the proposed Neighborhood Center
would achieve its first year of stabilized operations. The identified supply of retail in 2045
is less than projected demand for retail space under both the Existing + Project Scenario
and Cumulative Scenario, as shown in Figure 1.6.

Under the Existing + Project Scenario, Project retail would create excess retail supply in
the Community SMA, as shown in Figure 1.7. This study considers that oversupply of up
to 10 percent can be supported by a market area. The high end of this range (350,000
square feet) would most likely occur during the first 13 years of Project Development,
during which time Project retail is added to the Community Center SMA at a much faster
pace than new residential development can support. By the time the Project builds out
and the Neighborhood Center reaches stabilized operations the amount of excess retail
supply would be approximately 241,000 square feet.

Under the Cumulative Scenario for the Community SMA, Project retail would contribute
to a significant amount of excess retail, which in total amounts to 2.3 million square feet.
Other planned development, including residential and retail development, would far
outpace demand generated by new residents from the Project and other areas in the
Community SMA.

Urban Decay Potential

The findings below describe the key conclusions regarding the likelihood for the Project
to cause Urban Decay.

¢ Finding 1.1: The definition of Urban Decay/Deterioration includes retail spaces that
are experiencing prolonged vacancies, deferred maintenance, and/or physical
disinvestment. These are the physical signs that tend to be exhibited in retail spaces
that are no longer financially sustainable and are causing visible impacts on the built
environment.

¢ Finding 1.2: Development of the Project’s retail centers by 2045 is not anticipated
to cause any Urban Decay in the Neighborhood PMA or SMA under the Existing +
Project Scenario or Cumulative Scenario. The market analysis indicates that demand
for retail space in both the PMA and SMA exceeds supply for retail space.

e Finding 1.3: In the Community PMA and SMA, under the Existing Plus Project
Scenario, Project Retail would result in excess retail supply in the range of 241,000-
350,000 square feet.? In the Community PMA and SMA, under the Cumulative

2 While an oversupply is identified in both the Community Center PMA and SMA, only the SMA is the focus
of Urban Decay analysis, as the SMA is the appropriate trade area for the proposed Project. The PMA is not



Scenario, Project Retail would contribute to excess retail supply in the range of
695,000-2.3 million square feet.®> While the amount of oversupply in the Community
SMA could result in Urban Decay, there are a number of market factors that would
tend to avoid or limit the onset of Urban Decay:

o The extent to which impacts are concentrated versus dispersed among other
existing retail centers. Existing centers in the Community Center SMA,
particularly those closest to the Project along Highway 99, have largely exhibited
resiliency in a changing retail market. Despite the effects of the Great Recession
and growing pressure from e-commerce, retail centers in Yuba City have
maintained high levels of occupancy by attracting non-traditional users and
attracting regional tenants into Neighborhood and Community retail centers.
While non-traditional users may not pay rents that would make it profitable to
build new retail space, these existing centers are generally not showing signs of
deterioration, disinvestment, or deferred maintenance.

o The effectiveness of local regulatory controls. The Community Center SMA
includes multiple retail centers in Yuba City, Marysville, and unincorporated Yuba
County. Each of these jurisdictions has in place a varying level of codes and
implementation practices designed to prevent physical deterioration and deferred
maintenance of buildings and properties.

The City of Yuba City has various local municipal code provisions aimed at keeping
residents safe by ensuring that properties are adequately maintained. In addition
to code sections that address building maintenance (such as the Nuisance
Abatement Code), Yuba City actively enforces municipal code sections designed
to ensure adequate property maintenance. Since 1997, the City has issued an
average of 340 property violations (as shown in Figure 1.8); these violations have
occurred on residential and non-residential properties. The number of citations
has gradually increased since the late 1990’s as the City has become more
aggressive-- beginning in 2016, the City added staff resources to begin issuing
more citations for graffiti, shopping carts, and overgrown weeds. In 2017, the City
of Yuba City also adopted a shopping cart ordinance designed to ensure that
abandoned shopping carts are promptly returned to retail stores.

Marysville’s municipal code contains several sections that deter conditions
consistent with urban decay, including: a Health and Sanitation code (which
addresses weed and rubbish abatement); a nuisance abatement code (which
addresses landscaping, vacant/abandoned buildings, or other aspects of visual
blight); and streets and sidewalk code (which addresses defacing of public

property).

analyzed for Urban Decay because it is not an appropriate trade area radius for Community Centers, as
discussed in the Findings regarding Project Retail and Market Areas in Section 4.
3 lbid.



Yuba County’s Code of Ordinances similarly identifies property maintenance
requirements, public nuisances, and maintenance of vacant properties; these
code sections describe the types of violations that can occur, types of abatement
required, and administrative procedures (such as appeals, infractions, etc.).

Ongoing enforcement of these codes would serve to deter signs of deterioration,
deferred maintenance, and/or disinvestment, the key characteristics of Urban
Decay.

o The ability for property owners to reinvent or repurpose impacted retail centers.
The most likely retail competitors for the Project’s Community Centers are other
existing Community Centers in Yuba City, particularly those along Highway 99. The
centers most vulnerable to Urban Decay, based on existing conditions, include the
Crossroads Retail Center in Yuba City and the Neighborhood Center at 812 Gray
Avenue in Yuba City. These two centers make up 243,000 square feet of retail
space. The Neighborhood Center at 812 Gray Avenue (124,000 sq. ft.), however,
is being actively considered for a re-use opportunity that would ultimately remove
this retail space from the market.

Other underperforming retail centers in the Community SMA include strip centers
in Yuba City and Marysville. Three of these strip centers are located in Yuba City,
including one near the intersection of Colusa Highway and Highway 99 (12,200
square feet), and the others located north and south of Plumas Street retail.
However, as previously described (in Finding 1.4), small-scale redevelopment of
underperforming retail sites is occurring throughout Yuba City.

o The potential for other residential development to occur in the City through
Project Buildout. The Existing + Project Scenario does not contemplate any
additional residential development; to the extent that additional residential
development occurs beyond the Project, the amount of excess supply would be
dampened.

o The amount of planned retail that will actually be built. While this Study
presumes that 4.9 million square feet of additional planned retail is built by the
time the Project builds out, the timing or scale of new retail that will actually be
built is unknown. For example, the Plumas Lakes Specific Plan contains up to 3
million square feet but has only developed 15,000 square feet to date, despite
significant residential development there. New retail development will only occur
at the most competitive locations, with high residential densities and household
incomes, superior transportation access, and strong branding/place making
attributes.

Finding 1.4: While there is potential for substantial vacancies leading to Urban
Decay to occur in the Existing + Project Scenario and Cumulative Scenario,
particularly in the early phases of the BSMP (when commercial development far
outpaces residential development), a number of market, demographic, regulatory,
and real estate development conditions would tend to avoid or limit these impacts.



























Section 2: Yuba City/Marysville Retail
Trends

Yuba City and Marysville are located on the west and east side, respectively, of the
Sacramento River about 40 miles north of Sacramento. Marysville, which is located along
Highway 70 (which travels between Sacramento and Oroville), was the first of the two
cities to develop and has essentially reached its “buildout” based on a lack of available
land; with a current population count of about 12,100. Marysville’s population base is not
expected to increase significantly. Yuba City, in contrast, has experienced tremendous
growth and currently has approximately 67,000 persons. Highway 99 passes through
Yuba City and the two cities are connected through two crossings over the Sacramento
River.

Because of their relative proximity and interconnectivity, this Urban Decay Study
evaluates the retail centers and households in Yuba City and Marysville as one submarket
for initial consideration (Yuba City/Marysville Submarket). This section studies retail sales
and the performance of retail space in the two cities. Any figures referenced in this
section can be found at the end of this section.

Retail Market Conditions

Analysis of sales, retail market performance indicators, and interviews with retail estate
professionals indicate that the Yuba City/Marysville Submarket enjoys a concentration of
retail centers and tenant mix that serves a large regional area that includes not only Yuba
City and Marysville, but also captures sales from other smaller and/or more rural
communities.

Total Sales and Taxable Sales Trends

New Economics reviewed taxable sales in Yuba City and Marysville on a per-person basis.
Compared to the statewide average, Yuba City generates per-capita sales that are
significantly higher; even when combined with Marysville, the area’s per-capita sales
continue to exceed the statewide average by about 21 percent (Figure 2.1). Relatively
low household incomes in both Yuba City and Marysville further support the notion that
local households alone do not generate enough demand to support the existing inventory
of sales. Instead, the data indicates that Yuba City’s retail stores serve a larger area,
particularly in the categories of Motor Vehicles & Parts Dealers, Building Materials, and
General Merchandise. In contrast, Marysville’s stores mostly appear to underperform
compared to the statewide average, with the exception of Gasoline Stations and Food
Services and Drinking Places.



To confirm the indication from taxable sales data, New Economics also reviewed total
sales leakage for Yuba City and Marysville combined, based on ESRI, a third-party data
provider. Figure 2.2 summarizes the results of this Study, which also suggests that the
retail businesses in these two cities are generating far more sales than the consumers in
these two cities alone would be able to sustain.

Figure 2.3 shows a Broad Retail Market Area, defined as the area from which retail stores
in Yuba City (and Marysville, to a lesser extent) draw most of its customers. Some of these
outlying communities, such as Olivehurst, Live Oak, and Colusa, have local-serving retail
and look to Yuba City only for regional and super-regional retail outlets. Other
communities, such as Plumas Lake, Sutter, Linda, Grimes, Rio Oso, and Nicolaus, have
little or no local-serving retail, making Yuba City (and/or Marysville) a primary destination
for local and regional retail goods and services. In addition, some of these communities
(particularly Gridley, Williams, and Nicolaus) are located approximately halfway between
Yuba City/Marysville and another city with major retail, such as Natomas, Woodland, or
Chico; in these cases, residents will prefer one location or the other depending on retail
availability, traffic, and/or their place of work.

Overall Retail Performance Indicators

Real estate data providers currently classify Yuba City as part of the Outer Sutter County
Submarket and Marysville as part of the Yuba County Submarket. New Economics
extracted Yuba City and Marysville from their respective submarkets to create the Yuba
City/Marysville Submarket for purposes of this Urban Decay Study.

Figure 2.4 provides a snapshot of inventory, rents, and vacancy for the Yuba City-
Marysville retail submarket for 2012 and 2017. This data, along with interviews with local
real estate professionals, indicates the following trends:

e Vacancy rates continue to fall below 8 percent. While real estate brokers active
in this Submarket report that some centers have had vacant spaces for multiple
years, retail space overall has experienced high levels of occupancy.

e Relatively little new space has been added to the market, although several new
small-scale retail projects suggest a positive uptick in new supply. While the
Regional Mall is undergoing a major renovation and has added some pad space,
other existing centers have added virtually no new space. At this time, Yuba City
is reporting that several retail projects are underway, including both new and
converted spaces; however, these projects are relatively small in scale (as shown
in Figures 2.5 and 2.6) and only one small new retail center (on Colusa Highway)
has been built. Brokers have consistently indicated that the development of more
substantial levels of new retail space is not expected to occur until population
growth resumes.

e Rents have rebounded since 2012, but local brokers report that they fall far short
of the rates needed to justify new retail center construction. New retail centers
would likely command rates of $2.50-$3.00 monthly per square foot (triple net),
while the average triple net rent in this submarket remains around $1.50.



Existing Retail Centers

Retail Center Terminology

Since the Great Recession, retail centers have been reinventing themselves. While this
evolution is an ongoing process, as of August of 2017 Co-Star and the International
Council of Shopping Centers (ICSC) continue to adhere to a retail typology summarized in
Figure 2.7 The typology for Neighborhood Centers, Community Centers, and Power
Centers is very similar. However, ICSC combines Strip and Convenience Centers while Co-
Star identifies Regional Malls as a distinct center type.

Snapshot of Retail Centers

Figure 2.8 summarizes the number and amount of space in retail centers, while Figure 2.9
illustrates the location of these centers. In addition to traditional retail shopping centers,
both cities have additional retail in free-standing buildings and mixed-use areas like
Plumas Street (Yuba City) and Downtown Marysville. The location of free-standing retail
is not shown in Figure 2.9.

The Yuba City/ Marysville Submarket contains approximately 44 retail centers and a total
of 6.4 million square feet of retail space, including space outside of retail centers. Yuba
City has about three-fourths of the retail centers (and 90 percent of the associated space);
Yuba City also has two Regional/Power Centers and 3 Community Centers, while
Marysville is limited to Neighborhood Centers and Strip Centers. However, Marysville
and Yuba City each have about 1.8 million square feet of retail space outside of retail
centers.

New Economics visited 25 retail centers in the Yuba City/Marysville Submarket, which
account for approximately 38 percent of the Submarket’s retail inventory. Figure 2.10
summarizes the characteristics and condition of each of these retail centers. The retail
centers were found largely to be experiencing high occupancy rates, a variety of
traditional and non-traditional retail tenants, and appeared to be in good physical
condition. Retail centers and areas that are critical components of the Submarket are
described below.

Yuba Sutter Mall (Regional Mall)

The 38-acre Yuba Sutter Mall was built in the early 1980’s and has approximately 422,300
leasable square feet of retail space and nearly 2,100 surface parking spaces.

The mall draws customers from a large trade area that reaches Sutter (west), Wheatland
(south), and Live Oak (north). Additional customers come from farther away (such as
Gridley or Colusa) to the extent that they work in Yuba City. The mall considers its main
competitor to be the Roseville Galleria and, to a lesser extent, the Chico Mall.

At the time this report was prepared, the Yuba Sutter Mall was experiencing a 26-percent
vacancy level (or 109,000 square feet). The vacancy of one of the anchor spaces accounts



for a majority of this space (74,000 square feet), with in-line spaces accounting for the
remaining balance.

An interview with Yuba Sutter Mall staff provided additional information indicating that
this center is actively repositioning itself to continue to play an important role in the retail
market:

The mall was acquired by Ethan Conrad properties in late 2016 and is scheduled
to undergo facade renovations by the end of 2017;

The vacant anchor space is being demised into three smaller spaces, all of which
have committed users that are new to the Yuba City market and are community
or regional in nature;

Other occupied space will be reconfigured to accommodate a user that provides
a gathering space venue;

While recognizing that services make up a larger portion of in-line space in malls
nationwide, Yuba Sutter Mall is courting an increasing number of in-line national
retailers interested in coming into the Yuba City market;

Sears, one of the remaining anchor users, is an unusually strong performer at the
national level; and,

The mall will accommodate a variety of seasonal tenants, including existing retail
stores that want to provide a secondary location during the holiday season.

Retail Centers with Regional or Super-Regional Users

Multiple retail centers in Yuba City feature users that are typically found only in Regional,
Super Regional, and/or Power Center users, such as:

Yuba City Marketplace (Regional/Power Center): The Home Depot, Marshall’s,
Michaels, PETCO, and Walmart.

Yuba Sutter Mall (Regional/Power Center): JCPenny, Sears, Ross, and Forever 21.
Target Center (Community Center): Target.

Geweke Crossing (Neighborhood Center): Kohl’s.

Raley’s Shopping Center (Neighborhood Center): Toys R Us.

Three of these retail centers (Yuba City Marketplace, Target Center, and Geweke Crossing)
are 100 percent occupied. As discussed above, the Yuba Sutter Mall is undergoing a
renovation and has recruited a combination of destination users, local-serving retail
service and local-serving retailers. The Raley’s Shopping Center has a few in-line
vacancies and attracts a large amount of customers through its anchor grocery tenant,
but its regional retailer, Toys R Us, very recently filed Chapter 11 bankruptcy.?

4 Forbes Magazine, September 20, 2017. “Bankruptcy is no Plaything” by George
Schultz.



Plumas Street (Yuba City)

Plumas Street is an active, mixed-use (primarily office and retail) corridor in Yuba City that
forms the heart of downtown Yuba City. Itis anchored by medical office users, a variety
of specialty retailers, including goods and services, front tree-lined streets with diagonal
parking. Plumas Street retailers generally include restaurants and drinking
establishments, personal services, arts/cultural organizations, and a wide variety of
specialty retail ranging from florists to framing to book stores, etc. A windshield survey
of Plumas Street, review of existing real estate data, and interviews with local real estate
professionals indicate that Plumas Street has established itself as a place-based
downtown focused on entertainment, restaurants, and specialty retail. The Yuba City
Downtown Business Association organizes events throughout the year that feature late
business hours combined with entertainment to attract consumers to the area for
holidays and other special events.

The Sutter Theater, on Plumas Street, has also undergone a major renovation to provide
a performing arts theater and smaller, black-box theater space.

Downtown Marysville

Downtown Marysville (the area bounded by 9t/10%™ St., B St., 1%t St., and 14" St.) has
approximately 1,025,000 retail square feet and a reported vacancy rate of 9.8 percent.
Discussions with stakeholders indicate that certain areas of Downtown Marysville are
more active than others, but that overall it is becoming known as an antiques-focused
district with dining opportunities for visitors. However, because Marysville is largely built
out, residential growth (and associated population) has mostly occurred in Yuba City. This
trend has motivated new retail development, as well as existing and new businesses, to
prefer Yuba City over Marysville as a location.

Yuba County: Feather River Center

The Feather River Shopping Center in Linda, an unincorporated community in Yuba
County just outside of Marysville, is a 489,000 retail center originally built in 1970.
According to County staff, this mall was fully occupied during the 1980’s, until a major
flood occurred in 1986. Shortly thereafter, the mall lost its anchor tenants, some of whom
relocated to the Yuba Sutter Mall in Yuba City. At one time, the County leased about
100,000 square feet for health and human services office space, but has since relocated
those functions to another location.

At this time, Food Maxx, a gas station, and a couple of other small users occupy
approximately 68,200 square feet, while the remainder of the mall (420,717 sq.ft.)
remains vacant. County staff asserts that the existing unoccupied portions of the mall are
structurally obsolete and would require substantial upgrades to accommodate new
retailers. In addition, a grocery exclusion provision in Food Maxx’s lease agreement has
prevented potential users (including Target and Costco) from being able to locate in the
center.



Because of these factors, this Study presumes that the vacant portion of this center is no
longer viable retail space, and the retail inventory total in Figure 2.4 includes only the
occupied portion of this center.

Key Findings

Finding 2.1. The Yuba City/Marysville retail Submarket acts as a regional hub.
This Submarket draws customers from Plumas Lake, Linda, Olivehurst, Live Oak,
Sutter, Colusa, as well as the smaller towns and communities South and Southeast
of Yuba City including Grimes, Rio Oso, and Nicolaus. These outlying customers
would otherwise need to travel to Chico, Roseville, Woodland, or Sacramento to
find a similar array of Yuba City’s regional retail offerings, located mostly in
Community Centers and Regional Centers.

Finding 2.2: Retail centers in Yuba City draw customers from Marysville and
beyond, but Marysville centers draw fewer customers from Yuba City and
elsewhere. While Yuba City has experienced both population growth and the
development of some new retail centers over the last five years, Marysville is
essentially built out. However, both markets exhibit relatively low vacancy rates
(less than 8 percent).

Finding 2.3: Retail centers in Yuba City contain a blend of traditional retail
tenants, tenants that were previously found only in other center types, and an
increasing share of non-retail users. This blending is eroding the traditional
“capture” of retail demand and is also suppressing lease rates. Consistent with
statewide and national retail trends, retail centers have more office/medical
users, regional tenants that previously located in larger centers but can now fit in
a more compact footprint, and services-oriented tenants that used to be limited
to Neighborhood Centers. This trend is making it more difficult to differentiate
between centers. In Yuba City, the distinction between “community” and
“regional” retail centers is particularly difficult, as many “regional” tenants are
found in “community” centers. Therefore it is more likely for consumers to satisfy
a mix of retail spending categories at any given type of retail center. At the same
time, while these users help to maintain high levels of occupancy and foot traffic,
they have not produced any upward pressure on lease rates; combined with
stagnant population growth, Yuba City and Marysville have experienced very little
new retail space in recent years.
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Finding 2.4: While some centers in Yuba City also appear to be experiencing
physical disinvestment and/or deferred maintenance, exterior center
appearance is not necessarily an indication about financial health of the
center(s). Some centers have consistently offered relatively low rents that have
attracted stable users who value low lease rates. These centers have enjoyed high
occupancy rates over the years because retail tenants there appear to value low
rents more than higher levels of maintenance and/or property reinvestment.



Further, while the center at 850 Gray Avenue appears to be experiencing
significant physical deterioration, Sutter County intends to convert this old K-Mart
building into a major new Government Services center.

Finding 2.5: Downtown Plumas Street, in Yuba City, provides a vibrant, healthy
retail setting for small, locally owned businesses, restaurants, entertainment,
and specialty retail. The restoration of the Sutter Theater will provide a
renovated setting for performing arts, further cementing Plumas Street as a place-
based retail setting in the City.

Finding 2.6: Downtown Marysville, while not as active as Plumas Street in Yuba
City, appears to be creating a niche for itself as an antique alley with eating and
drinking establishments. Downtown’s vacancy rate is currently less than 10
percent.




































Section 3: Emerging Retail Trends

Emerging Retail Trends

In recent years, a number of dynamics have been placing additional pressure on brick-
and-mortar retail nationwide, particularly in retail centers. These dynamics, described
below, are changing the amount and nature of retail goods bought by consumers, as well
as where/how retail goods and services are purchased. Many of the trends described
here are most prominently visible in urban areas where densities are sufficiently high to
facilitate rapid delivery of goods and services. However, many national retailers are also
generating on-line sales in suburban areas and other trends have also manifested
themselves in suburban markets. For the Yuba City/Marysville Submarket, Figure 3.1
shows how, despite improvements in regional economic fundamentals (including income
and unemployment rates), brick-and-mortar retail market conditions are failing to
improve commensurately.

The Impact of E-Commerce

An increasing share of retail sales in the U.S. are occurring on-line, which competes
directly with brick-and-mortar sales. In 2017, e-retail comprised about 11.2 percent of
total retail sales (excluding gasoline and auto sales); this figure has been rising rapidly in
recent years and is expected to continue to grow (Appendix A-1). People have
increasingly purchased hard goods on-line, such as office supplies, apparel,
books/music/videos, etc. However, stores that offer brick and mortar and on-line
purchase options are also seeing rapid increases in houseware/home furnishings,
specialty, health and beauty, toys/hobbies, etc. (Appendix A-2).

While food sales have remained largely solely brick-and-mortar acquisitions, in urban
areas grocery delivery services are emerging as a viable alternative and these trends may
spread to suburban areas in the future. Moreover, the recent acquisition of Whole Foods
by Amazon is expected to test the consumer’s inclination to buy food at stores instead of
on-line. At the time this report was prepared, the impact of Amazon on the grocery sector
was too new to determine; additional time will be needed to determine if/how the
grocery industry will be impacted by further changes in e-commerce.

Sales/use tax revenues for many (though not all) on-line sales are directed to County pools
(the county of the consumer making the on-line purchase). These revenues are then
allocated to the jurisdictions (incorporated cities and unincorporated area) in that County
based on each jurisdiction’s share of brick-and-mortar taxable sales. Because County pool
revenues include other sales (such as third-party auto sales), they do not singularly reflect
the performance of on-line sales. Nonetheless, they can provide an indication of the
influence of on-line sales. Appendix A-3 shows the share of County Pool revenues for
Yuba City and other jurisdictions in Sutter County— as Figure 3.1 summarizes, Yuba City’s



County Pool revenues have been increasing by an average of 8.2 percent annually while
taxable sales overall have only increased at about 4.5 percent annually.

Shift Toward Services

Certain segments of the population are choosing to pay for services instead of do-it-
yourself work that requires the acquisition of retail goods. For example, yard
maintenance services supplant the need for yard equipment, software subscriptions
eliminate the need for CD-Rom’s containing software, and apparel loan services for formal
events can replace the outright purchase of apparel. As shown in Figure 3.2, older
segments of the workforce spend a larger share of their income on non-taxable services.
Appendix A-4 contains the detailed calculations supporting this chart.

Preference for Experience over Goods

Since 1987, consumer spending on experiences and events as a portion of total spending
has increased by 70 percent.> Research indicates that “Millennials” (those born between
1980 and 1996) prioritize experience-based spending, such as travel, eating out, and
entertainment over the purchase of other traditional goods, such as apparel and
furniture.

Future Demand for Retail Space (Per Capita)

A review of industry articles, webinars, and interviews with real estate professionals
indicate an ongoing belief that the current amount of retail space in the United States
continues to exceed the level that can be reasonably supported in the future, given the
impacts of e-commerce and other changes in household spending. While the per-capita
ratio for the Sacramento Region likely excludes the Yuba City/Marysville Submarket, a
calculation shown in Figure 3.3 indicates that there is currently 45.7 square feet per
capita.

Application of the existing vacancy rate yields demand for approximately 39.5 square feet
per capita of retail space in the Yuba City/Marysville Submarket; this ratio includes all
occupied space, including retail goods, retail services, and any other non-retail uses in
retail buildings.

It is difficult to predict what the demand for retail space per capita will ultimately be in
the future, particularly since e-commerce and other trends discussed in this report are
continuing to affect the market. The Yuba City/Marysville submarket’s current vacancy
rate (about 7.1 percent) does indicate that there is oversupply, but the entry of non-
traditional users into many of these spaces has muted the actual level of oversupply that
would otherwise exist, and has helped to maintain the viability of many existing centers
into the future.

> Harris Survey. Millennials: Fueling the Experience Economy, 2014.



Third-party data that estimates demand and supply for retail may also reflect outdated
shopping patterns. As shown in Figure 3.4, the retail sales data for the Broad Market Area
indicates only 2 percent of 2017 demand for retail trade (which equates to only 1 percent
when excluding autos and gas) occurs within the Nonstore Retailers category, which
includes Electronic Shopping as well as Mail-Order Houses, Vending Machine Operators,
and Direct Selling Establishments. This metric contradicts the national trend of 11.2
percent captured by e-commerce and probably reflects the fact that third-party data
sources are not yet fully tracking the impact of e-commerce at the local level.

New Economics shifted 11.2 percent of sales from other retail categories (excluding
Motor Vehicles & Parts Dealers, Gasoline Stations, and Nonstore Retailers) to Nonstore
Retailers to more accurately reflect on-line shopping trends. In turn, New Economics
applied recent sales per square foot factors by category (whose detailed calculations are
shown in Appendix A-15) to estimate total retail demand. This Study indicates that the
Broad Retail Market Area demands approximately 44.4 square feet per capita of retail
space, which remains about 12 percent higher than current demand (39.5 square feet per
capita) in the Broad Retail Market Area; this discrepancy could be partially explained by
the fact that some retail demand is captured outside the market area.

Real estate professionals at the national and local levels expect on-line shopping to
continue to grow (at a range of 8-12 percent annually) and adversely impact the demand
for existing brick-and-mortar space. Assuming growth of about 10 percent annually, by
2020 demand for retail space would fall to 38.1 square foot per person.

For purpose of this Study, New Economics has estimated that going forward, a likely
amount of sustainable retail space demand per capita in the Broad Retail Market Area
could be in the range of 38.1 square feet per person, based on occupied space in the
Submarket (Figure 3.5). This amount accounts for an increasing portion of retail spending
that would be captured by e-commerce and another amount spent outside of the Broad
Retail Market Area. This figure is lower than the sales approach and more conservative
in nature.

Key Findings

e Finding 3.1: Retail markets across the US have been impacted by a number of
emerging retail trends, including e-commerce, a preference for services over
goods, and a preference for experience over goods. These trends are placing
additional pressure on retail centers to maintain occupancy levels by attracting
non-traditional tenants, including retailers who were previously found only in
different types of centers (e.g. big box retailers that now have a more compact
footprint that fits in smaller centers and local-serving retailers now found in larger
centers), service-oriented users, and medical/office users. The increased
competition for tenants is keeping rents low and changing the face of many
existing retail centers. It is also limiting new retail development to only the most
competitive locations.



Finding 3.2: In line with national trends, Yuba City’s retail centers have been
filling centers with non-traditional users attracted by competitive rental rates.
Retail centers have been re-tenanting centers with more service-oriented users,
who help to maintain high levels of occupancy and foot traffic but have not
produced any upward pressure on lease rates.

Finding 3.3: These new retail trends are also likely to reduce the demand for
new retail space in the future. Research indicates that the United States has
significantly higher levels of retail space per capita compared to many other
developed countries. For purpose of this Study, New Economics has estimated
that going forward, a potential amount of sustainable per-capita demand for
brick-and-mortar retail space in the Broad Market Area could be in the range of
38.1 square feet per person. This amount reflects an additional amount of retail
that would be captured by e-commerce and another amount spent outside of the
Broad Retail Market Area.


















Section 4: Project Description & Market
Area Definitions

This section describes the Project and its retail components, and identifies market areas
for each retail site. Any figures referenced in this narrative can be found at the end of
this section.

Bogue Stewart Master Plan Overview

The BSMP is located on the south side of the City (Figure 4.1) and includes areas on both
the east and west side of Highway 99, between Bogue Road and Stewart Road (Figure
4.2). The BSMP includes up to 2,517 total residential units and 1.29 million square feet
of commercial, office, and light industrial building space. The Project Area currently
includes 71 existing homes, which will be integrated within the new development in the
Project. A-5 in Appendix A contains a more detailed land use plan for the BSMP, while A-
6 shows a potential absorption schedule for the Project.

Commercial Development Sites

The BSMP includes four commercial sites, three of which are the subject of this Urban
Decay Study. The fourth site (Parcel 11) is an existing gasoline station and is not expected
to experience any change in use, although it will contribute to the overall character of the
two larger commercial sites. Since Parcel 11 is not anticipated to change uses, it is not
anticipated to cause Urban Decay and is thus excluded from this study.

Figure 4.2 shows the location of the commercial sites, denoted in red.

Character of Commercial Development

The Specific Plan, EIR, and traffic analysis contain key assumptions about the anticipated
nature of each commercial site. Based on these technical reports/analyses, input from
the developer’s consultant, and the composition of retail at comparable existing centers,
Figure 4.3 summarizes the size and type of retail center anticipated for each site:

e Site 16 is a proposed Community Commercial Center located at the corner of
Bogue Road and Highway 99. With up to about 230,000 square feet of retail
space, Site 16’s strategic location enables it to draw from surrounding residents
and commuters. Given the character of other Community Centers in Yuba City, it
is possible (though not certain) that Site 16 would have 1 or more regional tenants,
as well as a combination of traditional and non-traditional users.



Also, access to this site will likely improve with the completion of the City’s Bridge
Street expansion to two lanes in each direction between Highway 99 and the 5
Street overcrossing into Marysville.

e Site 10is another proposed Community Commercial Center located at the corner
of Bogue Road and Highway 99. Across the street from Site 16, Site 10 would
have up to about 161,000 square feet of retail space and is expected to draw from
surrounding residents and commuters. The scale and type of development
anticipated to occur in Site 10 is similar to that expected for Site 16.

e Site 33is a proposed Neighborhood Commercial Center. With up to about 83,000
square feet of retail space, Site 33 is expected to draw primarily from surrounding
residents. Because of its relatively small size and location away from a major
travel corridor, this Urban Decay Study presumes that this center would not have
any Regional tenants, but would likely have an array of traditional retailers and
non-traditional tenants.

Figure 4.4 estimates the number of daily commuters (not trips) traveling via Highway 99
through the BSMP. These commuters may choose to stop at the Project and/or other
existing retail centers along Highway 99 in Yuba City.

This Urban Decay Study does not attempt to break down the amount of total retail space
in the proposed retail centers in the BSMP to study the market for subcategories of retail
(such as Apparel or Book Stores). Rather, it focuses on the total scale of retail square
footage being proposed. The Project developers were unable to provide any information
about potential tenants in the planned commercial space. While the developers indicated
that the proposed Community Centers might have a configuration similar to the Feather
Down Shopping Center in Yuba City, the fact that there are two proposed Community
Centers across the street from each other on Highway 99 suggests that it is possible that
one or both of the Community Centers will have a greater mix of tenants.

Anticipated Timing of Development

Based upon some preliminary parameters provided by the developers’ representative
about timing of development for each of the commercial sites, New Economics developed
assumed opening dates and stabilization dates (one year after opening) for each of the
Commercial Sites.

Figure 4.3 identifies the anticipated timing of key Project phases, which were used for
purposes of this Urban Decay Study. Documented in Appendix A-6 in detail, the timing
assumptions were also influenced by the City’s expectation for annual residential growth;
New Economics presumed that commercial development would occur at the end of each
phase of development to provide the maximum opportunity to capture additional
spending from new residential development nearby. Anticipated growth projections are
discussed more in Section 5.



Primary and Secondary Market Area Definitions

Approach to Determining Market Areas

New Economics identified a total of four market trade areas (Retail Market Areas, or
“RMA’s”): two RMA’s for the Neighborhood Commercial site and two RMA’s for the
proposed Community Commercial Sites. The Primary Market Area (PMA) is the
geographic area from which the majority of customers come to generate sales for a retail
business; according to ICSC, the PMA is the area from which 60-80 percent of sales are
generated. The City also requested that a Secondary Market Area (SMA) be included.
While there is no industry-accepted definition for SMA’s, this Study defines the SMA to
be the additional geographic area in which the Project competes for customers against
other retail centers.

To determine the PMA and/or SMA boundaries, New Economics considered the following
dynamics:

e The size and proximity of creating two Community Commercial centers across the
street from each other;

e The Project’s traffic model, which indicates an average trip length of 3.6-4.1 for
neighborhood center and 3.7-4.2 for the Community Commercial centers (see
Appendix A-7);

e The Project’s relative distance (3.0-3.5 miles) from other existing retail centers and
agglomerations in Yuba City;

e Existing retail center typology currently accepted by the International Council of
Shopping Centers and Co-Star (Figure 2.7);

e Recognition that in addition to a traditional market area reach for Community
Centers, some Community Centers in Yuba City have regional retail tenants that
are patronized by customers from areas that are more distant than the typical
Community Center reach;

e The Project’s location on Highway 99, a major commute route;

Neighborhood Center Market Area (Site 33)

This Study assigns a PMA of 1-mile radius and SMA of 3-mile driving distance for the
Neighborhood Center. The main factors contributing to the PMA and SMA definitions are
the standard trade area definitions for a Neighborhood Retail Center, the relatively small
supply of existing retail within this area, the amount of new development that would
occur within the BSMP, its location on a collector road, and the traffic modeling for the
Project. Figure 4.5 shows the boundaries of the Neighborhood Center PMA, while Figure
4.6 shows the boundaries of the Neighborhood Center SMA.

Community Center Market Area (Sites 10, 16)

This Study also assigns a PMA and SMA for the Commercial Center sites. The Community
Center PMA is the area that represents an approximate 6-mile driving distance, while the



Community Center SMA comprises a much larger trade area that includes a series of small
and/or rural communities outside of Yuba City and Marysville, consistent with the Broad
Market Area described in Section 2. The main factors driving the definition of the PMA
boundaries are the standard trade area definitions for Community Retail Centers, the
Project’s location along a state highway, the ability to create a small retail agglomeration
by providing adjacency between the two new Community Centers. The main factors
driving the definition of the SMA boundaries are the existing customer base that Yuba
City retail centers attract and ability for these proposed centers to similarly contain a
regional tenant that would add to the existing mix of regional retailers within the
submarket.

Figure 4.7 shows the boundaries of the Community Center PMA, while Figure 4.8 shows
the boundary of the Community Center SMA. Once again, the Community Center SMA is
the same area as the Broad Market Area described in Section 2.

Key Findings

e Finding 4.1: The BSMP includes 2,517 total residential units and 1.29 million
square feet of commercial, office, and light industrial building space. The Project
is anticipated to begin development as early as 2020 and build out by 2044.

e Finding 4.2: The planned retail centers in the BSMP include one Neighborhood
Retail Center and two Community Retail Centers. The Community Centers are
strategically located and present a competitive location for new retail
development. Not only is Highway 99 a busy transportation corridor that provides
access to a large market area, there is also very limited existing retail in this area
of Yuba City. Also, although not modeled in this Urban Decay study, access to
these sites will likely improve with the completion of the Bridge Street expansion
to two lanes in each direction between Highway 99 and the 5" Street overcrossing
into Marysville.

e Finding 4.2: The BSMP includes a proposed Neighborhood Center with a PMA of
a 1-mile radius and a SMA of 3 miles driving distance. This proposed center is
expected to be constructed in 204