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Melbourne CBD Core Retaliling

Key Points

Over the past 14 years retail midpoint net rents in the CBD have increased
120% from approximately $850 per square metre to $1875 per square

metre today.

Rates of change in retail rents in the CBD have been largely confined to
increases of less than 5% per annum for many years. This is in keeping
with a low inflationary environment and average annual retail turnover

growth in Victoria of around 5% per annum.

Vacancy rates have not been volatile remaining in single figures for the
majority of the surveyed period. As a general rule, vacancy rates have

declined.

A fall in investment yields coupled with rental growth has seen substantial

capital growth in the value of CBD retail assets since 1994.

Retail development continues unabated in the CBD with “CBW” the latest
addition.

The only noteworthy change in tenancy mix over the past decade has
been an increase in the number of hospitality outlets and a decrease in

vacant space.

Turmoil in global credit markets is having some anecdoatal effects on CBD
retailing with demand softening and leasing transactions taking longer to
conclude. Operators dealing with tourists are seeing increasing turnover

due to a lower dollar.
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Introduction

In the early 1990's, in the midst of recession, a cyclically low CBD worker population and a small
residential population adversely affected the CBD retail property market. A high vacancy rate was

to be expected.

The CBD today is quite different. The CBD population is characterised by a cyclically high worker
population and the advent of a solid residential population combined with a large student body and

regular interstate and overseas visitor arrivals.

These elements have combined to assist a full recovery in CBD retailing. Not only has CBD
retailing thrived with low vacancy rates but also areas where no retail existed, such as laneways,
have seen the amount of retail floorspace increase. The CBD has seen over 100,000 square
metres of retail floorspace added over the past five years.

CBD retailing has moved a long way (perhaps too far!) from the days when Cole’s Book Arcade,
located where David Jones is, was reportedly the largest in the world (circa 1888). “The Book
Arcade had fern gardens, monkeys in cages, flying parrots, an entire room full of optical illusions, a
band, a clockwork symphonium, brass columns and full-length mirrors. Cole’s “Little Men” —
mechanical dolls — sat in the front Bourke Street window turning handles which then turned signs
and slogans.” (Chris Johnston, “Through Lost Arcades,” The Age 2008)

Recent retail developments

The Queen Victoria development opposite Melbourne Central on Swanston Walk recently added
approximately 46,000 square metres of retail floorspace comprising six anchor tenants, 88

specialties including a full line supermarket, bulky goods stores and a “laneways” feel.

The GPO redevelopment fronting the Bourke Street Mall and Elizabeth Street has provided some
5,000 square metres of retail floorspace over three levels comprising 60 specialties including a day
spa and beauty offer as well as “high end” fashion and food.

The refurbishment of The Galleria at 385 Bourke Street fronting Elizabeth Street has provided
3,300 square metres of retail floorspace over two levels comprising a new food and specialty store

offer.

The Foundry, built over four levels and anchored by a full line IGA comprises 6,197 square metres

of retail floorspace. The area has space for 38 retailers.

The redevelopment of Spencer Street Station in 2006 delivered 14,500 square metres of retalil
floorspace comprising specialties with an emphasis on food and convenience and includes a

supermarket and a Direct Factory Outlet offer.
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CBW, comprising two office towers on the corner of Bourke and William Streets, houses over 4,000
square metres of retail space in the ground and first floor and was completed in October 2008. This
will join other recently completed office towers with substantial ground floor retail including 50
Lonsdale Street and 121 Exhibition St.

The largest retail redevelopment is currently underway with substantial demolition of the David
Joens and Myer stores in the block between Bourke Street and Little Bourke Street. Myer is
relocating from its Lonsdale Street store and downsizing into a fully refurbished Bourke Street
premises in late 2009 in a 21-year lease with four 10-year options. This will then allow the full
redevelopment of the Lonsdale Street store - in total over 70,000 square metres of redevelopable

floorspace.

Recent trends

The latest City of Melbourne and Victorian Government initiative is to create a nationally recognised
shopping festival beginning in 2009 to attract national visitors to Melbourne’s CBD and therefore

increase spending in the city’s retail core.

The CBD is the largest shopping precinct in Melbourne and can lay claim to being three times the
size of Chadstone with five times the number of retailers. Many unique! The arrival of international
“high end” brands to the CBD - Tiffany & Co, Chanel and Hugo Boss — strengthens the CBD as a
centre of high fashion.

The busy CBD streets are interlaced with laneways containing many unique retail shops. The
laneway culture, first pioneered 120 years ago, is still thriving amongst strong competition from
main street frontage and department stores. Vacancies continue to drop. One noticeable trend is, in
order to reduce costs, some retailers are downsizing tenancy. Many of these cheaper, smaller or
boutique shops are located in the laneways, hence the demand for laneway tenancy has increased
and vacancies have decreased.
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Prime CBD Retail Tenant Mix:
September 2008
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CBD Core Retailing

By shopfront clothing retailers (38%), restaurant and food outlets (28%) and gifts, cards,
accessories, cosmetics and jewellery retailers (14%) dominate the CBD core.

Shopping Food Dept. Clothing & | Household Other Recreational Hospitality Unclassified
Precinct % Stores Soft Goods % % Goods and Services or Vacant
% Goods % % %
CBD Core 12 1 38 8 14 3 16 8
Swanston St 18 0 18 12 12 4 26 10

Source: Savills Database

Vacancies in the CBD core retail precinct tend to be in inferior, out-of-the-way locations rather than
superior street frontage locations. There are 203 shops with absolute street frontage in the CBD
core. The balance is housed in arcades and centres which run from the streets. There are just ten
shopfronts vacant with absolute street frontage in the CBD core generating a 5% street-front
vacancy rate. The complete redevelopment of Melbourne Central has seen the vacancy rate fall
dramatically in the CBD from 11% in September 2000 to just 4.6% today.
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Shopping Food Dept. Clothing Household Other Recreational Hospitality Unclassified
Precinct % Stores & Soft Goods % Goods and Services or Vacant
% Goods % % % %
CBD 1997 10 1 35 8 15 4 14 13
CBD 2008 12 1 38 8 14 3] 16 8

Source: Savills Database
The only noteworthy change in tenancy mix over the past decade has been an increase in the
number of hospitality outlets and a decrease in vacant space. An increase in the clothing offer has
occurred in the CBD. Interestingly, there has been a 33% decrease in the offer of recreational
goods. The Recreational Goods category consists primarily of Newspaper, Book and Stationary

outlets.

"l # " $%&
Industry 1992 1997 2000 20002 2004
Retail Trade 71% 69% 68% 65% 66% 63%
Pubs, Cafes and Restaurants 29% 31% 32% 35% 34% 37%

Source: Clue 2006 Census of Land Use and Employment
The change in tenancy mix is further confirmed in the 2006 Clue survey where the rise of Pubs,

Cafes and Restaurants is obvious.

"l # "3$% '

Industry 1992 1997 2000 2002 2004 2006
Specialised Food, Supermarkets
and Groceries 45,380 24,571 36,443 39,162 61,413 45,438
Department Stores 234,750 200,013 213,685 173,231 183,678 173,531
Clothing and Soft Goods Retailing 82,254 77,663 78,680 75,743 87,110 95,356
Furniture, Houseware and
Appliance Retailing 46,391 45,711 43,210 41,426 48,596 47,495
Recreational, Personal and
Household Goods 166,379 125,350 117,563 125,645 123,376 132,722
Pubs, Café’s & Restaurants 231,645 211,842 225,844 250,386 263,518 290,258
Total 806,799 685,150 715,695 705,593 767,691 787,786

Source: Clue 2006 Census of Land Use and Employment

Throughout the past 15 years supermarkets and grocery stores have become more prevalent in the
retail sector with department stores decreasing their share by 26%. There is little doubt there has
been substantial flow on effects to retail trade and floorspace use of a significant rise in the student
and residential sector in and around the CBD. This population rise began in the mid-1990’s and has
seen floorspace for eduction and residential use rise by 54% and over 1000% respectively.
Supermarkets and grocers have returned in numbers and food retailers have doubled in space use
since 1997.
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Bourke St Mall Elsewhere

Rental — Net $psm 4,000 - 6,000 800 — 3,250
Yield — Passing % 4.00 - 7.00

Outgoings — Statutory $psm 130 55
Outgoings — Operating $psm 90 80
Outgoings — Total $psm 220 135
Capital values $psm | 10,000 - 35,000

Source: Savills Research

Offers to lease from franchisees have become hard to conclude due to the turmoil in global credit
markets resulting in a lack of funding from financial institutions. As a positive, franchisors have
indicated an increase in inquiries from potential franchisees over recent months. This is for various
reasons but as unemployment rises and more people take redundancy packages they tend to start
up thier own business.

Leasing demand from apparel retailers has generally seen a slow down over the past quarter and
they are becoming very cautious on expansion plans over the next 12 months with the fall in the
Australian dollar and imports becoming more expensive. National retailers are becoming more
aggressive on thier negotiations and are expecting higher incentives. There are still a number of
fashion retailers seeing strong growth and are securing quality retail sites aas evidenced by four

new lease’s conclude at 264-274 Little Collins Street in the last three months.

CBD restauranteurs and café operators have started to become very wary in opening up new

locations.

Operators dealing with backpackers and tourist have seen an increase in sales turnover due to the
low Australian dollar. These retail businesses include take-away food outlets, bars and clubs in the
core of the CBD and Southbank.

+ #
Shopping Precinct Number of Shops Number of Vacancies %
CBD Core 853 39 4.6
Swanston Walk 302 16 5.3

Source: Savills Database
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Prime CBD Prime Retail Gross Rents
1997 - 2008

Source: Savills Database

The graph above illustrates the upper and lower rental ranges applicable in the Melbourne CBD
over the last decade. As retailers have grown in confidence and the number of daily visitors to the
CBD has increased (workers, students, tourists, etc) so competition for “prime” locations has seen
rentals grow at the upper range. Rentals in “out-of-the-way” locations have been very steady for

many years.

Category definitions

Food — Supermarkets, grocery stores, take-away food, fresh meat, fish and poultry, fruit, vegetables, liquor, bread and
cake retailing.

Department stores — Full line department stores, discount department stores.

Clothing and soft goods  — Clothing, footwear, fabric and other soft goods

Household goods - Furniture, floor covering, hardware, housewares, and appliances and recorded music.

Recreational goods — Newspapers, books, stationery, sport and camping equipment, toys and games, photographic

equipment.

Other — Pharmaceuticals, cosmetics, toiletries, antiques, used goods, garden supplies, flowers, watches and jewellery.
Hospitality and Services — Pubs, taverns, bars, clubs, cafes, restaurants, video hire outlets, hairdressing and beauty
salons.

Unclassified — Financial services, repairs, dry cleaners, gambling outlets, photo processors, travel agents, post office,
printers, petrol outlets, solicitors, accountants, medical centres, veterinarians, real estate agents.

The Melbourne CBD Core is bounded by Swanston Street We st side, LaTrobe Street, Elizabeth Street East side and Collins
Street. Swanston Walk runs from Flinders Street to LaTrobe Street.

The information, opinions and forecasts provided in this publication are only intended to provide a ge neral overview of issues and trends in the property market. That
overview depends necessarily on the accuracy and co rrectness of information obtained by Savills for whi ch Savills cannot accept responsibility. This public ation is
for general information purposes only and is not in tended to provide specific advice nor should it be relied upon by anyone for any purpose without our e Xpress
written permission. Specific property market propos als should be assessed according to the individual considerations and attributes pertaining to them an d the
information opinions and forecasts provided in this publication have not in any way addressed any spec ific property market proposals. It is critical that professional

advice be sought in relation to any such specific p roperty market proposal and this publication is not to be used for a substitute for that advice and Sav ills does not
assume any responsibility to any party for the cont ents of this publication.

This document is copyright of Savills. No part of this document may in any form be copied or reproduced without the written consent of the owner of the copyright. No express or
any implied licence to use, copy or reproduce this document is granted to any person or other legal entity, any party to this document, or any client of Savills without prior written
consent of the owner of the copyright. No common law licence to use, copy or reproduce this document exists as the same has been previously negated. All enquiries should be

addressed to Savills. While the contents of this report remain the property of Savills, they may be reproduced or published with full attribution to Savills. ©Savills 2008.




