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HIGHLIGHTS

Shanghai’s market indicators continue to show signs of fast paced economic
growth.

e The Shanghai Grade A office market did not see any new supply this quarter,
with some projects postponing completion dates and further reducing the
supply of new office space.

e During Q1, the Grade A office leasing market saw a 2.1 percentage point drop in
vacancy rate from the previous quarter, resulting in a current rate of 12 percent.
Banks and financial institutions remain the dominant tenants in Pudong’s
Lujiazui office buildings, with an increased presence of insurance companies.
We also witnessed frequent tenancy movement on Nanjing West Road and
Huaihai Middle Road in Puxi.

e Boosted by strong demand, the average rent of Grade A office space has
increased 3.3 percent from the previous quarter to RMB 8.1 per square metre
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per day. Jing’an continued to have the highest average rent for office space
among the downtown districts.

e Inthe next quarter, Puxi is expecting four new major Grade A office projects to
add more than 210,000 square metres of new supply to the total. We expect
this new supply will cause an increase in the area’s vacancy rates, while the
city’s Grade A office rental rates will remain stable for the rest of 2010.
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Macroeconomic
Indicators

Shanghai’s economy stayed on its path of
expansion this quarter, achieving a GDP of RMB
381.063 billion with a growth rate of 15 percent
year-on-year. Fixed asset investments also
stayed strong, reaching RMB 106.735 billion,
18.3 percent higher than in the same period of
2009. As a result of an active property market,
investments in real estate reached RMB 42.091
billion, a 29.5 percent increase year-on-year,
accounting for 39.4 percent of the fixed asset
investment value. Foreign investment also
maintained a steady increase. By the end of
quarter one the city’s utilized FDI reached USD
830 million, up 5.5 percent year-on-year.

Land Market

During Q1, the office land market experienced
record high prices. Two major plots in the
downtown Puxi area were sold in auction: the
Bund 8-1Plot and the Nanjing East Road 163
Plot, both located in Huangpu district. The Bund
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8-1plot delivers a gross floor area of 370,000
square metres, 70 percent of which is designated
for office use. This plot was acquired by Zendai
Property at a price of RMB 9.22 billion, which
makes it the highest recorded total land price
ever in Shanghai. The other plot, Nanjing East
Road 163, was originally sold in 2007 to Nanjing
Suning Development for RMB 4.4 billion but was
returned to the government a year later. This
February the plot was once again put on auction
and this time it was jointly purchased by New
Huangpu Group and Shanghai New World Group
for RMB 3.41 billion, 22 percent less than the
price it fetched about three years ago. The site
includes 13,709 square metres in close proximity
to metro line 2 and 10 stations and has been
regarded as the most prime location in town in
recent years.

Supply and Demand
While demand has remained strong and
there has been a consistent increase in
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Shanghai Economic Indicators in Q1 2010
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market activity, Shanghai’s Grade A office
market did not see any new supply in the
downtown area this quarter. What we did

see was a rise in popularity for Grade A office
space in the Pudong Lujiazui area, which has
benefitted from the campaign to position it as
a “Financial Centre”. According to statistics,
over 132 companies have chosen Pudong to
set up their regional headquarters. Recent
trends show banks and other financial
institutions remaining the dominant tenants
of the Lujiazui area, but insurance companies
are starting to become an increasing presence
in the area. One of the “Big Four” accounting
firms, PricewaterhouseCoopers, leased 5,400
square metres of office space in Lujiazui

One Tower while Bank of Communications
Schroder Fund leased 4,900 square metres
of space in IFCII. Saleable offices in Lujiazui
have also achieved promising sales results.
Pujiang Twin Towers and Bank of East Asia
Finance Tower both recorded whole-storey

Economic Indicator Figure (Jan-Dec) YoY Change (%)
P2 =ton #HMEO-128) & LK (%)
GDP RMB 381.063 billion 150,
EPERE AR3,810.631Z7C PP
Fixed Asset Investment RMB 106.735 billion 18,39
Bl A4 7 AR1,067.35127C PEeR
Real Estate Investment RMB 42.091 billion 29,59
B R % ARM420.91Z7T PATeR
Utilized FDI US$ 830 billion 5.59%
SRBRA AN £578.3127T =
Consumer Price Index (CPI) 102.1(same period of previous year=100,

BEREBRNEIER KE[EHI=100)

Source: Shanghai Statistics Bureau, Knight Frank Research
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sales transactions this quarter, while China
Pacific Insurance Company acquired six
stories in Pacific Finance Tower.

In Puxi, the Grade A office leasing market was
also active with increased tenant movement
in Nanjing West Road area and Huaihai Road
area. Wheelock Square on Nanjing West

Road further postponed its completion date
until Q2. A more favorable net rental rate this
quarter has led to considerable improvement
in the property’s pre-lease rate. Nevertheless,
Jing’an district properties are still expecting a
lot of pressure on the marketing front due to
abundant new supply in the coming quarters.
The quarter ended with a Grade A office (in
major CBD areas) vacancy rate of 12 percent,
a drop of 2.1 percentage point from the
previous quarter.

Rents and Prices

Robust demand has caused an increase in
Shanghai Grade A office rental rates for the first
time since the financial crisis of late 2008. Rental
rates reached RMB 8.1 per square metre per day
this quarter, up 3.3 percent from last quarter.
Even after this increase, rates are still more than
20 percent below the peakin 2008. Jing’an
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continued to be the district with the highest
average rental rates in the downtown area this
quarter.

In the strata-title sales sector, the office

transaction volume in urban districts has
increased 18 percent from last quarter’s

volume to 132,651 square metres. The average
price of Shanghai strata-title offices in urban
areas reached RMB 39,600 per square metre,
increasing a significant 11.5 percent from last
quarter.

Shanghai Grade A Office Rental Index, Q1/2003 to Q1/2010
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Prime Office Market Indicators, Q1 2010
HRSFEEETIRER, 2010EE1FE

District Rent % Change QoQ Vacancy % Change QoQ

X1 (RMB/sqm/day) /NS Rate IRt
ik TEE

(NRF/FEFK/X)

Huangpu 8 7.4 1%

Jing’an &% 9.6 10%

Luwan A% 8.4 7% 10.5%

Pudong j#H 7R 7.4 21% 15.8%

Xuhui #5C 8.9 i 8% 13%

Changning K7 6.1 178 14% 1.6.3%

Source: Knight Frank Research
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Investment market

Several major deals were concluded in the
Shanghai Grade A office investment market

this quarter. In Luwan district, CSI, from SEB
Immobilien, acquired Platinum Plaza (formally
known as Xinmao Tower) at a total price of RMB
2.38 billion, suggesting a unit price of RMB
55,000 per square metre with an estimated gross
yield rate of 6.6 percent. Platinum Plaza has
been a relatively famous project in Shanghai’s
office investment market due to the frequency
atwhich it has changed hands. In January 2005,
Singaporean real estate developer Capitaland
first sold Xinmao Tower to Australian fund
Macquarie at a total price of USD 98 million.
After repackaging the project and changing the
English name to Platinum Plaza, Macquarie sold
to German SEB Immobilen at a total price of USD
250 million in December 2006. Three years later,
Platinum Plaza was again offered for sale in the
en-bloc sales market and finally sold to CSl this
year.

Until recently, foreign funds tended to acquire
distressed projects or projects that were under
construction for favorable prices, and would
usually hold the property for three to five years
before offloading it. In the past five years things
have changed and the frequent change of
hands of Platinum Plaza and other transaction
cases have indicated a new trend in the en-bloc
investment sector. Foreign funds now tend

to prefer mature projects with much shorter
investment terms as they aim for better future
return prospect and minimum risk. Cross Tower
is another property that has undergone many
transactions in a short period of time. Located
on Fuzhou Road in Huangpu district, Cross
Tower has changed hands twice in the past

five years and is currently being offered again
for en-bloc sales. This situation is partly due to
regulatory uncertainty in China. Foreign funds
think most of the investment risk in Mainland
China comes from policy changes and therefore
are more willing to sell projects once they get

a satisfactory price. We believe this kind of
short-term investment will become another
price-driving factor in the Shanghai commercial
property market.

Outlook

Unlike previous years in which the vast majority
of new supply has been clustered in Pudong,
2010 will be a year where Puxi and Pudong see
abundant new supply in similar proportions.
Puxi will experience another peak of new office
supply in Jing’an and Huangpu, all of which
expect the completion of new projects in the
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Selected Office Leasing Transactions, Q12010
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District Building Floor Area (sqm) Rent
X 15 mE ®E g (RMB/sqm/day)
(FEFHHK) e
(ART/FAHK/K)

Pudong Aurora Plaza Low Zone
- 1,248. .
B EEAE s 48.87 7
Luwan The Centre Low Zone

. o 1, 21 .
e HETFR 55 K 479 70
Xuhui The Exchange SOHO High Zone 250 77
#®iC SOHORE 15 Bkx ’
Pudong IFC Low Zone
B Bt RE 264 8.0
Pudong Mirae Asset Tower High Zone 361 8.5
AR FERABFEKE BxX ’
Source: Knight Frank Research
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Selected Office Sales Transactions, Q1 2010
SFEMAEFELERR, 2010FEF1FE

District Building Unit Area (sqm) Price

X1 mH T [T (RMB/sqm)
(FFHH) A&

(ART/FEFHXK)

Luwan Platinum Plaza En-bloc

e FEAE A >>,000

Huangpu Asia Mansion 14/F

=t T AE 142 104 39,679

Jing’an Haiyin International Tower 15/F

Bz SERERAE g 40678 42,430

Pudong Bank of East Asia Finance Tower 36/F

- — A= 1,222. ,992

s BT LMAE 362 >7 29,99

Xuhui Huixin International Tower 18/F

#or CEERAE 182 20174 35432

Changning Honggiao Yindu 5/F

Ko ATH RS 52 213.80 35,000

Source: Knight Frank Research
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first half of 2010. Wheelock Square and Huamin
Imperial Tower in Jing’an district and Henderson
155 Project in Huangpu district will all reach
completion during 2010, adding more than
210,000 square metres to Puxi’s stock. As a
result, we expect an upward trend in vacancy
rates and predict rental rates will remain stable
in the next quarter in response to the massive
quantities of supply.
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