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Dear Sirs,

Guangzhou Commercial Property Market Review

We have prepared a report reviewing the commercial property market in Guangzhou for GZI
Real Estate Investment Trust (GZI REIT) for the purposes of the proposed global offering of units
in GZI REIT (Global Offering).

Section 1 Introduction

1.1 Background

Guangzhou Investment Company Limited (GZI) is to set up a Real Estate Investment Trust
(REIT) for listing on the Hong Kong Stock Exchange. GZI REIT Asset Management Company
Limited commissioned Cushman & Wakefield HK Limited (C&W) to conduct a research study on
the commercial property market of Guangzhou and in particular, the Grade ‘A’ office market and
the retail market. The report will be included in the offering circular to be issued in connection with
the Global Offering.

1.2 Content of Report

This report provides a general overview on two segments of the property market:

i) Office market in Guangzhou; and

ii) Retail market in Guangzhou.
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The aims are to highlight major trends in the past and identify any emerging trends that may

influence the market condition in the future. As part of the study, an independent review of the four

properties to be included in GZI REIT was conducted by benchmarking both their rental trends and

occupancy rates against the overall market. The properties are:

White Horse Building ( ) — A popular wholesale centre for garments in Guangzhou.

The building was completed in 1990 and extended throughout the 1990s. It is situated along

Zhan Nan Road in Yue Xiu District.

Fortune Plaza ( ) — The building was completed in 2003. It is a Grade ‘A’ office

building with commercial podium situated along Ti Yu Dong Road in Tian He District.

City Development Plaza ( ) — The building was completed in 1997. It is a Grade ‘A’

office building with commercial podium situated along Ti Yu Xi Road in Tian He District.

Victory Plaza ( ) — A prime shopping centre completed in 2003 in Tian He District.

It is situated along Ti Yu Xi Road beside the junction with Tian He Road.

1.3 Source of Information

This document contains a significant volume of information that has been directly derived

from other sources, including:

• National Statistics Bureau of China;

• Guangzhou Statistics Bureau;

• Shenzhen Statistics Bureau;

• Beijing Statistics Bureau;

• Shanghai Statistics Bureau; and

• Census and Statistics Department of the Hong Kong Special Administrative Region.

Such information is not adopted by C&W as our own, even where it is used in this report.

Whilst every care is given to ensure its accuracy and authenticity, C&W does not warrant or

represent that such information is free from errors. The report is based on data available to us as

at 30th September 2005.
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1.4 Assumptions

Assumptions are considered a crucial part of this report. C&W adopts assumptions because

some information is not available, or falls outside the scope of our expertise. While these

assumptions are made with careful consideration of factors known to C&W at the date of this

document, the risk of inaccurate assumptions or changed conditions beyond the current time of

this report, should be taken into account. C&W does not warrant or represent that the assumptions

on which this report is based are accurate or correct.

1.5 Limitations on Report

To the extent that this document includes any statement relating to future matters, that

statement is provided as an estimate or an opinion based on the information known to C&W at the

date of this document. The process of making forecasts involves assumptions about a

considerable number of variables, which are very sensitive to changing conditions. Variations of

any one may significantly affect outcomes. C&W therefore can give no assurance that the

forecasts outlined in this report will be achieved or that such forecasts and forward looking

statements will prove to have been correct and you are cautioned not to place undue reliance on

them. C&W undertakes no obligation to publicly update or revise any forward looking statements

contained in this report, whether as a result of new information, future events or otherwise, except

as required by law and all forward looking statements contained in this report are qualified by

reference to this cautionary statement.

This report is prepared for information only and should not be regarded as a comprehensive

or formal opinion or audit concerning any matter contained in it. Whilst reasonable care has been

exercised in preparing the report, it is subject to change and therefore does not constitute, nor

constitute part of, an offer or contract. Interested parties should not rely on the statements or

representations of fact but must satisfy themselves by inspection or otherwise as to the accuracy.

No representation, warranty or covenant, expressed or implied, is given and no undertaking as to

accuracy, reasonableness or completeness of the information is contained in this report.

APPENDIX VIII INDEPENDENT MARKET RESEARCH REPORT IN RELATION
TO THE GUANGZHOU COMMERCIAL PROPERTY MARKET

VIII-3



Section 2 General Economic Overview

2.1 The Guangzhou Economy

2.1.1 General Situation

Guangzhou is located along the Pearl River and is the capital city as well as the
economic, scientific and cultural centre of Guangdong Province. It is a fast-growing
entrepreneurial business centre in Southern China. The city’s population totalled around 7.4
million in 2004. It has an area of 7,434 sq km and is one of the most popular destinations
within China in attracting foreign direct investment (FDI). The Guangzhou economy has
grown considerably for the last two decades and is now the nation’s fourth largest city level
economy, after Hong Kong, Shanghai and Beijing. Shenzhen, another key city in the
Guangdong Province, ranks fifth in terms of its size.

Source: Cushman & Wakefield

Gross Domestic Product (GDP) 2004: Top 5 Cities in China

City Local Currency US Dollars

Hong Kong HK$1,269 billion US$163 billion

Shanghai RMB745 billion US$90 billion

Beijing RMB428 billion US$51 billion

Guangzhou RMB412 billion US$50 billion

Shenzhen RMB342 billion US$41 billion

Source: Shanghai, Beijing, Guangzhou, Shenzhen Statistics Bureaus and Hong Kong Census & Statistics

Department
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2.1.2 GDP Growth

Guangzhou is a key city within the Pearl River Delta (PRD) region that consists of ten

other cities, namely, Hong Kong, Shenzhen, Huizhou, Dongguan, Zhaoqing, Foshan,

Jiangmen, Zhongshan, Zhuhai and Macau. The size of the Guangzhou economy is second

only to Hong Kong within the region with a growth rate that has consistently outperformed

both Beijing and Shanghai over the past decade. In fact, the local economy has enjoyed

double-digit growth in the past 15 years. In 2004, the city posted a 15% y-o-y real term growth

in GDP and with continued buoyant fixed asset investment, solid domestic demand, robust

trade activities and high inflows of FDI, the outlook of the economy remains positive despite

a lower growth rate projected for this year due to the China’s macroeconomic adjustment

policies. Although the measures are likely to slow down the rate of expansion across all major

cities in the Mainland, the municipal government of Guangzhou has projected the city to

achieve a 12% real term increase in GDP this year.

Guangzhou GDP and GDP Growth
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GDP Growth Inter-City Comparison
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2.1.3 Personal Disposable Income

Per Capita Disposable Income Inter-City Comparison
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Source: Guangzhou, Beijing, Shanghai, Shenzhen Statistics Bureaus
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The annual per capita disposable income for Guangzhou urban households was
RMB16,884 in 2004. The level was 79.2% higher than the national average and is very similar
to the levels attained by Shanghai and Beijing. With further opening of the Mainland China
market to foreign businesses, Guangzhou will continue to demand high quality labour and
wage rates are projected to rise further. This will in turn push up the per capita disposable
income for the city.

2.1.4 Consumer Prices

The Consumer Price Index (CPI) has remained reasonably stable in Guangzhou over
the past eight years. In 2004, the index rose by 1.7%, with the largest increase coming from
the food, cigarette and beverage category. It is expected that the city’s living standard will
continue to improve on the back of rising wages and the increasing sophistication of the
general public in their demand for goods and services. As a result, prices are likely to edge
up gradually.

Growth in Guangzhou Urban Consumer Price Index
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2.1.5 Foreign Direct Investment

Mainland China attracted a total of US$60.6 billion FDI last year. Of which,
approximately 3.96% (or US$2.4 billion) was attributed to Guangzhou. The city has
successfully secured more than US$26 billion in FDI over the last decade. Following a
slowdown in investment activities due to the Asian financial crisis in 1997, the degree of
foreign interest rebounded quickly in recent years with an increasing amount of investment
coming from the high-tech, information technology, infrastructure development and real
estate sectors.
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Guangzhou continues to attract attention from multinational corporations (MNCs)

eyeing the Mainland market. The main attractions come from its strategic geographical

location similar to Hong Kong being at the heart of China and Southeast Asia, the size of its

local economy within Mainland China, and its political status as the capital city of the

Guangdong Province. These factors have made the city among one of the most targeted

locations for FDI in China.

At the end of 2004, over one-quarter of the world’s top 500 corporations had established

a presence in Guangzhou. There were a total of 7,933 enterprises and over 2,000

representative offices from over 70 foreign locations situated in the city. Given China’s World

Trade Organisation (WTO) commitment to further liberalise its service sector, an increasing

share of FDI is expected to go into this sector in the coming years, boosting the demand for

prime offices. Furthermore, Guangzhou will continue to grow in international stature,

particularly with hosting the Asian Games in 2010.

2.1.6 Financial Services Sector

Guangdong province ranks among the most developed economies in Mainland China in

terms of the number of financial institutions, quality of workforce and number of listed

companies. It also has a sizable securities market. Foreign participation in the financial

sector in Guangzhou has accelerated since China’s entry into the WTO in November 2001.

The latest figure shows that there were over 2,400 financial institutions operating in the city

last year, of which 28 were of foreign origin. Although this remains a relatively small part of

the local market, China’s WTO commitments to continue opening up other business sectors

shall have a positive knock-on effect on the financial sector in Guangzhou.

2.1.7 Retail Sales

Retail sales of consumer goods in Guangzhou have increased from RMB2.9 billion in

1980 to RMB167.5 billion in 2004, putting it in third place behind Shanghai and Beijing. The

outbreak of Severe Acute Respiratory Syndrome (SARS) in Spring 2003 did not seem to

significantly affect the sales performance in Guangzhou. Retail sales showed a strong growth

of 12.1% last year and 14% y-o-y in the first half of 2005. Guangzhou is viewed as one of the

first-tier Chinese cities among major international retailers and is often seen as one of the

initial entry locations to Mainland China, given its geographical proximity to Hong Kong. The

local population shares the same spoken dialect (ie. Cantonese) and shoppers have similar

tastes of its neighbour. The wide variety of brands from different origins and the

comprehensive range of products in Guangzhou have attracted many shoppers from the

surrounding cities within the Guangdong Province.
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In the short to medium term, expansion of businesses to Guangzhou by Hong Kong

companies, MNCs and large-scale domestic Chinese enterprises from other provinces will

ensure the local economy continues to thrive. As a result, the working population in the city

will increase and resident disposable income will rise. Retail sales in Guangzhou are

therefore expected to remain active with sustainable growth due to strong domestic demand

as the general public seeks a better quality of life.

Retail Sales Inter-City Comparison
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2.1.8 Tourism Sector

The tourism sector recovered strongly in 2004 after a significant drop in the tourist

arrival numbers due to the SARS outbreak. The revival brought a total of 26,747,000

overnight tourists to Guangzhou last year and among them, the number of tourists from

overseas (including Hong Kong, Macau and Taiwan) rose by 20.6% to 4,372,000. In terms of

the amount of income generated, the city benefited from a total of RMB54.7 billion in tourist

spending last year, an annual growth of 20.2%.

Looking ahead, the tourism sector is expected to strengthen even further. The opening

of Hong Kong Disneyland in September this year and plans to further expand the Individual

Traveller Scheme (ITS) allowing more mainlanders to visit Hong Kong more freely will add an

additional source of tourism income to Guangzhou. The close geographical proximity of

Guangzhou along with its provincial capital status means many visitors travelling to Hong

Kong may choose to also stopover in the city.
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Guangzhou Overnight Tourist Arrivals
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2.1.9 Wholesale Sector

Guangzhou is a major distribution centre in China with a turnover of wholesale trade that

grew 25.5% and reached RMB381.54 billion last year. This accounted for 73.6% of the

turnover for all commercial goods in the city.

A typical wholesale market in Guangzhou occupies approximately 13,500 sq m with

many merchants specialising in the trade of clothes and fabric, consumer electronics,

decoration materials, IT products, watches and foods. In particular, the clothing

manufacturing industry is very popular among local and foreign traders, with an annual output

valued at over RMB112 billion.

Commodity trading markets continued to grow in Guangzhou as 94 of the 1,108 markets

achieved an annual turnover exceeding RMB100 million in 2004. The aggregate sales value

of these large markets increased 20% during the year to reach RMB52.2 billion. The top three

growing segments were Metals, Electrical & Mechanical and Clothes & Fabric, with a growth

rate of 45.6%, 35.8% and 32.1%, respectively.
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2.1.10 Wholesale Sector Outlook — Zhan Nan Road Area

Unlike a shopping mall, the key ingredients for a successful wholesale centre are good

transportation accessibility and choice of goods. The main garment wholesale area of

Guangzhou is located around the Zhan Nan Road area in Yue Xiu district where there are

also a number of centres similar to our subject property (White Horse Building). The area is

very popular among wholesalers because of its close proximity to the Guangzhou Railway

Station (more commonly known as the “Old Station”) and good linkages to major

expressways connecting to the rest of Guangdong and other parts of the country.

The new Guangzhou railway station is scheduled for completion in 2008. It will be

located in Pan Yu District, approximately 14 km from the Guangzhou city centre. While there

is no plan to shut down the existing station located in Yue Xiu, the new station will focus on

handling passenger traffic and should alleviate some of the pressure on the old station. This

is likely to free up capacity and allow the existing station to focus on the logistics of

commercial items, and therefore strengthen the position of Zhan Nan Road as a wholesale

centre location.

2.1.11 Economic Outlook

The outlook of the Guangzhou economy remains largely stable with first half GDP

recording a real growth rate of 11.1%. Although the Central Government’s nation-wide

macroeconomic adjustment measures are still underway to tighten speculative activities, the

municipal government expects the economy to maintain its double-digit growth in 2005 at

12%, with fixed-asset investment and export trade both increasing by 10%. Personal incomes

are also projected to rise with urban residents’ per capita disposable income increasing by

an average of 6%.
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2.2 Guangzhou Office Sector

2.2.1 Office Development Trends

Source: Cushman & Wakefield

Prior to 1980, there was virtually no high quality purpose-built office building in

Guangzhou. However, the influx of overseas companies following the implementation of

China’s “open door” policy in the late 1970s stimulated the development of a large number

of new office projects. Consequently, the office market began to boom, fuelled by strong

interests from foreign businesses wanting to set up their operations in the city. Office sales

and rental prices reached their peaks in the mid 1990s only to become dampened by stricter

domestic economic control in 1996 and the regional economic turmoil in 1997, which led to

sharp falls in rentals and occupancy rates. Nevertheless, the market began to rebound after

2001 due to the tightening of government policy on construction approvals and a gradual

recovery in the global economy.
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The commercial area of Guangzhou initially emerged in Haizhu Square, Yue Xiu District

in the late 1970s and gradually shifted northeast into the area by Huanshi East Road within

former Dong Shan District (now part of Yue Xiu District). However, in the 1990s, the

government decided to develop Tian He District as the Central Business District of

Guangzhou, resulting in massive changes with a large number of high quality office buildings

completed in the area over the past decade.

Going forward, the plan is to continue enlarging Tian He’s commercial area, particularly

in the southern side of the district called Pearl River New City. The recent change in district

administrative structure (see 3.3.2) and the planned new Metro Lines currently under

construction (see 3.3.4) will place Tian He in the centre of Guangzhou geographically and

make the district into a major transportation hub within the city.

2.2.2 Demand for Grade ‘A’ Office Space

The demand for Grade ‘A’ office space in Guangzhou tends to move in line with the city’s

economic growth and the increase in FDI. During the period 1991 to 1996, both GDP and FDI

rose rapidly averaging 19% per annum and 52% per annum, respectively. This created a

strong demand for Grade ‘A’ office space and the market witnessed a high level of absorption.

In contrast, the Asian economic turmoil between 1997 to 2000 caused a significant slowdown

in both economic and FDI growth, averaging markedly lower rates of 13.4% per annum and

6.4% per annum, respectively, leading to a much weaker take up of office space.

The office market has largely been on a cyclical upswing since the new millennium,

supported by the recovery of global economic conditions and a rebound of foreign investment

in Guangzhou. We believe over the next two years or so, demand for Grade ‘A’ office space

will rise at a much faster pace because of further liberalisation in the finance and

telecommunications sectors which will attract more foreign companies to set up or expand

operations in Guangzhou.
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2.2.3 Competitiveness of Guangzhou as an Office Location

Prime Office Occupancy Cost in Major Asian Cities (June 2005)

City US$/sq m/mth

Tokyo 107.45

Hong Kong 96.21

Seoul 58.20

Mumbai 44.52

New Delhi 40.07

Shanghai 38.29

Taipei 32.74

Singapore 28.47

Beijing 26.61

Guangzhou 19.23

Bangalore 18.06

Shenzhen 17.24

Chennai 15.33

Manila 14.78

Jakarta 12.72

Bangkok 12.33

Kuala Lumpur 11.81

Hyderabad 11.00

Source: Cushman & Wakefield

According to the latest annual survey conducted by C&W on effective office occupancy
costs measuring on net area basis (ie. rents after deducting incentives but adding on service
charges and taxes where appropriate) across major cities in Asia in June 2005, Grade ‘A’
office occupancy costs in Guangzhou ranked third in Mainland China behind Beijing and
Shanghai. On a regional basis, Guangzhou ranked tenth among the major cities in Asia.

2.2.4 Emerging Trends

• In Pursuit of Grade ‘A’ Standard

An office building of Grade ‘A’ standard is normally defined as one which is located
in prime commercial area, built aesthetically and efficiently to an international standard,
and has high levels of management and excellent security systems. In this context, a
large portion of the existing office buildings in Guangzhou may not strictly satisfy all the
requirements. However, developers in Guangzhou are becoming increasingly aware of
the importance of enhancing the quality and standards of their office developments and
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its significance in influencing the decision-making process of potential tenants,

particularly that of MNCs. As a result, developers are now paying more attention to

potential projects in core business areas with close proximity to Metro lines, ensuring

that higher standards of design, security and safety features are incorporated.

• Impact of CEPA on Office Demand

The Closer Economic Partnership Agreement (CEPA) implemented by the

Municipal Government of Guangzhou in 2003 provided certain incentives, such as zero

tariff for a list of Hong Kong merchandises to qualified Hong Kong enterprises. This has

resulted in additional demand for office space in Guangzhou. Although the take-up may

not entirely be on Grade ‘A’ space, it has nonetheless lowered the overall availability in

the market and hence has had a positive knock-on impact on the Grade ‘A’ market

segment. Furthermore, CEPA is expected to help the city to develop its service industry

and boost the significance of Guangzhou as a regional commercial centre.

• WTO Opening Up More Industries

In line with China’s entry into the WTO, a total of seven industries covering

insurance, banking, tourism, legal services, basic and value-added telecommunication

services and retail have gradually opened up to foreign enterprises over the past few

years. The liberalisation process is particularly noticeable in the banking sector where

shortly after the signing of the WTO agreement, the restriction of managing and

operating businesses in Renminbi by foreign banks was removed. In the coming three

years, the number of investing entities and projects are forecasted to increase

considerably as the market continues to open up. This will generate a substantial

demand for office space in the near future.

• “9 Plus 2” Scheme

Initially announced in July 2003, and comprising nine provinces (Guangdong,

Guangxi, Fujian, Jiangxi, Hunan, Guizhou, Yunnan, Hainan and Sichuan) and two

special administrative regions (Hong Kong and Macau), the Pan-Pearl River Delta
Regional Co-operation and Development Scheme (“9 plus 2” Scheme) is set to facilitate
economic cooperation and generate greater revenues among the different provinces,
Hong Kong and Macau in the near future.

The Pearl River Delta (PRD) region is one of China’s two major economic
locomotives, the other being the Yangtze River Delta Region. As the second largest
economy in the “9 plus 2” Scheme, Guangzhou is taking the lead in raising the economic
co-operation between the different provinces. As a result, more companies will be
attracted, from both domestic cities and overseas to establish their offices in
Guangzhou.
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2.3 Guangzhou Retail Sector

2.3.1 Retail Development Trends

Historically, Guangzhou has been one of the most important commercial hubs in
southern China. In the 1970s, shopping mostly took place in department stores and
street-level shops. Although these types of retail facilities still retain an important position in
the city, the number of new modern shopping centres integrating food & beverage (F&B),
entertainment, supermarket, department store and shops has continued to grow over the past
decade. The opening of the city’s Metro Line 1 in 1999 brought significant changes to the
retail landscape and boosted the fortunes of some shopping malls in the city. Apart from
large-scale centres, supermarkets and hypermarkets have also thrived in the city and have
become the main grocery shopping destinations for urban residents.

2.3.2 Competitiveness of Guangzhou as a Retail Location

Comparison of Prime Retail Rents in Major Asian Cities (June 2005)

City US$/sq m/mth

Hong Kong 971

Tokyo 465

Seoul 314

Singapore 217

Shanghai 180

Kuala Lumpur 142

Beijing 110

Guangzhou 108

Bangkok 58

Source: Cushman & Wakefield

According to the latest annual survey conducted by C&W in 2005, the above table
shows the prime retail rents across major cities in Asia as at the end of June 2005. Among
the three Mainland cities surveyed, Guangzhou came third behind Shanghai and Beijing in
terms of rental.

2.3.3 Retail Sales and Growth

The retail sales value in Guangzhou has been growing at an average annual growth rate
of 18.9% over the past 14 years. Buoyant domestic demand, growing population and
increasing disposable income are the key drivers behind the strong performance. In 2004, the
retail sales of consumer goods in Guangzhou reached RMB167.5 billion, ranked third place
among the major Mainland cities in China. On a per capita basis, the city has come top since
2000.
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Per Capita Retail Sales Inter-City Comparison (1995-2004)
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Source: Guangzhou, Beijing, Shanghai, Shenzhen Statistics Bureaus and Cushman & Wakefield estimates

2.3.4 Income and Spending of Local Residents

In 2004, the annual disposable income per capita in Guangzhou was RMB16,884,
representing a y-o-y increase of 12.5%. This ranked third among the major cities in China,
behind Shenzhen and Shanghai. The relatively high income level is partly due to the strong
domestic economic growth, and partly due to the fact that there were increasing numbers of
residents working in the private business sector.

The annual consumption expenditure per capita in Guangzhou increased 13.4% to
RMB13,121 in 2004, of which, 64.5% of the consumption was on non-service related items.
Given Guangzhou’s provincial capital status, consumer spending also comes from visitors
from other cities within Guangdong Province (eg. Dongguan, Foshan, Huizhou). While the
majority of shoppers are from within Guangzhou, outlying locations also provide a good
source of income for retailers in the city.

Reflecting the degree of affluence of a city, the Engel Index for Guangzhou’s urban
households in 2001 was 40%, achieving for the first time the grade of “well-off” set by the
United Nations Food and Agricultural Organization*. Guangzhou’s Engel Index has continued
to decrease over the past few years, reaching 38.3% and affluent status in 2004. In particular,
ownership of durable goods and luxury items rose sharply, indicating that the living standard
of Guangzhou’s residents continued to improve.

(Note: *Above 60% is poor, 50-60% is normal, 40-50% is well-off, and below 40% is affluent)
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Guangzhou: Ownership per 100 Urban Households

2004 2003 % Growth

Private Car 4 2.3 73.9%

Personal Computer 84 76.7 9.5%

Air Conditioners 192.3 175.3 9.7%

Mobile Phones 197.3 176.3 11.9%

Source: Guangzhou Statistics Bureau

2.3.5 Emerging Trends

• Influx of Foreign Retailers

Over the last five years, the lifting of restrictions under the WTO agreement has led
to an influx of foreign retailers into China. Moreover, the implementation of CEPA with
Hong Kong since 2003 has also encouraged growth in the retail sector as it provides
certain incentives, such as zero tariff for Hong Kong merchandise to qualified Hong
Kong enterprises. Furthermore, as from 2005, foreign retailers are no longer required to
jointly own their businesses with a local party. We believe all these factors will increase
the demand for retail space gradually in the next few years.

• Shopping Centres

The popularity of developing large-scale shopping centres will continue to be a
significant trend in Guangzhou’s retail market. Most centres range from 80,000 sq m to
300,000 sq m while there is also 0.64 million sq m of shopping centre space to be
completed in the city during 2005-2008. The majority of the new supply will be
concentrated in Tian He District.

• Impact of Transportation Improvement

The Metro system of Guangzhou began operation in mid-1999 and has greatly
impacted the retail market by accelerating traffic flow and widening the effective
coverage of existing shopping destinations. Convenient access or proximity to a Metro
station has become a crucial factor for the success of a shopping centre. Almost all the
successful shopping centres in Guangzhou command direct access to Metro stations.
According to the Guangzhou Metro Company, a total of 7 lines measuring 206
kilometres are planned for the city’s Metro system. In addition to the 2 lines already in
operation, an additional 5 lines measuring 129 kilometres are to be completed by 2011.
The Metro system is expected to play an even more important role in the Guangzhou
retail market over the next decade.
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Section 3 Impact of Government Policies, Incentives, Urban and Infrastructure
Developments

3.1 Macroeconomic Adjustment Measures

The Central Government is keen to ensure that the current economic expansion in China is

not just based on speculative activities. By restricting bank loans and credit growth, the policy is

expected to have the greatest impact on speculators in residential properties and Small and

Medium Enterprises (SMEs), and far less impact on large businesses, MNCs and international

retailers. This policy also aims to eliminate unregulated and unprofessional property developers

from the market, therefore providing more opportunities for reputable enterprises with the

necessary financial strengths.

In July 2005, the Chinese Central government ended months of speculation by appreciating

the Renminbi by 2% and allowing a greater fluctuation with the US dollar. Although some analysts

believe further revaluation of the currency is expected later this year, the moves are likely to help

reduce the amount of activities among investors looking for quick gains in the property market.

3.2 Incentive Schemes to Attract Foreign Investment

Recent incentive schemes to attract foreign investment include:

• Under the implementation of CEPA, Hong Kong enterprises can enjoy zero tariff

preferential treatment and Hong Kong permanent residents with Chinese citizenship can

operate individually owned businesses within Guangdong Province. It is anticipated that

there will be an increasing number of SMEs setting up their operations in Guangdong,

generating a substantial demand for both office and retail space.

• There are currently a total of 18 Mainland cities where foreign banks can conduct

Renminbi business. Guangzhou is among the second batch of mainland cities that

gained approval on 1 December 2002, almost a year behind Shanghai, Shenzhen,

Tianjin and Dalian. The policy is expected to encourage more overseas banks to

establish their presence in Guangzhou, as it is the provincial capital and one of the most

developed commercial centres in Southern Mainland China.

• The state-level economic development zones in Guangzhou may grant preferential

treatments covering land-use, electricity, loans, training, and foreign exchange for auto

manufacturing and auto import projects. The policy is devised to promote further

development of the auto industry in Guangzhou.

All of the above policies should help sustain the strong economic growth in Guangzhou. This

should in turn generate a higher demand for both office and retail properties for the city.
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3.3 Planned Urban and Infrastructure Developments

3.3.1 Guangzhou Central Business District of the 21st Century

Ersha Island

TIAN HE CBD

Source: Cushman & Wakefield

In January 2003, the Municipal Government of Guangzhou announced the Review of

Planning of Pearl River New City (PRNC), in which PRNC in Tian He District was positioned

as the core area for future development within Guangzhou. The review highlighted a new

urban development scheme for the CBD of Guangzhou, namely GCBD21 (Guangzhou

Central Business District of the 21st Century). The scheme aims to extend the current

business area of Tian He, and create a more vibrant business hub. The main focus of the

GCBD21 will be centred around the core area of Tian He (ie. Tian He Sports Stadium Area)

and Pearl River New City. The scheme also extends to Guangzhou Main Road and to Tian

He Dong Road.
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GCBD21 is intended to distinguish Guangzhou as an international metropolis. In

addition, the area is expected to offer a more sophisticated business environment to attract

more financial institutions, multinational corporations and major domestic enterprises, which

would post a positive impact on both the retail and office property markets in Tian He.

The planning and development of PRNC started in the early 1990s but was put on hold

due to the decline in the office market in 1997. Given the improved economic environment

since late 2000, the development of the area resumed in 2001. As a result, a significant

number of commercial projects are underway and land transactions are picking up more

activity. According to the city’s urban authority, the current land released in PRNC could

potentially provide substantial office space exceeding 5 million sq m. However, as the whole

area is planned to be developed in phases spanning up to fifteen years, PRNC is unlikely to

be a threat to the core area of Tian He for at least another five years.

3.3.2 Changing of Administrative District in Guangzhou

The Guangzhou government restructured the administrative districts in the city earlier

this year, to create a greater growth capacity for the city. The government added Nan Sha

District and Luo Gang District, and abolished Dong Shan District and Fang Cun District.

According to the plan, the former Dong Shan District and the former Fang Cun District will

now be under the jurisdiction of Yue Xiu District and Li Wan District, respectively. The change

has geographically placed Tian He District at the centre of Guangzhou. This coupled with the

planned infrastructure developments in the city (eg. Metro Lines) will improve the

attractiveness of the district as a commercial location of Guangzhou.

3.3.3 New Guangzhou Railway Station

The new Guangzhou Railway Station will be located in Pan Yu and is due to open in

2008. The new railway line will have interchange stations with Metro Line 2 and the planned

Metro Line 7. It will serve mainly as a passenger station and hence allowing the existing

station located in Yue Xiu to focus on servicing the commercial market, such as the wholesale

market in Zhan Nan Road area of Yue Xiu.

3.3.4 Guangzhou Metro system

The Metro system is one of the largest infrastructure developments in Guangzhou,

aimed at developing a comprehensive and sophisticated network comprising of a total of nine

lines. Its service area will spread throughout the urban area and extend to the fringe areas.

Rail linkages to neighbouring cities such as Foshan, Jiangmen and Zhuhai will also be

established.
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The Metro Line 1 and Line 2 have been in operation since 1999 and 2003 respectively

and are already playing an important role in the daily life of the general public. Significant

changes in retail structure and shopping profile have been witnessed since the opening of the

Metro as the improved accessibility and popularity of the Metro has contributed to the

success of a number of shopping malls adjacent to Metro stations. In particular, the massive

passenger flow brought by the Metro has turned Tian He into a prime shopping destination.

Source: Guangzhou Metro and Cushman & Wakefield

3.3.5 Guangzhou Baiyun Airport Extension

The new international airport of Guangzhou (Baiyun International Airport) opened in

June 2004, replacing the old airport that was relatively small and overcrowded. The new

airport has been constructed with the aim to more effectively and efficiently meet the

increasing demand of air passenger traffic through Guangzhou.
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The new airport covers an area of 1,500 hectares and is located in the Hua Du District,

about 28 km to the north of the centre of Guangzhou. With an investment of RMB19.8 billion,

the new airport is capable of handling 27 million passengers and 1 million tons of cargo each

year, which is much higher than the old airport. An extension plan is already in place to

expand the new airport, which includes adding a waiting lounge and an arrival hall for

domestic flight passengers. The project will cost RMB998 million and is scheduled for

completion in 2007.

Apart from handling passengers from all over the world, the new airport aims to

significantly increase Guangzhou’s logistics capability and further enhance its

competitiveness with Hong Kong.

3.3.6 Asian Games 2010

The Asian Games 2010 to be held in Guangzhou is expected to bring a large number of

visitors to the city. The local retail market is expected to benefit enormously from regional

publicity, corporate sponsors and visitor flows. The city is committed to spend a sum of well

over RMB10 billion on making environmental improvements. In addition, infrastructure

improvements are also underway, with RMB25.6 billion set aside for expressways, metro

lines, utility networks, power grids, a new opera house, library and museum.

The aim of these improvements, according to the Municipal Government, is not only to

improve the city for the games, but also to strengthen the city’s competitiveness among other

large and medium-sized mainland cities. The Asian Games will uplift Guangzhou’s image and

bring a significant economic benefit to the city.
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Section 4 Property Market Review

4.1 Guangzhou Office Market

4.1.1 Lease Structure

The typical lease term for office space in Guangzhou is two or three years. A break
clause may be negotiated between the landlord and the tenant and included in the lease. At
the current market condition, a break option would typically require either party to give a
notice period of 3 to 6 months to the other party. However, the length of the notice period may
vary depending on each party’s negotiation position. In the case of a longer tenure, rental
escalations are widely applied at 3%-5% every three to five years. It is common for tenants
to pay a deposit equivalent to 2-3 months’ rent to the landlord. Rental payments are made on
a monthly basis. Rent-free periods are common but at today’s market conditions, it tends to
be for the purpose of fit-out and lasts normally for around 1-3 months depending on the size
of take up.

4.1.2 Grade ‘A’ Office Stock

Guangzhou Grade ‘A’ Office Stock 2004

Total Stock
1.24 million Sq M

27%
45%

28%

Dong Shan (Now Part of Yue Xiu)
Tian He

Yue Xiu

Source: Cushman & Wakefield

The major office locations in Guangzhou are in Tian He and Huanshi Dong Road of Yue
Xiu District (formerly within the Dong Shan District before the recent administrative
restructure of the city). The total Grade ‘A’ office stock in Guangzhou totalled 1.24 million sq
m, accounting for approximately 54% of all office stock (ie. both Grade ‘A’ and non Grade ‘A’)
in Guangzhou. Although Yue Xiu currently accounts for over 55% of the total Grade ‘A’ stock,
Tian He is developing at a rapid pace and is anticipated to strengthen its position as the new
Central Business District of Guangzhou within the next 10 years.
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Source: Cushman & Wakefield

4.1.3 Demand, Supply and Vacancy

Since the signing of the WTO agreement, the demand for Grade ‘A’ office space in

Guangzhou has been largely driven by an increasing number of requirements from MNCs,

particularly in the insurance, finance and hi-tech industries. Moreover, the continual interest

by foreign enterprises in China coupled with domestic policy measures aimed at

strengthening the regional economy within the PRD region should bolster demand for good

quality office space in Guangzhou. In addition, large domestic companies are also expected

to become a key user of Grade ‘A’ office space. Due to the limited number of new

development schemes and rising demand in the early 2000s, the Grade ‘A’ office vacancy

rate has rapidly declined, reaching a historical low of 8.5% at the end of 2004.
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However, there is a wave of new Grade ‘A’ office development projects in the pipeline,

totalling approximately 1.64 million sq m to be released between 2005 and 2009. This

compares with a total of only 1.1 million sq m of office space completed in the past decade.

It is worth noting that excluded from the figure are a few development schemes that are

currently on-hold (eg. due to financial difficulties). Resurrection of these projects may

potentially add another 0.29 million sq m onto the market.

An estimated 88% of the total new supply will be located in Tian He. Although this is a

huge amount of space to be released onto the district in the next few years, 70% of the new

space in Tian He will be in the PRNC area. We believe the impact on prime buildings within

the core Tian He area (ie. surrounding Tian He Sports Stadium) will be far less as this is the

preferred location among most MNCs whereas the PRNC is a new location that may take

several years to become mature.

Projected Guangzhou Grade ‘A’ Office Stock 2009

Total Stock

2.87 million Sq M

36% 34%

12%18%

Tian He (Pearl River New City) Tian He (Core)

Yue XiuDong Shan (Now Part of Yue Xiu)

Source: Cushman & Wakefield
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Over the past nine months, expansionary and upgrading activities from financial

institutions and consumer product companies have kept the vacancy rate fairly stable by

absorbing most of the newly completed space. However, the overwhelmingly high level of

new supply will more than meet the strong demand in the market in the medium term.

Therefore, we project the vacancy rate to rise steadily from late 2005, reaching just below

20% by 2009.

Guangzhou Grade ‘A’ Office Demand, Supply and Vacancy
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Major Office Development Schemes (2005-2009)

Development District
Estimated

Size
Expected

Completion
(sq m)

Telecom Tower Yue Xiu 80,000 2005

C C Tower Tian He 59,000 2005

Development Centre Tian He 80,000 2005

R&F Telecommunications Building Tian He 43,000 2006

China Plaza Phase 2 Yue Xiu 119,000 2006

Teem Mall (East Tower) Tian He 115,000 2006

Tianyu International Commercial Centre Tian He 42,000 2006

R&F Centre Building Tian He 120,000 2006

He Jing Project Tian He 95,000 2006

R&F Ying Long Plaza Tian He 90,000 2007

Victory Plaza Office Tower Tian He 90,000 2007

Metro Plaza Phase 2 Tian He 67,000 2007

Taikoo Hui Tian He 120,000 2008

Guangdong Communication Group
Information Control Building Tian He 150,000 2008

Twin Tower (West Tower) Tian He 200,000 2009

Chinese Tobacco Tian He 170,000 2009

Source: Cushman & Wakefield

4.1.4 Rents and Values

Both Grade ‘A’ office rents and values have been increasing since the end of 1999.

Whilst declining vacancy due to limited new supply and rising demand were the main reasons

behind the rental growth in the leasing market, speculators and end-users were keen to

snatch up good quality units after values dropped by 25% following the Asian financial

crisis. As at the end of September 2005, the average achievable rent (excluding management

fee) for Grade ‘A’ offices and achievable value stood at RMB118/sq m/month and

RMB13,224/sq m, respectively.

On a sub market level, the Tian He District currently commands the highest average

rent, reflecting the relatively newer and better quality buildings in the location.
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Guangzhou Grade ‘A’ Office Rents and Values by Districts (September 2005)

Achievable Rent Achievable Value
RMB/Sq m/Month RMB/Sq m

Tian He 90-150 10,000-15,500

Dong Shan (Now Part of Yue Xiu) 80-150 9,000-16,000

Yue Xiu 70-126 8,000-14,000

Note: Achievable rents and values are derived from a basket of properties selected by C&W to track the

general movement in the market. These figures represent our view of the market and do not represent

the actual achieved rent and value for any particular building.

Source: Cushman & Wakefield

Looking ahead, we believe that the leasing market will continue to favour landlords in
the short term given the currently low-level of vacancy. MNCs and large domestic companies
wanting to expand or upgrade are faced with limited options and the situation is unlikely to
change until 2006. We forecast rents will therefore rise further this year before falling by a
total of 13.3% (compounded) during 2006-2009 as supply will significantly exceed demand.
However, good quality buildings within prime locations (eg. Core Tian He District) with
convenient transportation accessibility shall be less impacted. At the time of writing this
report, there is no indication that new supply will remain high beyond 2009. We have
therefore projected that rents will revert to growth from 2010.

In the sales market, the Central Government’s macroeconomic adjustment measures
and the recent interest rate hike have kept the growth in values at a much slower pace than
rents over the past couple of years. We foresee this trend to continue for the remainder of this
year before the high level of new supply sets in next year. Given that the majority of upcoming
new space is of high quality and targeted for mainly large foreign companies that generally
prefer leasing to owner occupation, the impact of high supply on the sales market should be
far less than on the rental market. We therefore forecast a much milder reduction in values
of 6.9% during 2006-2009.

Guangzhou Grade ‘A’ Office Market Forecasts (2005-2009)

2005F 2006F 2007F 2008F 2009F

Rental Growth (%) 5.0% -2.0% -5.0% -5.0% -2.0%

Capital Values (%) 2.0% 0.0% -2.0% -5.0% 0.0%

Note: Forecasts for 2005-2009 are based on an assessment of the projected future demand, supply and

vacancy conditions in the market.

Source: Cushman & Wakefield
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The long-term forecasts presented below are based on an analysis of the historical
patterns of key market indicators, overlaid with our subjective view of the market:

Guangzhou Grade ‘A’ Office Market Forecasts (2010-2014)

Average per annum
2010-2014

Rental Growth (%) 5.5%

Capital Values (%) 1.3%

Note: Forecasts for 2010-2014 for rents and values are based on the assumption that rental growth will

revert to the long-term trend.

Source: Cushman & Wakefield

4.1.5 Management Fees

The management fee for Grade ‘A’ office buildings in Guangzhou averaged around
RMB20-RMB30/sq m/month as at the end of September 2005. The management fee typically
includes services and maintenance provision to the common area of the building (eg.
cleaning, electricity, security system, water, elevators and landscaping).

4.1.6 Market Outlook

Both the rental and capital values for prime office space are expected to grow in 2005
before experiencing some downward pressure due to a significant amount of new supply.
However, the longer-term prospect of the Guangzhou office market remains positive as it is
supported by strong economic growth driven by rapidly rising FDI. The Tian He District in
particular, is expected to become the most important commercial area in Guangzhou and the
top choice among most large multinational businesses that want to be in Guangzhou.

4.2 Guangzhou Retail Market

4.2.1 Lease Structure

Although it may vary dramatically from case to case, the typical lease term for retail
space in Guangzhou is two years or three years. A break clause may be negotiated between
the landlord and the tenant and included in the lease. At the current market condition, a break
option would typically require either party to give a notice period of 3 to 6 months to the other
party. However, the length of the notice period may vary depending on each party’s
negotiation position. In terms of rental payment, three different methods are applied:

• Fixed Rate

• Percentage of Turnover

• Minimum Base Rental plus Turnover Percentage
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All of the three methods have similar popularity in actual practice. In the case of long
lease tenure, rental escalations are widely applied at 3%-10% every three to five years.
Rent-free periods are common but in today’s market conditions, it tends to be for the purpose
of fit-out and lasts normally around 1-3 months depending on the size of take up.

4.2.2 Shopper Profile in Guangzhou

Population 7.4 million in 2004
Number of Households Estimated at approximately 2.2 million
Age Profile of Population According to the latest national population

survey conducted in 2000, the population in
Guangzhou has:
16.4% (age 0-14);
77.5% (age 15-64); and
6.1% (age 65 and over).

Urban Population Per Capita
Disposable Income

RMB16,884 in 2004

Urban Population Per Capita
Spending

RMB13,121 in 2004

Tourist Spending The city attracted a total of 26.7 million
overnight visitors in 2004. Of which, 4.372
million were from overseas, including Hong
Kong, Macau, and Taiwan. The recorded
tourism spending for last year was RMB54.7
billion.

Consumer Spending Behaviour Consumption of daily necessity items forms
the largest portion of an urban household’s
expenditure. However, ownerships of luxury
durable goods have been on the rise in recent
years (eg. private vehicles, air conditioners,
cameras, mobile phones, personal computers,
and audio-visual equipment.) (See 2.3.4)

Others The average temperature in Guangzhou is
generally between 18.4˚C and 26.2˚C. The
relatively warmer weather means demand for
winter clothing is less than the northern cities
(eg. Beijing). However, the comfortable
shopping environment provided by large-scale
retail centres has become increasingly
attractive to local residents and shopping is
becoming more popular as a pastime. Metro
system and buses are the most common forms
of transportation among the general public.
Future plans to improve the accessibility of the
city centre to other parts of Guangzhou and
Guangdong Province will help to bring more
visitors into the city.

Source: Cushman & Wakefield, Worldclimate.com and Guangzhou Statistics Bureau
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4.2.3 Retail Stock

Source: Cushman & Wakefield

As at the end of 2004, the total retail stock in Guangzhou amounted to approximately

2.48 million sq m. Major prime shopping areas are located in the Li Wan District, Yue Xiu

District (including the former Dong Shan District) and Tian He District. These three areas

accounted for 77% of the total stock (or 1.91 million sq m) in the city, of which, almost half

of the space is found in Tian He.
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Guangzhou Retail Stock by Major Retail Districts

Total Stock
1.91 million Sq M

21%
49%

9%

21%

Li Wan
Tian He

Yue Xiu

Dong Shan
(Now Part of Yue Xiu)

Source: Cushman & Wakefield

Guangzhou Retail Stock by Types

Total Stock
2.48 million Sq M

4%
18%

6%

72%

Street Shops
Hyper/Supermarkets

Department Stores

Shopping Centres

Source: Cushman & Wakefield

The majority of existing retail establishments in Guangzhou are in the form of shopping

centres, accounting for 72% of the total stock. Over the past decade, the rapid growth in the

development of large-scale “one-stop concept” shopping centres and hyper/supermarkets

has significantly reduced the popularity of stand-alone department stores. In fact, many

department store operators nowadays choose to lease space inside a shopping centre,

hoping to benefit from the high visitor traffic. Similarly, shopping centre owners also benefit

from an anchor tenant that is able to offer a wide variety of merchandises and better trade

clustering.
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4.2.4 Demand, Supply and Vacancy

Strong retail sales have attracted many retailers to establish and expand their presence
in Guangzhou. Given the increasing demand for daily necessity goods, I.T. related products,
and consumer electronics items; space requirements have been strong among retail
operators in these segments.

Another area of growth is the rising popularity of supermarkets and hypermarkets. The
growth of these types of facilities began in 1996 and has since taken up over 0.45 million sq
m of retail space across the city. Meanwhile, chained convenience store and personal care
product operators have also expanded aggressively over the past seven years.

Local consumers are increasingly more aware of foreign brands and their tastes are
becoming more sophisticated. Consequently, shoppers now look for key shopping
ingredients such as entertainment attractions and F&B outlets. With the complete opening of
the country’s retail market from the beginning of this year, many more retailers are expected
to enter the market and create great demand for good quality space. While the number of
large-scale shopping centres has grown rapidly by 11 times since 1995, stand-alone
department stores have not been as active with the amount of space only rising by 84%
during the same period.

Despite years of burgeoning growth in the size of the retail property market, the city has
plans to develop more large-scale shopping centres to cater for the projected strong demand
from retailers. According to our list of development schedules, the Tian He District will be the
primary focus. Many developers and retailers believe the planned improvements to the Metro
system, particularly Line 3 that will interchange with the existing Line 1 at Tiyuxilu Station in
Tian He District, will greatly enhance the accessibility of the district and hence boost the
people traffic in the area.

Guangzhou Retail Demand, Supply and Vacancy
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1995 and 2008.

Source: Cushman & Wakefield
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Major Retail Development Schemes (2005-2008)

Development District
Estimated

Size
Expected

Completion
(sq m)

May Flower Plaza Yue Xiu 43,000 2005

Up Plaza Li Wan 12,000 2005

Cyber Mart Li Wan 10,000 2005

Metro Mall Yue Xiu 60,000 2005

Shi Pu Ming Du Li Wan 10,000 2005

Trend Station Tian He 11,000 2005

Ming Sing Plaza Yue Xiu 60,000 2005

Gong Yuan Qian Guang Chang Yue Xiu 25,000 2006

Beijing Road Underground Pedestrian
Street Yue Xiu 12,000 2006

Guangzhou Hua Hua Shi Jie Shopping
Centre 1a Tian He 150,000 2006

Guangzhou Hua Hua Shi Jie Shopping
Centre 1b Tian He 150,000 2007

Taikoo Hui Tian He 100,000 2008

Note: The above table shows only the schemes located within the major retail locations in Guangzhou and

excludes schemes that may be developed in other locations of the city.

Source: Cushman & Wakefield

The overall vacancy rate for the major retail locations in Guangzhou averaged 20.1% as

at the end of September 2005. Going forward, we project vacancy will fall quickly to a

historical low by 2009 as demand is anticipated to significantly exceed supply.

4.2.5 Rents and Values

The average achievable ground floor rental for prime shopping centres in Guangzhou

reached RMB913/sq m/month (gross excluding management fee and promotion fee) as at the

end of September 2005. The rental decline in 2004 was due to a high level of new supply

amounting to 0.44 million sq m. We believe the projected reduction in vacant space will exert

further upward pressure on rents over the next five years, with growth averaging around

11.6% per annum between 2005 and 2008.
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Guangzhou Prime Retail Rents by Districts (September 2005)

Achievable Rent Achievable Value
RMB/Sq m/Month RMB/Sq m

Dong Shan (Now Part of Yue Xiu) 470-1,500 26,500-84,000

Tian He 300-1,500 20,000-85,000

Yue Xiu 625-910 52,500-76,500

Li Wan 415-990 31,500-75,000

Note: Achievable rents and values are derived from a basket of properties selected by C&W to track the

general movement in the market. These figures represent our view of the market and do not represent

the actual achieved rent and value for any particular building.

Source: Cushman & Wakefield

On a sub market level, prime retail rents in both former Dong Shan and Tian He districts

recorded a higher average than the overall market. The best space in the two districts can

currently fetch a rent as high as RMB1,500/sq m/month.

The average achievable ground floor value for prime shopping centres in Guangzhou

was RMB81,175/sq m as at the end of September 2005. Upward pressure on capital values

was less compared with rents over the years because the majority of retailers needing

shopping centre space, particularly those of foreign origin, preferred leasing to owner

occupation. As a result, rental growth has outpaced the appreciation in values. This trend is

expected to continue and we therefore project the average annual growth in values to be at

10.1% for the period.

Guangzhou Retail Market Forecasts (2005-2009)

2005F 2006F 2007F 2008F 2009F

Rental Growth (%) 10.0% 12.0% 16.0% 10.0% 10.0%

Capital Values (%) 10.0% 11.0% 10.5% 9.4% 9.8%

Note: Forecasts for 2005-2009 are based on an assessment of the projected future demand, supply and

vacancy conditions in the market.

Source: Cushman & Wakefield
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The long-term forecasts presented below are based on an analysis of the historical

patterns of key market indicators, overlaid with our subjective view of the market:

Guangzhou Retail Market Forecasts (2010-2014)

Average per annum
2010-2014

Rental Growth (%) 6.0%

Capital Values (%) 4.0%

Note: Forecasts for 2010-2014 for rents and values are based on the assumption that rental growth will

revert to the long-term trend.

Source: Cushman & Wakefield

4.2.6 Management Fees

The management fee for prime retail shopping centres in Guangzhou averaged around

RMB35-RMB45/sq m/month as at the end of September 2005. The management fee typically

includes services and maintenance provision to the common area of the building (eg.

cleaning, electricity, security system, water, elevators and landscaping and provision of air

conditioning).

4.2.7 Market Outlook

The location and the status of Guangzhou attract visitors and business travellers from

the rest of Guangdong province. In particular, shoppers from outside the city are an important

source to the city’s retail sales.

The opening of the retail market to foreign retailers, the introduction of CEPA and the

Municipal Government of Guangzhou’s efforts to attract visitors for meetings, conventions,

exhibitions and trade fairs, will continue to stimulate the retail market.

We believe demand for retail space in Guangzhou will strengthen further in the short to

medium term while at the same time new supply will average approximately 0.16 million sq

m per annum between 2005-2008, which is broadly on par with the average annual new

supply of 0.17 million sq m over the past 10 years. As a result, we project both rents and

values to continue with the rising trend.
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Section 5 Analysis of Subject Properties

5.1 White Horse Building ( )

5.1.1 Description

White Horse Building is situated on Zhan Nan Road in Yue Xiu district. It is a landmark
building in the area, renowned as the most popular wholesale centre for garments in
Guangzhou. The building was first completed in 1990 and then later extended in two phases
from 1995-1997 and from 1998-2000. It is now a commercial retail centre with eight levels
above ground, one lower ground floor and one basement level. The top two floors are
currently used as office/warehouse premises by companies engaged in the wholesale trade.
The nearby area is surrounded by other low to medium-rise commercial buildings also
engaged in the wholesale business.

5.1.2 Facilities and Accessibility

The standard of services and facilities within White Horse Building is considered to be
reasonable and comparable to other wholesale centres in the neighbourhood. Typically, the
standard of a wholesale centre is of a lower quality compared to prime retail shopping
centres. A pedestrian footbridge adjacent to the development allows easy access to the
existing Guangzhou Railway Station, a main transportation hub to other provinces. The
Railway Station is also connected to Line 2 of the Metro system. There is also a bus terminal
nearby. Car parking for the development is situated in the basement level and with a total of
94 car parking spaces. However, it should be noted that the car park is not included in the
REIT.

5.1.3 Analysis of Pedestrian Traffic Flow

The analysis of pedestrian flow was conducted with visitor counts taken at the main
entrance of White Horse Building during:

1) lunch hours (12:30-13:30)

2) in the afternoon (15:30-16:30)

on both the 14th June 2005 (Tuesday) and the 19th June 2005 (Sunday).

Weekday Weekend

Lunch Hours 1,361 1,391

Afternoon 1,073 1,546

Note: The figures above represent visitors going in or coming out of the building through the main front

entrance. Our numbers are likely to be significantly lower than the total number of visitors that are in

the centre during the survey periods, given that some visitors would have entered the building before

we started our count and some visitors would have entered the building via other entrances.

Source: Cushman & Wakefield
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Unlike other typical retail centres, White Horse Building maintains high shopper traffic

throughout the week. The high footfall is attributed to the good accessibility to nearby

transportation hubs such as the Guangzhou Railway Station and bus terminals.

5.1.4 Catchment

White Horse Building has the reputation of being the most popular wholesale centre for

garments in Guangzhou. It is a specialised facility that attracts shoppers and local retailers

from both within Guangzhou, Guangdong and other provinces including Zhejiang, Fujian,

Hunan and Liaoning.

5.1.5 Tenancy Profile

The retail area within White Horse Building is subdivided into small units with an

average net area of 22 sq m. By the end of September 2005, there were approximately 1,300

leases with garment retailers/wholesalers leasing 98% of the total retail area of the building.

According to a survey conducted by the management of White Horse Building in May

2005, over 40% of the tenants came from within the Guangdong Province, 11% from Zhejiang

Province and 10% from Fujian Province.

White Horse Building Trade Mix Measured by Area

2%

98%

Non Fashion

Fashion

Source: Cushman & Wakefield
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White Horse Building Lease Expiries Measured by Area
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Source: Cushman & Wakefield

We have been informed by the management of White Horse Building that over 95% of
the leases to be expired by the end of 2005 have already been renewed for a tenure between
four and five years.

5.1.6 Rental and Occupancy Rate

For the area to be listed in the REIT and using 30th September 2005 as the reference
date, the following table shows how rents (based on what is achievable according to C&W’s
opinion) and occupancy rates in the White Horse Building compare with the overall market in
Zhan Nan Road area.

Occupancy
Rate

Achievable Open
Market Rental
Ground Floor

White Horse Building 100% RMB599/sq m/mth

Zhan Nan Road Area Average *81% �RMB500/sq m/mth

* Because we do not collect occupancy rate data for the wholesale centres in Zhan Nan Road, we have made

an estimate for Zhan Nan Road based on the figure for the retail market in surrounding vicinities.

� The achievable open market rental is based on a basket of properties selected by C&W to track the general

movement in the market and does not represent the actual achieved rent for any particular building.

Furthermore, the market average quoted for Zhan Nan Road is an average weighted by size of each centre

in C&W’s basket of selected properties.

Source: Cushman & Wakefield
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5.1.7 Rental Growth and Occupancy Projections

Open Market Rental Growth and Occupancy Rate Projections

2005F 2006F 2007F 2008F 2009F

Rental Growth *2.0% 2.0% 2.0% 7.0% 7.0%

Occupancy Rate 100% 100% 100% 100% 100%

2010F-2014F
Rental Growth 5.0% per annum on average

Occupancy Rate 100% on average

* The rental growth rate indicated is the forecast year-on-year growth rate in the achievable open market rent

of White Horse Building. We understand that the achievable open market rent for White Horse Building was

significantly below the overall achievable open market average prior to the restructuring of leases with

existing tenants that took place in the third quarter of 2005. The owner has informed C&W that over 95%

of the tenants have already renewed their leases for another 4 to 5 years, with a new rental rate due to

commence from 1st January 2006. We are of the view that the new rental rate is a reflection of the

achievable open market rent and it was approximately 20% higher than the overall market average as at

30th September 2005 (see table in 5.1.6).

Note: Rental forecasts for 2006-2009 are based on an assessment of the projected future demand, supply

and vacancy conditions in the market. Forecasts for 2010-2014 are based on the assumption that

rental growth will revert to the long-term trend. The percentage growth represents the change in open

market rent (ie. a new lease) over a 1-year period, and does not represent the projected rental

reversion of leases upon lease renewal.

Source: Cushman & Wakefield

We believe White Horse Building will largely follow the growth pattern of the prime retail

market of Guangzhou. However, the rental growth has been lowered to reflect the recent

action of the owner to restructure the leases with existing tenants. In terms of the occupancy

rate, we project the REIT portion of the building to maintain 100% occupancy over the next

10 years.
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5.2 Fortune Plaza ( )

5.2.1 Description

Fortune Plaza is a modern commercial development situated on the eastern side of Ti

Yu Dong Road in Tian He district. It was completed in 2003 with a 6-storey commercial

podium and two office towers of Grade ‘A’ standard. The East Tower provides office

accommodation from the 8/F to 37/F and the West Tower from the 8/F to 28/F. Developments

in the surrounding area comprise mainly of modern high-rise office developments above retail

podiums as well as low-rise retail centres, interspersed with some medium to high-rise

residential buildings.

5.2.2 Facilities and Accessibility

The standard of services and facilities within Fortune Plaza is considered to be good

and at the top end of existing Grade ‘A’ office developments in Guangzhou. Car parking for

the development (note: not included in the REIT) is situated in the 2 basement levels

providing a total of 157 parking spaces. A platform garden, open-air bar and club are located

on the 7/F.

Fortune Plaza is within a 5-minute walk to Tiyuzhongxin Station on Line 1 of the Metro

system. In addition, the Guangzhou East Station (terminus for the hi-speed Guangzhou-

Hongkong rail link) is about 10 minutes away by car.

5.2.3 Tenancy Profile

Compared with other Grade ‘A’ office buildings in Guangzhou, Fortune Plaza has a

relatively high concentration of tenants who are MNCs. As at the end of September 2005,

MNCs occupied around 59% of the development. In terms of trade mix, 29% of the space was

taken up by financial/investment institutions. Major tenants include HSBC, Caltex, Alibaba

(China) Technology Co., Ltd. (e-commerce), AstraZeneca and PetroChina.
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In terms of lease expiry, the majority of the existing leases (c. 92%) will expire before
the end of 2008.

Fortune Plaza Lease Expiries Measured by Area
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Source: Cushman & Wakefield

5.2.4 Rental and Occupancy Rate Benchmarks

For the area of the building to be listed in the REIT and using 30th September 2005 as
the reference date, the following table shows how rents (based on what is achievable
according to C&W’s opinion) and occupancy rates in Fortune Plaza compare with the overall
Tian He market.

Grade ‘A’ Office
(including 2nd and above

Floors of Podium)

Retail Portion
(Ground & 1st Floors

of Podium)

Occupancy
Rate

Achievable Open
Market Rental

Occupancy
Rate

Achievable Open
Market Rental
Ground Floor

Fortune Plaza 83% RMB110
/sq m/month

15% RMB290
/sq m/month

Tian He Average 88% �RMB120
/sq m/month

81% *�RMB958
/sq m/month

* Figure refers to the average prime retail shopping centre rent in Tian He.

� The achievable open market rental is based on a basket of properties selected by C&W to track the general

movement in the market and does not represent the actual achieved rent for any particular building.

Furthermore, the market average quoted is an average weighted by size of each building in C&W’s basket

of selected properties.

Source: Cushman & Wakefield
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5.2.5 Rental Growth and Occupancy Projections

We project the office portion to perform better than the overall Guangzhou Grade ‘A’

office market because of its prime location within Tian He District. We also project the retail

portion to perform on par with the overall prime retail market in Guangzhou. In terms of the

occupancy rate, we project the office portion will fluctuate between 88% and 97% over the

next 10 years and rents to continue increasing moderately before stabilising in 2008 and

2009. Office rents are projected to resume an upward trend from 2009 onwards. For the retail

portion, we project the occupancy rate to gradually pick up from 2006 to reach 90% in 2007.

The occupancy rate is forecasted to fluctuate between 94% and 96% thereafter until 2014.

Open Market Rental Growth and Occupancy Rate Projections

Office Portion 2005F 2006F 2007F 2008F 2009F

Rental Growth 8.0% 2.0% 0.0% 0.0% 2.0%

Occupancy Rate 88% 97% 95% 97% 97%

2010F-2014F
Rental Growth 7.0% per annum on average

Occupancy Rate 97% on average

Retail Portion 2005F 2006F 2007F 2008F 2009F

Rental Growth 10.0% 12.0% 16.0% 10.0% 10.0%

Occupancy Rate 15% 75% 90% 96% 94%

2010F-2014F
Rental Growth 6.0% per annum on average

Occupancy Rate 95% on average

Note: Rental forecasts for 2005-2009 are based on an assessment of the projected future demand, supply

and vacancy conditions in the market. Forecasts for 2010-2014 are based on the assumption that

rental growth will revert to the long-term trend. The percentage growth represents the change in open

market rent (ie. a new lease) over a 1-year period, and does not represent the projected rental

reversion of leases upon lease renewal.

Source: Cushman & Wakefield
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5.3 City Development Plaza ( )

5.3.1 Description

City Development Plaza is a 28-storey strata-title commercial building completed in

1997. It is situated on the western side of Ti Yu Xi Road in Tian He District. The building

consists of a Grade ‘A’ office tower and a commercial podium. The surrounding area

comprises mainly of modern high-rise office buildings and low-rise retail centres,

interspersed with some older residential blocks.

5.3.2 Facilities and Accessibility

The commercial podium’s retail area is situated in the rear portion of the development,

behind the main entrance lobby serving the office levels. Shops are arranged around an

atrium, while a clubhouse and a conference centre are located on the 5/F for tenant use. The

basement is a car park with 240 spaces but it is worth noting that the car park is not included

in the REIT.

It is approximately a 15-minute walk to the nearest metro station, Tiyuxilu Station on

Line 1 of the Metro system. After the completion of Line 3 (Phase 1) in late 2005, Tiyuxilu

Station will be the interchange station of Lines 1 & 3. Furthermore, the development is only

a 10-minute drive from the Guangzhou East Station (terminus for the hi-speed Guangzhou-

Hongkong rail link).
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5.3.3 Tenancy Profile

The building has a relatively high concentration of Chinese enterprises, especially in the

finance/insurance, telecommunication and trading industries (eg. Taikang Life Insurance and

Guangdong Mobile Communications Corporation). It is also the headquarters for the

developer, Guangzhou City Construction & Development.

City Development Plaza Lease Expiries Measured by Area
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Source: Cushman & Wakefield
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In terms of lease expiries, the majority of the existing leases (c. 80%) will expire before
the end of 2008. A high proportion of around 35% will expire next year.

Tenant Mix of City Development Plaza Retail Podium by Area
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Source: Cushman & Wakefield

For the retail podium, 66% of the space is leased to retailers. The “others” category is
the space occupied by the management office of the building.

5.3.4 Rental and Occupancy Rate Benchmarks

For the area to be listed in the REIT and using 30th September 2005 as the reference
date, the following table shows how rents (based on what is achievable according to C&W’s
opinion) and occupancy rates in the City Development Plaza compare with the overall Tian
He market.

Office Portion Retail Podium Portion

Occupancy
Rate

Achievable Open
Market Rental

Occupancy
Rate

Achievable Open
Market Rental
Ground Floor

City Development
Plaza

93% RMB90
/sq m/month

86% RMB200
/sq m/month

Tian He Average 88% �RMB120
/sq m/month

81% *�RMB958
/sq m/month

* Figure refers to the average prime retail shopping centre rent in Tian He.

� The achievable open market rental is based on a basket of properties selected by C&W to track the general

movement in the market and does not represent the actual achieved rent for any particular building.

Furthermore, the market average quoted is an average weighted by size of each building in C&W’s basket

of selected properties.

Source: Cushman & Wakefield
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5.3.5 Rental Growth and Occupancy Projections

We project the open market rent for the office portion will follow the growth pattern in the

overall Guangzhou Grade ‘A’ office market whereas the rental for the retail portion will

experience a slower rate of growth than the overall prime market because of its small size

and less eye-catching entrances compared with large-scale shopping centres in the area.

However, one should also note that this provides an excellent opportunity for the new asset

manager of the REIT to improve the operational efficiency of the retail portion to achieve

higher rental income and profitability over time. We project the occupancy rate for the REIT

portion of the building to fluctuate between 91% and 95% for the office portion, and between

86% and 98% for the retail portion, over the next 10 years.

Open Market Rental Growth and Occupancy Rate Projections

Office Portion 2005F 2006F 2007F 2008F 2009F

Rental Growth 5.0% -2.0% -5.0% -5.0% -2.0%

Occupancy Rate 95% 93% 95% 95% 91%

2010F-2014F
Rental Growth 5.5% per annum on average

Occupancy Rate 93% on average

Retail Portion 2005F 2006F 2007F 2008F 2009F

Rental Growth 5.0% 6.0% 8.0% 5.0% 5.0%

Occupancy Rate 86% 90% 94% 95% 98%

2010F-2014F
Rental Growth 4.5% per annum on average

Occupancy Rate 94% on average

Note: Rental forecasts for 2005-2009 are based on an assessment of the projected future demand, supply

and vacancy conditions in the market. Forecasts for 2010-2014 are based on the assumption that

rental growth will revert to the long-term trend. The percentage growth represents the change in open

market rent (ie. a new lease) over a 1-year period, and does not represent the projected rental

reversion of leases upon lease renewal.

Source: Cushman & Wakefield
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5.4 Victory Plaza ( )

5.4.1 Description

Victory Plaza is one of the prime shopping centres in Tian He district. It is situated on

the western side of Ti Yu Xi Road beside the junction with Tian He Road. It is a 6-storey

commercial retail centre with 4 basement levels completed in 2003. Construction recently

commenced to erect two office towers of 36 and 52 storeys above this centre and the work

is scheduled for completion in 2007. There are currently a number of high-rise office

developments along Ti Yu Xi Road and also two large retail centres (Teemall and Grandview

Plaza) located on the other side of Tian He Road.

5.4.2 Facilities and Accessibility

The standard of services and facilities within Victory Plaza is considered to be at the top

end of the market in Guangzhou. In terms of accessibility, it is approximately a 5-minute walk

to Tiyuxilu Station on Line 1 of the Metro system. There are 438 car parking spaces located

at the basement levels of the development.

5.4.3 Analysis of Pedestrian Traffic Flow

An analysis of pedestrian flow was conducted with visitor counts taken at the main front

entrance of Victory Plaza during:

1) lunch hours (12:30-13:30)

2) in the afternoon (15:30-16:30)

on both the 14th June 2005 (Tuesday) and the 19th June 2005 (Sunday).

Weekday Weekend

Lunch Hours 1,099 2,031

Afternoon 720 1,681

Note: The figures above represent visitors going in or coming out of the building through the main front

entrance. Our numbers are likely to be significantly lower than the total number of visitors that are in

the centre during the survey periods, given that some visitors would have entered the building before

we started our count and some visitors would have entered the building via other entrances.

Source: Cushman & Wakefield
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It is clear that pedestrian flow increases significantly during lunch hours on both

weekdays and weekends. This may be due to the fact that Victory Plaza has a relatively high

concentration of F&B outlets, accounting for more than 39% of the total retail space of the

development.

Shopper traffic during weekends is doubled when compared to weekdays, reflecting the

popularity of Tian He district as a destination for weekend shopping in Guangzhou.

5.4.4 Catchment

Source: Cushman & Wakefield
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The primary and secondary catchment areas of Victory Plaza cover Tian He district and

extends to the formerly Dong Shan district (now part of Yue Xiu) area.

Catchment Coverage Area (sq km) Population

Primary 11 administrative communities
in Tian He

55.06 676,000

Secondary 10 administrative communities
in Tian He and Dong Shan
(now part of Yue Xiu)

112.56 863,000

Note: Primary Catchment is estimated based on a 15-minute drive time from Victory Plaza and Secondary

Catchment is estimated based on a drive time of between 16-30 minutes.

Source: Cushman & Wakefield

Victory Plaza is located in the core retail area in Tian He district together with Teemall

and Grandview Plaza. The area attracts mainly the working population and residents in the

surrounding area but is also a popular shopping destination among the rest of the Guangzhou

population, including the suburban areas.

With the Guangzhou urban area gradually extending eastward, the population in the

primary and secondary catchment areas combined is expected to grow steadily in the coming

few years. In addition, prime shopping centres in Tian He will benefit from the completion of

Line 3 of the Metro system, as Tiyuxilu Station will be the interchange station of Line 1 and

Line 3.
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5.4.5 Tenancy Profile

Floor Trade Mix Anchor Tenants

6/F F&B • Wuguojie Restaurant
• Laoxianglou Restaurant

5/F F&B • Xinchaoliu Restaurant
• Shitailang Restaurant

4/F Department store (men’s wear,
shoes & accessories, bedroom
items)

• Xindaxin Department Store3/F Department store (casual wear,
children wear, sportswear);

2/F Department store (cosmetics,
jewellery, fashion)

1/F F&B, Fashion • KFC
• Haagen Dazs

LG Home electrical appliances • Gome

Source: Cushman & Wakefield

Because of the relatively small size in comparison to other prime retail centres in the
district, Victory Plaza positions itself as a themed shopping centre targeting “white-collars”
aged between 25 and 35. As at the end of September 2005, approximately 46% of the space
was occupied by Xindaxin Department Store, 6% by fashion retailers, and 39% by F&B
outlets.

Victory Plaza Trade Mix Measured by Area
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Source: Cushman & Wakefield
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Victory Plaza Lease Expiries Measured by Area
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Source: Cushman & Wakefield

In terms of lease expiry, approximately 90% of the space has a lease expiry date in 2010
and beyond. This largely reflects the long lease terms secured with a few of the anchor
tenants such as Xindaxin Department Store, Gome and a few large restaurants.

5.4.6 Rental and Occupancy Rate Benchmarks

For the area of the building to be listed in the REIT and using 30th September 2005 as
the reference date, the following table shows how rents (based on what is achievable
according to C&W’s opinion) and occupancy rates in the Victory Plaza compare with the
overall Tian He retail market.

Occupancy Rate
Achievable Open Market

Rental Ground Floor

Victory Plaza 100% RMB360 /sq m/mth

Tian He Average 81% *�RMB958/sq m/mth

* Figure refers to the average prime retail shopping centre rent in Tian He.

� The achievable open market rental is based on a basket of properties selected by C&W to track the general

movement in the market and does not represent the actual achieved rent for any particular building.

Furthermore, the market average quoted is an average weighted by size of each building in C&W’s basket

of selected properties.

Source: Cushman & Wakefield
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5.4.7 Rental Growth and Occupancy Projections

Open Market Rental Growth and Occupancy Rate Projections

2005F 2006F 2007F 2008F 2009F

Rental Growth 5.0% 6.0% 8.0% 10.0% 10.0%

Occupancy Rate 100% 98% 99% 99% 99%

2010F-2014F
Rental Growth 6.0% per annum on average

Occupancy Rate 99% on average

Note: Rental forecasts for 2005-2009 are based on an assessment of the projected future demand, supply

and vacancy conditions in the market. Forecasts for 2010-2014 are based on the assumption that

rental growth will revert to the long-term trend. The percentage growth represents the change in open

market rent (ie. a new lease) over a 1-year period, and does not represent the projected rental

reversion of leases upon lease renewal.

Source: Cushman & Wakefield

We project the open market rent for the building to largely follow the growth pattern of

the overall Guangzhou prime retail market. However, the rental growth for the first three

years has been lowered to reflect the potential negative impact on the building during the

office construction period. We project the occupancy rate for the REIT portion of the building

to fluctuate between 98%-100% over the next 10 years.
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Section 6 Conclusion

All four of the subject properties are located in Guangdong, one of the most affluent provinces

in Mainland China. The city of Guangzhou has been the dominant force behind the province’s

economic successes over the past decade. The outlook of the local economy remains positive on

the back of increasing FDI and rising disposable income.

Looking ahead, the local government is dedicated to strengthen Tian He district as the new

CBD of Guangzhou. Apart from commercial real estate developments in the area, large

transportation infrastructure projects are also currently underway to improve the accessibility of

Tian He. All of these efforts will greatly enhance the attractiveness of the district, particularly to

foreign businesses and will therefore stimulate stronger demand for both office and retail space.

As a result, the three subject properties in Tian He (ie. Fortune Plaza, City Development Plaza and

Victory Plaza) stand to benefit enormously. However, our view is that the office market is projected

to perform less well than the retail market because of the anticipated high level of new supply in

the coming few years. Moderate rental reductions are forecasted in between 2006 and 2009,

before reverting to growth in 2010. On a district level, rentals for Grade ‘A’ office buildings in prime

locations (ie. areas surrounding Tian He Sports Stadium) are likely to perform better compared

with the rest of Guangzhou.

The other subject property located in Guangzhou is White Horse Building. This is a

well-known wholesale centre with very good accessibility to the rest of the country via

expressways and railways. It is recognised as the leader for garment wholesale businesses within

the city. We are not aware of any major real estate, urban and infrastructure development plans

that will seriously damage its current market position going forward.

Yours faithfully,
Cushman & Wakefield (HK) Limited

John Su
Director

Research & Advisory
Consultancy
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