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MAINLAND GRADE-A OFFICE RENTS AND PRICES
FURTHER UP WITH EXPANSION DEMAND

Demand for Grade-A offices in major
Mainland cities remained strong during
the second quarter of 2012. The ongoing
expansion of multinational and local
companies continued to drive up Grade-A
office rents. Office sales volume and prices
also increased, as the central government
showed no signs of relaxing regulatory
measures in the residential sector, which

shifted funds to the commercial market.

Expansion of
multinational and local
companies continued

Beijing

Demand for Grade-A offices remained
steady, as domestic and international
businesses were still eager to expand and
look for prime space. Even new projects
achieved high pre-lease ratios. Expansion
and renewal demand was particularly
strong among international firms in the IT,
law and consulting fields, while demand
from domestic businesses involved in
financial services was also notable.

Grade-A office vacancy rate dropped

0.2 percentage point to 3.3%, with net
absorption reaching 131,227 sq m. Grade-A
office rents continued to rise given limited
availability, growing 4.6% quarter on quarter
to RMB378 per sq m per month. However,
expansion demand in some fields started to
curtail, as office rents have successively hit
new record highs. Net absorption dipped for
three consecutive quarters and rental growth
also began to slow.

Beijing Fortune Resource International

Center D1and D2, Raycom Info Tech Tower

D and Guoson Center are expected to

come onto the market in the second half

of this year, providing 243,917 sq m of new
Grade-A office space. Grade-A office demand
is expected to remain strong in the near
future and the overall vacancy rate is likely
to decrease further. However, rents are
reaching their peak and we expect them to
remain steady or increase modestly by 3-5%.

Shanghai

Rents for Grade-A offices continued to

rise, by 2.1% quarter on quarter, reaching
RMB281 per sq m per month, while the
vacancy rate dropped 1.3 percentage
points to 5.4%. Shanghai’s investment
market was also active and a large number
of major transactions were recorded, with
their total consideration reaching over
RMB10 billion.

Grade-A office demand was strong, with
multinational and domestic corporations
establishing new businesses and
expanding existing operations. Availability
in premium buildings—including
Wheelock Square, ICC and Shanghai World
Financial Centre—was extremely limited
and their average rent exceeded RMB395
per sq m per month. The average office
rent in West Nanjing Road, Jing’an District
reached RMB365 per sq m per month.

The attraction of Shanghai has risen
steadily and an increasing number

of multinational corporations and
international brands are choosing to
enter Shanghai. The Shanghai economy
continues to show stable growth. The
Grade-A office market is expected to
continue its uptrend in 2012, with a growth
rate for the whole year of 6-8%. Although
about one million sq m of Grade-A offices
will come on stream in 2012-2013, the
vacancy rate is expected to stay at a low

level of 5.5-7.0%, given strong demand.

Guangzhou

Guangzhou’s Grade-A office market
remained robust, with the volumes of
supply, completions, sales and leasing
deals all increasing. The investment market
was particularly active, with sales volume
increasing 135% quarter on quarter.

The average sales price increased 1.5%.
There were two notable transactions in
Pearl River New City: Guangzhou Honda
purchased the entire block of the 46,000-
sg-m Poly Zhong Da Square for RMB1.4
billion, while Fuliyingkai Square was the
first Grade-A office building in Guangzhou
to sell for over RMB40,000 per sq m.

The relatively stable domestic economy
continued to boost expansion demand.
Guangzhou’s leasing market improved,
with leased area rising 10% and rents
growing 0.5%. Traditional Grade-A offices
in Tianhe and Yuexiu Districts were
particularly sought after, resulting in
further decreases in their vacancy rates.
Office rents are expected to remain stable,
as supply levels will slightly surpass
demand in the near future. However, on
the investment front, with the decreasing
availability of low-priced offices, sales
prices still have room to rise.

Several Grade-A office buildings are due
for completion this year, including Pearl
River Tower and Guangzhou Bank Building.
Their total area is expected to reach about
400,000 sq m. In June, Evergrande Real
Estate bought a site at an auction in the
non-core area of Pearl River New City for an
accommodation value of about RMB33,000
per sq m, close to the sales price of existing
office buildings in Pearl River New City.

This makes it the most expensive land

in Guangzhou and an investment that to

a certain extent will boost Guangzhou’s
commercial real estate market.
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In the second quarter of 2012, the year-
on-year economic growth of China was
7.6%, the lowest in three years.

Figure 1
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Source: National Bureau of Statistics / Economist Intelligence Unit

RMB benchmark deposit and loan interest
rates for financial institutions were lowered
in June, the first time in the last 3.5 year.
The rates were lowered again in July.

Figure 2
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Economic indicator and real estate policies

Table 1
Economic indicators

Latest reading Beijing Shanghai Guangzhou Hong Kong
+7.2% +7.2% +8.3% +0.4%
GDP growth 2012 (1H) (1H) (1H) (1Q)
Total GDP
contribution to 1H 2012 3.7% 4.2% 2.7% n/a
the country
Inflation rate Jun 2012 +2.6% +2.4% +2.5% +3.7%
Unemployment o o o 3.2%#
rate 20M 1.4% 4.2% 2.6% 2Q 2012)
FDI in real estate
(USD) 2010 $1.4B $1.08B $1.1B $726.0B
;‘::‘L:’rz‘lxea’ o2 A61%  +22.6% +9.4% +16.8%
(utilised) FDI (1H) (1H) (Jan-May)  (position,1Q)
Year-on-year
. . +13.0% +9.4% +14.9% +8.8%

growth in retail 2012 )
sales (1H) (1H) (1H) (Jan-May)
:’a';;"e lending Jun 2012 6.15%~  6.15%A 6.15%" 5.00%"
Source: CEIC / National Bureau of Statistics of PRC / Census & Statistics Department of HKSAR
A People’s Bank of China # Provisional * HSBC prime lending rate

Table 2
Major real estate market policies

Policy Policy details ng:e:tlve g;)t;ﬁiiable
The People’s Bank of PBOC cut the one-year RMB Junand Jul Nationwide
China (PBOC) cut RMB benchmark deposit and 1-3 year 2012
benchmark deposit and loan interest rates both by 0.25
loan interest rates for percentage points in June and July
financial institutions respectively.
The central government The central government emphasises Jun 2012 Nationwide
emphasises the continual  the continual implementation
implementation of of differentiated mortgage loan
differentiated mortgage incentives for homebuyers, tax
loan incentives for policies and buying restrictions in
homebuyers some cities.
The central government  Developers of vacant land with Jun 2012 Nationwide
requires property developed area less than 1/3 of
developers to pay land total construction area, land with
vacancy fee if they investment capital outlay less than
leave land vacant for 25% of total investment amount
over a year and land on which construction
suspended for over a year have to pay
a fee (20% of land cost).
Anyone faking a working  Flat sales to anyone who fake a May 2012 Beijing
residence permit in working residence permit in order
Beijing is not allowed to  to escape from home purchase
buy flats in two years restrictions are prohibited in two years.
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Prime office Peak
rental cycle
M Beijing
M Guangzhou
M Shanghai
Hong Kong Trough
e Figure 3
able . . e
. . Grade-A office price index
Average prices, rents, vacancy rates and yields [11[21(3] P
Q12003 =100
. Price Rental . oor
City (USS psm) (US$ psm per month) Vacancy rate Yield wl
Beijing $5,692 $59.7 3.3% 7.4% 00
Guangzhou $4,931 $28.0 18.0% 5.4% ol
Shanghai $7,892 $44.3 5.4% 6.1% ol
Hong Kong $23,376 $67.5 3.3% 3.3% ol
[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be used to
estimate average yields. 200 +
[2] Prices and rents are calculated on gross floor areas.
[3] Guangzhou rental and price baskets revamped since the second quarter of 2012. 50 L

100 +

Table 4
Supply and demand indicators 50 1
. . 0+
City Indicators Comments Beijing Guangzhou Shanghai Hong Kong
@ Q Q Q
Beijing o Three Grade-A office buildings e Borui Building in the CBD area as well as o rasen naoe naon
were launched, providing a total Guohai Plaza Tower A and Tower C in the
gross floor area of 120,274 sq m. west ChangAn Avenue area were released, Figure 4
relieving the supply shortage to some extent. . P P
e Net take-up of Grade-A offices g PRY g Grade-A office rental index
recorded at 131,227 sq m during e Net take-up slowed down for the third Q12003 =100
the second quarter. straight quarter due to rental hikes and high 400 -
occupancy rates.
Guangzhou e During the second quarter, both e A premium Grade-A office tower was 350 +
Grade-A office sales supply and completed, providing about 100,000 sq m
completion increased by around of space.
100,000 sq m, all located in Pearl . . 300 1
River New City. ® The increase in Grade-A office sales supply
pushed up sales volume.
 During the second quarter, 20+
Grade-A office sales surged 135%.
200 +
Shanghai e In the second quarter, four e The four buildings included L'Avenue located
Grade-A office buildings were in Honggiao and the three buildings located
completed, adding 204,000 sq m in Hongkou, namely CH International Tower, 150 4
of space to the stock. CITIC Plaza Shenhong and Hongkou Plaza.
* In quarter two, the average e Demand from the trading, consultant and 100 +
Grade-A office vacancy rate manufacturing industries was strong. The
decreased 1.3 percentage points rents of a number of premium Grade-A offices
10 5.4%. reached over RMB13.0 per sq m per day. 50 1
Hong Kong  * Momentum in the office leasing e Some major leasing transactions are ol
market weakened, particularly in expected to be concluded in the coming Beijing Guangzhou shanghai Hong Kong
Central, owning to a decrease in months, as concrete offers have been made
demand from the financial sector, on a number of office premises. Q3201 Q4 2011 " Q12012 "0Q22012
while non-core business districts
saw more activity.
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Major sales transactions
City District Development Floor / Unit Area (sq m) Pri'fe. Price
(USS million)  (USS persqm)
Beijing Chaoyang Wangjing SOHO n/a 186 $1.4 $7,284
Beijing Chaoyang Raycom International Center n/a 822 $5.0 $6,092
Guangzhou Tianhe Sinopec Tower High floor unit 290 $1.3 $4,422
Guangzhou Tianhe Winner Plaza Mid floor unit 190 $1.0 $5,054
Shanghai Pudong Jasper Tower 415t floor unit 1,506 $18.4 $12,188
Shanghai Hongkou CITIC Tower 18th floor unit 2106 225 $2.4 $10,516
Hong Kong Central 50 Connaught Road Central En bloc 16,722 $628.9 $37,608
Hong Kong Wan Chai Morrison Plaza 21st, 23rd and 26th floors 974 $8.8 $9,017

Table 6
Major leasing transactions

City District Development Floor / Unit Area (sq m) Mont(I:Jlgs/SR)ental %O;SH:ZI,Z:":;
Beijing Chaoyang CWTC Tower 1 Level 28 2,142 $166,025 $77.5
Beijing Chaoyang Borui Plaza Level 15 unit 387 $22,038 $56.9
Guangzhou Tianhe Citic Plaza High floor unit 353 $9,757 $27.6
Guangzhou Tianhe International Finance Center High floor unit 768 $38,824 $50.6
Shanghai Huangpu Bund Centre 47-48th floors 2,300 $110,431 $48.0
Shanghai Pudong SWFC 7th floor 3,300 $158,444 $48.0
Hong Kong Central Nexxus Building 6th floor 929 n/a n/a

Hong Kong Wan Chai 8 QRE En bloc 5,853 n/a n/a

Table 7
| Outlook

In the third quarter, we expect
City Price Rental & o . sustained expansion demand
Beijing P | P | from corporations would continue
. " to push up office rents in Beijing
uangzhou # had and Shanghai by about 2-5%,
Shanghai « p while rents in Hong Kong and
Hong Kong - « Guangzhou would remain stable.
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Table 8 . . ..
. . Luxury residential price index
Average prices, rents, vacancy rates and yields [11[2]
Q12003 =100
400
. Price Rental .
City (USS psm) (USS psm per month)  vacancy rate Yield
350 +
Beijing $6,363 $23.5 1.7% 3.6%
Guangzhou $4,759 $19.3 22.0% 4.9% 7
Shanghai $7,685 $27.4 8.8% 4.3% 250 1
Hong Kong $30,054 $60.5 9.7%03] 2.4% 200 |
[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be used to
estimate average yields.
[2] Prices and rents are calculated on gross floor areas. "0
[3] End-2011 vacancy rate of units over 100 sq m supplied by Rating and Valutation Department, HKSAR.
100 -
50
0l

Table 9
Supply and demand indicators
City Indicators Comments Beijing Guangzhou Shanghai Hong Kong
Q320m mQ420m H Q12012 mQ22012
Beijing  Park 1872, West Chateau, ChangAn e Luxury residential supply nearly trippled
Avenue No.1and Ocean Crown from the first quarter with the delayed
obtained pre-sale licenses for their launch of new units in the second quarter
total 1,092 new luxury homes. amid the market's wait-and-see attitude Figure 6
X X X and government restrictions. . . .
* 471 primary luxury residential Luxury residential rental index
units were transacted, with Jinmao e Luxury home sales rose by 13.2% from the
Palace and Centrium Residence first quarter with many projects promoting @12003 =100
achieving relatively good sales sales with lower-than-expected prices. 50 ¢
results. However, the sales volume remained at a
low level.
Guangzhou o The quarter saw no new luxury o The Guangzhou market focused on
residential supply. Total supply absorbing inventories.
declined 6.4% quarter on quarter. .
o The market benefited from relaxed
e Sales surged 104% quarter on government policies. The Central Bank's
quarter amid a positive market lowering of reserve ratio boosted
condition. sentiment of homebuyers.
Shanghai e Primary luxury residential supply o Two luxury residential projects were
surged in the second quarter, launched in the sales market, namely
reaching 350,000 sq m, 400% Xuhui Top of City and Ocean One,
more than the previous quarter. providing 231and 63 apartments
K respectively.
e Primary luxury home sales reached
130,000 sq m, up 53% quarter on e The Shanghai Arch and Ocean One,
quarter. located along the riverside of Little
Lujiazui, sold 38 and 12 units respectively.
Hong Kong * Sales of luxury homes worth HK$10 e Sentiment in the residential market
million or above dropped 17.4% weakened due to uncertainties in local Beljing Guangzhou Shanghai Hong Kong
year on yearto 1,956 in the second politcal and economic outlook. Q32011 =Q4 201 =Q12012 Q22012
quarter.
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Table 10

Major sales transactions

City District Development Floor / Unit Area (sq m) Price Price

(USS million)  (USS persqm)

Beijing Chaoyang Centrium Residence n/a 230 $2.2 $9,687

Beijing Chaoyang Xanadu n/a 177 $1.7 $9,601

Guangzhou Tianhe Canton Mansion Low floor unit 121 $0.6 $4,934

Guangzhou Tianhe Starry Winking Low floor unit 83 $0.4 $5,043
th i

Shanghai Pudong Shanghai Arch Tower5 / 129201fl00r / unit 286 $6.0 $21,122
th i

Shanghai Pudong Ocean One Tower1/ 220201ﬂoor/un|t 391 $8.4 $21,575

Hong Kong Island South 56 Repulse Bay Road House 9 305 $20.0 $65,573

. . . Tower 2 / 77th and 78th
Hong Kong Tsim Sha Tsui The Harbourside floor / duplex unit C 210 $16.0 $76,295

Major leasing transactions

City District Development Floor / Unit Area (sq m) Mont(l'llllggk)ental xf;sﬂ;)lzrt:n:)l
Beijing Chaoyang Chi”zpcaer'::z'n?lace Level 26 unit 370 $7,502 $20.3
Beijing Shunyi River Garden Villa 300 $6,870 $22.9
Guangzhou Tianhe Onelink Walk High floor unit 138 $2,527 $18.3
Guangzhou Tianhe Citic Plaza 19th floor unit 100 $1,579 $15.8
Shanghai Pudong Fortune Residence Toweru(:”/t iz;loor/ 170 $5,054 $29.7
Shanghai Minhang RSF House 9 280 $7,107 $25.4
Hong Kong The Peak Strawberry Hill House 297 $32,218 $108.4
Hong Kong Island South 36 Island Road House 308 $34,151 $110.8

Table 12
Outlook (Q3 2012)

City Price Rental
Beijing « p |
Guangzhou P | P |
Shanghai p p |
Hong Kong « &

Outlook

In the third quarter, leasing
demand is expected to grow as
the market enters the tradition

high season. We expect luxury
residential rents to rise in Beijing,
Shanghai and Guangzhou by

about 2-5%.
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Table 13 . . . e
q . Prime retail price index
Average prices, rents, vacancy rates and yields [1[2]
Q12003 =100
Pri Rental 1
. rice enta .
City (USS psm) (USS psm per month) Vacancy rate Yield
600 +
Beijing n/a $196.6 8.4% 6.0%
Guangzhou $39,278 $257.7 4.0% 6.3% 500 |
Shanghai $32,111 $254.0 6.4% 6.5%
400 +
Hong Kong $249,664 $719.8 8.0%03I 2.8%l4]
[1] Average prices and rents are derived from different baskets of buildings, hence the two should not be used to 300 +
estimate average yields.
[2] Prices and rents are calculated on gross floor areas.
[3] End-2011 overall vacancy rate supplied by Rating and Valutation Department, HKSAR.
[4] Overall yield supplied by Rating and Valutation Department, HKSAR. 200
100 +
Table 14
Supply and demand indicators
0
. . Guangzhou Shanghai Hong Kong
Clty Indlcators Comments Q320m mQ420m m Q12012 Q22012
Beijing ¢ No new prime retail developments  Indigo Shopping Mall in the Jiuxiangiao
opened in the second quarter. area developed by Swire Properties Figure 8
and Sino-Ocean Land soft launched in : : :
the second quarter and is expected to Prime retail rental index
officially open in the third quarter. Q12003 =100
350 +
Guangzhou ¢ Retail sales supply plunged 50% o Retail sales supply dropped for two
quarter on quarter. consecutive quarters. 300 |
® Retail sales volume and leased e Guangzhou's retail market saw a
area rose 50% and 20% quarter seasonal rebound.
on quarter respectively. =07
Shanghai ¢ In the second quarter, three o New retail supply decreased by 17.9%
shopping malls opened in year on year. 2007
Shanghai, adding a total retail
space-gof 213,40095q m. e Fast fashion brands accelerated their
expansion in the city. Uniglo leased 150 4
® In the second quarter, the 10,000 sq m of retail space in Huaihai
average vacancy rate of prime Middle Road to open its largest
shopping malls reached 6.4%. flagship store in Shanghai. 100 L
Hong Kong  Retail properties in non-core areas e The about 42,000-sg-m retail portion of

drew strong investment interest,
given their competitive prices and
yields.

Hysan Place in Causeway Bay is set to
open in August. The mall is expected to
be fully leased when opened.

Of—— - = . = . =

Beijing Guangzhou Shanghai Hong Kong

Q3201 mQ420m Q12012 = Q22012
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Major sales transactions
City District Development Floor / Unit Area (sq m) Pric.e. Price
(USS million)  (USS per sq m)

Beijing Dongcheng Galaxy SOHO n/a 337 $4.9 $14,448
Beijing Chaoyang Wangjing SOHO n/a 165 $2.9 $17,369
Guangzhou Yuexiu Champion Square 1st floor unit 5 $0.1 $25,270
Guangzhou Yuexiu Jiaoyu Road 1st-3rd floor unit 800 $11.1 $13,820
Shanghai Zhabei Longyu International Plaza 10th floors units 3,084 $23.4 $7,581
Shanghai Huangpu Rich Gate B1-L2 floors 11,330 $170.0 $15,004
Hong Kong Mongkok Richmond Shopping Centre  Ground floor / unit 3 26 $5.8 $223,738
Hong Kong Mongkok Hung Tat Building Ground floor / unit 1 51 $10.3 $202,138

Major leasing transactions

Table 16

City District Development Floor / Unit Area (sq m) Mont(l:jlgsk)ental Qllljosnstl:)lzri:nrtna)l
Beijing Dongcheng Jinbao Place Level 3 unit 40 n/a n/a
Beijing Chaoyang Fortune Plaza Phase | Level 1 unit 120 n/a n/a
Guangzhou Yuexiu Huifu East rd 1st floor unit 32 $5,528 $172.7
Guangzhou Yuexiu Wenming Rd 1st floor unit 70 $14,215 $203.1
Shanghai Huangpu Er Bai Yong Xin B1-L5 floors 10,000 $652,983 $65.3
Shanghai Jing'an Jing'an Kerry Centre L1-L2 floors 500 $172,849 $345.7
Phase I
Hong Kong Tsim Sha Tsui Mirador Mansion Ground floor / unit 1 90 $154,647 $1,712.6
Hong Kong Causeway Bay 26-28 Russell Street Ground floor / unit 26 31 $195,886 $6,112.0

Table 17
Outlook (Q3 2012)

City Price Rental
Beijing n/a p |
Guangzhou 3 o
Shanghai p p |
Hong Kong ) «

Outlook

We remain positive on the retail
property market outlook in major
Greater China cities, with continual

expansion of international retailers.
Retail rents are expected to rise
about 5% by the end of the year.
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Major retail, office and residential areas in
Beijing, Guangzhou, Shanghai and Hong
Kong are shown in the table on the right.

Table 18

Retail, office and residential areas in major cities in Greater China

City Major retail area Major office area Major residential area
Beijing CBD CBD CBD
Wangfujing Beijing Financial Street Dongzhimen and
Xidan Lufthansa Sanlitun
Dongzhimen East Second Ring Road Lufthansa and vicinity
Xizhimen Zhongguancun Beijing Financial Street
Zhongguancun Wangfujing
Central Villa District
Guangzhou Shangxiajiu Road Tianhe CBD Tianhe CBD
Beijing Road Pearl River New City Pearl River New City
Tianhe Road Tiyu Road West Ersha Island
Tianhe CBD Dongfeng Road Binjiang Road East
Pearl River New City
Shanghai Nanjing Road East Nanjing Road West Nanjing Road West
Nanjing Road West Central Huaihai Road Central Huaihai Road
Central Huaihai Road ~ Xujiahui Xujiahui
Xujiahui Honggiao Gubei
The Bund People’s Square Huashan Road
Lujiazui Jianguo Road

Pudong Riverside

Hong Kong  Central Central The Peak
Causeway Bay Sheung Wan Mid-Levels
Tsim Sha Tsui Admiralty Happy Valley /
Mong Kok Wan Chai / Causeway Bay  Jardine’s Lookout
Tsim Sha Tsui Pokfulam
Kowloon East Island South
Island East
= 7M. EBMERNEER F+\
. EFRREESHRELTFEE. KPALEETEHTHEH. EFERETSHX
b} FEFHIK FTESFRIBX FEEAEHK
= CBD CBD CBD
ERFH SR FEHIMER=B®H
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Knight Frank LLP is the leading

independent global property consultancy.

Headquartered in London, Knight Frank
and its New York-based global partner,
Newmark Knight Frank, operate from
243 offices, in 43 countries, across

six continents. More than 7,067
professionals handle in excess of US$817
billion worth of commercial, agricultural
and residential real estate annually,
advising clients ranging from individual
owners and buyers to major developers,
investors and corporate tenants.

Knight Frank has a strong presence in
the Greater China property markets, with
offices in Hong Kong, Beijing, Shanghai,
Guangzhou and Macau, offering high-
quality professional advice and solutions
across a comprehensive portfolio of
property services.

Our services include:

¢+ Acquisitions, Sales & Leasing

¢ Asset Management & Investment

+ Building and Facilities Management
+ Corporate Residential Services

+ Development Consultancy

+ Government Negotiation

->

International Project Marketing

->

Investment
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Landlord Project Services
¢+ Project Management

+ Research & Consultancy
+ Retail Services

¢+ Valuation

+ Workplace Consultancy
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advice, consultancy services and forecasting

to a wide range of clients worldwide, including
developers and investors, as well as financial
and corporate institutions. All recognise the need
for the provision of expert independent advice,
customised to their specific needs.
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