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About This Report  
 

Preston Rowe Paterson are actively involved in the valuation and 
consultancy related to CBD, metropolitan & regional commercial office 
buildings. 
 
We regularly act for listed property trusts and syndication managers in 
annual revaluations, site value assessments, rental advice and building 
insurance valuations.  
 
We also assist clients in pre-purchase due diligence and compliance 
valuations to meet the requirements of the Australian Accounting 
Standards Board (AASB) and the International Financial Reporting 
Standards (IFRS).  
 
Set out herein is our research report, covering Sydneyôs main 
commercial office markets. In each sub-market sector we have 
considered capital values per square metre, rents and yields based 
largely on available transaction  evidence, media releases, LPT 
websites, and the Property Council of Australiaôs Office Market Report 
January 2010.  
 
Our commercial market report on Sydneyôs commercial markets will be 
issued quarterly. Please direct any enquiries regarding commercial 
valuations to Gregory Preston, Gregory Rowe, Neal Smith or Robert 
Timmermans.  
 
We also undertake the asset management and facilities management 
of a number of commercial facilities within Sydneyôs metropolitan area.  
 
Our asset management services include rental collection and rent 
reviews, payment and recovery of outgoings and general property 
management. 
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The Sydney office market has 
ex pe r i enc ed  a  n o t i c eab l e 
improvement in sentiment over 
the f irst  quarter of  2010 as 
business confidence increases, 
economic growth figures were 
be t t e r  t han  ex pect ed  and 
conditions in the labour market 
remained firm.  
 
Economic conditions in Australia 
have been stronger and 
measures of confidence have 
recovered. The Australian 
economy continues to grow with 
the latest figures from the 
Australian Bureau of Statistics 
showing the economy grew by a 
seasonally adjusted 0.5 per cent 
during the March quarter 2010. 
The annual growth rate rose by 
2.7 per cent, reflecting a 
relatively healthy result given the 
economy is still in the early 
stages of an economic recovery.  
  
T he  t o t a l  num ber  o f  j obs 
advertised in major metropolitan 
newspapers and on the internet 
rose by 1.8 per cent in March to 
an average of 162,692 per week. 
Although only a small increase, 
the continued growth in job ads 
followed a significant increase in 
February (19.1 per cent) and 
provided the first annual growth 
rate of 8 per cent since July 
2008. This is translating into 
e m p l o y m e n t  g r o w t h  a n d 
contr ibut ing to keeping the 
unemployment rate relatively 
stable.  
 
Official employment figures from 
t h e  A u s t r a l i a n  B u r ea u  o f 
Stat ist ics rev ealed that  the 
unemployment rate remained 
steady at 5.3 per cent in March 
2010. The number of people 
employed increased by 19,600 
people to 10.988 million.  
  

Business conf idence eased 
slightly in March but remained 
firmly in positive territory for the 
third consecutive quarter. The 
National Australia Bank survey of 
business conf idence for the 
March quarter 2010 fell one point 
to 17. The results are consistent 
with continuing strong domestic 
demand and employment growth 
during the March quarter.  
 
In terms of the investment market 
for commercial assets, the 
market for prime and A-grade 
buildings has been turning since 
the middle of last year, when 
listed trusts recapitalised.  The 
listed property market was 
heavily hit early in the global 
financial crisis as asset 
valuations were reduced and 
gearing levels blew out. A 
renewed focus on capital 
management has seen 
distributions reduced and a 
recapitalisation of balance sheets 
has lowered gearing levels.  
 
From the last quarter of 2009 
values have begun to stabilise 
and the gap between buyerôs and 
sellerôs expectations narrowed, 
resulting in an increase in the 
level of transactions as 
witnessed in the March quarter 
2010.  
 
The stabilisation in asset values 
and the growing levels of tenant 
enquiry are positive factors for 
the office sector.  
 
We are closely monitoring both 
sales and leasing transactions to 
consider the impact the global 
credit crisis has had on the 
Australian real estate market; 
focussing particularly on the 
pricing of property today relative 
to the pricing of property before 
the credit crisis.  

Market Commentary  
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Sydney CBD  
 

The Sydney CBD Office market 
currently comprises of 4,729,975 
square metres of office space. B-
grade office space accounts for 
33.9 per cent of total office stock. 
This was followed by A-grade 
office space with 33.6 per cent, 
Premium grade office space with 
14.4 per cent, C-grade office 
space accounting for 13.7 per 
cent, and finally D-grade office 
space accounting for 4.4 per cent 
of existing office stock in the 
Sydney market.  
 
In terms of occupied stock levels, 
the total office market recorded a 
3.2 per cent decline over the 
year.  
 
All  the  grades of  office  stock 
recorded a decline in occupied 
stock levels over the year, with 
the largest decline recorded for C
-grade stock falling by 6.1 per 
cent,  followed  by  the  D-grade 
office  stock  falling  by  4.6 per 
cent.  

 

Vacancy Levels  
Latest figures from the Property 
Council of Australiaôs Office 
Market Report January 2010 
have indicated that the Sydney 
CBD is still feeling the effects of 
a weaker economy and the 
fallout from the global financial 
crisis.  
 
As depicted in the graph on the 
right the Sydney CBD overall 
office vacancy rate increased by 
0.4 percentage points over the 
last six months to 8.1 per cent in 
January 2010, the highest level 
in four years. Over the year the 
vacancy rate increased by 2.7 
per cent.   
 
A l t hough  bei ng  t he  f our t h 
consecutive rise in the vacancy 
rate in the six months to January 
2010, the pace at which the 

Source: PRP Research/PCA Office Market Report January 2010 

vacancy rate has risen appears 
to be slowing.  
 
As the countryôs financial 
services core, Sydney has been 
particularly sensitive to the global 
financial crisis. All  grades of 
o f f i c e  spac e  ex pe r i e nc e d 
increases in vacancy rates over 
the six months to January 2010 
except for the A-grade office 
space which decreased by 1.4 
per cent to a vacancy rate of 6.2 
per cent and the C-grade office 

space which remained the same 
at a vacancy rate of 12.6 per 
cent.  
 
The B-grade office market had 
the  highest  increase  in  the 
vacancy rate across the different 
grades of office space rising by 
2.2 per cent to a vacancy rate of 
8.9 per cent. The Premium grade 
office  market  had  the  second 
greatest  increase  in  vacancy 
rates rising by 0.4 per cent to a 
rate of 7.5 per cent.  

Source: PRP Research/PCA Office Market Report January 2010 
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Tenant Demand  
The Sydney CBD office market 
has been experiencing weaker 
tenant demand since the global 
credit crisis hit in late 2008. 
Following the largest drop in net 
absorption levels on record in the 
six months to July 2009 (minus 
120,211 square metres) demand 
fell  by minus 22,287 square 
metres for the six months to 
January 2010.  
 
The  total  CBD  office  market 
experienced negative absorption 
of  142,498  square  metres  of 
office  space  during  the  12 
months  to  January  2010.  The 
negative demand for office space 
was felt in A-grade and C-grade 
office buildings showing negative 
demand of minus 78,227 square 
metres and minus 36,820 square 
metres respectively. 
 

Development and Supply 
Activity  
Short Term Supply  
The Sydney office market is likely 
to see the potential additions of 
130,218 square metres of office 
space throughout 2010, giving 
r ise to potential  oversupply 
challenges for the CBD to face 
over the next two years.  
 
One development scheduled for 
completion in the third quarter of 
2010 is the Mid City Centre 
Tower located at 420 George 
Street. The project will provide 
37,600 square metres of office 
space over 31 levels with an 
average office floor plate size of 
1,300 square metres,  9,000 
square metres of retail space and 
110 car parking spaces.   
 
Long Term Supply  
The Sydney office market is likely 
to see the potential addition of 
139,159 square metres of office 
space throughout 2011 and 
potentially 86,437 square metres 
of office space beyond 2012. The 

Space development at 1 Bligh 
Street is due for completion in 
the first half of 2011. The DEXUS 
project  wi l l  prov ide 42,000 
square metres of office space 
over 27 levels with an average 
office floor plate size of 1,600 
square metres,  170 square 
metres of retail space, and 99 car 
spaces.   
 
Another significant development, 
ant i c ipated to  be complete 
beyond 2012 is the project at 163 
Castlereagh Street owned by 

Grocon. The development will 
provide 54,437 square metres of 
office space over 37 levels with 
an average office floor plate size 
of 1,550 square metres, 3,884 
square metres of retail space and 
parking for 90 cars.  
 
There is approximately 122,603 
square metres of office space in 
the Sydney CBD which has been 
held  back  (mooted)  from 
development,  including  projects 
such as the Thakral Centre, and 
Goodsell Building. 

Darling Walk Development - Artists Impression 

Source: PRP Research/PCA Office Market Report January 2010 
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Investment Activity  
The improving economic outlook 
has resulted in a noticeable 
improvement in sentiment as 
business confidence increases 
wi th  bet t er  t han  ex pected 
economic growth figures and 
conditions in the labour market 
remaining firm. The financial 
se rv i c es  and  pr of ess i ona l 
services industries have begun 
hiring staff again. 
  
The market for prime and A-
grade buildings has been turning 
since the middle of 2009, when 
listed trusts recapitalised.  The 
listed property market was 
heavily hit early in the global 
financial crisis as asset 
valuations were reduced and 
gearing levels blew out. A 
renewed focus on capital 
management has seen 
distributions reduced and a 
recapitalisation of balance sheets 
has lowered gearing levels.  
 
From the last quarter of 2009 
values have begun to stabilise 
and the gap between buyerôs and 
sellerôs expectations narrowed, 
resulting in an increase in the 
level of transactions as 
witnessed in the March quarter 
2010.  
  
Over the March 2010 quarter, 
there has been a noticeable 
improvement in the level of 
investment activity with four 
major sales transacting totalling 
$915.6 million. The most notable 
being the Premium Grade Aurora 
Place located at 88 Phillip Street 
selling to the South Korea 
National Pension Fund for $685 
million on a yield of 6.5 per cent.  
  
Major investment sales for 
Sydney CBD for the March 
Quarter 2010 are listed in the first 
table on the right. 

 

Leasing Market  
Overall rents across Sydneyôs 
CBD have remained stable over 
the past six months. The stability 
in rents and incentive levels can 
be attributed to the growing 
economy which commenced in 
the third quarter of 2009 and 
s u b s e q u e n t  g r o w t h  i n 
employment. 
 
Incent iv e l ev el s hav e a l so 
remained firm, ranging between 
25 per cent and 30 per cent. As a 
result, effective rents continue to 
remain stable.  
  
T he  t o t a l  num ber  o f  j obs 
advertised in major metropolitan 
newspapers and on the internet 
rose by 1.8 per cent in March to 
an average of 162,692 per week. 
Although only a small increase,  

 
the continued growth in job ads 
followed a significant increase in 
February (19.1 per cent) and 
provided the first annual growth 
rate of 8 per cent since July 2008. 
T h i s  i s  t r a n s l a t i n g  i n t o 
e m p l o y m e n t  g r o w t h  a n d 
contr ibut i ng to keeping the 
unemployment rate relatively 
stable.  
 
Official employment figures from 
the Australian Bureau of Statistics 
revealed that the unemployment 
rate remained steady at 5.3 per 
cent in March 2010. The number 
of people employed increased by 
19,600 people to 10.988 million.  
  
Major lease transactions for 
Sydney for the March quarter 
2010 are listed in the table below. 

Sale 

Date

Address Sale Price Lettable 

Area M²

Rate/M² Initial 

Yield

Purchaser

Feb-10 80 Clarence Street $29,500,000 5,500 $5,364 9.7% Aviva Investors

Feb-10 55 Hunter Street $106,100,000 7,764 $13,666 6.8% City Freeholds

Feb-10 60 Martin Place $95,000,000 27,855 $3,411 8.3% Gw ynvill Properties

Jan-10 88 Phillip Street $685,000,000 47,827 $14,322 6.5%
South Korea National 

Pension Fund

Date Address
Rent/ 

Sqm

Net/ 

Gross
Area

Term 

(yrs)
Tenant

Mar-10
Grosvenor Place: 

225 George Street
$936 Gross 9,416 -

JP Morgan (lease 

renew al)

Mar-10 1 Market Street $795 Gross 1,074 - Cotty Australia

Mar-10
Grosvenor Place: 

225 George Street
$479 Net 3,637 -

ASX Operations (lease 

renew al)

135 King Street $3,600 Gross 700 - Brookfield Multiplex

Mar-10 10-14 Spring Street $715 Gross 935 5
Bentleys Charted 

Accountants

Feb-10 45 Clarence Street $460 Net 3,000 - International SOS

Feb-10 1 Castlereagh Street $490 Gross 549 1 + 1 BRI Ferrier

Feb-10 68 York Street $725 Gross 1,007 7 Coface Australia

Jan-10 50 Bridge Street $480 Gross 1,172 - FirstFolio P/L

Jan-10 201 Kent Street $560 Net 1,325 5 I Med Netw ork

Jan-10 9 Hunter Street $600 Gross 952 -
Chapman Eastw ay 

Accountants
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North Sydney  

The 835,750 square metre North 
Sydney office market is largely 
dominated by B-grade office 
spac e  whi c h ac c ount s  f o r 
approximately 51.6 per cent of 
total office stock in the market. 
This is fol lowed by A-grade 
space accounting for 23.3 per 
c en t ,  t hen C- g r ade  spac e 
accounting for 22.3 per cent, and 
f inal ly D-grade off ice space 
accounting for 2.9 per cent of 
total office stock.    
 
In terms of occupied stock levels, 
the overall North Sydney office 
market recorded a 1.9 per cent 
fall in occupied stock levels.  
 
The C-grade occupied office 
space outperformed all other sub
-markets, rising by 92.3 per cent 
over the year. 
 
The  A-grade  sub-market 
recorded the lowest  change in 
occupied stock levels falling by 
40.9 per cent over the year.   
 

Vacancy Levels  
The graph on the right shows the 
vacancy rates (including direct 
vacancy and sub-lease vacancy) 
for North Sydney office market 
from January 1997 to January 
2010. 
 
Latest vacancy rates for the 
North Sydney office increased 
slightly from 11.0 per cent to 11.7 
per cent in the six months to 
January 2010. 
 
The North Sydney vacancy rate 
is just below the average for all of 
Australiaôs non-CBD markets of 
11.9 per cent. 
 
B - g r ad e  o f f i c e  p r ope r t i e s 
revealed the greatest vacancy 
rate of 13.5 per cent reflecting an 
increase of 0.4 per cent over the 
year.   

Source: PRP Research/PCA Office Market Report January 2010 

Source: PRP Research/PCA Office Market Report January 2010 

The  greatest  rise  in  vacancy 
rates across all grades of office 
space was recorded for the D-

grade office market with a rise in 
vacancies of 8.1 per cent over the 
six months to 12.7 per cent.  


