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HIGHLIGHTS

. Shanghai's economy grew at a steady pace in the third quarter, with GDP
increasing by 8.0% year on year to RMB456.154 billion. GDP in the first three
quarters reached RMB1,372.564 billion with a year on year increase of 8.3%.

. The transacted commercial land area reached 1.22 million sq m, a five-fold
increase compared with the previous quarter. Most developers adopted
cautious pricing and sales of six commercial sites were suspended due to a

lack of quotes from developers.

. Three Grade-A office buildings were completed in the third quarter, adding
approximately 155,000 sq m of new office space to the stock.
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. The average rent of Shanghai’s Grade-A offices increased by 4.4% quarter on
quarter to RMB9.07 per sq m per day. The average vacancy rate of Grade-A
offices dropped 1.2 percentage points quarter on quarter and 10.4 percentage
points year on year respectively to 4.7% in the quarter.

. We expect that Shanghai’s Grade-A office market will maintain an upward trend
in the coming 12 months and the average rent will rise 15%. With several Grade-
A office buildings slated for completion in the coming year, the average
vacancy rate may increase slightly to 7.0%.
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Foreign direct investment
(FDI) in Shanghai has been
expanding rapidly.
Realised FDI in the third
quarter reached US$4.3
billion with an increase of
43.7% year on year.
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Macroeconomic Indicators

Shanghai's economy grew at a steady pace in the third
quarter, with GDP increasing by 8.0% year on year to
RMB456.154 billion. GDP in the first three quarters
reached RMB1,372.564 billion with a year on year
increase of 8.3%. In quarters one through three,
Shanghai’s fixed asset investment reached RMB321.13
billion, a decrease of 2.2% year on year. However, real
estate investment maintained a stable annual growth
rate of 7.1% to RMB148.365 billion in the first three
quarters and its contribution to fixed asset investment
also rose by four percentage points to 46.2%.

Foreign direct investment (FDI) in Shanghai has been
expanding rapidly. Realised FDI in the third quarter
reached US$4.339 billion with an increase of 43.7%
year on year, whilst the figure in the first three quarters
totalled US$10.053 billion, an increase of 23.0%
compared with the same period of the previous year. By
the end of September, Shanghai had a total of 347
regional headquarters of multinationals, 332 foreign
R&D centres and 237 foreign investment companies,
increasing by 42, 13 and 24 respectively in 2011.

Shanghai Economic Indicators, Q1-Q3 2011
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tightening policies on
commercial properties in
the third quarter, forthe
first time ever in Shanghai.

FB=FE, stx Lt
FEHIRGEBER BR .

Commercial land
transactions in Shanghai
exhibited a significant
rebound in the third
quarter, with 23
transactions involving a
total site area of 1.22
million sq m, a fivefold
increase from the second
quarter.

B=FHE, Lemghiitm
RAMERM, HAEZ23MEMH
HRAM, RERM2EES

commercial properties in the third quarter for the first
time ever in Shanghai. In August, the Shanghai Bank
Regulatory Bureau released a new clause, titled “Notice
of Shanghai Commercial Real Estate Loan Credit Risk”,
which halted bank loans for uncompleted commercial
projects and imposed restrictions on individual
consumer loans’ purchasing of commercial properties.
Post-announcement, new office and retail property
transactions exhibited various degrees of price
declines. However, since the policies did not impose
restrictions on buyers’ qualifications, investors’
interests on commercial properties remained strong
amid stricter measures on the residential market.

Land Market

Commercial land transactions in Shanghai exhibited a
significant rebound in the third quarter, with 23
transactions involving a total site area of 1.22 million
sq m, a five-fold increase from the second quarter.
However, the corresponding transaction value only
doubled the previous quarter to RMB16.5 billion. The
lower growth rate in transaction value, compared with
the growth rate of transaction volume, was largely due
to the remote locations of 65% of the transacted land
and the small premium between reserve prices and
transaction prices.

In the third quarter, four commercial land sites were
launched in Honggiao Business Core Area Phase One,
with a total site area of 230,000 sq m. With plot ratios of
2.65 to 3.85, the accommodation values of these four
sites reached RMB12,000 to RMB13,000 per sq m. Of
these four plots, No. 05 site achieved the highest
commercial land price in 2011. Covering a land area of
78,751.7 sq m, the site was bought by Redstar Macalline
Union with a total value of RMB3.1 billion, or an
accommodation value of RMB11,964 per sq m. In
August, Korean SK Group bought No. 15-2 plot of
Lujiazui Huangpujiang South Extension ES2 Area at the
reserve price of RMB1.75 billion or RMB13,000 per sq m.
The plot covers 29,945.5 sq m of land and has a plot
ratio of 4.8. SK Group intends to build their China
headquarters on the plot.
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There was strong
demand from
multinational and
domestic organisations
setting up new offices or
expanding office spacein
Shanghai.
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Supply and Demand

Three Grade-A office buildings, namely Eco City in
Jing’an as well as Lujiazui Fund Tower and Lujiazui
Investment Tower in Pudong, were completed in the
third quarter, adding approximately 155,000 sq m of
new Grade-A office space to the market. The first LEED
Gold qualified building in Puxi, Eco City is situated in
the Jing’an Temple Area, adjacent to Wheelock Square,
and has a total office Gross Floor Area (GFA) of 89,000
sg m. Lujiazui Fund Tower and Lujiazui Investment
Tower, with office GFAs of 33,600 sq m and 32,300 sq m
respectively, are both located in the Zhuyuan Business
Area of Lujiazui and developed by the Lujiazui Finance
and Trade Zone Development Company. As an
extension of the Lujiazui Financial Area of Pudong, the
Zhuyuan area has been favoured by insurance and
securities firms as well as other financial and trading
institutions. It will see approximately 1.2 million sq m of
new space in the coming four years. Zhuyuan is
expected to emerge as another significant financial
hub, following the footsteps of the Little Lujiazui area.

In the third quarter, some landlords started to pre-lease
their new buildings. Jing’an Kerry Centre in Jing’an
district started to pre-lease their second phase of
development. Composed of two office buildings, the
project is slated for completion in the second quarter of
2012 and will offer 46,000 sq m and 67,000 sq m of
Grade-A office space respectively.

Although the supply of Grade-A offices remained high in
the third quarter, stable growth in the Chinese economy
encouraged many multinational and domestic
organisations to set up companies or expand their
office space in Shanghai, boosting demand for Grade-A
office space. During the quarter, Eco City recorded
satisfactory absorptions and achieved a high
commitment rate of 75%-80%. Approximately 50% of
transactions in the quarter involved office relocation.
Vacated space was often swiftly taken up by new
companies or old tenants seeking to expand. With
demand booming, the vacancy rate of Grade-A offices in
Shanghai dropped to 4.7%, a decrease of 1.2% quarter
on quarter and 10.4% year on year.
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performance of premium
Grade-A offices in Puxi, the
area’s average office rent
rose to RMB9.35 persqm
per day, with an increase of
5.1% quarter on quarter.
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rose 4.4% quarter on quarter to RMB9.07 per sq m per
day, an increase of 11% from a year ago. Led by the
strong performance of premium Grade-A offices in Puxi,
the area’s average office rent rose to RMB9.35 per sq m
per day, an increase of 5.1% quarter on quarter. The
Jing’an and Luwan districts had the highest rents in the
Shanghai Grade-A office market, averaging RMB10.9
and RMB10.0 per sq m per day respectively,
representing increases of 6.9% and 8.3%.

Due to the recent restrictions on bank loans for
uncompleted commercial properties, new office
transaction volume declined 11% quarter on quarter to
251,800 sq m. A number of transactions involved high
quality office buildings, lifting the sales price to
RMB47,576 per sq m, 4.5% higher than the previous
quarter. Bao Steel acquired three floors in SWFC and
one building in Shanghai Port International Cruise
Terminal. With total GFAs of 10,433 sq m and 21,400
sq m, the accommodation values of the two buildings
reached RMB83,000 per sq m and RMB 72,000 per sqm
respectively.
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In order to ease the
financial pressure and
even hopefully make a
profit, more developers put
up their offices for strata-
title sales.
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Prime Office Market Indicators, Q3 2011
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Huangpu 2 8.7 15.1% 2.6%0 10.7%
Jing’an &% 10.9 16.9% 5.0% 11.9%
Luwan &53& 10.0 18.4% 1.6% 1 0.4%
Pudong i#% 8.7 1 3.5% 5.5% 11.2%
Xuhui #&3C 9.2 10.1% 4.7% 12.9%
Changning T 0.0 12.0% 6.0% 1 0.5%
Source: Knight Frank Research
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Investment Market

An active rental market led to a vibrant Grade-A office
investment market in the third quarter. We witnessed a
number of whole-floor and en-bloc transactions, with
the value totalling RMBS.6 billion. Following four en-
bloc transactions in Shanghai in the second quarter of
2011, SOHO China (0410.HK) announced its acquisition
of Jiarui Centre in Pudong’s Century Avenue for RMB1.89
billion or an accommodation value of RMB44,000 per
sq m in the third quarter. This is the ninth development
SOHO China has acquired in Shanghai and the
development has been renamed SOHO Century Avenue.
Additionally, in August, Global Resources (NASDAQ:
GSOL) purchased an office building in Changning
District to expand its China business. Covering a total
GFA of 6,668 sq m, the building costs a total of RMB326
million, representing an accommodation value of
RMB48,890 per sq m.

Meanwhile, in order to ease the financial pressure and
even hopefully make a profit, more developers put up
their offices for strata-title sales. SWFC in Pudong had
sold nine floors and earned RMB2.47 billion since
March 2011. Also in Pudong, Shui On Construction and
Materials Company sold the apartment-style office
portion of 21st Century Tower at an accommodation
value of RMB102,990 per sq m. The company sold the
hotel and office portions after less than one year of
possession since the acquisitions in November 2010.
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Selected Office Leasing Transactions, Q3 2011
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District Building Floor Are%;;] m) Rent (RMB/sq m/day)
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Pudong SWFC Low Zone 1.000 05

R Hekgmo BX ’

Pudong Two IFC High Zone 2 500 1100
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Xuhui One ICC Mid Zone

#r SR~ X 2,400 100
Jing’an Eco City High Zone 3.000 10.0
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Jing'an Wheelock Square High Zone 1.300 10,00
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Source: Knight Frank Research
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Selected Office Sales Transactions, Q3 2011
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District Building Floor Are%;g m) Price (RMB/sq m)
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Pudong SWFC 57-59/F
. . A= N 10,433 83,000
R LTk &rtil 57-59 &
Pudong 21* Century Tower 33/F 99 071 102,955
R a4 KE 3BE ' '
Luwan SML Centre 22IF 112,55 58 612
A BAXr 4 2R ' '
Hongkou CITIC Plaza 30/F
o 226 01,799
| FIET 15 30E
Xuhui Greenland Centre 15/F 275 61886
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Source: Shanghai Real Estate Trading Centre / Knight Frank Research
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We predict Grade-A office
sales prices to increase by
8% and rents by 15% in the
coming 12 months.
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Outlook

Despite a significant jump in supply, with total new
Grade-A office supply reaching about one million sq m
by the end of 2011, newly completed buildings and pre-
leasing buildings have shown strong occupancy and
commitment rates with many enterprises expanding
their office space or setting up new offices in Shanghai.
The steady growth of the China and Shanghai economy
will secure strong demand for Grade-A office space. We
predict Grade-A office sales prices to increase by 8%
and rents by 15% in the coming 12 months. However,
with several Grade-A office buildings scheduled for
completion by the end of 2012, the average vacancy rate
of Grade-A offices will increase slightly to approximately
7% in the next 12 months.

According to Shanghai’s 12th Five Year Plan, the Great
Honggiao Business Area, the Post-EXPO area and the
Disney Theme Park area will be the key areas for
development in the next five years, bringing more than
1.2 million sq m of new office space to the market. These
new development areas suggest that the future supply
of office space will no longer be confined to Shanghai’s
CBD area. With more Grade-A offices emerging in
decentralised areas, accessible by an extensive and
growing metro system, offices in these non-core areas
will see more high-profile tenants and increasing
transactions.
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