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Key office projects delivered in H1 2014* and planned for delivery by the end
of 2014

* Office properties that received the delivery act in H1 2014
The buildings class is indicated according to the Moscow Research Forum Office Classification of 2013

Source: Knight Frank Research, 2014

We expect further vacancy rates growth in the offices of Class A and B
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Demand

The net take-up, an indicator showing the
difference in the level of occupied space in
the delivered office buildings in relation to
the previous period, amounted to about
305 thousand sq m.

After a period of steady demand for high-
quality office space in 2011-2012, we started
to note a drop in transactions volume since H1
2013. The cautiousness of tenants associated
with uncertainty of both the Russian and the
global economies, which was characteristic
for the office market last year, as expected,
has carried over to 2014. Meanwhile, Russia's
involvement in geopolitical conflict in Ukraine,
the risks associated with introduction of
sanctions against Russia, and extremely low
economic growth have intensified fears of
tenants and investors on the market.

Vacancy rate in Class A and B office buildings
has grown in H1 2014. In Class A offices, this
growth amounted to 1.4 p. p. compared to
Q4 2013, with the vacancy rate amounting to
17.6%. In Class B offices, the vacancy rate has
reached 12.4%.

Despite the drop in demand, we note activity
retention on the office real estate market.

By the end of H1 2014, High-Tech
companies together with FMCG-
sector have leased and purchased a
half of Class A and B office space in
the total volume of transactions
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A number of transactions are at the negotia-
tion stage, and we still expect the traditional
growth of demand in H2. However, the struc-
ture of queries from tenants and buyers has
changed. The care with which tenants are
entering the market is reflected in the
prolongation of transaction closing terms —
the companies are starting the move project
much earlier than before.

Wishing to optimize office space and reduce
lease expenses, companies are trying to move
their back offices in the buildings, where
rental rate is lower. If the company business
profile does not require having an office in the
city center, companies seek to consolidate all
business units in a facility, with decentralized
location. In H1 2014, only 15% of office space
was leased and purchased within the Garden
Ring. The largest transactions volume of 43%
fell with office buildings located near the
Third Ring Road.

We note a drop in the share of companies
that decided to move in the total transactions
volume. If in H1 2014 the share of lease terms
renegotiation transactions was a fourth of the
total lease transactions volume, by the end
of H1 2014, the share of such transactions
reached 45%. The volatility of currency
exchange rates, as well as instability of the
office market today are the reasons for which
the tenants whose leases expire prefer to
postpone the move and stay in the occupied
building.

The average transaction size in Q2 2014 has
dropped to 1.1 thousand sq m (1.4 thou-
sand sq m based on the results of 2013 and
1.2 thousand sq m in Q1 2014). In total,
only two office lease transactions, with size
exceeding 5 thousand sq m occurred in
H1 2014.

According to H1 2014 data, like for the same
period last year, representatives of TMT-sector
(technology/media/telecom) were the most
active in terms of lease and purchase of office
space. Following a slight growth, the share
of high-tech companies in the total trans-
actions volume has reached 33%. We also
notice shrinking in the shares of oil and gas
companies and financial institutions. However,
while the case of oil and gas companies share
decrease in H1 2014, results mainly from a
large-scale lease transaction by Gazprom in
H1 2013. The drop in activity of financial sec-
tor, for which the share in the total volume of
transactions has not fallen below 20% for 2
years, results from heightened carefulness of
the companies following from the high de-
gree of uncertainty of the country’s economy.
A major lease transaction of 13 thousand sq m
by the Pepsi Co Company, which took place
within the office complex Alcon, whereby
brining the share of FMCG-sector companies
to 18% of total transactions on lease and pur-
chase of office space is worth a notice.

Key office space lease and purchase transactions concluded in H1 2014
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Commercial terms

Today's office real estate market is under
pressure from unfavorable dynamics of
macroeconomic indicators, as well as from the
negative geopolitical setting in connection
with the events in Ukraine. Having started in
H1 2013, the decline in average lease rates
against the background of high degree
of uncertainty continues in 2014. Having
shrunk by almost 6% compared to the end
of 2013 and by 3% compared with Q1 2014,
average asking lease rates for Class A offices
amounted to 754 $/sq m/year.

When it comes to Class B offices, average
asking lease rate for H1 2014 amounted to
457 $/sq m/year, which is 7% lower than in
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the proximate ring submarket

o] Knight Frank acted as a consultant
of the transaction

Q4 2013. It is worth a notice that the average-
weighted lease rate for Class B office space
remained unchanged compared to Q1 2014.

Forecast

A growth in delivery of high-quality office
space against the background of cautious
attitude of investors and tenants will
continue to put pressure on the dynamics of
core indicators. In 2014-2015, a number of
high-quality projects in rapidly developing
business districts is planned for delivery. This
will lead to a growth of competition on the
market and will allow tenants to choose office
space of various formats with more attractive
commercial terms.
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Average asking lease rates dynamics for Class A and B office space While the slowdown in economic develop-
ment of the country, as well as geopolitical
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Moscow submarket data. Key indicators
Class A Class B
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