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The market entered 2008 amid continued
volatility and uncertainty in global capital
markets. With unprecedented losses

and the recapitalisation of major banks,
multi-billion dollar write-downs look

set to continue. The full impact of the
situation on Hong Kong's office market is
impossible to predict at this stage, though
expansion plans by certain banks have
been postponed indefinitely and the Bear
Stearns sale to
JPMorgan Chase
might see space
released back
onto the market,
for example. A
number of large
transactions
concluded in 2007 included options on
additional space and should the financial
turmoil continue, tenants could choose not
to exercise these options and the space
would re-enter the market.

Notwithstanding the above, there can be
no debate over two essential facts, both of
which should prevent a major correction
in Hong Kong office rents. Firstly, the
almost total lack of pipeline supply on
Hong Kong Island for the next three years;
and secondly, the increasing importance
of Hong Kong and the region to maijor
banks. For example, in HSBC's strong
2007 annual results, Hong Kong and the
Asia-Pacific region contributed over 55%
of pre-tax profit, up 53.3% y-o-y. Similarly,
Standard Chartered Bank (“SCB”)’s largest
single business, Hong Kong consumer
banking, delivered a 22% increase in
profits and a 17% increase in income in
2007, the first double-digit income growth
in six years. SCB's overall Hong Kong
business saw profits increase by 34% to just
under US$1.2 billion last year, more than
the entire global profit SCB registered in
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The proven value of strategic focus on the
faster growing emerging markets like Asia-
Pacific emphasises the importance of Hong

Kong as a vital financial hub in driving

sustainable business growth in the region.
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FIRST QUARTER 2008

2001. Recent new commitments by Morgan
Stanley, Credit Suisse and JPMorgan have
involved expansions of roughly 200,000 sf
or more in each case, and have done much
to absorb the combined three million sf of
new supply from International Commerce
Centre (“ICC") and One Island East. Nor
should there be cause for immediate
concern over the space Morgan Stanley
and Credit Suisse will leave behind - Fortis
have committed

to six of the eight
floors Morgan
Stanley will vacate
in Three Exchange
Square at the end
of 2008, while the
majority of Credit
Suisse’s space is held on a lease expiring in
2011.

These telling examples demonstrate the
corporate focus on driving sustainable
growth by concentrating on faster growing
emerging markets. Financial institutions
cannot overlook the Asia-Pacific market,
and particularly China. It is anticipated that
Hong Kong’s office market will continue

to benefit from sustained demand from
international users.

This was typified by market performance

in the first quarter of 2008, with CBD rents
reaching new historic highs on an almost
weekly basis. With expansion demand from
virtually every business sector, and vacancy
in prime office locations at around 2.2%,
landlords have not been slow to raise rents,
especially in Central, where even 23-year
old stock is demanding rents upwards of
$150 psf. However, tenant resistance has
begun to emerge, with many focusing on
cost-efficient initiatives such as re-stacking
or hot-desking rather than committing to
additional space at current rents.




CB Richard Ellis | Hong Kong Office MarketView | 1Q 2008

OFFICE NEW SUPPLY, TAKE-UP AND VACANCY IN JANUARY - MARCH 2008

New Supply* Total Stock* Vacancy
(Net sf) Rate

Core Central - 13,415,177 0.91%
”””” My - agwze
777777 SheungWem  — 3231488 25%
”””” WenChai  —  ezoesl  emh
”””” CavsevoyBoy - 3243255  299%
”””” TmshaTwi 732000 9895609 423%
7777777 Overall Pime 732000 40194272  221%
 Decentolised HongKong  — s@12630 esw
| DecenaliedKowloon - 10521394 665%

Overall Decentralised = 16,334,024 4.95%
77777777 Overall Total 732000 5652829 300%

Note: *: New supply as per Occupation Permit issued by Buildings Department and published in Monthly Digest within the quarter, and/or other sources considered appropriate.

# : Total stock as per record contained in database of CBRE Research.

NEW SUPPLY, TAKE-UP AND VACANCY IN PRIME AREAS

Grade A Office Supply, Take-Up and Vacancy improve margins on the use of their capital in a comparatively less
risky environment. Office demand therefore remained at a high

4,000,000 — e level as noted in the first quarter.

+ 3,500,000 — 14

% 3,000,000 — L2 o Take-up of prime office space remained very encouraging in Hong
E 2222222: 10 g Kong'’s prime commercial districts including Central, Admiralty,

ﬁ 1:500:000 B 8 % Sheung Wan, Wan Chai, Causeway Bay and Tsim Sha Tsui, with

,E 1,000,000 — =6 § a total floor space of 440,840 sf involved, an impressive 453.9%
,E 500,000 — :;‘ > y-o-y surge. In fhe.quor’rer ur'1der review, the 'morkef saw many

2 _500]002 T, . , tenants from a variety of business sectors actively expanding their

presence in Hong Kong. Samsung Electronics let about 38,800
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2008*

ffffffffff g sf (lettable) across two floors in Wan Chai’s Central Plaza, while
Tiffany expanded into One Island East by taking up some 12,300
W NewSupply  NEEM Take-up Vacancy Rate sf (lettable) of space. Without any signs of deceleration in office
" As of Morch 2006 leasing activity, the overall vacancy rate of prime Grade A office
Against a backdrop of turmoil and uncertainty in global financial districts tightened further, dropping another 65 basis points to
markets, Hong Kong’s Grade A office premises managed to 2.21% from the 2.86% registered in the last quarter of 2007,
maintain an overall performance somewhat similar to that in 2007. keeping the vacancy rate at the lowest level in over 17 years.
Despite the approximately 732,000 sf of net floor space from the
first phase of ICC atop Kowloon Station becoming available in the As opportunities in China as well as the Asia-Pacific region are
market, the fully pre-committed new space failed to alleviate the extremely appealing, ironically amplified by the financial strains
prevailing supply/demand imbalance. In fact, given the market troubling the US and Euro zone at the moment, while the impacts
consensus that emerging markets in the Asia-Pacific region, of this volatility in Asia have thus far been relatively limited,
including China, will continue to outperform mature economies the market should continue to see institutions striving to seize
albeit posting slower growth than in 2007, many financial opportunities for growth on this part of the globe, providing firm
institutions are stepping up investment in Asia and China so as to support for Hong Kong’s office leasing market.
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RENTAL TRENDS IN PRIME AREAS

CB Richard Ellis Grade A Office Rental Indices
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The persistent expansionary demand continued to support the
strong performance of Grade A office leasing in prime commercial
locations. Despite a generally slower growth trend, the overall
prime office rent still managed to surge 9.1% g-o-q to an average
of $71.74 psf (net effective) per month. Central’s monthly average
unit rental rose 9.4% g-o-q to $124.05 psf (net effective), CBD
fringe locations, particularly Sheung Wan, have substantial room to
catch up. Being the best performer of the first quarter, Sheung Wan
registered an 11.8% quarterly surge to $62.56 psf (net effective)

in the period. Despite stronger quarterly growth in these non-CBD
locations, the rental gaps with prime core Central continued to
widen, especially as Central’s Grade A1 buildings, such as One

& Two ifc, Chater House, Cheung Kong Centre, AIG Tower and
York House, are fast achieving unit rentals beyond $170 psf (net
effective), highlighting the esteemed positions these Grade A1
buildings hold for certain capable and uncompromising occupiers.

CAPITAL VALUE TRENDS IN PRIME AREAS

Major Transactions in Q1 2008
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Unlike the leasing market, Grade A office sales transactions
registered reductions across-the-board in the first quarter. The drop
was particularly obvious as the end of the quarter approached

with news of macro financial turmoil consistently dominating the
headlines. Despite the lower level of market activity, unit prices
transacted were consistently above those achieved in the previous
quarter, registering a milder average appreciation of 14.1% g-o-q.
As robust office demand persists and availability of tradable floors
remains limited, while the prevailingly low lending rate continues
to keep borrowing costs low, sophisticated investors are not in

any hurry to sell. Indeed, the market is expected to grow further
backed by sound economic fundamentals. Office rentals will
continue to increase given the tight supply situation and, as a result,
more investors are likely to be drawn to the market to ride this
exceptional property cycle.
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RENTAL TRENDS IN DECENTRALISED AREAS

CB Richard Ellis Decentralised Grade A Office Rental Indices
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With a considerable number of Grade A office buildings on

Hong Kong Island fully occupied, many companies expanding

on the Island were forced to compete for limited availability in
decentralised locations, thus quickly filling the all-new One Island
East in Quarry Bay. A growing number of Hong Kong Island
tenants are also considering Kowloon Bay and Kwun Tong as
emerging relocation choices, due to their competitive costs and the
superior quality of recent projects. There are rumours that PCCW
will relocate from the sold PCCW Tower in Quarry Bay to one of
the new developments in Kowloon. PricewaterhouseCoopers took
100,000 sf in Henderson’s Kwun Tong 223, to be completed in
mid-2008. Riding the buoyant demand and the gravitational pull
of Kowloon East, the Kowloon office leasing market performed
relatively well in the first quarter, with record high rental transactions
achieved in the likes of The Gateway ($48 psf) and Millennium City
(at $31 psf), and widespread contractions in vacancy.

PROJECTIONS

Grade A Office Rental and Capital Value Trend Projections to
Q3 2008
Jan 2008
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The outlook for the rest of 2008 is uncertain. The economic
slowdown in the US may continue well into 2009. Emerging
markets have only partly decoupled from the US. Hence, they

will not be entirely immune from the impact of a US slowdown.
However, the enhanced domestic momentum exhibited in the
comparatively faster growing emerging markets should keep them
better positioned than many of the mature economies. In particular,
as China continues to reshape herself as a 21st century macro
economic powerhouse, Hong Kong is slated to play an active role
in the Mainland’s continued economic development that no major
financial player can afford to overlook. Given Hong Kong’s status
as an established international financial hub with special access to
the world’s emerging superpower, and the underlying fundamentals
within the prime office market in terms of limited quality supply
and rock bottom vacancy rate, the office market should continue to

perform well.

CB RICHARD ELLIS



MarketView | Hong Kong Office

(
_1'2

g

!
/ — Kwun Tong Line

— Tsuen Wan Line

/_ — Island Line

~ Airport Express
Tseung Kwan O Line

PRIME OFFICE DISTRICTS IN HONG KONG

CORE CENTRAL

This is the banking, legal and financial centre of Hong Kong and the district with the highest office rentals. Core Central consists of
13.4 million sf of Grade A office space or 34 per cent of the prime Grade A office stock.

PERIPHERAL CENTRAL

Peripheral Central is divided into east and west including areas such as Admiralty and Sheung Wan. Over the past decade these areas
have grown dramatically, establishing themselves as the extensions of Core Central. Peripheral Central consists of 7.0 million sf of Grade
A office space or 18 per cent of the prime Grade A office stock.

WAN CHAI

Gloucester Road divides Wan Chai into two distinct sectors. The reclaimed area to the north has developed as an area for tenants
requiring affordable rentals in good quality buildings, close to Central. Beyond the southern side of Gloucester Road are generally
older, smaller buildings of lesser quality. Wan Chai consists of 6.3 million sf of Grade A office space or 16 per cent of the prime

Grade A office stock.
CAUSEWAY BAY

Causeway Bay has a number of good quality office buildings at rental similar to Wan Chai. The area consists of 3.2 million sf of Grade
A office space or 8 per cent of the prime Grade A office stock.

TSIM SHA TSUI

The prime Grade A buildings are mainly concentrated along Canton Road and Nathan Road. The area consists of 9.8 million sf of
Grade A office space or 25 per cent of the prime Grade A office stock.

ASIA OFFICES

Hong Kong

34/F Central Plaza

18 Harbour Road, Wanchai
Hong Kong
Telephone:(852) 2820 2800
Facsimile: (852) 2810 0830

Suite 2109-12, 21/F

Sun Life Tower, The Gateway
15 Canton Road, Tsimshafsui
Kowloon, Hong Kon
Telephone: (857) 2870 8100
Facsimile: (852) 2521 9517

Beijing

SUI'e 1203 1205, 12/F, Tower A
Beijing Fortune Plaza

7 Dong San Huan Middle Road
Chaoyang District

Beijing 100020

People’s Republic of China
Telephone:(86) 10 5820 9288

Facsimile: (86) 10 5820 9088/9188

Shanghai

Suite 3201, 3203-3206

32/F, K. Wah Center

1010 Huai Hai Middle Road
Shanghai 200031

People’s Republic of China
Telephone:(86) 21 2401 1200
Facsimile: (86) 21 5403 7519

Suite 1004, 10/F

Azia Center

1233 Lu Jia Zui Ring Road
Shanghai 200120

People’s Republic of China
Telephone:(86) 21 2401 1200
Facsimile: (86) 21 5047 1171

Guangzhou

Suite 7401-1402, Guangzhou
International Electronics Tower
403 Huan Shi East Road
Guangzhou 510095

People’s Republic of China
Telephone: (86) 20 2883 9200
Facsimile: (86) 20 2883 9248

Shenzhen

Suite 2404-05

Excellence Times Square Building
Yi Tian Road, Futian District
Shenzhen 518048

People’s Republic of China
Telephone:(86) 755 3395 3700
Facsimile: (86) 755 2399 5370

Hangzhou
Suite 1201, 12/F, North Tower

Anno Domini Plaza, 8 Qiu Shi Road

Hangzhou 310013

People’s Republic of China
Telephone:(86) 571 2880 6818
Facsimile: (86) 571 2880 8018

Chengdu

Suite 704A-706, Office Tower at
Shangri-La Centre Chengdu, Block B

9 Bin Jiang East Road, Chengdu 610021
People’s Republic of China
Telephone:(86) 28 8447 0022
Facsimile: (86) 28 8447 3311

Tianjin

Suite 903, Tower A, The Exchange
189 Nan Jing Road, Heping District
Tianjin 300051

People’s Republic of China
Telephone:(86) 22 8319 2178
Facsimile: (86) 22 8319 2180

Dalian

Suite 2104, 21/F

Tian An Infernational Tower

88 Zhong Shan Road, Zhongshan District
Dalian 116001

People’s Republic of China
Telephone:(86) 411 3980 5855
Facsimile: (86) 411 3980 5866

Qingdao

Units 401-404, Crowne Plaza
76 Hong Kong Middle Road
Shinan District, Qingdao ?66071
People’s Republic of Chin
Telephone: (86) 532 8077 7286
Facsimile: (86) 532 8077 7267

Wuhan

Suite 3915, 39/F, Wuhan New World
Infernational Trade Centre, Tower 1
568 Jian She Avenue, Wuhan 430022
People’s Republic of China
Telephone:(86) 27 8555 8277
Facsimile: (86) 27 6885 0506

Taipei

13F/A, Hung Tai Center

170 Tun Hua North Road
Taipei 105, Taiwan
Telephone: (886) 22713 2266
Facsimile: (886) 2 2712 3065

Singapore

6 Battery Road #32-01
Singapore 049909
Telephone:(65) 6224 8181
Facsimile: (65) 6225 1987

Tokyo, Japan

5/F Shuwa Daiichi Homamatsucho Building
2-2-12 Hamamatsucho, Minato-ku

Tokyo 105-0013, Japan

Telephone: (81) 3 5470 8711

Facsimile: (81) 3 5470 8715

1/F Shuwa Daiichi Hamamatsucho Building
2-2-12 Hamamatsucho, Minato-ku

Tokyo 105-0013, Japan

Telephone:(81) 3 5470 8800

Facsimile: (81) 3 5470 8801

*18 offices throughout Japan

Seoul, Korea

12/F, SC First Bank Building

100 Gongpyeong-dong, Jongno-gu
Seoul, Korea 110-702
Telephone:(822) 2170 5800
Facsimile: (822) 2170 5899

New Delhi, India

G/F PT.I Building

4 Parliament Street

New Delhi 110 001, India
Telephone: (91) 11 4239 0200
Facsimile: (91) 11 2331 7670

Mumbai, India

#5, 3/F Tower C, Laxmi Towers
G-block, Bandra Kurla Complex
Bandra (E), Mumbai 400 051, India
Telephone:(91) 22 4069 0100
Facsimile: (91) 22 2652 7655

Bangalore, India

3/F The Hulkul

81/37, Lavelle Road

Bangalore 560 001, India
Telephone:(91) 80 4112 1240-49
Facsimile: (91) 80 4112 1239

Chennai (Madras), India

H, 2/F Gee Gee Emerald 2C & 2D
151 Village Road, Nungambakkam
Chennai 600 034, India
Telephone: (91) 44 2821 4599/4571
Facsimile: (91) 44 2821 4607

Hyderabad, India

211, Maximus 2B, Mindspace Cyberabad
Survey No: 64 (Part)

APPIIC Software Layout, Madhapur
Hyderabad 500 081, India
Telephone:(91) 40 4033 5000

Facsimile: (91) 40 4033 5050

Pune, Ind

705-706, 7/F Nucleus

Church Road

Pune 411 001, India

Telephone: (91} 20 2605 5437/5367
Facsimile: (91) 20 2605 5405

Jakarta, Indonesia

7/F Permata Bank Tower |

Jalan Jenderal Sudirman Kav. 27
Jakarta 12920, Indonesia
Telephone:(62) 21 523 7337
Facsimile: (62) 21 523 7227

Manila, Philippines

Suite 1002-1005,

10/F Ayala Tower One &
Exchange Plaza

Ayala Avenue, Makati City
Metro Manila 1226, Philippines
Telephone:(632) 752 2580
Facsimile: (632) 752 2571

Cebu, Philippines

3/F, i2 Building

Asiatown |.T. Park, Lahug
Cebu City, Philippines 6000
Telephone:(632) 238 4211

Bangkok, Thailand

46/F, CRC Tower

All Seasons Place

87/2 Wireless Road

Lumpini, Pathumwan
Bangkok 10330, Thailand
Telephone: (66) 2 654 1111
Facsimile: (66) 2 685 3300-1

Phuket, Thailand

12/9 Moo 4, Thepkrasah‘rl Road
Kohkaew, Muan:

PhukefSSOOO Thm\and
Telephone: (66) 76 239 967
Facsimile: (66) 76 239 970

Samvui, Thailand

3/6 Moo 1, Baan Bophut -
Plailaem Road

Bophut, Koh Samui

Surat Thani 84320, Thailand
Telephone:(66) 77 430 737
Facsimile: (66) 77 430 740

Pattaya, Thailand

306/96.97 Moo 12 Thappraya Road,

Nongpure, Banglamung

Chongun 20150, Thcl\und
Telephone: (66) 77 430 737
Facsimile: (66) 77 430 740

Ho Chi Minh City, Vietnam
Suite 1301, Me Linh Point Tower
2 Ngo Duc Ke Street, District 1
Ho Chi Minh City, Vietnam
Telephone:(848) 824 6125
Facsimile: (848) 823 8418

Hanoi, Vietnam

Floor 12A, Vincom City Tower B
191 Ba Trieu Street

Hanoi, Vietham

Telephone: (844) 220 0220
Facsimile: (844) 220 0210
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© 2008 CB Richard Ellis, Inc. We obtained the information above from sources we believe to be reliable. However, we have not verified its accuracy
and make no guarantee, warranty or representation about it. It is submitted subject to the possibility of errors, omissions, change of price, rental
or other conditions, prior sale, lease or financing, or withdrawal without notice. We include projections, opinions, assumptions or estimates for
example only, and they may not represent current or future performance of the property. You and your tax and legal advisors should conduct your

own investigation of the property and transaction.

TERMINOLOGY

GRADE A:

Modern facility with high quality finishes;
flexible layout; large floor plates; spacious
lobbies and circulation areas; effective central
air-conditioning; good liff services zoned

for passengers and goods deliveries; good
management and parking facilities are normailly

available.

NEW SUPPLY:
The number and/or square footage of buildings
completed (including redevelopment) in a

period.

TAKE-UP:
The net absorption of office space let, or sold fo

the acquirer for occupation.

VACANCY RATE:
The amount of vacant space divided by the total

stock.

RENT:
Rents are presented in HK$ on a net basis,

unless otherwise specified.

CAPITAL VALUE:
Capital values are presented in HK$ on o

gross basis, unless otherwise specified.





