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HIGHLIGHTS

In the second quarter (Q2) of 2016, Beijing’s Grade-A
offices market witnessed increases in the average rent
and vacancy rate quarter on quarter (Q-0-Q), while the
average sales price of Grade-A office properties also
rose by 1.6% Q-0-Q (See Table 1). Leasing demand
was strongly driven by fast-growing companies from the
Internet, IT-related and traditional finance sectors in Q2.
Meanwhile, two major en-bloc investment transactions
of Grade-A offices were concluded in the quarter

(See Table 4).

In Q2, Beijing’s Grade-A office rents
averaged RMB378 per sgm per month,
a slight increase of 0.8% Q-0-Q. The
average vacancy rate also rose by 0.6
percentage point Q-0-Q to 6.3%, driven
by a huge amount of lately-launched
prime office space (see Table 1).

In the quarter, six office projects were
completed, with 359,632 sgm of prime
space launched. Traditional prime
submarkets welcomed three new
buildings, including The Genesis in
Lufthansa, Tian Run Fortune Center

in East Second Ring Road and China
Satellite Communication Tower in
Zhongguancun (see Table 1).

In addition, Tianyuan Xiangtai Tower in
Asian- Olympic Area, LSH Plaza Phase ||
A in Wangjing and Poly Jimen in Haidian
District debuted in Q2, providing more

options for occupiers in emerging and non-
prime submarkets.

In Q2, the average sales price of Grade-A
offices increased by1.6% Q-0-Q to
RMB53,461 per sgm, while office yields
stabilised at 6.2% (see Table 1).

Two office projects are scheduled for
completion in Q3, including Emperor
Group Centre (47,000 sgm) in CBD and
World Profit Center Il (40,000 sgm) in
Lufthansa, adding approximately 87,000
sgm of prime office space to the total
stock.

In Q3 2016, the average Grade-A office
vacancy rate is estimated to nudge up a
further 0.5 percentage point to 6.8%. As
it takes time for the market to absorb the
abundant inventory, rents are forecast to
fall moderately in the short term.

TABLE 1
Beijing Grade-A office monitor

Indicator Q2 2016 figure
New supply 359,632 sgqm
Rent RMB 378 / sgm / month
Vacancy rate 6.3%

Capital value RMB53,461 / sqgm
Yield 6.2%

Source: Knight Frank Research

Q-0-Q change (8323(1)2)
M 263.6% N
10.8% N
1 0.6 percentage point 2
™1.6% 2
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RENTS

In Q2, companies from the fast-growing
Internet and IT-related sectors were the
major demand generators for new leases
and expansion, while letting demand from
the traditional finance sector remained
steady, with several large financial

firms renewing their tenancy in prime
submarkets.

In the quarter, due to abundant supply,
most prime office submarkets witnessed
increases in vacancy rates, except for
CBD and Financial Street where a lack
of vacant space led to drops in their
vacancy rates by 0.6 and 0.8 percentage
point Q-0-Q respectively (see Table 2).

Thanks to decent pre-leasing rates, East
Second Ring Road and Zhongguancun
only saw minor growth in vacancy rates
by 0.2 and 0.5 percentage point Q-0-Q
respectively, while Asian-Olympic Area
and Wangjing both saw increases

of 2.2 percentage points Q-0-Q in
vacancy rates. Lufthansa posted a 0.8
percentage point increment of vacancy
rate Q-0-Q to 9.5%, driven by sustained
and substantial new supply since the
beginning of the year (see Table 2).

Beijing Financial Street and CBD
remained the priciest submarkets, with
rents averaging at RMB545 and RMB434
per sgm per month respectively in the
quarter. Zhongguancun took the lead in
rental growth, by 3.1% Q-0-Q to RMB328
per sgm per month, reflecting strong
demand from technology tenants

(see Table 2).

Other submarkets witnessed varied
quarterly rental changes, from a slight
decrease of 0.3% in East Second

Ring Road to an increase of 2.4% in
Lufthansa. As emerging submarkets,
Asian-Olympic Area and Wangjing
continued to develop with both recording
1.5% rental increases Q-0-Q

(see Table 2).

The city-wide vacancy rate is anticipated
to continue increasing as it takes time for
the market to digest the remaining vacant
space in Q3, while rents are set to edge
down with more landlords becoming
willing to adjust rents to enhance
competitiveness.
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FIGURE 1
Beijing Grade-A office rental index
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TABLE 2
Beijing Grade-A office market indicators, Q2 2016
Rent o Vacancy rate
Submarket (RMB/sgqm/ Ren;co/f o(fg?nge Va;::e oy percentage point
month) change (Q-0-Q)
CBD 434 J 0.5 4.2% 4 0.6
Lufthansa 343 T2.4 9.5% T0.8
Financial o
Street 545 ™11 2.2% 4 0.8
East Second
0.3 9

Ring Road 354 J 5.0% 0.2
Zhongguancun 328 ™34 6.4% ™05
GELERCIT 335 1.5 7.0% 122
Area
Wangjing 270 ™15 18.4% ™22
Source: Knight Frank Research
TABLE 3
Beijing major Grade-A office leasing transactions, Q2 2016

_ _— Rent
District Building Area (sqm) (RMB/sqm/month)
Xicheng Wlnlgnd International 1,500 720

Finance Center

Dongcheng Tian Run Finance Center 9,000 300
Chaoyang Orient Media Centre 278 320
Chaoyang LSH Plaza Phase Il 7,000 250

Source: Knight Frank Research

Note: All transactions are subject to confirmation



SUPPLY AND DEMAND

In Q2, the new supply of Grade-A office
space totalled 359,632 sgm, provided by
The Genesis (100,000 sgm) in Lufthansa,
Tian Run Fortune Center (48,000 sgm) in
East Second Ring Road, China Satellite
Communication Tower (68,000 sgm) in
Zhongguancun, Tianyuan Xiangtai Tower
(42,000 sgm) in Asian-Olympic Area, LSH
Plaza Phase Il A (80,000 sgm) in Wangjing
and Poly Jimen (21,632 sgm) in Haidian
(see Figure 2).

87,000 sgm of new Grade-A office supply
is expected to be launched in Q3 2016,
including Emperor Group Centre (47,000
sgm) in CBD and World Profit Center Il
(40,000 sgm) in Lufthansa.

FIGURE 2
Beijing’s Grade-A office supply, take-up and vacancy rate
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SALES AND INVESTMENT

In Q2 2016, The average sales price of
Grade-A office properties increased by
1.6% Q-0-Q to RMB53,461 per sqgm

(See Figure 3). The average Grade-A office
yield stabilised at 6.2%.

Two en-bloc investment transactions of
Grade-A offices were concluded in Q2,
involving Leshi Holding (Beijing) Co., Ltd.
which acquired a real estate portfolio in
Chaoyang District from Shanghai Shimao
Property Holdings Limited for RMB2.972
billion and Yili Group which acquired
Towers B, C and D of Tunghsu International
Center in Fengtai District for RMB1.826
billion.

Due to the launch of tightened purchase
restrictions for commercial properties in
Tongzhou District, the focus of strata-titled
primary office sales shifted to Daxing,
Shunyi, Fangshan and Shijingshan Districts
in Q2.
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FIGURE 3
Beijing’s Grade-A office price index
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TABLE 4
Beijing major Grade-A office sales transactions, Q2 2016

Submarket Building ':‘r)l.itzf Area (sqm)

Fengtai Tunghsu International Center Towers B, 41,559
Cand D

Wangjing Greenland Center 6 9,556

CBD Damei Central Plaza 6 1,333

Source: Knight Frank Research
Note: All transactions are subject to confirmation

Price (RMB/
sqm)

43,937

47,792
54,450
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DEFINITIONS & M.

Rent: Exclude management fee and other outgoings

HE: rEEYLEREAREMIH

Price: The transaction price of office space in the primary market

iirig: SR E—F YU A B4

Yield: The annualised transaction rent as a percentage of the capital
value of a property

ERE: FEHSEHS5Y L EENEZLILA

Property basket: Include major Grade-A and premium Grade-A office buildings in Beijing,
excluding owner-occupied and strata-titled buildings.

ok BEF WMELREERZNBRAZEFE, FTEHRLEEARMESFH

Knight Frank Research provides strategic 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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