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HIGHLIGHTS

In the fourth quarter (Q4) of 2014, Beijing’s Grade-A
office rents dropped a further 1.6% quarter on quarter,
while the average vacancy rate rose 2 percentage
points to reach 4.7%.The market witnessed an increase
in new office-leasing demand from the finance and
insurance, Information Technology and high-tech as
well as professional services industries, while demand
from the manufacturing and energy sectors decreased.

In Q4 2014, demand for new Grade-A
office lets from the finance and insurance,
Information Technology and high-tech as
well as professional services industries
was strong, while local companies
continued to play a dominant role given
their ability to pay higher rents.

Grade-A office rents in Beijing averaged
RMB373 per sgm per month, a drop of
1.6% quarter on quarter. The average
vacancy rate increased 2.0 percentage
points to reach 4.7% in Q4.

In Q4, AOC Building Il and Guanghua
SOHO Il in Chaoyang District as well as
Sun Tak Tower in Dongcheng District
were launched, adding approximately
168,950 sgm of prime office space to the
market.

The average transaction price of Grade-A
office properties dropped 2.3% quarter
on quarter to settle at RMB54,635 per
sgm, while yield increased by a slight 0.1
percentage point to reach 6.7%.

In Q1 2015, two new projects are
scheduled for completion in the prime
core areas of Beijing Financial Street

and Zhongguancun, while another new
project will complete near the Wangjing
business area. The three projects will add
144,581 sgm of prime office space to the
market.

The average Grade-A office vacancy rate
in Beijing is expected to nudge up further
to 5-6% in the first quarter of 2015, while
rents could continue to drop, as a large
volume of new supply is scheduled to
launch in 2015.

TABLE 1
Beijing Grade-A office monitor

Indicator Q4 2014 figure
New supply 168,950 sgm

Rent RMB 373 / sgm / month
Vacancy rate 4.7%

Capital value RMB 54,635 / sgm
Yield 6.7%

Source: Knight Frank Research

Outlook
QoQ change (Q1 2015)
M 134,950 sgm A
J 1.6%

N
M 2.0 percentage points A

4 2.3% N
1 0.1 percentage point A
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RENTS

In Q4, the finance and insurance,
Information Technology and high-

tech as well as professional services
industries showed increased demand
in both prime and non-prime office
submarkets. Meanwhile, demand from
the manufacturing and energy industries
eased, primarily due to government
restrictions on the construction and
renovation of office buildings owned by
Central Government enterprises.

Local companies continued to play a
dominant role given their ability to pay
higher rents. In addition, some prime
areas, such as the CBD and Beijing
Financial Street, witnessed expanding
market demand from the local media
industry.

Rents in all major office submarkets
experienced a drop or remained stable
in Q4, except for Zhongguancun, which
recorded growth of 0.3%. Rents in
Zhongguancun maintained a stable

level due to steady demand from high-
tech companies who enjoy favourable
government policies such as tax
incentives and a continued lack of prime
office space available for leasing. Beijing
Financial Street continued to outperform
other submarkets, achieving the highest
rents and the lowest vacancy rate.

The CBD and East Second Ring Road
witnessed a slight drop in rents and
increased vacancy rates. With the
proposed large volume of new supply in
certain prime core areas, office rents will
be driven down further and vacancy rates
will rise in the next 12 months.
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FIGURE 1

Beijing Grade-A office rental index

2003 Q1=100
165

Price Index

150

135

120

105

90

% 4ttt
5188358835 883 5883 58/8/3 5/8/8 3/5/8/8 3518813 518 8l5/5 /8 835 8835 8/8/3
2003 ‘ 2004 2005 2006 ‘ 2007 ‘ 2008 ‘ 2009 2010 ‘ 2011 ‘ 2012 ‘ 2013 2014
Source: Knight Frank Research
TABLE 2
Beijing Grade-A office market indicators, Q4 2014
Rent o Vacancy rate
Submarket (RMB/sqm/ Rent(é:ocg!)ange VaFc‘::tr; ey percentage point
month) change (QoQ)
CBD 417 4 0.9 2.8% T0.8
Lufthansa 320 J 0.4 4.7% 1.0
Financial o
Street 486 > 1.6% S
East Second o
Ring Road 361 J 1.6 4.3% ™15
Zhongguancun 312 ™03 3.9% T0.7
Source: Knight Frank Research
TABLE 3
Beijing major Grade-A office leasing transactions, Q4 2014
I _— Rent
District Building Area (sqm) (RMB/sqm/month)
Chaoyang China World Tower Il 240 570
Chaoyang WFC 2,600 518
Chaoyang Gateway Plaza 408 360
Xicheng Minsheng Financial 1,490 370

Centre

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



SUPPLY AND

In Q4 2014, AOC Building Il (64,000
sqm) and Guanghua SOHO Il (84,050
sgm) in Chaoyang District as well as Sun
Tak Tower (20,900 sgm) in Dongcheng
District were launched, adding
approximately 168,950 sgm of prime
office space to the market.

In Q1 2015, new prime-office supply

in the capital will total 144,581 sgm,
including the E9 project (54,581 sgm)
on Beijing Financial Street, Raycom
Tower B in Zhongguancun (60,000 sqm),
and NUO Centre (30,000 sgm) near the
Wangjing business area.

DEMAND

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

In Q4 2014, the average Grade-A office
price dropped 2.3% quarter on quarter to
RMB54,635 per sgm. The sales market
was relatively stagnant due to a scarcity
of prime offices available for sale and

the exit of state-owned enterprises from
the real-estate investment market—a
consequence of the government’s
tightening control.

With transaction prices dropping at a
faster pace than rents, office yield grew
0.1 percentage point to reach 6.7% in
Q4.

In Q1 2015, investment activity in
Grade-A offices will remain subdued, with
rent levels decreasing and vacancy rates
rising due to the large volume of new
supply scheduled for launch.
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TABLE 4

Beijing major Grade-A office sales transactions, Q4 2014

District

Xicheng

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

Building

Office building on Plot D of Guang'an Centre, Beijing Financial Street

Tower Area (sqm)

En bloc 87,800

Price (RMB/sqm)

57,053
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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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