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SHORTTERM UNDERSUPPLY

Amongst the background of global financial insecurity in early 2016, the Sydney office
market remains an attractive destination for investments. Although the Sydney
markets have experienced a relatively slow entry into the year 2016, the Sydney CBD
office market continues to be in high demand over the March quarter. Property
transaction values remained high in the quarter averaging at $129.6 million. The
Sydney office vacancy outlook may decrease and result in short -term undersupply as
over 90,500 sqm of office space will be withdrawn from the market for the
construction of the future metro rail stations across the Crows Nest/St Leonards, North
Sydney and Sydney CBD markets.

A landmark sale in the quarter ~ was the sale of 77 King Street, located on the corner of
King and George Street in the Sydney CBD. Also known as the Apple Building, Keppel
REITsold the A Grade office building to Invesco Asset Management  under its unlisted
property fund Invesco Asia Core Fund for $160 million. The stratum sale excludes the
retail podium that holds the  Apple store still owned by Kingvest. The sale reflects an
initial yield of 6.02%. The property features two basement level retail space totalling to

1,227 sqm, a 773sqm childcare centre on the first floor, 10,610 sqm of office space
spread out to 18 levels. Major tenants in the building includes Apple, Facebook,
Capgemini and Rebel Sports.
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SYDNEY OFFICE MARKET HIGHLIGHTS

The March quarter 2016 results revealed that there was $1.8
billion worth of property that was sold, however, when
compared to the same period in 2015 the number of office
sales have decreased. Many of the sales transactions and
leases occurred in the Sydney CBD and suburban office
markets. Due to a number of properties being acquired for the
development of the underground metro rail stations, the office
market vacancy in various markets is expected to decrease as
displaced tenants look for rental options. The short  -term
undersupply outlook may change when a number of
developments reach completion towards the end of the year.

Sales

The majority of major sales activity in the March quarter
occurred in the Sydney CBD and North Sydney office markets
Many vendors were property funds and a number of
purchasers were developers and listed funds

A notable sale in the quarter

was the sale of 1 Woolworths

Way, located in the Norwest

Business Park at Bella Vista.

The A Grade office campus

was sold by Mirvac Group to

Inmark Asset Management

for $336 million. The property

is tenanted by Woolworths as

its national headquarters and is on a 15  -year lease which was
signed in August 2015. The sale reflected an initial yield of 6.07%
and a sales rate of $7,500 psm. Bella Vista is located about 33
km north -west of the Sydney CBD.

Leases

The number of Sydney metropolitan office significant leasing
activities decreased in the March quarter. The Crows Nest/St
Leonards market, Chatswood market and North Ryde/
Macquarie Park market did not record major leasing deals in
the quarter. The observed average rent was about $435 psm
across the Sydney metropolitan office market on an average
term of 5.6 years.

One of the significant leases signed in the quarter was the

InvoCare Australia deal at 40 Miller Street, North Sydney .

InvoCare agreed to lease 1,650 sgm office space on an
estimated rate of $606 psm on a 5 year term, the lease will start
in mid -2016. This reflects an y Y
annual rent of just over $1
million. The reason for the move
was due to tenant
displacement by the new North
Sydney railway station at 181
Miller Street. InvoCare plan to
move its headquarters into the
space in the second quarter of
2016.
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Developments

Thereds a number of new devel opmen
scheduled to be completed in the first half of 2016. According

to the Property Council of Australia, it is forecasted that a new

supply of approximately 169,780 sgm office space will be

released in the first six months of 2016 and are located in the

Sydney CBD, North Sydney and Parramatta markets.

One of the anticipated

development due for completion in

the 2nd quarter of 2016 is the
International Towers Sydney, Tower
3. The tower is located on  Hickson
Road and Shelley Street in the city
of Sy dBaeaggarso district. The
building is projected to provide

79,221 sgm NLA across 38 office
levels on an average floorplate size

of 2,300 sqm. The commercial tower
will include 167 car spaces and
approximately 5,315 sqm of retail
space. The tower is currently 73% pre -leased with major tenants
including KPMG and Lend Lease .

Yield

As observed by Preston Rowe Paterson Research during the six
months to March, the average yield in the Sydney metropolitan
office market had shown to be approximately 6.7%. The Sydney
CBD office yields ranged from 5% to 7% to an average yield of
approximately 6.1%. The Parramatta office market recorded an
average yield of approximately 6.65%.
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Image 1 i Location map of major CBD in the Sydney metropolitan
area fi Source fi Google Maps and Preston Rowe Paterson Research
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