»)Vi Research Property Times
Office

Beijing At 3%

Q1 2008 £—=




Contents B %

01

01

03

04

05

Overview

A

Leasing

i

Sales and investment
HEFMRE

Supply

R

Outlook

RE




Overview

Languishing demand in China’s export markets, an indirect
result of current instability in the American and Euro Zone
financial markets, could lead to weaker GDP growth for 2008.
However, a slow in growth appears to be a minor concern for
the central government, as a surge in the prices of non-durable
and durable goods has steered policy precedence toward
countering structural inflation. In response to the current
economic environment, the Chinese Central Bank in
cooperation with China’s major commercial lenders have
attempted to combat inflation under the aegis of increased
monetary tightening and regulatory constraints on pricing. Such
economic control measures have included the raising of
commercial bank’s deposit reserve ratios to 15%, upward
adjustments on long term interest rates to lenders, price
controls on commodities, and quotas on commercial bank’s
loanable funds.

Leasing

Chart 1: DTZ office index
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Table 1: Take-up distribution by district
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District Q12008 Q4 2007
X5 (735K sq m) (FT72Ksq m)
CBD 99,812 38,683
East 2nd Ring Road 3,794 1,210
R

East Chang'an 7,558 5,576
Avenue / Jianguomen
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Financial Street 81,695 34,654
ERAfE

Lufthansa 10,753 17,546
Zhongguancun 2,329 8,090
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A recovery from the previous quarters lull in activity, along with
the closing of a number of large area contracts in the beginning
months of 2008, resulted in a buoyant first quarter market. User
demand remains robust from both tenants wishing to complete
interior design fit-outs before the Olympic Games and those
who plan to begin their fit outs after the Olympics and
subsequently occupy.

In quarter one, the robust pre-launch leasing performance of
several projects launched this quarter lifted take-up volume
noticeably above last quarter’s figures, as these new projects,
at the time of market entrance, had already achieved relatively
high occupancy rates. Total take-up for quarter one amounted
to 210,000 sq m; in response to high demand vacancy rates
continued to drop, with average vacancy settling at 9.3%. The
CBD and Financial Street districts experienced increased levels
of transaction activity, with a majority of transactions occurring
in these two districts. High transaction volume in these two
districts has been underpinned by foreign corporation’s
increasingly strong demand for grade A office. Cumulative
take-up volume for the office submarkets of East 2nd Ring
Road, East Chang’an Avenue/Jianguomen, Lufthansa, and
Zhongguancun was slightly lower compared to last quarter.

The break-out performer, in terms of rental increase, was the
sub-market of East 2nd Ring Road, posting a heady 19%
increase from the past quarter. This increase can be ascribed to
the launch of New Poly Plaza, whose rent was significantly
higher than the district average. The CBD and Financial Street
districts also experienced notable increases in rents as user
demand for properties in these districts remains strong. No
significant change in market average rentals was seen from the
past quarter as rents remained stable at

RMB223 /month /sq m net.
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Chart 2: Beijing grade A office rental trend
by district as of Q1 2008
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Sales and investment

The sales market for grade A office space has become
increasingly stagnant as owners of the majority newly launched
projects have opted away from strata-title sales, and begun sole
leasing strategies. Consequently, no major sales

transactions occurred during the first quarter. Several existing
sales projects in the market have suspended their sales
operations during Q1; as a result, the overall market's average
sales price posted a slight increase, amounting to a market
average price of RMB 24,111/ sq m.

Following the en-bloc transactions of Fifth Square by a
domestic fund Harvest, and Xihuan Plaza Tower 3 acquired by
American based Kai Long REI Investment Consulting, the
investment market over the past quarter has begun to heat up.
The current market’s strong investment activity and diverse
base investor composition reflects the strong investor
confidence which exists in the market.

Table 2: Major leasing transactions in Q1 2008
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Chart 4: Grade A office distribution in

Table 3: Major investment transactions

in Q1 2008
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In Q1, 08 three new projects were launched into the market. AEEINFTBRAGER, 534 CBD (it =h . 4
These projects were Prosper Center located in the CBD, Tai RENZEERABENEZ R _HHNTFHRNAE, SNARRS

Kang International Tower located in Financial Street district, and FHETIHIFTIYEIR 248,918 L 5K, MAFEAE 564.3 7 &
New Poly Plaza situated along the East 2nd Ring Road district. NIEFXK,

The cumulative area for these projects amounted to

248,918 sq m, increasing total stock in the Beijing market to

5.6 million sq m.

Chart 3: Beijing grade A office stock, supply and vacancy trend
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Outlook

The confluence of regulatory constraints on the launch of new
projects preceding the Olympic Games period and construction
delays in projects currently under development, could result in a
large disparity between supply forecasted to launch in the next
quarter and amount of supply to actually enter. We forecast that
in Q2 104,000 sq m of new supply will enter the market; 40% of
this new supply will be located in the CBD. The current market
supply trends will keep rents stable as owners tend to abstain
from the adjustment of rent levels under obfuscatory
circumstances regarding supply.

Under the continual increase in economic activity and
strengthening economic fundamentals, user demand for grade
A office space will continue to increase. Tenants and landlords
seem well prepared for possible complications that could arise
while trying to occupy space in the months preceding the
Olympic Games. This preparedness, coupled with their strong
demand for space, should ensure a short lived period of
stagnation during the Olympic Games, followed by a rapid
recovery.
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Table 4: Future supply in the next 6 months
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District Project name Office rentable area (sq m) Completion date

X5 B 7R SF#ER (F7K) NG

CBD Beijing Yintai Centre 73,975 Q2 2008
FERRFEHO

CBD Gemdale Plaza Tower A 60,000 Q2 2008
A AR

East 2nd Ring Road Metro World Center (Phase 1) 60,000 Q2 2008

R FlEHo(—H)

Lufthansa Ping An International Financial Center 86,325 Q2 2008

55 F2ERE R T

CBD China Central Place Tower Three 72,482 Q3 2008
feFRH0 35

CBD PICC Yintai Centre 77,760 Q3 2008
PICC Rt

Financial Street Financial Street F1 78,826 Q3 2008

SR ERE R XE

Lufthansa Shengyuan Center 42,400 Q3 2008
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Stock

The total amount of space completed within a given district.
The term generally also includes owner-occupied buildings.

Rental

Asking rental based on gross floor area, excluding
management fees. For offices, it is the achievable rental
based on net floor area, excluding management fees.

Sales price
Asking price on first-hand market by developers.

Vacancy rate
Ratio of vacant space to total stock in the market
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Note: Rental and price indices refer to the levels in Q1 2000 as 100. The existing stock and new supply data are in gross floor areas.
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Disclaimer and confidentiality clause

This report should not be relied upon as a basis for entering into transactions without seeking specific, qualified,
professional advice. Whilst facts have been rigorously checked, DTZ can take no responsibility for any damage or loss
suffered as a result of any inadvertent inaccuracy within this report. Information contained herein should not, in whole
or part, be published, reproduced or referred to without prior approval. Any such reproduction should be credited to
DTZ.
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