
N
o one ever said it was cheap to maintain a presence in Southern Cali-
fornia. While that might be true across the board, this sentiment is 
certainly resonating with today’s industrial players. Sticker shock is a 

common phenomenon nowadays among the Inland Empire and Los Ange-
les investment, development and owner-user communities — and that’s if 
\RX�FDQ�HYHQ�ÀQG�D�GHDO�WR�EDON�DW��

Here’s the thing, though. Despite these rising costs, many within the in-
dustrial market are not balking. Instead, they’re asking how many other of-
fers are being considered. 

“Given the expected strength of rents — buoyed by demand and limited 
supply of modern logistics facilities — rising construction costs have not 
curtailed new warehouse development even as the land cost component has 
climbed to more than half of a project’s total outlay in places such as Los 
Angeles and the Inland Empire,” states CBRE’s 2018 Global Industrial & 
Logistics Prime Rents study. 

A
s demand for data center space 
continues to climb in the West, 
Metro Phoenix — already 

known for its thriving data center 
sector — remains one of the nation’s 
most popular new site selection op-
tions. But as more and more data 
center space is built, the inventory of 
close-in land opportunities dwindles, 
causing developers to turn their focus 
to parcels outside the core.

This shift has initiated a surge of ac-
tivity in Phoenix’s East and West Val-
leys, where land, power and skilled 
workers are abundant, and where 

Phoenix continues to write its own 
story in an era of modern data center 
demand.

Welcome to the Silicon
Desert

Within Metro Phoenix’s 1.63 million 
square feet (228.9 MW) of data center 
space, there is now more than 800,000 
square feet (210 MW) of space planned 
or under construction by major colo-
cation players like Aligned Energy, 
Cyrus One, Digital Realty, EdgeCore, 
Iron Mountain and QTS. 

LAND COSTS, CONSTRAINTS DON’T RESTRAIN LA, 

IE INDUSTRIAL MARKETS
Southern California regions continue to enjoy high demand even as land, construction and 

acquisition costs continue to rise.

By Nellie Day
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There is more than 800,000 square feet (210 MW) of space planned or under 

construction in Metro Phoenix by major colocation players like Aligned Energy, Cyrus 

One, Digital Realty, EdgeCore, Iron Mountain and QTS (pictured). 

PHOENIX’S EAST, WEST VALLEYS PRESENT 

NEW OPPORTUNITIES FOR DATA CENTERS
The metro may be �lling up, but plenty of data center options still exist — and at a good price — 

in Phoenix’s valley submarkets. 
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CapRock Partners is currently developing Serrano Business Park, a 327,000-square-foot, 

three-building center in Jurupa Valley that is slated for completion early next year.
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DUE DILIGENCE IS CRITICAL 
Due diligence is of the utmost importance in all real estate transactions. However, it is particularly 

crucial in the West where taxes, resources and weather can play a role in a landlord’s ability to 

increase (or decrease) their ROI.

By Max Garbus

I
nvestors are vying to buy assets 
across the Western U.S., from 
KLJK�TXDOLW\�SURSHUWLHV�LQ�D�XHQW�

areas to value-add plays with poten-
tial upside. However, as teams bid on 
properties, they should keep in mind 
that an accelerated pace can ad-
YHUVHO\�D�HFW�DQ�HVVHQWLDO�SDUW�RI�DQ\�
deal: due diligence. Asking tough 
questions about assets is particularly 
important in many Western markets 
ZKHUH� UHJLRQDOO\� VSHFLÀF� FRQFHUQV�
can and do come into play.

Buying a property in California, 
for example, automatically triggers 
a property tax reassessment under 
Proposition 13. In cases where the 
asset hasn’t seen its taxes reassessed 
for years or even decades, the before-
and-after picture can be stark. One 
R�FH� EXLOGLQJ� ODQGORUG� LQ� 6DQ� -RVH�
was paying $476,000 in property 
WD[HV� EXW� VDZ� WKDW� ÀJXUH� MXPS� WR�
nearly $800,000 upon reassessment 

of his property. Moreover, because 
the tenants’ leases at this property 
exempted them from such increas-
es, the buyer recovered only about 
����SHUFHQW� RI� WKH�GL�HUHQFH��7HQDQW�
leases in California often include 
such protections, thereby leaving 
new owners to foot the bill. Indeed, 
given that most deals are calculated 
based on forward-in-place NOI, new 
buyers can easily end up with lower 
FDVK�ÁRZ�QXPEHUV�WKDQ�WKRVH�WRXWHG�
by the seller. Prop. 13-related impli-
cations should be front and center in 
due diligence, but some investors fail 
to adequately consider these dynam-
ics.

In the Western U.S., where solar 
panels are increasingly common, 
scrutinizing the utility situation can 
DOVR�EH� LPSRUWDQW��7HQDQWV� DW� VRPH�
properties share in the cost savings 
yielded by the panels. At others, 
the solar array is essentially a profit 

center for the landlord. Utilities 
conventionally charge a lower rate 
for electricity as usage at the prop-
erty increases. However, when solar 
panels or other renewable sources 
are part of the picture, utilities of-
ten charge a flat rate for whatever 
energy the property continues to 
require. Prospective buyers need to 
know precisely how these costs are 
being calculated and whether and 
how they are being passed on to 
tenants.

Even weather and climate trends 
can be a factor in due diligence. At 
the time of this writing, more than 
D� GR]HQ� ZLOGÀUHV� ZHUH� VZHHSLQJ�
through California, including the 
largest blaze in the state’s history. Of 
course, real estate in many parts of 
the country faces higher probability 
of natural disasters. But in the West-
ern U.S., it is especially important to 
make sure older leases require ten-

ants to carry insur-
ance against such 
risks. 

Certain consider-
ations can be high-
O\� VSHFLÀF� WR� ORFDO�
Western markets as 
well. In and around 
Hollywood, land-
lords stand to en-
MR\�DQ�XQXVXDO�UHY-
enue stream — cash 
SRXULQJ�LQ�IURP�ÀOP�DQG�79�SURGXF-
tion crews shooting on the property. 
As a result, it is a good idea for ten-
ant leases in these areas to require 
FRRSHUDWLRQ�ZLWK�ÀOPPDNHUV�DQG� WR�
stipulate that all proceeds from the 
shoot will go to the landlord. 

A good due diligence process will 
IHUUHW�RXW�LVVXHV�UHODWHG�WR�ÀQDQFLDOV��
vendor contracts, co-tenancy clauses, 
Common Area Maintenance (CAM) 
UHFRQFLOLDWLRQV� DQG� PRUH�� 7KH� JRDO�
should always be to make sure in-
vestors avoid unpleasant “surprises” 
after taking ownership.

All of this high-quality research 
needs to be conducted within an ef-
ÀFLHQW�WLPHIUDPH��SDUWLFXODUO\�LQ�WKH�
competitive real estate markets of the 
Western U.S. Otherwise, the buyer 
risks losing out on the opportunity. 
Imagine a situation where a seller 
KDV�PXOWLSOH�VXLWRUV�DOO�R�HULQJ�FRP-
petitive bids. If one requires 45 days 
for due diligence while another is 
content with a 15-day process, the 
seller will generally engage with the 
ODWWHU�R�HU�ÀUVW�

However, when acquisitions move 
forward based on a relatively surface-
level assessment, bad things can hap-
SHQ��,QYHVWRUV�QHHG�WR�IHHO�FRQÀGHQW�
the process has revealed all potential 
problems — everything from uncol-
OHFWHG� UHQWV� WR� ZKLWHZDVKHG� SURÀW�
and-loss statements to problemati-
cally expensive service contracts set 
to carry over to the buyer. 

Due diligence is not a core com-
petency for investors’ acquisitions 
teams, property managers or accoun-
tants. And it shouldn’t be. Internal 
resources are best deployed in chas-
ing deals and courting investors. 
7KLV� LV�ZK\� WKH�PRVW�H�HFWLYH�ÀUPV�
tap third-party experts who have 
on-demand resources, adhere to in-
dustry best practices, and are adept 
at quickly sifting through the paper-
work to bring risks to the surface and 
uncover hidden value. 
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