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GRADE-A OFFICE RENTS
UP THANKS TO VALUE-

ADDED TAX

In the second quarter (Q2) of 2016, nearly 469,200 sgm
of new Grade-A offices were launched in Shanghai

(See Table 1).

The overall Grade-A office vacancy rate
dropped 0.9 percentage point Q-0-Q to
3.3% in Q2 (See Table 1).

The market saw an increase of relocation
activities of manufacturing factories from
CBDs.

P2P companies, which have played an
important role in office leasing activities in
recent years, have faced a massive failure
due to payment problems.

As P2P companies preferred Grade-A or
premium Grade-A office buildings with
higher rents, the closure of P2P companies
will raise the vacant level in the office
market in the short term. However, the
vacant space in these buildings is expected
to be absorbed quickly, as office buildings
in core CBDs remain sought after by
professional services companies including
consultancy companies and law firms.

If there is no delay in anticipated
completion, the office market will have a
total of 1.8 million sgm of new supply in the
second half of 2016. Developed by Sinar
Mas Group from Indonesia, Sinar Mas
Centre in the North Bund area, the highest
office buildings in Puxi, will bring 130,000
sgm of office space to the market.

In core CBDs, HKRI’s Taikoo Hui Shanghai
Phase 1 in Nanjing West Road is scheduled
for completion in the second half of 2016
with a total office space of 96,500 sgm.

Shanghai’s office market will witness both
increases in vacancy rates and office rents
in the coming 12 months. Supported by
outstanding leasing performance in core
CBDs and landlords’ tendency to raise
rents, the average office rent is expected to
increase another 2% in Q3 and 5% in the
coming year (See Table 1).

TABLE 1

Shanghai Grade-A office market indicators

Indicator Q2 2016 figure
New supply 469,200 sgm
Rental RMB10.0 / sgm / day
Vacancy rate 3.3%

Price RMB64,336 / sqm
Yield 5.7%

Source: Knight Frank Research

Q-0-Q change (8;'2%‘1)2)
1370% A
14.2% A

1 0.9 percentage point 2
16.6% 7
| 0.1 percentage point o



SHANGHAI OFFICE MARKET REPORT Q2 2016

RENTS AND
PRICES

In Q2, the average Grade-A office rent
increased 4.2% Q-0-Q to RMB10 per
sgm per day, the first double-digit growth
recorded after the global financial crisis in
2008 (See Table 1).

China’s Value-added Tax (VAT) reform,
effective from 1 May 2016, contributed
most to the office rental growth in Q2.
Under the new VAT system, the previous
5% business tax has been replaced.

For new projects acquired after 1 May
2016, office landlords are subject to an
11% VAT on rental revenue, while for old
projects acquired before 30 April 2016,
office landlords are subject to either an
11% or a 5% VAT on rental revenue.

Due to strong demand in the market,
many office landlords have shifted this
tax burden to tenants by lifting office
rents. Thus, the average rent of Grade-A
offices and premium Grade-A offices
achieved RMB10 per sgm per day and
RMB13.5 per sgm per day respectively,
jumping 4.2% and 6.3% respectively
(See Table 1).
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FIGURE 1
Grade-A office rental and price indices
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TABLE 2
Grade-A office market indicators, Q2 2016
Vacancy rate
0,
Submarket (RMB /Rsian:\ / day) Ren:o/_ootfge)mge Va::aatr;cy percentage point
change (Q-0-Q)
Huangpu 9.9 11.0% 4.8% 105
Jing’an 11.2 1 0.9% 1.5% 103
Pudong 11.0 14.7% 1.5% 10.9
Xuhui 9.3 13.3% 3.3% 128
Changning 7.8 11.3% 4.3% 106
Source: Knight Frank Research
TABLE 3
Major Grade-A office leasing transactions, Q2 2016
District Building Zone Area (sqm) Rent
(RMB / sqm / day)
Pudong Century Link Middle 2,350 11.0
Xuhui ICC Phase I High 1,300 14.5
Huangpu Gopher Centre Low 2,000 6.8
Source: Knight Frank Research
Note: all transactions are subject to confirmation
TABLE 4
Major Grade-A office strata-title sales transactions, Q2 2016
L - . Area Price
District Building Floor / unit (sqm) (RMB / sqm)
Xuhui Magnolia Plaza 20th floor unit 238 58,397
Xuhui The Center 7th floor unit 126 47,018
Minhang Honggiao Zhenro Centre 5th floor unit 146 38,264

Source: Shanghai Real Estate Trading Centre / Knight Frank Research
Note: all transactions are subject to confirmation



SUPPLY, TAKE-UP AND VACANCY

The Grade-A office market was active
with the completion of several office
buildings in Q2, adding 469,200 sgm
of new office space to the market, an
increase of 370% Q-0-Q (See Table 1).

The office portion of Century Link, a
mixed use project in Pudong Century
Avenue developed by Cheung Kong
Property, was completed in Q2,
bringing 106,600 sgm of office space
to the market. Located in the new
Bund financial belt, Bund Financial
Centre Phase | was also handed over
in Q2. Owned and developed by Fosun
Property, Bund Financial Centre Phase
| (previously known as Plot 8-1 Project)
has an office area of 70,000 sgm.

These two office projects added a total
of 176,600 sgm of office space to the
market, accounting for 38% of the total
new supply in Q2.

In Q2, strong leasing demand from
financial institutions and consultancy
companies led to a further decrease of
0.9 percentage point to 3.3% in overall
vacancy rate (See Table 1).

In core CBDs, office space vacated by
relocated manufacturing companies
was quickly absorbed by law firms and
financial investment institutions in Q2.
The vacancy rate of emerging business
districts declined to 4.7%, down 2.6
percentage points Q-o0-Q.

FIGURE 2

Grade-A office supply, take-up and vacancy rate

I Grade-A office supply (Left)

Grade-A office net absorption (Left)

‘000 sgm
1,600

| Vacancy rate (Right)

1,400
1,200 F
1,000 F
800
600
400 |

200

0

2005 2006 2007 2008 2009 2010

Source: Knight Frank Research

Global economic uncertainties
encouraged many multi-national
manufacturing companies to relocate
their offices from core CBDs / CBDs to
secondary business districts / emerging
business districts.

This relocation trend remained popular
in Q2. Some Japanese and Korean
manufacturing companies had relocated
from CBDs to secondary business
districts / emerging business districts.
With further relocation of manufacturing
firms, the average vacancy rate in
secondary / emerging business districts
decreased 2.3 percentage points to

INVESTMENT MARKET

The full implementation of the VAT system
since 1 May will stimulate acquisition

in the office investment market as it
reduces the self-occupation cost for office
investors in the future.

Between January and June, Shanghai’s
property investment market recorded
six en-bloc transactions with a total
consideration of RMB11.061 billion, an
increase of 46% Y-o-Y.

Office buildings remained popular among
buyers. Between January and June,

the transacted areas of office buildings
reached 284,526 sgm, up 88.1% Y-o-Y,
accounting for 49.7% of the total
transacted property space.

As foreign capital may flow out due to a
stronger expectation of the devaluation of
RMB against USD, domestic buyers have
replaced overseas institutional investors
to become major buyers in the en-bloc
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3.9% in Q2. ITOCHU and NEC relocated
their offices to Changning Raffles

City Tower 2 in Zhongshan Park. LG
Electronics moved to Minhang MixC.
Meanwhile, CGV, a subsidiary of Korean
CJ Group, moved to Vanke Centre in
Honggiao CBD.

However, the relocation activities had
little impact on CBDs as the vacant
space was filled up very soon by
financial firms with high rental budget.
For example, in Q2, a domestic asset
investment and management company
leased a 1,300-sgm office space in the
high zone of ICC Phase two.

investment market.

In Q2, Zhonggeng Real Estate acquired
mixed-use project U Centre, including the
office, retail and hotel components. Sino-
Ocean Land Holdings bought East Ocean
Centre Phase 2 from CLSA Asia-Pacific
Markets. Anhui-based Shanying Paper
purchased Riverside International Plaza
Building 6 in Q2 to set up their R&D and
operational headquarters (See Table 5).
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