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Melbourne’s suburban office market comprises an estimated 2.6 million square metres of office space representing
approximately 34% of total metropolitan office stock.

The suburban office market is made up of five separate sub-regions including the City Fringe (largest by square metre
area) that includes around 825,000m? in the key suburbs of Port Melbourne, East Melbourne and Richmond. The Inner
East totals 495,000m? with more than 200,000m? in Hawthorn and Camberwell alone. The Outer East, (720,000m?) is the
second-largest sub-region with around two-thirds of stock existing in office / business park style developments (Mulgrave
and Glen Waverley).

The South East provides around 330,000m? with its core suburban centre located in Dandenong with more than 85,000m?
and smaller concentrations existing in Cheltenham and Moorabbin. Finally, the North & West jointly totals approximately
250,000m? in the main commercial suburbs Moonee Ponds, Footscray, Preston and Heidelberg.

It should be noted that the suburban office market excludes St Kilda Road which forms part of the larger Near City office
markets. The table below demonstrates:

Approx. Under
Approx. Total 9
Office Sub-Region Core Suburbs Zi)ock m? Vacancy Rate Construct. / % (S)tfo'l;(l)(tal
(m°) (%) Proposed (m?)
. . Port Melb; South Melb; East
! ! 0, 0,
City Fringe Melb; Richmond 825,000 7% 125,000 31%
Inner East South Yarra; Hawthorn, 720,000 9% 65,000 27%
Camberwell
Outer East Mulgrave; Burwood East; 495,000 5% 35,000 19%
Glen Waverley; Box Hill
South East Cheltenham, Moorabbin; 330,000 10% 15,000 13%
Dandenong; Frankston
North & West Moonee Ponds; Preston; 250,000 8% 15,000 10%
Footscray; Heidelberg
TOTAL / AVERAGE 2,620,000 8% 255,000 100%

Source: Cordells, m3property Research
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Over the past five years, strong investor demand in response to positive rental growth had placed downward
pressure on yields. In 2008 with the onset of the global financial crisis (GFC), whilst there was little market based
evidence to fully substantiate the trend, we have seen yields soften as institutional investors and funds reduced
debt by selling assets. Other demand factors contributing to reduced investor sentiment in the market and
softening of yields include superior returns available from other asset classes and uncertainty surrounding the
future direction of the economic environment.

Our experience, across all asset classes is that properties over $50 million are increasingly hard to sell because of
the difficulties in obtaining debt and the high level of equity required by banks. In the sub-$50 million range
private investors and syndicates are still active despite the tighter credit conditions and are generally most
interested in properties with long weighted average lease expiries, a strong tenancy profile and little to no
vacancy. Properties that have recently sold with existing vacancy, significant expiry risk or short remaining
residual lease terms have been heavily discounted by investors due to the current adverse leasing market
conditions.

Recent evidence indicates yields are under pressure with a softening of up to 150 basis points applied to recent
valuations. This is reflective of the lack of institutional purchaser demand and the weight of money chasing
commercial assets.

Owner occupiers have been present in the market below the $10 million price range with some good results
recorded for smaller City Fringe properties offered with vacant possession. Purchasers in this category are less
yield focussed and are still prepared to pay a premium for property in more tightly held locations.

The following table identifies recent sales and relevant transaction details above $5M:

Melbourne Suburban Office Market

Transactions above $5.0 million

Address NLA (m?) Market Yield $/m2

591-605 Doncaster Road Doncaster Sep-09 $17,300,000 8,875 9.51% $1,949
395-405 Royal Parade Parkville Jul-09 $57,596,144 13,000 7.50% $4,430
369 Royal Parade Parkville Jun-09 $19,300,000 8,749 11.70% $2,057
19-25 Raglan Street South Melbourne May-09 $5,026,000 1,689 8.49% $2,976
6-8 Compark Circuit Mulgrave May-09 $8,700,000 3,640 10.29% $2,390
112-114 Balmain Street Richmond Apr-09 $6,500,000 1,590 6.79% $4,088
1-11 Glenferrie Road Hawthorn Apr-09 $7,800,000 2,116 8.75% $3,686
17-23 Queensbridge Street Southbank Apr-09 $9,775,000 2,820 8.54% $3,466
19-23 Prospect Street Box Hill Apr-09 $12,250,000 4,274 9.18% $2,866
552 Victoria Street North Melbourne Mar-09 $5,718,000 2,539 7.97% $2,252
195 Wellington Road (BId 2) Mulgrave Mar-09 $7,510,000 2,174 8.80% $3,452
675-679 Victoria Street Abbotsford Dec-08 $30,000,000 9,478 8.50% $3,165
31 Vision Drive Burwood East Nov-08 $11,150,000 6,432 10.38% $1,734
10 Jamison Street Cheltenham Sep-08 $13,000,000 5,279 8.90% $2,462
195 Wellington Road (BId 1) Mulgrave Sep-08 $16,800,000 4,275 7.75% $3,930
295-297 Springvale Road Glen Waverley Aug-08 $15,500,000 4,590 8.92% $3,377
301 Burwood Highway Burwood Aug-08 $45,000,000 19,778 9.84% $3,171

Source: m3property Research
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