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Company Update

Gold Rush in San Francisco; Target Price $80/sh; Maintain Buy

We have chosen to run the numbers by hand and have come up with the following conclusion: selling a 44% interest in
two assets for $508mm ($1.155B at 100%), a value over 2.7x the cost to acquire the assets, creates value and
increases NAV.
Kilroy acquired the two assets, 303 Second and 100 First Street, in 2010 for $354/SF. The just announced joint venture
values these two assets at $963/SF and a quoted 'low 4%' cash cap rate.
We think the transaction underscores the willingness of offshore global capital to pay very full prices for assets in
barrier-to-entry markets and make major investments in Gateway City office REITs. We expect additional similar
investments to occur selectively throughout our coverage.

After adjusting our estimates for this transaction, we are increasing our target

price to $80/sh. The new target price equates to 2017E FFO/FAD/sh multiples of

22.5x/35.4x, a 4.8% implied NOI cap rate and a TEV of $637/SF, versus our

estimate of adjusted replacement cost of $538/SF.

We estimate that Kilroy Realty currently trades at very reasonable real estate

valuation metrics: 1) 5.3%/4.5%/3.8% for Implied NOI, Cash Flow, and CF less

G&A Cap Rates. TEV/SF of $584/SF is also reasonable relative to our estimates

of $620/$538/SF for gross/adjusted replacement cost. Finally, KRC trades at a

16%/6% discount to our 4.5%-5.0% NAV range.

This accentuates the pivotal question with REIT valuations -- does a discount to

NAV and other attractive real estate valuations offset historically high FFO/FAD

multiples?

Please find our 2Q16 Office market fundamentals update here: Houston Free

Fall. San Francisco and Boston Solid, Los Angeles Hype Not in Numbers. 2Q16

Office Fundamentals Update. While concerned about the Silicon Valley, the rest

of the KRC markets are relatively solid.

While clearly Net Asset Value accretive, the transaction will result in cash

staying on the balance sheet until spent on development, and near term

earnings dilution.

We are adjusting 2016 FFO/FAD/sh estimates to $3.38/$2.19 from $3.40/$2.21

and our 2017 FFO/FAD/sh to $3.55/$2.26 from $3.57/$2.27. We estimate the

normalized 2015-2017 FFO/FAD growth to be 5.0%/7.7%.

Changes Previous Current

Rating — Buy

Target Price $75.00 $80.00

FY16E FFO $3.40 $3.38

FY17E FFO $3.57 $3.55

FY16E FAD — 2.19

FY17E FAD — 2.26

Price (08/31/16): $72.63

52-Week Range: $74 – $47

Market Cap.(mm): 6,891.6

Shr.O/S-Diluted (mm): 94.9

Enterprise Val. (mm): $9,888.4

Avg Daily Vol (3 Mo): 562,758

LT Debt/Total Cap.: 27.9%

Dividend($ / %) $1.50 / 2.1%

S&P Index 2,170.94

FFO 2015A 2016E 2017E

Q1 $1.01 $0.82A $0.86

Q2 0.82 0.86A 0.89

Q3 0.77 0.86 0.90

Q4 0.80 0.84 0.90

FY Dec $3.39A $3.38 $3.55

P/FFO 21.4x 21.5x 20.5x

FAD 2015A 2016E 2017E

Q1 0.64 0.51A 0.54

Q2 0.45 0.61A 0.57

Q3 0.46 0.54 0.57

Q4 0.40 0.53 0.58

FY Dec 1.94A 2.19 2.26

P/FAD 37.4x 33.2x 32.1x
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Stifel does and seeks to do business with companies covered in its research reports. As a result, investors should be
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Target Price Methodology/Risks

Our target price of $80/sh, equates to 22.5x/35.4x on our updated 2017
FFO/FAD/sh estimates of $3.55/$2.26 and an implied NOI cap rate of 4.8%.
Risks to achieving our target price include development and lease-up risk, tech
bubble fears, interest rate and general economic risk.

Company Description

Kilroy Realty Corporation (KRC) owns, operates, and develops Class A suburban
office and industrial real estate, primarily in Southern California. Founded in 1947,
KRC has operated since 1997 as a publicly traded, self-administered and
self-managed real estate investment trust. At June 30, 2016, Kilroy owned 13.7mm
square feet of commercial office space. Key markets are San Diego, Los Angeles,
Orange County, San Francisco, and the greater Seattle area.
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Kilroy Realty Corporation

Quarterly Earnings Model 8/31/2016

(in thousands, except per share data)

Assumptions: 2015 A 1Q16 A 2Q16 A 3Q16 E 4Q16 E 2016 E 1Q17 E 2Q17 E 3Q17 E 4Q17 E 2017 E

Acquisitions during period (1) 78,000$         -$               55,400$         -$               -$               55,400$         -$               -$               -$               -$               -$               

Rate of return on new acquisitions (annually) 5.3% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

Dispositions during period (1) (309,200)$      (262,300)$      -$               (191,400)$      (316,800)$      (770,500)$      -$               -$               -$               -$               -$               

Rate of return on dispositions (annually) 5.2% 5.5% 5.5% 4.6% 4.6% 5.1% 5.0% 5.0% 5.0% 5.0% 5.0%

Dev put in service during the quarter (1) 265,020         381,100         -                 -                 98,333           479,433         273,333         53,333           -                 -                 326,667         

Rate of return on development (annually) 7.9% 8.0% 7.0% 6.0% 6.5% 6.9% 7.5% 7.5% 7.0% 7.0% 7.3%

Rev growth - existing properties (quarterly) 4.7% 0.2% 7.4% 0.7% 0.7% 9.1% 0.9% 0.9% 0.9% 0.9% 3.4%

Capex as % of NOI 0.0% 0.0% 0.0% 2.0% 1.9% 1.0% 2.0% 2.0% 1.9% 1.9% 2.0%

NOI growth on acquired prop (quarterly) 1.0% 0.3% 0.3% 0.3% 0.3% 1.0% 0.3% 0.3% 0.3% 0.3% 1.0%

Eff. interest rate on avg. debt outst. (annually) 2.4% 2.1% 2.4% 2.4% 2.4% 2.3% 2.5% 2.6% 2.7% 2.8% 2.7%

Additional Equity/Preferred issued (ret) during period 389,700$       31,064$         -$               -$               -$               31,064$         -$               -$               -$               -$               -$               

Addtl. Comm. shrs  issued  (ret) during per. 5,640             868                -                 -                 -                 868                -                 -                 -                 -                 -                 

Stock Price/FFO Ratio 18.2               21.3               20.8               20.8               20.8               20.8               20.8               20.8               20.8               20.8               20.8               

Ending common stock price $61.89 $69.88 $72.51 $70.60 $70.40 $70.40 $71.70 $72.90 $73.60 $74.00 $74.00

NOI from existing properties: (2)

Existing property rental income 525,355$       133,755$       143,653$       144,723$       145,801$       567,932$       147,040$       148,290$       149,550$       150,821$       595,701$       

Tenant reimbursements 53,774           11,404           16,138           14,805           14,915           57,263           15,042           15,170           15,299           15,429           60,940           

Other prop related rev. 2,146             287                342                345                347                1,321             350                353                356                359                1,418             
Less operating exps., r.e. taxes & other costs (158,697)        (37,826)          (43,834)          (44,864)          (45,198)          (171,722)        (45,582)          (45,970)          (46,361)          (46,755)          (184,667)        

NOI from existing properties (2) 422,578         107,620         116,299         115,009         115,865         454,793         116,850         117,843         118,845         119,855         473,392         

NOI from acq./disp. property - cumulative (2) -                 (615)               (3,541)            (4,156)            (5,376)            (5,389)            (5,403)            (5,416)            (21,585)          

NOI from dev put in service - cumulative (2) -                 -                 799                799                4,164             7,244             7,763             7,782             26,954           

Total NOI (2) 422,578         107,620         116,299         114,394         113,123         451,436         115,638         119,697         121,205         122,221         478,761         

Other income and expenses: -                 -                 -                 

Management, dev & leasing fee income -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Interest income 243                271                311                156                78                  815                78                  78                  78                  78                  311                

Equity in earnings from unconsol invstmnts -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Acquisition-related expenses (497)               (62)                 (714)               -                 -                 (776)               -                 -                 -                 -                 -                 

General and administrative expenses (48,265)          (13,437)          (13,979)          (12,583)          (13,009)          (53,009)          (13,298)          (13,765)          (13,939)          (14,055)          (55,058)          

EBITDA 374,059         94,392           101,917         101,966         100,192         398,467         102,418         106,010         107,344         108,243         424,014         

Reconciliation of EBITDA to (FFO):

Less: Interest expense (57,682)          (11,829)          (14,384)          (14,756)          (14,645)          (55,615)          (14,924)          (15,259)          (15,741)          (16,214)          (62,138)          

Less: Non-cash interest exp. (APB 14) -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Less: Non-real estate depreciation and amortization (2,902)            (862)               (988)               (988)               (988)               (3,826)            (988)               (988)               (988)               (988)               (3,952)            

Less: Min interest - net of FFO adjstmnts -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Less: Div on non-convertible preferred stock (13,250)          (3,313)            (3,312)            (3,312)            (3,312)            (13,249)          (3,312)            (3,312)            (3,312)            (3,312)            (13,248)          

Add:Real Est. dep./amort. of unconsolidated -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Impairment charges & Bad Debt Reserves (545)               -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Add: Gain (loss) on debt repurchases -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Other nonrecurring (Discontinued Ops) 17,116           -                 (295)               -                 -                 (295)               -                 -                 -                 -                 -                 

Funds from operation (FFO) 316,796         78,388           82,938           $82,910 $81,247 325,482         83,194           $86,451 $87,303 $87,728 344,676         
Add: Noncash financing charges 376                280                348                144                144                916                144                144                144                144                576                
Add: Non-cash interest exp. (APB 14) -                 -                 -                 -                     -                     -                 -                     -                     -                     -                     -                 
Add: Deferred compensation/revenue -                 -                     -                     -                     -                     -                 -                     -                     -                     -                     -                 

Add: Impairment charges -                 -                     -                     -                     -                     -                 -                     -                     -                     -                     -                 

Add: Non-real estate depreciation -                 -                     -                     -                     -                     -                 -                     -                     -                     -                     -                 

Less: Gain (loss) on debt repurchases -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Less: Straight-line rents/FAS141 (65,927)          (13,942)          (13,938)          (13,710)          (13,557)          (55,147)          (13,859)          (14,345)          (14,526)          (14,648)          (57,378)          

Less: 2nd generation TI/LC (69,994)          (15,540)          (10,768)          (14,731)          (14,100)          (55,139)          (14,889)          (15,043)          (15,043)          (15,043)          (60,019)          

Less: base building capital costs -                 -                 -                 (2,296)            (2,197)            (4,493)            (2,320)            (2,344)            (2,344)            (2,344)            (9,354)            

Less: Other -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Funds available for distribution (FAD) 181,251         49,186           58,580           52,318           51,536           211,619         52,269           54,862           55,533           55,837           218,502         

FFO per common share-fully diluted 3.39$             0.82$             0.86$             0.86$             0.84$             3.38$             0.86$             0.89$             0.90$             0.90$             3.55$             

Normalized FFO/sh - fully diluted 3.22$             0.82$             0.87$             0.86$             0.84$             3.39$             0.86$             0.89$             0.90$             0.90$             3.55$             

FAD per common share 1.94$             0.51$             0.61$             0.54$             0.53$             2.19$             0.54$             0.57$             0.57$             0.58$             2.26$             

Dividends per share 1.40$             0.35$             0.38$             0.38$             2.23$             3.33$             0.38$             0.40$             0.40$             0.40$             1.58$             
Weighted average common shares and OP units:

Wtd. Avg Shrs and Units Outstanding - Basic 92,796           95,319           95,966           95,966           95,966           95,804           95,966           95,966           95,966           95,966           95,966           

Conv. warrants, optns, prf stock, debentures 545                510                615                677                740                636                802                862                922                982                892                

Convertible Notes -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 -                 

Wtd. Avg. Shrs & Units Outstanding - Diluted 93,340           95,829           96,581           96,643           96,706           96,440           96,768           96,828           96,888           96,948           95,120           

Balance Sheet Information:
Average debt outstanding 2,449,212      2,276,007      2,384,909      2,446,660      2,428,209      2,383,946      2,387,850      2,347,490      2,332,037      2,316,354      2,345,933      

Ending debt outstanding 2,239,696      2,312,318      2,457,500      2,435,820      2,420,598      2,420,598      2,355,101      2,339,879      2,324,196      2,308,512      2,308,512      

Additional debt issued (retired) during period (392,630)        38,610           40,643           (21,680)          (15,222)          42,351           (65,497)          (15,222)          (15,683)          (15,683)          (112,086)        

FAD-Dividend 49,127           14,757           21,680           15,222           13,838           65,497           15,222           15,683           15,683           16,606           63,195           

Ending preferred stock outstanding 200,000         200,000         200,000         200,000         200,000         200,000         200,000         200,000         200,000         200,000         200,000         

Ending Common & OP units - for dividend 92,259           92,229           92,255           92,255           92,255           92,255           92,255           92,255           92,255           92,255           92,255           

Ending Common & OP units, fully diluted 94,024           94,860           94,886           94,949           95,012           95,012           95,072           95,132           95,192           95,252           95,252           

Equity Market Capitalization - including pref 6,019,145      6,828,817      7,080,184      6,903,397      6,888,821      6,888,821      7,016,676      7,135,150      7,206,149      7,248,644      7,248,644      

Equity Market Capitalization - excluding pref 5,819,145      6,628,817      6,880,184      6,703,397      6,688,821      6,688,821      6,816,676      6,935,150      7,006,149      7,048,644      7,048,644      

Total Market Capitalization 8,258,841      9,141,135      9,537,684      9,339,217      9,309,419      9,309,419      9,371,777      9,475,029      9,530,345      9,557,156      9,557,156      

Debt/Total Market Cap 27.1% 25.3% 25.8% 26.1% 26.0% 26.0% 25.1% 24.7% 24.4% 24.2% 24.2%

Debt+Preferred/Total Market Cap 29.5% 27.5% 27.9% 28.2% 28.1% 28.1% 27.3% 26.8% 26.5% 26.2% 26.2%

Ratios:

Interest coverage 6.5                 8.0                 7.1                 6.9                 6.8                 7.2                 6.9                 6.9                 6.8                 6.7                 6.8                 

Fixed charges coverage 5.3                 6.2                 5.8                 5.6                 5.6                 5.8                 5.6                 5.7                 5.6                 5.5                 5.6                 

Dividend Yield 2.3% 2.0% 2.1% 2.1% 12.6% 4.7% 2.1% 2.2% 2.2% 2.2% 2.1%

FFO Growth 19.3% (18.8%) 4.9% 11.7% 5.0% (0.6%) 4.9% 3.5% 4.7% 7.1% 5.0%

FFO payout ratio - fully diluted 41.2% 42.7% 43.6% 43.6% 264.9% 98.4% 43.6% 44.9% 44.4% 44.4% 44.4%

FAD payout ratio - fully diluted 71.8% 68.6% 61.5% 69.4% 419.8% 151.8% 69.4% 70.2% 70.2% 69.0% 69.7%

19.1% -0.4% 5.0%

(1) Assumes midperiod acquisition or development revenue convention.

(2) Net operating income (NOI) is defined as rental revenue plus tenant reimbursements less property-level operating expenses and real estate taxes.

Sources: Company data and Stifel estimates.
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Important Disclosures and Certifications

I, John W. Guinee, certify that the views expressed in this research report accurately reflect my personal views
about the subject securities or issuers; and I, John W. Guinee, certify that no part of my compensation was, is,
or will be directly or indirectly related to the specific recommendations or views contained in this research
report. Our European Policy for Managing Research Conflicts of Interest is available at www.stifel.com.
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Rating and Price Target History for: Kilroy Realty Corporation (KRC) as of 08-30-2016

Created by BlueMatrix

Rating Key

        B - Buy                 UR - Under Review

        H - Hold               NR - No Rating

        S - Sell                 NA - Not Applicable

        I - Initiation          SU - Rating Suspended

        D - Discontinued

 

For a price chart with our ratings and any applicable target price changes for KRC go to
http://sf.bluematrix.com/bluematrix/Disclosure?ticker=KRC

The rating and target price history for Kilroy Realty Corporation and its securities prior to February 25, 2015, on the
above price chart reflects the research analyst's views under a different rating system than currently utilized at Stifel.
For a description of the investment rating system previously utilized go to.www.stifel.com.

Kilroy Realty Corporation is a client of Stifel or an affiliate or was a client of Stifel or an affiliate within the past 12
months.

Kilroy Realty Corporation is provided with investment banking services by Stifel or was provided with investment
banking services by Stifel or an affiliate within the past 12 months.

Stifel or an affiliate has received compensation for investment banking services from Kilroy Realty Corporation in the
past 12 months.

Stifel or an affiliate expects to receive or intends to seek compensation for investment banking services from Kilroy
Realty Corporation in the next 3 months.

Stifel or an affiliate managed or co-managed a public offering of securities for Kilroy Realty Corporation in the past 12
months.

The equity research analyst(s) responsible for the preparation of this report receive(s) compensation based on various
factors, including Stifel’s overall revenue, which includes investment banking revenue.

Our investment rating system is three tiered, defined as follows:

BUY -We expect a total return of greater than 10% over the next 12 months with total return equal to the percentage
price change plus dividend yield.

HOLD -We expect a total return between -5% and 10% over the next 12 months with total return equal to the
percentage price change plus dividend yield.

SELL -We expect a total return below -5% over the next 12 months with total return equal to the percentage price
change plus dividend yield.
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Occasionally, we use the ancillary rating of SUSPENDED (SU) to indicate a long-term suspension in rating and/or
target price, and/or coverage due to applicable regulations or Stifel policies. SUSPENDED indicates the analyst is
unable to determine a “reasonable basis” for rating/target price or estimates due to lack of publicly available information
or the inability to quantify the publicly available information provided by the company and it is unknown when the
outlook will be clarified. SUSPENDED may also be used when an analyst has left the firm.

Of the securities we rate, 49% are rated Buy, 42% are rated Hold, 3% are rated Sell and 6% are rated Suspended.

Within the last 12 months, Stifel or an affiliate has provided investment banking services for 15%, 7%, 0% and 13% of
the companies whose shares are rated Buy, Hold, Sell and Suspended, respectively.

Additional Disclosures

Please visit the Research Page at www.stifel.com for the current research disclosures and respective target price
methodology applicable to the companies mentioned in this publication that are within Stifel's coverage universe. For a
discussion of risks to target price please see our stand-alone company reports and notes for all Buy-rated and
Sell-rated stocks.

The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us
and is not a complete summary or statement of all available data, nor is it considered an offer to buy or sell any
securities referred to herein. Opinions expressed are subject to change without notice and do not take into account the
particular investment objectives, financial situation or needs of individual investors. Employees of Stifel, or its affiliates
may, at times, release written or oral commentary, technical analysis or trading strategies that differ from the opinions
expressed within. Past performance should not and cannot be viewed as an indicator of future performance.

As a multi-disciplined financial services firm, Stifel regularly seeks investment banking assignments and compensation
from issuers for services including, but not limited to, acting as an underwriter in an offering or financial advisor in a
merger or acquisition, or serving as a placement agent in private transactions.

Affiliate Disclosures

“Stifel”, includes Stifel Nicolaus & Company (“SNC”), a US broker-dealer registered with the United States Securities
and Exchange Commission and the Financial Industry National Regulatory Authority and Stifel Nicolaus Europe
Limited (“SNEL”), which is authorized and regulated by the Financial Conduct Authority (“FCA”), (FRN 190412) and is a
member of the London Stock Exchange.

Registration of non-US Analysts: Any non-US research analyst employed by SNEL contributing to this report is not
registered/qualified as a research analyst with FINRA and is not an associated person of the US broker-dealer and
therefore may not be subject to FINRA Rule 2241 or NYSE Rule 472 restrictions on communications with a subject
company, public appearances, and trading securities held by a research analyst account.

Country Specific and Jurisdictional Disclosures

United States: Research produced and distributed by SNEL is distributed by SNEL to “Major US Institutional
Investors” as defined in Rule 15a-6 under the US Securities Exchange Act of 1934, as amended. SNEL is a non-US
broker-dealer and accordingly, any transaction by Major US Institutional Investors in the securities discussed in the
document would need to be effected by SNC. SNC may also distribute research prepared by SNEL directly to US
clients that are professional clients as defined by FCA rules. In these instances, SNC accepts responsibility for the
content. Research produced by SNEL is not intended for use by and should not be made available to retail clients, as
defined by the FCA rules.

Canadian Distribution: Research produced by SNEL is distributed in Canada by SNC in reliance on the international
dealer exemption. This material is intended for use only by professional or institutional investors. None of the
investments or investment services mentioned or described herein is available to other persons or to anyone in
Canada who is not a “permitted client” as defined under applicable Canadian securities law.

UK and European Economic Area (EEA): This report is distributed in the EEA by SNEL, which is authorized and
regulated in the United Kingdom by the FCA. In these instances, SNEL accepts responsibility for the content. Research
produced by SNEL is not intended for use by and should not be made available to non-professional clients.
The complete preceding 12-month recommendations history related to recommendation(s) in this research report is
available at https://stifel2.bluematrix.com/sellside/MAR.action

Brunei: This document has not been delivered to, registered with or approved by the Brunei Darussalam Registrar of
Companies, Registrar of International Business Companies, the Brunei Darussalam Ministry of Finance or the Autoriti
Monetari Brunei Darussalam. This document and the information contained within will not be registered with any
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relevant Brunei Authorities under the relevant securities laws of Brunei Darussalam. The interests in the document
have not been and will not be offered, transferred, delivered or sold in or from any part of Brunei Darussalam. This
document and the information contained within is strictly private and confidential and is being distributed to a limited
number of accredited investors, expert investors and institutional investors under the Securities Markets Order, 2013
("Relevant Persons") upon their request and confirmation that they fully understand that neither the document nor the
information contained within have been approved or licensed by or registered with the Brunei Darussalam Registrar of
Companies, Registrar of International Business Companies, the Brunei Darussalam Ministry of Finance, the Autoriti
Monetari Brunei Darussalam or any other relevant governmental agencies within Brunei Darussalam. This document
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