KL office market still lacklustre

EY HANNAH RAFEE

he office market in Kuala Lumpur and
beyond KL (Selangor) remained mostly
static and unglued in the first quarter
of the year, in the light of the slowing
local economy,and the situation looks
set to continue for the rest of the year.

“The office market in KL and beyond KL was
subdued in 102016,” remarks Knight Frank Ma-
laysia managing director Sarkunan Subrama-
niam.“Generally, there were fewer office space
leasing enquiries and less activity. In most of the
locations surveyed, there was a marginal con-
traction in the achieved rents for the quarter.”

According to The Edge/Knight Frank Klang
Valley Office Monitor 1Q2016, the cumulative
supply of office space in KL City, KL Fringe and
Beyond KL stayed unchanged at 92.53 million
sq ft as there were no completions of office
buildings during the period.

“But there is high impending supply [cur-
rently under construction] — about 860,000 sq
ft in KL City, 3.4 million sq ft in KL Fringe and
1.7 million sq ft in Beyond KL are slated for com-

pletion by the end of the year,” says Sarkunan.

The supply of office space is expected to grow
15.1% between 2Q2016 and 2018 with the bulk
of new completions in KL Fringe.

The cumulative total office space under con-
struction in KL City, KL Fringe and Beyond KL
in 1Q2016 stood at 13.99 million sq ft.

“Two office towers are expected to be com-
pleted in 2Q2016, namely Menara Hong Leong
{Tower A of Damansara City) in Damansara
Heights and Mercu Mustapha Kamal (Tower B)
in Neo Damansara, Damansara Perdana.These
towers are expected to add 686,000 sq ft to the
existing stock,” Sarkunan points out.

Despite notable occupier movements in KL
City and KL Fringe, overall occupancy in both
regions remained flat during the quarter under
review. “This is because much of the leasing ac-
tivity was related to existing tenant movements,
upgrading and rent advantage rather than
expansionary purposes,” observes Sarkunan.

Beyond KL (Selangor), however, recorded
a marginal improvement of 1.4% in overall
occupancy. “The office market in this region
is expected to be stable this year, supported

mainly by the upcoming completion of trans-
port links such as the LRT and MRT lines. But
overall, occupancy rates are expected to trend
downwards this year,” says Sarkunan.
Average rents in KL City and KL Fringe fell
0.6% and 0.3% respectively, mainly due to com-
paratively cheaper achieved rents while aver-
age rents in Beyond KL (Selangor) shrank 0.8%
in 1Q2016."Average rents in KL and Beyond KL

are likely to dip in the coming quarters as new
supply enters the market, resulting in a mis-
match with demand,” says Sarkunan.
“Nevertheless, more owners and landlords of
newly completed buildings [particularly those
not pre-let earlier or have yet to achieve signif-
icant occupancy post-completion] are stepping
up their marketing/leasing efforts by offering
lower rents and attractive incentives,suchasa
rent-free period and so on, to attract tenants.”

Key trends in 2016

“The KL office market is under growing pressure.
Rents are expected to decline marginally due to
heightened competition and a high supply pipe-
line [existing and incoming],” says Sarkunan.

Office vacancies are also expected to increase.
There has been lesser demand and lower ab-
sorption (take-up) as firms cut workforce, freeze
hiring and consolidate business operations.

Based on the monitor, new office space take-
up continues to fall as occupiers, particularly
from the oil and gas sector, are operating in
a challenging business environment. This is
reflected in KL's net absorption, which was
significantly lower at about 102,482 sq ft in
1Q2016, a sharp contraction of 63.01% g-0-q
and 38.56% y-0-y.

“Some O&G companies are looking at sub-let-
ting their office space or trying to convince their
landlords to reduce their occupying space. Yet
others are trying to renegotiate more reasona-
ble rents with their landlords,” says Sarkunan,
adding that more multinational corporations
may also be enticed to relocate their regional
offices from Singapore to KL to benefit from
lower operational costs here.

According to him, persistently low oil pric-
es have slashed the revenue of leading subsea
companies such as McDermott, Technip and
Saipem. They have thus shifted their opera-
tions from Singapore to KL to take advantage
of the attractive ringgit, which translates into
lower operational costs, and also to be closer
to their clients, he says. “The proposed high-
speed rail between KL and Singapore will also
be a game changer when it is operational post-
2020, which augurs well for the KL office mar-
ket and commercial activities along the route
and major stops.”

On future challenges, Sarkunan says, “The
KL office market is expected to remain lack-
lustre with less activities generally. Pressure
will mount on rents and occupancy as the sup-
ply-demand mismatch worsens. At the same
time, existing and new tenants may take ad-
vantage of the subdued market to renegotiate
rents. The scheduled completion of Phase 1 of




the Sungai Buloh-Kajang MRT line may lead to
higher demand for decentralised office space.

“All in all, well-located, good grade office
buildings and those with MSC status are ex-
pected to continue to perform well.”

Occupancy and rental rates unchanged
Based on The Edge/Knight Frank Klang Valley
Office Monitor 1Q2016, the overall occupancy
rate in Beyond KL improved 1.4% to 79.7%. Oc-
cupancy in Beyond KL grew slightly,up 4.5% in
Shah Alam, 2.8% in Cyberjaya, 1.2% in Subang
Jaya and 0.4% in Petaling Jaya.

“Despite several tenants moving out of the

SME Technopreneur Centre in Cyberjaya, FTMS
Global College took up the entire Block 3420 (for-
merly occupied by Ericsson), while there were a
few tenant movements in the Top Glove Tower
in Shah Alam, leading to a 2.6% improvement
in overall occupancy,” says Sarkunan.

The overall occupancy rate in KL Fringe
increased 0.7% to 90% with improvements in
most areas, including KL Sentral (up 1.5%) and
Damansara Heights (up 0.6%). However, there
was a slight decline in Mid Valley City/Bangsar/
Pantai (down 0.2%).

In KL City, overall occupancy in 1Q2016
showed a marginal improvement of 0.1% to



Rents dip in all the areas

82.7%.There was a slight growth in the Golden
Triangle (up 0.2% to 81.7%) but a decline in the
central business district, down 0.3% to 88.1%.

As for rents in 1Q2016, there were dips in
all the regions. Beyond KL saw an overall re-
duction of 0.8% to RM4.16 psf — it was RM4.12
psf in Cyberjaya; RM3.43 psf in Shah Alam;
RM4.40 psf in Petaling Jaya; and RM3.90 psf
in Subang Jaya.

In Damansara Heights in KL Fringe, the
overall rents of Grade A offices rose 0.9% to
RMS5.88 psf while in KL Sentral, they rose 0.7%
to RM6.82 psf. In Mid Valley City/Bangsar/Pan-
tai, Grade A offices saw their rents decline 0.1%
to RM5.89 psf.

In KL City,overall rents in the Golden Trian-
gle Prime A+ were unchanged quarter on quarter
at RM11.33 psf. However, those for the Golden
Triangle Grade A decreased 1.45% to RM7.09
psfand fell 1.1% to RM5.35 psf for CBD Grade A.

According to Sarkunan, several upcoming
areas and developments present good oppor-
tunities for investors.

“The upcoming developments in Damansara
Heights,such as the nearly completed Daman-
sara City by Guocoland and the ongoing rede-
velopment of Pusat Bandar Damansara (PBD)
by Pavilion Group and its JV partner (Canada
Pension Plan Investment Board),coupled with
two MRT stations nearby [in Semantan and
PBDJ, augur well for the office market in the
location,” he says.

“Another upcoming area is KL Eco City.The
integrated development next to Mid Valley City
is expected to become one of the major locations
in KL Fringe after its scheduled completion in
2016/2017.Apart from seven office buildings [six
purpose-built and one stratified], the project
also features three high-rise residentizl blocks
and one serviced apartment block.

“UOA Business Park, formerly Kencana
Square, is a mixed-use development compris-
ing nine blocks of boutique offices and a row
of retail shops that are expected to be fully
completed in 1H2016. Having Federal Highway
frontage and direct access to the Subang Jaya
LRT and KTM stations, the project is expected
to become another major office location like
Bangsar South,” adds Sarkunan.

Notable movements and transactions

In 1Q2016, Tropicana Plaza Sdn Bhd (former-
ly Dijaya Plaza Sdn Bhd) proposed to sell a
piece of freehold land with a 19-storey office
building — known as Dijaya Plaza, which
had two levels of 322 parking bays and all
the equipment fittings — to Kenanga Invest-
ment Bank Bhd. Dijaya Plaza is located in
Jalan Tun Razak and has a net lettable area

of about 156,488 sq ft and is priced at RM140
million or RM895 psf.The sale is expected to
be concluded by 2Q2016.

Elsewhere, Inflobox has opened its first
Asian R&D facility in Uptown 1, Damansara
Uptown, to help address global domain name
system threats.

Milliman Inc, a leading global consulting
and actuarial firm, has opened an office in KL

(1 Sentral, KL Sentral).The 12th in Asia-Pacific,
the KL office offers employee benefits, life, non-
life and health insurance consulting services.

Meanwhile, CE+T Power Group,one of the
leading manufacturers of modular power
inverters for the European and US markets,
has opened its central Asia-Pacific office in
Plaza Sentral in KL.

Notable announcements

In KL City, TRX City Sdn Bhd (formerly 1IMDB
Real Estate Sdn Bhd) will build a 27-storey of-
fice tower with a gross development value of
about RM500 million and lease the structure
to Prudential Assurance Malaysia (PAMB) for
15 years.

PAMB will make the financial district of
Tun Razak Exchange its operation base for
Malaysia and is expected to occupy more
than half the building that is located in the
Park Quarter,which comprises low-rise resi-
dential and office buildings,a cultural centre
and open spaces. PAMB will move in at the
end of 2018.

In KL Fringe, Naza TTDI is collaborating

with Keystone Impetus Sdn Bhd to develop
two blocks of stratified office buildings on a
2.47-acre site in KL Metropolis. Completion is
slated for 2021. The 75.5-acre, mixed-use de-
velopment, KL Metropolis, is located off Jalan
Duta and will house the country’s largest ex-
hibition space, the Malaysian International
Trade and Exhibition Centre.

Also in KL Fringe, UDA Legasi Sdn Bhd’s
upcoming mixed-use project, Legasi Kampong
Bharu,will feature a 29-storey office tower with
83 units. Located in Jalan Raja Muda Musa,ad-
jacent to the Putra LRT Kg Bharu station, Me-
nara Legasi is targeted for launch this month
and completion by 2019.

In Beyond KL, Ascent Paradigm by WCT
Holdings Bhd, which opened in 3Q2015, has
seen half its NLA of 504,084 sq ft taken up. Lo-
cated in Kelana Jaya, off the LDP, the 32-storey
Grade A, MSC-status corporate tower is part of
the RM1.8 billion Paradigm integrated com-
mercial development. Besides housing WCT’s
new headquarters, its other tenants are DKSH
Malaysia Sdn Bhd, CHR Hansen Malaysia Sdn
Bhd, Keyence (M) Sdn Bhd and US-based phar-



maceutical company Eli Lily (M) Sdn Bhd.

Meanwhile, Mah Sing Group Bhd’s office
building in Icon City is open for lease. Located
at the intersection of the Federal Highway and
LDP, MSC Tower (pending official approval)
is a 9-storey office building that is LEED and
Green Building Index-certified and has MSC
Malaysia Cybercentre status (Stage 1).

With a gross floor area of 48,833 sq ft and
NFA of 3,662 sq ft on each level, the office space
has a typical ceiling height of oft and 2x2

acoustic ceiling boards for sound absorption.

Also in Beyond KL, TSR Capital has pro-

posed to acquire a private company that owns
a freehold parcel (5,000 sq m) with develop-
ment approval for two blocks of office towers
(19-storey and 11-storey) and a 4-storey car
park. The project, which has a preliminary
estimated GDV of RM230 million, is located
adjacent to Menara TSR in Mutiara Damansara.

TSR intends to partially sell or lease the
buildings to be developed on the land with
70% of the lettable space to be sold and the
remaining kept for rental income and capital
appreciation. (&



Average rental rate (RMPER SQFT/MTH)

Location Grade 2010 201 2012 2013 2014 2015 2016
La1Q T 10 SNTQRateae - 1057520 030 4Q SEeRaREeaen . 19
KLCITY
Golden Triangle Prime A+ 100 150 11.38 10.25 10.33 10.4210.50 10.75 10,83 10.92 1.00 1.33 11.33 11.33 1133 1133
Grade A 623 615 625 664 664 668 668 696 696 699 699 721 721 719 719 7.09
466 466 490 506 506 506 506 510 510 510 515 515 515 515 51
554 5 02 603 604 620 621 623 625 638 639 639 639 635
Central Business District 4,60 526 526 526 542 542 542 542 561 561 541 541 535
372 430 430 430 440 440 440 440 453 453 453 453 453
422 483 483 483 497 497 497 497 513 513 502 502 4.98
Overall 5.19 581 5.83 583 599 6.00 601 604 617 618 617 6.17 6.13
KL FRINGE
Damansara Helghts/TTDI Grade A 475 485 495 500 500 500 492 503 512 520 528 540 543 543 583 588
414 421 421 424 424 429 429 429 429 437 437 437 437 426
Average-DH = 4.25 4.24 432 439 439 441445 451 454 456 459 468 4.69 469 490 4.85
KL Sentral Grade A 600 600 600 627 644 648 651 653 648 654 657 678 678 678 678 682
Grade B 570 580 600 610 610 610 610 620 620 620 620 630 630 630 630 6.00
Average-KLS 590 593 6.00 624 640 643 646 649 646 651 653 673 673 673 673 674
Mid Valley City/Bangsar/Pantal (MBP) Grade A 546 559 547 560 560 561 561 572 573 575 577 590 590 590 590 5.89
GradeB 430 415 460 478 478 478 478 4.85 485 4.85 485 4.95 495 495 495 4.96
Average-MBP 529 527 528 543 543 544 544 554 555 556 557 570 570 570 570 569
Overall Average 502 499 507 532 538 540 542 549 552 554 557 570 571 571 574 6.74
BEYOND KL (SELANGOR) N——
Petaling Jaya Grade A .89 4,89 4.89 489 4.89
Grade B 421 423 423 423 4
Average-Pl ..440 441 441 44] 440
Subang Jaya Grade A 433 433 433 433 433
Grade B 374 373 373 373 3N
_Average-S) i i 392 391 391 391 390
Shah Alam Grade A 0.00 350 350 350 3.30
GradeB 350 3.50 350 350 3.50
Average-SA x BN 2 350 350 350 350 343
Cyberjaya Grade A 415 415 415 415 4715
Grade B 478 438 418 418 4m
Average-CJ 2 417 417 417 4N 412
Overall Average 419 419 419 419 416




Average occupancy rate

o/

C

D
|_ H
[k
B

0

K

2347Q2347Q234

5
1023410234702 341Q
2 "z 4 15

Q
10 M 13 6

Average rental rate

RM psf/month

\

10.4

88

72

56

=

W

|

Mid Valley

ity/Bangsal

= /Pantai
Golden
— Triangle

amansara
eights
entral
usiness

District

verall

(KL Fringe)
Overall
(KL City)

L Sentral

— Golden Triangle
Golden Triangle

KL Sentral Grade £
Overall
(KL City)
Mid Valley City/
Bangsar/Pantai
~ Grade A
— Overall
(KL Fringe)
= Central
~ Business
District Grao
Damansara

40
023410234100

13 4 15

V2341923410234
10 M 12

Rent index

2010=100
1220

155

109.0

1025

96.0
3

MW234MQ2347023410923 4102 34'!93

410
10 n 12 13 14 5 16

Heights

) 3410

16

Central

Business
i~ District
a Overall

KL City)

Golden Triangle
KL Sentral
Overall

(KL Fringe)
Damansara
Helghts

Mid Vvalley City/
Bangsar/Pantai




Sarkunan:

Pressure will
mount on rents
and occupancy
as the supply-
demand
mismatch
worsens
Rent index
Index (2010=100) 2010 20m 2012 2013 2014 2015 2016
1 N1 0] M 2@ 3Q 4Q 2008780 40 Q20 30 40 B
KLCITY
Golden Triangle 1000 977 1030 1087 1088 1090 1091 121 M22 125 M29 153 1154 155 1155 114.8
Central Business District 1000 1040 1095 45 145 N45 145 w2 My mT ni7 1215 1215 1189 189 18.1
Overall 100.0 998 1054 m3 m4 me M7 48 1149 N52 N56 783 M83 182 182 M5
KL FRINGE
Damansara Heights 1000 998 1017 1033 1033 1038 1046 1061 1067 1073 1079 101 1104 1104 1153 M40
KL Sentral 1000 1006 1017 1058 1085 109.0 1095 T00 1094 1103 107 1141 141 1141 1141 1142
Mid Valley City /Bangsar/Pantal 1000 995 998 1025 1025 1027 1027 1046 1048 1050 1053 107.7 107.7 107.7 107.7 1W07.6
Overall 1000 996 1012 106.1 107.3 107.7 108.0 1095 101 105 MO MM37 N37 N37 Na4 14.1
Average occupancy rate (%)
Location Grade 2010 20M 2012 2013 2014 2015 2016
M. 19 19 20 30 49Q W 20 30 4Q 1Q 20 3Q 40 1Q
KLCITY
Golden Triangle Prime A+ 990 990 999 857 857 921 921 921 921 929 933 945 952 952 952 952
Grade A 927 746 766 785 795 808 835 793 805 802 784 787 745 715 718 731
Grade B 933 839 857 844 840 833 838 838 830 849 845 833 833 840 832 821
Average-GT 954 B45 857 826 828 848 860 844 845 853 845 845 828 816 815 817
Central Business District Grade A 959 707 821 815 811 808 809 867 868 865 867 867 877 839 861 86.1
Grade B 1000 950 740 696 739 740 729 894 808 925 920 918 925 925923 915
Average-CBD 970 754 792 772 785 783 780 876 846 887 886 885 B95 870 884 881
Overall Average 957 828 84.6 817 821 838 B47 B49 845 859 852 B5.2 839 824 826 827
KL FRINGE
Damansara Heights Grade A 940 952 955 OB7 979 972 888 896 896 904 890 885 018 938 764 777
Grade B 935 834 785 842 B21 B19 B45 857 B57 857 865 B69 863 855 881 877
Average-DH 938 891 859 905 890 885 868 878 878 831 878 877 892 899 815 820
KL Sentral Grade A 930 953 953 632 641 666 593 596 625 654 751 77.9 784 838 884 901
Grade B 960 980 980 920 920 920 920 920 920 920 920 920 920 920 920 920
Average-KLS 949 971 971 724 719 737 677 679 688 710 787 809 813 856 89.2 905
Mid Valley City/Bangsar/Pantal (MBP) Grade A 814 B41 725 897 906 941 938 964 970 964 959 959 97.8 907 927 920
Grade B 700 525 B8O 956 951 958 958 031 927 927 925 948 961 964 961 961
Average-MBP 786 766 782 919 922 947 945 952 954 950 947 955 97.2 928 939 938
Overall Average 88.2 B6.2 839 B850 BA1 857 827 832 826 834 865 87.8 889 891894 90.0
BEYOND KL (SELANGOR)
Petaling Jaya Grade A 790 822 851 861 863
Grade B 830 820 850 876 880
_Average-P) 814 821850 870 873
Subang Jaya Grade A 47.8 586 618 641 640
Grade B 772 759 765 799 816
_Average-S) . e I 63.3 68.3 701730 739
Shah Alam Grade A 00 129 323 323 388
Grade B 818 826 826 775 775
Average-SA T 818 543 621592 618
Cyberjaya Grade A 817 768 77.0 B0O 864
Grade B 737 677 651674 660
Average-CJ 772 7 704 729 750
Overall Average 77.0 75.0 765 786 79.7

Note: Tracking of Beyond KL (Selangor) only commenced in 1020 15




