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HlGHLIGHTS

The office leasing market maintained positive growth during the fourth quarter

due to the stable domestic macro economy and robust office rental demand.

e The commercial land market activity remained moderate and rational in the
fourth quarter, with the total transacted land area reaching 670,000 sqm,
dropping 6.4 percent quarter on quarter. Meanwhile the transacted amount
increased slightly by 1.9 percent to RMB 130.65 billion.

e The Shanghai Grade A office new supply in 2010 stayed at a low level, reaching
approximately 300,000 sqm with a year on year decrease of 36 percent.
Demand for Grade A office space is up as evidenced by the frequent leasing
activity this quarter; the Shanghai IFC Phase Il and the Shanghai International
Commerce Centre receiving the most attention in the market.

e Investors are turning their attention to the commercial property market in
Shanghai as they believe the commercial market has a great potential to grow.
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In 2011 we expect there will be a significant number of new supply launched,
with the vacancy rate increasing slightly, staying between 10 and 15 percent.
Additionally, the average Grade A office rent will continue its upward trend with
an annual growth rate of around 10 percent.
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Market Overview

Due to a stable domestic macro economy
and robust office rental demand, the

office leasing market was able to maintain
positive growth during the fourth quarter.
Evidence of a booming market can be seen

in the increasing office rental rates, falling
vacancy rates and high volume transactions
in CBD areas. As MNCs return to the market,
the Puxi high-end office market is seeing
faster recovery than Pudong. Most of these
MNCs specialise in finance and securities,
professional services, manufacturing, trading
and retail.

Statistics show the number of multinationals
continues to rise, with 41 MNC regional

HQs, 19 foreign investment companies and
13 foreign R&D centres approved between
January and November. By the end of
November, the total number of approved MNC
regional HQs, foreign investment companies
and foreign R&D centres in Shanghai reached
301, 210 and 317 respectively. The increase

is a reflection of the Shanghai government’s
efforts to meet their goals of opening up the
city to foreign investment.
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Land Market

The fourth quarter saw a total of 22 plots of
commercial land launched for auction and
all of them were transacted. The total supply
of commercial land and the transacted

land area both reached 670,000 sqm.

The transacted land area in square metres
dropped 6.4 percent quarter on quarter whilst
the transacted amount increased slightly

by 1.9 percent to RMB 130.65 billion. One

of the major commercial land transactions
this quarter was the acquisition of Longhua
Airport No 1 Plot by Greenland Group at a
total consideration of RMB 1.518 billion or

an accommodation value of RMB 17,181 per
square metre. The transaction price is 24
percent higher than the reserved price of RMB
1.223 billion. Covering a land area of 22,100
sqm, the plot ratio of Longhua Airport No 1
Plot is designated as 4.0.

As a trend, we’re seeing domestic developers
gradually moving away from residential
property, trying to build up their commercial
land bank. This year the commercial land
supply totalled 3.967 million sqm, an increase
of 18.08 percent y-0-y. Meanwhile, the total
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transacted land area reached 3.3063 million
sqm with a y-o-y increase of 11.65 percent.

In terms of the land price, the average
accommodation value reached RMB 7,700 per
sqm, a significant increase of 61.9 percent over
the previous year. In terms of market players,

a number of renowned developers, including
Brilliance, Zengdai, New Huangpu, Powerlong,
Urban Development, GreenTown, Shui On

and Jiaobao Group, successfully secured
commercial land in Shanghai during 2010.

Supply and Demand
Contrary to what was expected in 2010, the
total office supply did not reach a new peak.
Compared with 2009, the supply of new
Grade A office space decreased by 36 percent
to approximately 300,000 sqm. Of the new
supply, 74 percent was concentrated in Puxi
whilst 26 percent was located in Pudong. By
the fourth quarter of 2010, the total stock of
Shanghai Grade A office arrived at 6.5 million
sqm, up 4.8 percent compared with the

total stock at the end of 2009. Quarter four
witnessed no new office supply.

Demand for Grade A office space was up in
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quarter four as evidenced by the frequent
leasing activity. Shanghai IFC Phase Il, in

the pre-leasing stage, signed tenants that
include a renowned UK based law firm,

who took 1,500 sqm, and a joint venture
fund management company, who took
approximately 5,000 sqm. Over in Puxi, the
first phase of SHK’s International Commerce
Centre Project is almost completely leased
out. Looking at the average vacancy rate of
the Grade A office market, we saw the number
drop to 9 percent in the final quarter, which
was the first time the vacancy rate dropped
below 10 percent since the start of the global
financial crisis in 2008.

Rents and Prices

Boosted by strong rental demand from MNCs
in the fourth quarter, the average rent of
Grade A office space continued its upward
trend for the third consecutive quarter,
increasing 1 percent quarter on quarter to
RMB 8.25 per sqm per day. Of note was Puxi’s
Grade A office average rent, which grew

to RMB 8.5 per sqm per day, an increase

of 2 percent compared with quarter three.
Pudong’s average rent remained unchanged
at RMB 8 per sqm per day.

In the strata-title sales sector, the total sales

volume in Shanghai reached 180,000 sqm.
The average price of Grade A office buildings
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in the CBD area reached RMB 40,170 per sqm,
up 3 percent compared with the previous
quarter. New restrictions on the property
market introduced in April made it difficult for
developers to get development financing. In

quarter three the wait-and-see attitude led to
low transaction volume, however, the market
picked up with significant volume in quarter
four. The top floor of The Exchange SOHO,
the 57th floor, was sold to an unidentified
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Prime Office Market Indicators, Q4 2010
AR EFEIENIFER, 2010FEF£4FE

3 5\8\8\3‘8\8\8\5‘8\8\8\5 slalsl

2006

3‘8\8\8\3‘5\8\8\3‘8\8\8\3‘

2007 2008 2009 2010

District Est. Face Rent % Change QoQ Vacancy % Change QoQ

X i3, (RMB/sqm/day) IREE Rate IREE
HE =B

(ARM/EFK/XR)

Huangpu &5/ 8.0 8%

Jing’an &% 9.5 5%

Luwan /57 8.8 5%

Pudong i#% 8.0 12%

Xuhui 75C 9.2 6%

Changning &7 6.7 10%
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WIRSOR: SEbRIED

B EIRE|RE 2B, X FFERRAAD
EEETXE ARG LATE AN PR

EFg—HLEEHR BHEE, NEXSK
o, WEERARKAESEXNHN EERFH
FHEN— N EERS

KERERE
BEN201M4E, EHEFRRS TR MR 0K
B, FItBELANRAEFRNEZTEER
BT, Hh, B2Z69.5M#FMEmAMIGEF
ERAR, MBESZ30.57HE. iR E20NM
FERIXMHNRRASFREIEOEMLTAER
EREW EEESHROTH, AKELN
NTFRFK; AT REEERRENLFTRR
["%—E, MBRELNACHERX, RN
FHARZXNEHFTRAE, MAKEYN
HETTFH Ko

200114, BF &8, |RIT. ZWET LA
HMAZEAN, ﬁﬁﬁﬁﬁ?ﬁﬂ%?@%%
K18 2 R R T 2 BXLEAT Y AR At
E%%XﬁifﬁEMLMkﬁfﬁP )
REERMC VSR AREAENHNOET,
MEELZHNARAMCEEERILBEL, KE
Imﬂ%ﬁlmJ-ﬁWﬂﬁEt& 5
ﬁ EZE5EE8RRMLEMI00E RAE M
XSEHEZEITEP LB, BiE2,500R %
Aft&ﬁﬁo

l%ﬁMﬁﬁi%—ﬁﬁﬂﬁiﬁmiﬂﬂ

SRS EE EASE, FHFEKER
ER;) szE EERINGREFENANT,
TEEXRARSAGNMNEEEK, RELTEDZ10
ZE15HKF,



KnightFrank.com.cn

individual at the unit price of approximately
RMB 100,000 per sqm, recording the highest
historical price in the office sales market.

This was also the first time that an office price
surpassed residential prices of the same area,
which refutes the belief that residential prices
in Shanghai are always higher than office
prices.

Investment market

Many investors, whether developers, financial
companies or insurance companies, are
shifting their focus and becoming major
players in the commercial en-bloc sales
market. In October, SOHO China announced
its acquisition of 48.48 percent equity interest
in the project at Luwan District Lot No 43 for

a total consideration of RMB 1.212 billion.
This marked SOHO China’s fourth acquisition
in Shanghai. The Lot No 43 is situated at
Madang Road, just south of Xintiandi and the
Huaihai Road CBD Area. Covering a site area
of 20,084 sqm and designated for retail and
office use, the allowed total GFA is 137,442
sqm, with 72,467 sqm above ground and
64,975 sqm for underground retail use and a
car park. SOHO China plans to purchase the
rest of the equity share of this development at
the same price. Another major player, China
Pacific Insurance, at the time of writing is in
negotiations with Asia Pacific Land regarding
the acquisition of the Grade A office building
The Centre at Changshu Road. Should the
deal close, this transaction will mark a
milestone as it will be the first insurance fund
to enter the Shanghai real estate market.

Outlook

Looking to 2011, we expect the Shanghai
Grade A office new supply will reach its

peak with a total of 920,000 sqm of newly
completed office space. Of all new supply,
69.5 percent of the new space will be located
in Pudong while 30.5 percent will be in Puxi.
Grade A office buildings that are scheduled
to be completed in 2011 include Shanghai IFC
Phase Il in Pudong Lujiazui, with a total office
GFA of 120,000 sgqm; SHK’s International
Commerce Centre Phase | at Huaihai Middle
Road of Puxi, with a total office GFA of 60,000
sgm; and Huamin Imperial Tower in Jing’an
District with an office GFA of 50,000 sqm.

We expect that the demand for Grade A office
will remain strong in 2011 due to the influx of
enterprises from the financial, banking and
consulting industries. Not only will these
companies be coming to Shanghai, but many
will require more than one floor of office
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space. But MNCs are not the only playerin
the Grade A office market. In response to
more central-government-owned enterprises
setting up headquarters in Shanghai, a great
number of well-known domestic enterprises
are becoming more attracted to Shanghai as a
base. The city already hosts headquarters for
8 central-government-owned enterprises and
has more than 100 regional headquarters or
operating departments. In total, nearly 2,500
central-government-owned enterprises have
already invested in the city.

Therefore, in the coming 12 months we
expect that the average Grade A office rent
will continue its upward trend with an annual
growth rate at around 10 percent. Taking into
account the significant new supply set to
launch in the next year, we estimate that the
vacancy rate may increase slightly and stay
between 10 and 15 percent.
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