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HIGHLIGHTS

e The new construction volume of quality office centers remains low. During 9 months of 2012,
152 thousand sq m of Class A and 242 thousand sq m of Class B office space was delivered. These volumes
are 24% lower than ones for same period last year.

e Decentralization of business life in Moscow continues: 75% of new business-centers are located
outside the Third transport ring. On the other hand, quality offices in the city centre remain in
demand.

e Demand for office spaces in Classes A and B remains at the level of 2011: for the period from
January to September 2012, the acquisitions volume amounted to more than 600 thousand sq m,
42% of which are of Class A.

e The vacancy rate space has dropped from the beginning of the year from 12.5% to 11.7% in
Class A and from 17.2% to 14.3% in Class B. Hence, net absorption amounted to approximately
150 thousand sq min Class A and 480 thousand sq m in Class B.

e Rental rates remain stable for already a year: in the range of $700-1,200 per sq m p.a. for Class A
office buildings and $350-650 per sq m p.a. for Class B.
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"It has already been a year since we have been
taking notice of market performance stability,
which testifies to the "maturing" of office real
estate market in Moscow, a relatively young
one compared to those of Europe.

The market development in pre-recession
years has been somewhat chaotic: the de-
mand was so high that practically any avail-
able space was being absorbed. Rental rates
were often unjustifiably high, which was
coupled with shortage of quality facilities.
During the recession of 2008-2009, rental
rates on the Moscow market underwent a
significant correction, especially when com-
pared to more developed markets of Europe,
where the rental rate matched the objects’
quality.

Presently, we do not observe significant
changes in average rental rates: supply and
demand remain in balance for more than a
vear already. A slight increase in the rental
rates, as well as relocation of tenants (of-
ten without increase in leased space) be-
tween business-centers of the same class
occur due to quality changes in supply
structure. We believe that the develop-
ment dynamics of office real estate mar-
ket in Moscow in the future will be similar
to Western economies".

Supply

By the end of 9 months of 2012, total sup-
ply of quality office space exceeded
12.3 million sq m, almost one fifth of the area
complies with Class A requirements. By January
2012, 152 thousand sq m of Class A (4 objects)
and 242 thousand sq m of Class B (21 object)
have been delivered.

Key indicators. Dynamics*

Key indicators

Total stock, thousand sq m

including, sq m

Delivered in Q1 - Q3 2012, thousand sq m
including, thousand sq m

Vacancy rate, %

Average weighted rental rate**, $/sq m/p.a.

Rental rates range**, $/sq m/p.a.

Operational expenses, $/sq m/p.a.

*  Comparing to the end of 2011

** Excluding Operational Expenses and VAT (18%)
*** Range of asking rents for premium space
Source: Knight Frank Research, 2012
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Delivery volume remains low due to two main
reasons. Firstly,— a drop in demand during the
recession of 2008-2009 biennium has led to a
decline in new construction volume. Secondly,
in 2010, when economic conditions began to
improve, the city-planning politics of Mos-
cow administration underwent significant
changes, and the developers were in no hurry
to start new projects. It should be noted, that
the number of announced projects gradually
grows.

A

BC Wall Street
37 ValovayaSt

A trend outlined back in 2007 continues to this
day: the office space market decentralization.
However, if in the past the tenants were ready
to move further away from the center due to
high lease rates and shortage of facilities with-
in the Garden ring, nowadays, it is also the poli-
cies of Moscow authorities, aimed at "unload-
ing" of the city center, and restrictions on new
construction within the Third transport ring.
Three quarters of the area put into operation
in 2012, are located outside the Garden ring.
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Office properties delivered* in Q1-Q3 2012 and due to be completed
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New delivery remains low compared to the pre-recession figures
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Demand

High activity of both tenants and buyers could be
observed on the office real estate market of the
capital during the first half of 2012. Even the vola-
tile financial market indicators and energy prices
could not prevent this situation. Notwithstanding,
the take-up volume during Q3 was quite low, due to
the traditional decline in business activity in the
period of summer vacations. Current activity on
the market, however, promises high results in Q4.

The volume of office space take-up in Classes A
and B from January to September 2012 amount-
ed to about 630 thousand sq m. This is insignifi-
cantly (7%) higher than for the same period last
year. It should be noted, however, that this fig-
ure does not take into account the deals extend-
ing existing lease contracts.

Transactions resulting from migration of tenants
into the building of the same class constitute
about a third of the total Class A office space take-
up, furthermore, they commonly result in transfers
without increase in the leased space. It should be
said that there is a large number of outdated facili-
ties among Class A business centers. While formal-
ly they still comply with the classification require-
ments, they lose to newerobjectsintermsofquality,
engineering systems and technological solutions.

It is noteworthy that in 2012, a share of office
space acquisitions for private use has greatly
increased within the take-up structure reaching
almost 25%.

Business House Domino
74 Pyatnitskaya St
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Vacancy rate shows only slight variation: from
the end of 2011 it dropped by 0.8 percentage
pointsin Class A and by 2.9 percentage points in
Class B, amounting to 11.7% and 14.3% in Class-
es A and B respectively.

Concerning the market for high-quality office
space in general, one can speak of its advance
towards a more mature stage of development:
5-7 years ago, we observed a large number
of new companies on the Russian market, a sig-
nificant increase of existing stock and active
transfer of developing companies from admin-
istrative objects into quality business centres.
Presently, this process has become less dynamic.
Nonetheless, new tenants on the market of quality
office space still constitute a significant share
of demand (about 60%), they commonly move
from the offices of lower class.

Commercial terms

Average rental rates for high-quality office ob-
jects remain at the level of middle of last year,
and account for $830 per sq m p.a. for Class A
and $480 per sq m p.a. for Class B.

The maximum rental rates are observed in the
business centers located in the city center
($850-1,200 per sq m p.a.). Class A rental rate in
the Third transport ring is 20-25% less: $600—
900 per sq m p.a. Class A office space outside
the Fourth transport ring is leased at a rate of
around $500-550 per sq m p.a.

For several years already, Moscow is one of the
three leaders among European cities in terms
of the rental rates for premium offices. Although
London still holds the first place with the rates
in West-End reaching $1,600 per sq m p.a., Mos-
cow takes the second place recording $1,200 per
sq m p.a. Paris closes the top three, with pre-
mium rates at $1,077 per sq m p.a.

Premium objects rental rents increased in most
European cities over the past year. The highest
growth was noted in such cities as London, Ge-
neva and Paris. Rental rates for premium office
space dropped in the capitals of the countries
with difficult economic situation: negative dy-
namics could be observed in Dublin, Madrid, Bar-
celona, Lisbon and Milan.

Key deals in Q1-Q3 2012
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The vacancy rate in Classes A and B is gradually reducing
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Moscow occupies one of the leading positions in the rating of premium rental rates
in Europe
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Rental rates for office space in Classes A and B from mid-2011 remain stable
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Forecast

According to our estimates, the volume of of-
fice space commissioning for 2012, will amount
to roughly 672 thousand sq m, which is lower
than the past year’s figure by 7%. We antici-
pate several major objects to be delivered in
Q4. Among such Class A objects one could name
ALCON, City Point of Moscow-City and Country
Park III, while major objects of Class B include
business center W-Plaza 2 and business park At-
mosphere. According to our forecasts, the vol-
ume of office space delivery in 2013 will approx-
imately amount to 330 thousand sq m in Class A
and 670 thousand sq m in Class B.

The take-up volume by the end of the year will ap-
proximately amount to 900 thousand sq m, that
almost matches the result 2011. It is worth noting
that some large tenants are cautious in making de-
cisions about moving in view of instability in the
world economy. In case of a favourable economic
situation in 2013, in our view, an increase in take-
up compared with the current year is possible.

At the moment, high-quality office space market
in Moscow is stable: delivery of the new objects
meets the terms of take-up. The vacancy rate
is slowly dropping, and rental rents are quite
stable (their adjustment not more than 5% per
year). We do not expect significant changes in
rates in Q4, however, in 2013, in case of positive
dynamics of demand, some growth is possible,
but no more than 5-7%.
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