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"Strong and sustained demand for quality office space
will continue alongside significant new supply during
2008, reflecting the robust performance and positive
sentiment in the Beijing office market"

B Q1/2008 witnesses a fall in supply from Q4/2007

B Average rents edge up by 3.6 per cent compared with
Q4/2007

B Average vacancy rate declines to 12.6 per cent

Active sales transactions recorded on Beijing Finance
Street

Image: Sino Steel Plaza (Left) and E-World (Right), Zhongguancun

B Large supply is expected in the the second quarter

B Grade ‘A’ office rents are expected to continue to rise
as top office project launched during 2008
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Office sector briefing

Supply

In Q1/2008, new leasable office supply stood at 116,538
sg.m. with the launch of two new projects, Tai Kang Finance
Tower and The 5th Square. By the end of 2007, the stock
of Grade ‘A’ office space for lease totalled 7,877,160
sq.m., of which a significant 13.9 per cent was completed
in 2007 including 391,875 sg.m. launched in Q4/2007.
After experiencing such a supply hike in 2007, this quarter
witnessed a fall in new completions.

Grade ‘A’ Office Market Supply, Net Take-up and
Vacancy Rate, 2000 - Q1/2008
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Note: since 2007, the supply refers to the lease-only office space and the net take up
refers to leasing take up.

Office Buildings Launched onto the Market in Q1/2008

Project Name Location Total GFA
(sg.m.)
Tai King Finance Tower CBD Vicinity 65,000
The 5th Square East 2nd 86,908
Ring Road

Source: Savills Research & Consultancy

Vacancy Rates

The market’s rapid absorption of office space has surpassed
expectations over Q1/2008. The vacancy rate of Grade 'A'
offices dropped slightly in Q1/2008, standing at 12.6 per cent,
1.3 per cent lower than that of Q4/2007. Demand remained
strong with quarterly net take-up recorded at 209,354 sqg.m.
compared with 87,627 sq.m. in Q4/2007. The source of
demand and the accelerating take up of space was due to
business expansion, relocation and start-up.

In order to maintain high occupancy rates, developers and
landlords offered tenants incentives such as longer rent free
periods and fit out periods.

In summary, vacancy rates in Beijing Grade 'A' office market
have remained stable between 12 and 15 per cent since
2004.

Rents

Average rents for the Beijing Grade 'A' office market
remained robust, reaching RMB180.0 (US$25.4) per sg.m.
per month in Q1/2008, edging up 3.6 per cent compared
with the previous quarter. The rents in the Grade ‘A’
office market look set to continue to rise over Q1/2008,
irrespective of the significant influx of supply in 2007.
Although this seems to be a paradox and contrary to the
basic laws of supply and demand, the surging demand for
Grade ‘A’ office space and large number of high quality
projects entering the market are the main factors which
explain why rents have been increasing.

Grade ‘A’ Office Rental Index, Q1/2000 - Q1/2008
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Note: the exchange rate used in this report is RMB7.10/1US$ as quoted on 31 March
2008.

High quality office buildings completed in 2007 such as
China Central Place (CCP), Chemsunny Plaza and Prosper
Centre (one of the first buildings in Beijing to achieve a LEED
certification) have achieved higher than average rents in
the Grade ‘A’ office market even though there is downward
pressure on market rents overall as a result of continuouslly
expanding supply.
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Selected Major Office Leasing Transactions, Q1/2008

Submarket comparison

In Q1/2008, the average Grade ‘A’ office rentin the prime CBD
stood at RMB216.5 (US$30.5) per sq.m. per month, while
Zhongguancun was still at the bottom of the rental range at
RMB131.1 (US$18.5) per sg.m. per month. Compared with
Q4/2007, average rents in major submarkets all experienced
increases in Q1/2008, of which office submarkets of the CBD
and its vicinity experienced the greatest rent increases of six
per cent and five per cent respectively, reflecting growing
market demand and the improved quality of new office
buildings in these two areas.

In terms of the occupancy rates, among these submarkets
the CBD and its vicinity recorded the lowest rates of
82.7 and 76.7 per cent respectively due to the increasing
supply in the two areas. Beijing Financial Street achieved
the second highest occupancy rate of 92.2 per cent after
Zhongguancun, indicating the accelerated concentration of
financial industries in this area.

Submarket Comparison, Rents and Occupancy Rates,
Q1/2008
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Note: East 2nd Ring Road, East Chang'an Avenue and other areas are not shown on this

chart, but the overall rental level and overall vacancy rate include these areas.

Leasing Transaction

The Beijing Municipal Contruction Committee has introduced
a ban which will cease construction during the Olympic
Games from July 20 to September 20 in order to improve
air quality. The first quarter of the year is traditionally the
low season, however, Q1/2008 has seen larger volume
of transactions than usual. Furthermore, there are more
leasing transactions still in the process of site inspection
and negotiation. The core demand of leasing transactions
stems from the finance sector, professional services and
the high-tech industry. Notable transactions in Q1/2008
include Export-Import Bank of China leasing 47,000 sq.m. in
Chemsunny Plaza; Sun Microsystems leasing 3,268 sqg.m.
in China Central Place Tower 2 and Schlumberger leasing
2,500 sg.m. in Central Point.

International Center

Firm

Projects Location Tenants Area
(sg.m.)
China Central CBD Vicinity Sun 3,268
Place Microsystems
Twin Towers CBD Vicinity Guotai Junan 482
Futures
Pacific Century CBD Vicinity Monsanto 1,200
Place
Yintai Centre CBD Fortis 600
Insurance
Gemdale Plaza CBD Dolby 600
The Exchange CBD Samsung 426
(China)
Investment
Central Point East 2nd Ring | Schlumberger 2,500
Road
Oriental Plaza East Chang'an | SAS Institute 1,000
Avenue China
Chemsunny Plaza Finance Street | Export-Import 47,000
Bank of China
Taikang Finance Street | Grandall Law 2,000

Source: Savills Research & Consultancy

Sales Market

There were several en-bloc sales in Q1/2008. Domestic
and foreign investors are actively looking to acquire quality
office assets in Beijing and the number of large acquisitions
demonstrates their faith and optimism in the long-term
success of the office market. Demand for Grade ‘A’ office
space continues to come primarily from large scale domestic
companies that recognise the importance of locating
themselves in quality buildings and the impact office grade
has on positioning the company within the market.

Selected Major En-bloc Sales Transactions in the Grade
‘A’ Office Market, Q1/2008

Project Vendor Buyer Area | Transaction
(sg.m.) Price
(RMB mil)
COFCO Beijing COFCO 70,408 1,803
Fulinmen Zhaotai Real Group
Building Estate
Beifeng C2 Beijing CIPC 66,415 2,195
(Fengsheng | Huihong Real
Building) Estate
F3 Tower Financial China 90,351 2,168
(Jingi Tower) Street Everbright
Holding Bank

Source: Savills Research & Consultancy

It is worth noting that Beijing Finance Street has become a
popular area with a number of en-bloc sales transactions
recorded over the past year. Completed transactions
include Hangyu Building, Financial Street No.1, F3 Tower
and Beifeng C2. Beijing Finance Street attracts many
finance related enterprises and institutions, which see it as
a preferred area for investment or for their own use.
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Market Outlook

2008 will witness a large volume of supply in the second
quarter of the year, with eight office buildings totalling
559,583 sq.m. planned for launch onto the market. The
new projects include Global Trade Center Phase Il on the
North Third Ring Road, Fortune Resource International
Centre and Heng'ao Center (E3) in Beijing Finance Street,
Shengyuan Center Tower A & B and Pingan International
Centre in Lufthansa area, and Nexus Center and Landgent
Centre in the vicinity of the CBD.

Of these new projects, Global Trade Center Phase Il is
187,000 sg.m., while Shengyuan Center Tower A & B and
Pingan International Centre are expected to inject a total of
121,287 sg.m. into the Lufthansa area. For the remainder of
2008, despite the increased competition from new supply,
we expect rents will continue to rise. We anticipate strong
and sustained demand across the market while a surge in
demand is anticipated after the Olympics in 2008.

In the office sales market, it is expected that domestic
financial, insurance and real estate enterprises will continue
to be the most active players.
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