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ECONOMIC OVERVIEW

Japan’s GDP grew in the previous quarter by
0.4% (quarter-on-quarter, seasonally adjusted),
led by the recovery in private consumption and
investment. In this quarter, GDP was forecast
to continue its upward trend as corporate

investment activity remained brisk after increasing by 2.8% (year-on-
year) in the previous quarter against the backdrop of strong
corporate performance, according to the Ministry of Finance’s Policy
Research Institute. Going forward, the Japanese economy would
undergo an uplift as strong corporate performance is expected to
translate to more investment, employment and an increase in wages.
The upward trend of investment is supported by the robust growth
of machine tool sales (20.4% in January and 28.9% in February, year-
on-year), a leading indicator of business sentiment. Business
confidence remained robust for both the manufacturing sector (+13),
and the non-manufacturing sector (+20), as indicated in the “Quick
Tankan” monthly survey in February.

OFFICE MARKET OVERVIEW

The market was on a slow upward trend.

The average rent for Grade A remained at JP 28,000 per tsubo per
month (/tsubo/mo) in the past three months, although the average
vacancy rate increased to 3.1% from 2.3 % in the fourth quarter of
2014 due to new construction completions with remaining large
vacant spaces. The average rent for All Grades in the CBD increased
from JPY11,919/tsubo/mo to JPY11,950/tsubo/mo, while the vacancy
rate fell slightly from 4.8 % to 4.7 % over the previous three months.
The market indicators slowly improved and showed an upward trend
in the first quarter of 2015, but it was still sluggish. As for new supply
in 2015, they were concentrated in the Nihombashi and Yaesu
submarkets and the landlords were very aggressive in attracting
tenants. Many of them forecast that rents will continue to increase
over the following years and intended to contract shorter leases in
anticipation of a rent review in a few years. In addition, ! Grade A (1)
buildings that have been revised with the new definitions indicated
4.2% for the average vacancy rate and JPY31,919 /tsubo/mo for the
average rent.

I The definitions of Grade A buildings were revised this quarter. i Age of building: from
less than 15 years to less than 10 years. ii Minimum total net rentable area of building:
from 2,000 tsubo to 3,000 tsubo. Only the data of Grade A (1) buildings defined newly
will be updated in and after the second quarter of 2015.
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OUTLOOK

Office demands are anticipated to keep pace with the continual
strong corporate performance led largely by the manufacturing sector
against the backdrop of a weakening Yen. We expect the Yen would
continue on this path in light of the ongoing monetary easing
measures. Prior to FY2015, many tenants have started to actively
seek new buildings in the market. Considering that the volume of new
supply in 2015 will be lower than the average level in the past decade,
the market is less likely to weaken. Thereafter, the Grade A office
market is forecast to trend upward.

GRADE A STATS ON THE GO
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1Q 14 1Q 15 Y-0-Y 12 MONTH ~ GRADE A (I) FORECAST
CHANGE 1Q 15
Overall Vacancy 3.1% 3.1% - o~ 4.2%
Direct Asking Rents 26,500 28,000 5.7% 3191
(JPY/tsubo/mo)
YTD Leasing Activity 220,027 235,041 6.8% -~ -
(sf)

GRADE A RENTAL VS. VACANCY RATES
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ALL GRADE CBD LEASING ACTIVITY VS. ABSORPTION
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*TOKYO MARKET STATISTICS

SUBMARKET INVENTORY (TSUBO™*)  OVERALL YD LEASING UNDER YD YTD OVERALL AVERAGE NET RENT***
VACANGY  ACTVITY CONSTRUCTION CONSTRUCTION NET ABSORPTION
RATE (5180) (15080) COMPLETIONS (15080)
(TSUBO) JPY/TSUBO/MO USS/SF/YR EURO/SF/YR

Grade A 1,057,997 42% ; 186,121 44,551 ; 31,919 89.89 82.30
All Grade in CBD 11,479,143  47% 145332 335,000 56,600 40,107 11,950 33.65 3081
et 8,556,343 50% 107,317 122,000 5,400 30,935 10,865 30.60 28.02
Chuo 85,200 6,500 11,632 3276 29.99
Minato 79,300 44,600 12,680 3571 32.70
Tl 2,922,800 39% 38015 17,100 0 9,172 11,322 31.89 29.19
Tl 31,400 100 14,765 41.58 38.07

*Data as of Mar. | ** | Tsubo is approximately 3.3sq.m. and 35.58 sf
*#* Rent for Grade A reflects weighted average of achievable rent, and Rents for All Grade reflect average asking rent. Both of rents include common area management fee.
| Euro =130.786 JPY; | USD =119.747 JPY; As of 23 Mar. 2015

Source: Cushman & Wakefield Research, Sanko Estate

MARKET HIGHLIGHTS

Significant QI 2015 Lease Transactions SUBMARKET TENANTS BUILDING CLASS SQUARE FEET
Toranomon Hills Mori Tower Minato-Ward Novartis A 249,025
Osaki Bright Tower Shinagawa-Ward  Kanpo Life Insurance A 989,825
Roppongi 3 Chome East District Project Minato-Ward Japan Patent Office A 224,154
Significant Q1 2015 Sale Transactions SUBMARKET BUYER PURCHASE PRICE / $PSF SQUARE FEET
Meguro Gajoen Meguro-Ward LaSalle Investment JV China 697 Gross Floor Area:
Investment COFP 1.677.291
Aoyama Bldg. Minato -Ward GreenOak Real Estate 959 Gross Floor Area:
400,603
Shiodome Building Minato -Ward Activia 1,338 Gross Floor Area:
187,191
Significant Q1 2015 Construction Completions  SUBHARKET MAJOR TENANTS COMPLETION DATE SQUARE FEET
Shinagawa Season Terrace Minato-Ward Tanseisha February 2015 Gross Floor Area: 2,214,819
(Rentable Area: 1,443,872)
Tokyo Tatemono Nihombashi Bldg. Chuo-Ward Mizuho Shin Fudosan Hanbai February 2015 Gross Floor Area: 251,586
(Rentable Area: 141,253)
Significant Projects Under Construction SUBMARKET MAJOR TENANTS COMPLETION DATE SQUARE FEET
Shintekko Bldg. Chiyoda-Ward - October 2015 Gross Floor Area: 1,259,247

(Rentable Area: 818,518)
Source: Real Capital Analytics, Nikkei Real Estate Market and Cushman & Wakefield Research

For inquiry: Keisuke Yanagimachi, Head of Research Japan, e-mail: keisuke.yanagimachi@ap.cushwake.com

Profile:

Keisuke surveys the entire market ranging from developments to leasing and investment markets across all property sectors. Keisuke began his
career in the construction industry designing shopping malls and residential blocks. He further expanded this scope as a project manager for a
variety of developments. After he got a Master degree in the UK, Keisuke joined Mizuho Trust & Banking where he got hands on experience in the
Japanese property securitization market. Following that he moved to CBRE and analyzed the investment market and various property indexes prior
to joining C&W. He is a visiting researcher of Waseda University, Member of the Japanese Association of Real Estate Financial Engineering and First
Class Architect.
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