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HIGHLIGHTS

. Both the office leasing and sales markets were active in Shanghai during quarter one.
The average rent of Grade-A offices increased 1.3% quarter on quarter to RMB9.0 per sq m
per day. The average vacancy rate remained at 6.7% and most pre-lease Grade-A office
buildings secured commitment rates of over 50%. The investment market witnessed five

en-bloc transactions with a total value of RMB5.9 billion.

. In the first quarter of 2012, both real estate investment and utilised FDI in Shanghai
maintained healthy growth rates, with increases of 0.7% and 29.2% respectively year on

year.

. Shanghai commercial land supply was limited in quarter one, with only seven office plots,
with a total land area of 331,000 sq m, being transacted. Most land was transacted at

reserved prices.



Ql 2012 ZF—Z—F%—FE
SHANGHAI PRIME OFFICES

LBFRREFE

Quarterly Z=F

. Three Grade-A office buildings were completed in quarter one, all of which were located in
decentralised CBD areas. The three buildings added 148,000 sq m of Grade-A office
space to the stock.

. In the second quarter, the average vacancy rate will continue to decline and it will be
more difficult to find large blocks of office space in core CBD areas. As rents are expected
to increase in quarter two, office demand will shift further to decentralised and business
park locations.
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In the first quarter,
contracted FDI and utilised
FDI continued to increase,
reaching US$5.275 billion
and US$3.326 billion
respectively, increases of
11.9% and 29.2% quarter
on quarter.
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Macroeconomic indicators

Shanghai’s economy slowed in the first quarter of 2012.
GDP reached RMB459.385 billion, an increase of 7.0%
year on year. However, the growth rate decreased by 1.5
percentage points compared with the 8.5% during the
same period in 2011. The added value of the primary
industry decreased 4.0% year on year to RMB1.883
billion, whilst the secondary and tertiary industries were
RMB187.975 billion and RMB269.527 billion, increases
of 4.4% and 8.9% year on year respectively. Fixed asset
investment in quarter one dropped by 2.8% to
RMB90.629 billion, whilst real estate investment
increased 0.7% to RMB47.181 billion, accounting for
52.1% of fixed asset investment. Though the number of
foreign investment projects declined 10.5% in the first
quarter, contracted FDI and utilised FDI continued to
increase, reaching US$5.275 billion and US$3.326
billion respectively, increases of 11.9% and 29.2%
compared with a year ago.

Shanghai economic indicators, 2012 Q1
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In the first quarter, there
were only seven
commercial land
transactions in Shanghai,
involving a total area of
331,000 sq m,
approximately 60,000 sq
m less than the previous
quarter.
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Land market

Due to limited supply in the commercial land market in
the first quarter, there were only seven transactions,
involving a total area of 331,000 sq m, approximately
60,000 sq m less than the previous quarter. Of these,
only one plot was transacted at a premium over the
reserved price, while others were transacted at their
reserved prices. The seven transactions were worth a
total of RMB4.5 billion.

Dalian Wanda Group acquired No. 9 Plot in Songjiang
International Ecological Business Area at a reserve price
of RMB621 million. Wanda Group aims to erect its fifth
Wanda Plaza in Shanghai on the site. Situated close to
Songjiang University Town Station of Metro Line 9, the
site covers a land area of 92,683 sq m with a total gross
floor area (GFA) of 231,700 sq m, consisting of both
office and retail components. Meanwhile, Star Capital
bought Plots A1and A2 in Shanghai Zhenru Subcenter
at a reserved price of RMB1.7 billion. Located to the
north of Plot A3-A6 acquired by Hutchison Whampoa in
2006, Plots A1and A2 cover a land area of 69,332 sqm
with a total GFA of approximately 200,000 sq m. The
accommodation value of these two sites is RMB8,500
per sq m, 2.8 times higher than the price Hutchison
Whampoa paid for sites A3-A6 in 2006.
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Driven by strong demand
from professional
services, manufacturing,
internet and retail
industries, the Grade-A
office leasing market was
active, as evidenced by a
number of large-scale
leasing transactions
involving floor plates of
over 10,000 sq m.
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Supply and demand

In quarter one, three Grade-A office buildings were
completed in Shanghai, namely Green Tech Tower,
Longyu International Plaza and SML Centre Tower,
adding a total of 148,000 sq m of Grade-A office space
to the stock. Located in Shanghai Railway Station Area
of Zhabei District, Green Tech Tower is developed by
Henderson Land Group and has a total GFA of 44,970
sgm. Longyu International Plaza is also situated in
Shanghai Railway Station Area, consisting of a 25-storey
office building and a 10-storey retail building. The total
GFA of the office building is 54,197 sq m. While all new
supply in the quarter was outside the CBDs, we expect
more centrally-located supply in quarter two, such as
L’Avenue in Puxi Honggiao and Oriental Financial Plaza
in Pudong Zhuyuan. The two buildings will add
approximately 124,800 sq m of Grade-A office space to
the CBD areas.

Driven by strong demand from the professional
services, manufacturing, internet and trading
industries, the Grade-A office leasing market was active,
as evidenced by a number of large-scale leasing
transactions involving floor plates over 10,000 sq m.
Global engineering and construction company M+W
Group took up 5,500 sq m in Green Tech Tower and
Shanghai Pudong Development Bank leased 10,000
sgm in Cloud Nine Yes Tower. Pre-leasing was also
active in a number of Grade-A office buildings soon to
be launched. For instance, Jing’an Kerry Centre Phase Il
rented out 12,000 sq m and one whole floor to Estée
Lauder and Cartier respectively, whilst both 3M
Corporation and Jamstar Group signed leasing contracts
with L’Avenue. Due to buoyant demand, Shanghai
Grade-A office vacancy rate remained at a low level of
6.7%, the same level as the preceding quarter. As the
commitment rates of most pre-leasing office buildings
reached over 50%, vacant office space in CBD areas is
now quite limited.
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In quarter one, the primary
office sales market
remained active and the
market witnessed a
number of en-bloc and
whole floor transactions.
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Rents and prices

Starting from the first quarter of 2012, Knight Frank has
revised its Shanghai Grade-A office basket to reflect the
increase in Grade-A office supply. After the adjustment,
the figures show that the first quarter’s Grade-A office
rents retained its upward trend, with an increase of 1.3%
quarter on quarter to RMB9.0 per sq m per day. Grade-A
rents continued to rise in most commercial areas except
for People’s Square area. However, the rental growth
rate slowed in quarter one. Nanjing West Road, with the
concentration of premium Grade-A office buildings, had
become the most expensive office rental area in the city.
In the first quarter, the average Grade-A office rent in the
Nanjing West Road area increased slightly by 0.3%
quarter on quarter to RMB11.1 per sq m per day.

In quarter one, the primary office sales market remained
active and the market witnessed a number of en-bloc
and whole floor transactions. Primary office sales
volume increased 10.0% quarter on quarter to 165,000
sg m and the average office price rose by 4.2% quarter
on quarter to RMB49,920 per sq m. Most sales
transactions (68.5%) were within Inner Ring Road,
involving a total transacted area of 113,000 sq m.
Cooling measures in the residential sector also had an
effect on the market, with some apartment office
buildings (for both residential and office uses)such as
Liangcheng Regional Centre and Hailun International
Plaza in Hongkou District receiving positive market
response. These two buildings sold 15,365 sq m and
2,786 sq m of space respectively in the first quarter.
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Shanghai Grade-A office rental index, Q1/2003 to Q1/2012
TEFESFRESIRE, —RF=4FFEE_F-_FFFF

Q1 2003=100

Ao st oo st o o0 st | | 0| S| o o 00 st [N 00 St o | | 00| S| o TN 0o st o [N o0 F [ o
O"O"O“O’O"O“O“O’O"O“O"O’O"O“O"O’O"O“O"O’O“O"O"O’O“O"O"O‘ O“O"O"O‘ O"O"O"O‘O’
2003 2004 2005 2006 2007 2008 2009 2010 2011 201

Source: Knight Frank Research
BN LTI

Grade-A office market indicators, Q1 2012
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Estimated rent % Change Vacancy Percentage
District (RMB / sq m / day) (QoQ) rate point change
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Huangpu %l 9.0 11.0% 3.8% 12.2%
Jing’an §%%& 11.1 10.3% 8.4% 12.5%
Pudong i#i% 9.0 T2.4% 6.6% 15.8%
Xuhui 143C 9.2 12.3% 5.1% 12.4%
Changning & 7.1 12.3% 5.9% 12.7%
Source: Knight Frank Research
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Note: As our Shanghai Grade-A office basket was revised in Q1 2012, the data may not be comparable with those published in previous
issues of this publication.
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In the first quarter of 2012,
the primary office sales
market recorded five en-
bloc sales, involving a
total GFA of 149,900 sq m
or a total transaction value
of RMB5.9 billion.
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Investment market

Investment demand in the office sector continued to
rise on the back of a booming leasing market and
restrictions in the residential sector. In the first quarter
of 2012, the primary office sales market recorded five
en-bloc sales, involving a total GFA of 149,900 sq m, or
a total transaction value of RMB5.9 billion. In March,
the office portion of Longyu International Plaza in
Zhabei District was sold for RMB1.9 billion, or a unit
price of RMB35,829 per sq m. Also in March, No. 8
Building of Shanghai International Shipping Service
Centre (West Plot), with a GFA of 35,302 sq m, was sold
at a total consideration of RMB2.3 billion, or a unit price
of RMB66,000 per sq m. Shanghai International
Shipping Service Centre launched three buildings for
sale in December 2011 and No. 5 Building was sold for a
unit price of RMB65,000 per sq m.

Selected Grade-A office leasing transactions, Q1 2012
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Source: Knight Frank Research
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We expect Grade-A office
rents to continue to
increase, but ata
moderate growth rate of
no more than 10% in the
coming 12 months.
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ected Grade-A office sales transactions, Q1 2012
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Hongkou Int’l Shipping Service Centre Whole
- (West Plot) block 35,302 66,000
LiEERUERE L (B g
P mH 8 S
Source: Shanghai Real Estate Trading Centre / Knight Frank Research
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Outlook

With high commitment rates of Grade-A office
buildings to be launched this year and limited new
supply in Shanghai’s CBD areas, we expect the
vacancy rate to decrease slightly by one percentage
point and Grade-A office rents to continue to increase
in the second quarter. Due to increasing difficulties in
finding large office space in CBD areas, large-scale
office leasing demand will shift to business park
locations such as Caohejing, Linkong and Jingiao.

In 2012, GDP growth in both China and Shanghai is
estimated to slow its pace and more enterprises will be
cautious in their investment and expansion strategies.
Under these circumstances, office demand and rental
budgets are likely to decrease. Therefore, we expect
Grade-A office rents will continue to increase, but at a
moderate rate of no more than 10% in the coming 12
months.
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