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Quarterly Australian Commercial Property Survey: Q2 2013

Sentiment in the commercial property market weakened notably in Q2 2013. The recent softening
in economic conditions (and more subdued outlook for GDP growth) seem to have weighed most
heavily in office and industrial markets, with retail unchanged (but very weak) and improving for
CBD hotels. Sentiment fell most in Victoria (now the weakest state after SA/NT). WA is the only
state where sentiment was positive (but also lower). Expectations for capital and rental growth
softened in all markets. Fewer developers planning to start new projects in the near-term, with
capital sourcing intentions also suggesting developers are uncertain about the future operating
environment. Consumer confidence still the main challenge facing property businesses, but
concerns about government regulation and financial economic/volatility have also risen.

® NAB Commercial Property Index fell to -16 points in Q2 (below long-term series average of -6 points). Overall index weighed
down by notable fall in office and industrial. With weaker domestic economic conditions, the outlook for capital and income
growth more measured in all markets. As a result, NAB Commercial Property Index now expected to rise more sedately to
just +13 points by Q2’14 and +30 points in Q2'15 (well below outcomes reported in the last survey).

= Sentiment fell heavily in Victoria in Q2 but SA/NT the most downbeat state. WA the only state reporting positive sentiment
(but lower). Sentiment improved in Queensland and NSW but negative state index readings suggest these markets are also
sluggish. Market sentiment to remain negative in SA/NT and Victoria in the next year. NSW the strongest market in the next 2
years, with Victoria overtaking WA as the next best.

®  Capital values fell most for retail (-1.5%) in Q2, with values also down for industrial (-0.7%) and office (-0.5%) but up 0.3% for
CBD hotels. CBD hotels to lead capital growth but pared back to 1.5% and 2.7% in the next 1-2 years. Property professionals
also expect lower capital growth in both the office (0.9% and 2.5%) and industrial (0.5% and 1.6%) in the next 1-2 years.
Average capital values for retail property tipped to fall -0.6% in next year and rise 0.3% in the next 2 years.

®  Property professionals estimate gross rents fell in all markets in Q2 (at a faster rate than Q1). Rents fell most in retail (-2%).
In the office and industrial markets, rents fell -1.2% and -0.9% respectively. Expectations for rental growth lowered in all
markets. Office and retail rents now expected to fall -0.1% and -1.3% respectively in the next year, with industrial rents up a
more modest 0.3%. In the next 2 years, rents expected to rise 1.2% in office, 1.1% in industrial and fall -0.3% in retail.

®  Supply conditions in national office market softened in Q2, with the market now “somewhat over-supplied”. National retail
market also “somewhat over-supplied”, but industrial and CBD hotel markets “neutral”. Vacancy rates fell slightly in industrial
and retail markets in Q2 but increased in office. Vacancy rates forecast to rise in office and retail markets in the near-term.

® Fewer developers are planning to start new projects in the near-term, with the majority still seeking to develop residential
projects although prospects improved most among retail developers. Debt and equity funding is still a problem for property
developers, but conditions have been improving since late-2012. Developers’ capital sourcing intentions suggest growing
uncertainty over the future operating environment. Consumer confidence remains the biggest challenge facing property
businesses in the next 12 months, but concerns over government regulation and financial economic/volatility also higher.
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NAB Commercial Property Index: Q2 2013

Q#10 QI11 Q211 Q311 Q411 Q12 Q212 Q312 Q412 QI12 Q213 Q413 Q214 Q215

Office 3 27 11 -2 14 12 5 -14 -16 0 -17 -2 15 35
Retail 1 -23 -28 -40 -36 -45 -43 -39 -46 -27 -30 -21 -4 11
Industrial -18 -16 -17 -12 -14 -17 -27 -11 -11 -2 -12 1 30 42
CBD Hotels n/a 81 58 21 63 57 19 6 58 6 17 6 17 39
CP Index -2 9 -2 -13 -2 -7 -14 -19 -17 -8 -16 =f/ 13 30

For more information contact:
Alan Oster, Chief Economist Robert De lure, Senior Economist - Dean Pearson, Head of Industry
(03) 8634 2927 0414 444 652 Industry Analysis (03) 8634 4611 (03) 8634 2331
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Commercial Property Overview

Market sentiment in the Australian commercial property
market weakened notably in Q2'13, with the NAB
Commercial Property Index retreating to -16 points (-8
points in Q1'13). The index has now fallen below the
long-term series average of -6 points.

The overall index was weighed down by a notable fall in
the NAB Office Index to -17 points (0 in Q1'13). It seems
that the recent softening in domestic economic
conditions (and more subdued outlook for GDP growth)
has weighed heavily on office markets. Indeed, the NAB
business surveys (a lead indicator for the office sector)
show business conditions remaining low with mediocre
confidence levels.

The NAB Industrial Property Index also declined 10
points to -12 index points, mainly due to very big falls in
industrial property market sentiment in both SA/NT and
Victoria, where activity in state manufacturing industries
remains subdued.

NAB Commercial Property Index dips in
Q2'13, driven by weaker sentiment in the
office and industrial markets.
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Interestingly, sentiment in the retail property market was little changed during the quarter (down 3 to -30 index
points), but was much less subdued than the lows seen six months earlier (sentiment in the retail property space is
however still weakest overall). Although many parts of the retail economy are struggling, it is likely that sentiment
may have been positively impacted by the depreciation of the A$ and a further rate cut in May.

In contrast, sentiment in the CBD Hotel sector improved in the June quarter, with the CBD Hotel Index rising to +17
points (+6 points in Q1'10) to continue leading the overall commercial property market. Although capital value
expectations in the sector were slightly lower this quarter, it was offset by higher room rate growth.

As the year plays out, the immense impact structural
change is having on the Australian economy is
becoming increasingly apparent, with the economy now
growing at its slowest pace in almost two years. The
fragility of the non-mining sectors suggest the
economy’s ability to cushion the effects of this
adjustment is also less certain, posing a downside risk
to near and medium-term growth prospects.

This pessimism also seems to have spilled over into
commercial property markets, with more surveyed
property professionals lowering their expectations for
capital and income growth in the next 1-2 years. As a
result, NAB's Commercial Property Index is tipped to
rise to just +13 points by Q2’14 and +30 points in Q2'15.

Sentiment fell heavily in Victoria in Q2'13, with the state
index down 38 to -34 points, pulled back by much
weaker sentiment in local office and industrial markets.
WA was the only state where overall sentiment was
positive, although the state index also fell 5 to +5 index
points. Sentiment improved in Queensland (-9 points)
and NSW (-9 points) although still negative index
readings suggest these markets also remain sluggish.

There is little indication of any near-term improvement in
commercial property markets in SA/NT and Victoria,
where both state indices are expected to remain
negative next year. Expectations were also weaker in
WA, but broadly unchanged in Queensland and NSW.

NSW emerges as the strongest market in the next 2
years, with Victoria overtaking WA as the next best.

Forward expectations weaken.
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The NAB Office Property Index declined to a new low of
-17 points in Q2'13 (0 points in Q1'13). These results
are consistent with readings from NAB’s June monthly
Business Survey which also show very weak overall
business conditions persisting, with business conditions
slumping to their lowest level since May 2009.

The June NAB Business Survey showed that business
confidence also remained lacklustre. The falling A$
appears to have done little to lift spirits, with concerns
about global economic conditions and overall weakness
in the domestic economy also likely to be worrying firms.

Against this backdrop, fewer survey respondents
operating in office property markets are predicting
growth in capital values or income over the next 1-2
years. As a result, the NAB Office Property Index is
expected to rise to just +15 points in the next year and
+35 points by mid-2015, representing a significant
downward revision in expectations from the last survey.

Office market sentiment fell heavily in Victoria with the
state index down to -38 points (+22 points in Q1'13).
Clearly, the economic slowdown in Victoria (and large
new volume of supply expected to come onto the
market) are having an effect on the state office market.

WA remained the most resilient state for office property
in Q2'13, but the state office index also fell 23 to +10
points, with the deterioration consistent with the decline
in mining activity. In contrast, Queensland was the only
state where sentiment improved, with the state office
index rising by 25 to -13 points.

WA (+50 points) and NSW (+43 points) have replaced
Victoria (+35 points) as the most optimistic states for
office property in the next 2 years. However,
expectations in WA were scaled back relative to the last
survey as state business confidence also softened.
Expectations were broadly unchanged in NSW, where
lower rates reportedly boosted investor confidence and
helped generate higher CBD office sales.

The NAB Industrial Property Index fell 10 to -12 index
points in Q2’13 marginally ahead of its long-term
average (-14). The deterioration in sentiment in this
sector was broadly reflective of the weakness in
business conditions apparent in manufacturing, where
activity slumped heavily to very weak levels, according
to the latest NAB Business Survey. Instead, this market
is being increasingly driven by major distribution
centres, e-retailers and third-party logistics contracts.

With the domestic economy softening, fewer property
professionals anticipate capital or rental growth in the
industrial market in the next 1-2 years - although a
bigger fall in sentiment may have been prevented by a
notable lift in manufacturing confidence linked to A$
depreciation.

On balance, the industrial index is forecast to rise to +30
points by Q2'14 and +42 points by Q2'15 and emerge
as the most optimistic segment in the market.

NAB office property index declines to a
new low in Q2’13 as business conditions
weaken and confidence remains poor.

Index NAB Office Property Index

70

60 A

50 /

40 /"

30 o -
o A / 1/ e

ol NS N o

o '\V/ Mo NS \< ‘/'\///‘

: N

Expectations
* g8 gg8dodaogdyg@ZIREIIIILA
550832388333883588388833585%

-8 NAB Office Index (Q2'12) —#-NAB Office Index (Q1'13) —#—NAB Office Index (Q2'13)

Office market sentiment fell heavily in
Victoriain Q2'13. WA & NSW the most
optimistic states for office property.
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Industrial property index fell in Q2’13 but
above long-term average. Industrial market
the most optimistic in 2 years time.
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Sentiment among property professionals operating in
the industrial market fell in all states in Q2'13, except
NSW where the state index climbed 16 to +6 points
amid reports of buoyant investment demand for large
prime grade assets and an improvement in take up.

In contrast, sentiment fell heavily in Victoria (down 53 to
-30 points), with sentiment likely adversely impacted by
reports of significant job cuts in some key Victorian
industries.

Sentiment is expected to be strongest in NSW (+75
points) over the next 2 years after lagging the national
average in Q1'13. WA (+50 points) is the next best
market underpinned by the continuation of activity in the
resources sector.

The outlook is weakest in Victoria where the market has
been subdued amid limited transactional activity. State
business conditions have also deteriorated recently and
business confidence remains negative.

The retail property market remained subdued in Q2’13
with sentiment little changed during the quarter (down 3
to -30 index points). The Retail index was also below its
long-term average of -25 points and still the weakest
segment in the commercial market. Despite subdued
retail spending, however, it is possible that sentiment
may have benefited from the recent depreciation of the
A$ and another interest rate cut in May.

That said, expectations in the retail market were scaled
back in Q2'13 - a result consistent with the latest
readings from the NAB Business Surveys which indicate
that retail trading conditions worsened sharply in June
while confidence among retailers was negative. This
suggests that sentiment in retail property markets may
continue to flounder in the near-term.

With few signs of turnaround on the horizon, the Retalil
Property Index is expected to remain negative at -4
points in Q2'14, rising modestly to +11 points in Q2'15 -
well below the commercial property average.

Retail market sentiment was negative in all states in
Q2’13 except WA, where the state index fell 10 to 0
points). Sentiment improved most in Queensland (up 28
to -5 points) and NSW (up 3 to -26 points). Sentiment
fell heavily in both Victoria (-50 points) and SA/NT (-50
points).

Sentiment is expected to improve in all states in the next
year, led by Queensland (+18 points), WA (+8 points)
and NSW (+8 points). Property professionals in SA/NT
(-30 points) and Victoria (-25 points) are however, much
less upbeat.

WA (+33 points) replaces Queensland (+27 points) and
NSW (+11 points) as the most optimistic state for retail
property by Q2'15. Victoria continues to lag the national
average, although the state index is expected to turn
positive (+3 points). SA/NT (-20 points) remains the
least optimistic state for retail property.

Sentiment weakens in all states except
NSW. Index fell heavily in Victoria and
expected to stay weak in the next 1-2 years.
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Retail property index remains subdued in

Q2'13. Sentiment to remain negative over

the next year, with a small improvement
forecast in 2015.
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NAB’s CBD Hotel Index increased slightly +17 points in
Q2’13 (but was well below its long-term average of +39
points) and remained the most optimistic segment in the
commercial property market. Much softer sentiment in
the CBD Hotel sector in recent surveys appears to have
been negatively impacted by a softening mining sector
which has reportedly caused some developers to
reassess their plans to add more rooms to hotel stock in
Perth and Brisbane.

The softening domestic economy and subsequent
deterioration in market conditions also appears to be
weighing on future expectations among survey
participants in the CBD hotel space. Our survey results
indicate that the CBD Hotel Index will be unchanged at
+17 points Q2'14 and rise to +39 points by Q2'15 - a
much weaker result than predicted in the last survey.
Although the CBD hotel index will continue out-perform
the broader market index, it will be overtaken for the first
time by industrial property.

Property professionals remain divided as to where each
market currently sits in the cycle.

There was a large change in expectations as to where
the office market was currently sitting in this cycle. Only
18% of survey respondents said that the market was
already recovering (35% in Q1'13), while almost 40%
expect the recovery to be delayed until the first half of
2014.

Respondents were much more upbeat in the industrial
property market, where 32% said that the market was
already recovering. Around 14% see the market
recovery starting in the second half of 2013, while 23%
believe that it will commence in the first half of 2014.

In the retail space, 28% said the market was already
recovering, up from just 12% in Q1'13. At the same
time, however, more than 35% said it would begin to
recover from Q2’14 or after, while 20% were not sure.

Expectations for capital growth weakened in all property
segments in Q2'13. Average capital values fell most for
retail property (-1.5%), with capital values also falling for
industrial (-0.7%) and office property (-0.5%). In the
CBD hotel market, values grew 0.3% (0.9% in Q1'13).

CBD hotels enjoy the strongest outlook for capital
growth, with property professionals operating in this
sector forecasting capital growth of 1.5% in the next
year and 2.7% in the next 2 years, although their
expectations have been pared back since Q1'13.

Expectations have also weakened in all other
commercial property segments. Survey professionals
expect lower capital growth in both the office (0.9% and
2.5%) and industrial (0.5% and 1.6%) markets in the
next 1-2 years. Retail capital values (-0.6%) are also
forecast to fall at a faster rates in the next year, but rise
0.3% in the next 2 years.

CBD hotel index improves slightly in Q2’13
but well below its long-term average.
Expectations considerably weaker.
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Property professionals still divided as to
where each market segment currently sits
in this cycle.
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Expectations for capital growth weakened
in all markets in Q2’13 with respondents
also reporting lower expectations for
capital growth in next 1-2 years.
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Gross rental returns fell in all markets in Q2'13, while the outlook for future returns has
softened. Leasing incentives are rising in the office market.
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Gross rental returns remained negative in all markets in Q2’13 and fell at a faster rate than in Q1'13, according to
surveyed property professionals.

Rents fell most for retail property (-2%), largely due to steeper fall in returns in Victoria (-2.7%), NSW (-2%), SA/NT
(-3.8%) and flat growth in WA. In the office market, average rents fell -1.2% (-0.7% in Q1'13), mainly due to weaker
returns in Victoria (-1.7%), NSW (-0.9%) and WA (-0.2%). In the industrial market, average national rents fell -0.9%
(-0.4% in Q1'13) as expectations weakened in Victoria (-2.4%) and SA/NT (-4.3%).

Expectations for future rental returns softened in all markets in Q2'13. In the office sector, average rents are
expected to fall -0.1% (0.4% in Q1'13), with marginal growth in SA/NT (0.3%) and WA (0.1%) offset by declining
returns in Victoria (-0.2%) and Queensland (-0.3%). In the retail market, property professionals expect average
rents to fall -1.3% over the next year, with returns weakest in SA/NT (-2.9%), Victoria (-2.1%) and NSW (-1.2%). In
the industrial property market, average rents are forecast to grow 0.3%, although this was revised down from 0.9%
previously. Industrial rents are forecast to grow fastest in NSW (1.4%) and WA (0.9%), but fall in Victoria (-0.3%)
and SA/NT (-2.9%).

Over the next 2 years, national rents are expected to rise 1.2% in the office market (1.5% previously), with positive
returns expected in all states. Rents are also forecast to grow in the industrial market by 1.1% (1.9% previously),
with growth tipped in all markets except Victoria (-0.4%). In the national retail market, average rents are expected to
fall by -0.3% over the next 2 years (-0.1% previously), with property professionals predicting negative income
returns in NSW (-0.9%), SA/NT (-0.8%) and Victoria (-0.6%).

With rents falling and vacancy rates drifting up in the office market, tenants appear to be gaining the upper hand in
the leasing market. Indeed, a net balance of +81% said that leasing incentives (e.g. rent free periods) were
important in Q2'13, the highest reading since Q1'11. Leasing incentives continue to be highest in the retail market,
where rents have fallen consistently since Q2'10. Incentives remain least important in the industrial leasing market.

Supply conditions in the national office market softened ~ Supply conditions soften notably in office
notably in Q2'13, with property professionals now market. Retail also “somewhat” over-

assessing the market as “somewhat over-supplied”, . . “ "
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The national industrial vacancy rate fell in Q2’13 to 5.9%
(6.1% in Q1'13) as vacancy tightened in Victoria and
Queensland. Vacancy rates in this market are expected
to continue trending down over the next 1-2 years.

Retail vacancy also tightened in Q213 to 4.8%
nationally, from 5.4% in Q1'13. Queensland (5.8%) and
Victoria (4.8%) have the highest vacancy rates for retail
property and WA (3%) the lowest. Retail vacancies are
expected to continue climbing over the next year to 5%
before easing back to 4.4% by mid-2015.

Property professionals operating in the office space
were the only group to report higher vacancy in Q2, with
the national rate rising from 6.9% to 7.3%. Vacancy
rates remain very elevated in Queensland (9.4%) and
NSW (8%) but have also risen in Victoria (6.4%). As
corporate Australia adjusts to slower growth, the office
vacancy rate is expected to remain high over the next
12 months (7.6%) before reducing to 7% by mid-2015.

Vacancy rates fall slightly in industrial and
retail markets in Q2’13 but increase in
office. Vacancy rates in office and retail
markets expected to climb in the near-term.
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New Property Developments

Survey respondents in the property development space
are asked when they plan to commence new works.
Responses in Q2’13 indicate that fewer developers were
planning to commence works in the near-term.

The number of respondents planning new developments
in the next 0-6 months fell to 43% in Q2'13, from 47% in
Q1'13. This reflected a bigger fall in the number of new
commencements planned in the 1-6 months to 27%
(32% in Q1'13), which offset a smaller rise in those
expecting to commence works in the next month.
Developers are most optimistic in Victoria and NSW
where 57% and 50% respectively expect to commence
new developments in the next 0-6 months, and least
optimistic in Queensland (23%).

The share reporting new developments in 6-12 months
rose to 28% (25% in Q1'13). Those starting in the next
12-18 months fell to 10% (19% in Q1'13), while those
with a longer time frame rose to 13% (5% in Q1'13).

When asked to nominate which sectors developers were
seeking to develop new projects, residential property
was again the most favoured type according to 53% of
survey respondents (52% in Q1'13).

Weaker sentiment was apparent among office property
developers with only 11% expecting to develop new
projects in this sector (16% in Q1'13), with developers
most optimistic in WA.

The share of respondents looking to develop industrial
property also fell to 11% in Q2'13 (14% in Q1'13), with
industrial developers most optimistic in WA.

Prospects for new retail developments however
increased notably this quarter, with 18% of survey
respondents planning new developments in Q2'13 (13%
in Q4'12). Developers from Queensland were the most
optimistic in this space, reportedly driven by population
growth and heightened investment activity.

Slightly fewer property developers planning
to begin new projects or developments in
the near-term.
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Majority of property developers seeking to
develop residential projects, but prospects
improve most among retail developers.

Development Commencements by Sector
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Of the survey respondents looking to undertake new Majority of developers entering market are

works, 60% were looking to do so with land-banked looking to cash in on land-banked stock
stock held for future development (59% in Q1'13). . C '
Victorian (38%) and NSW (26%) developers hold the but fewer chasing new acquisitions.

lion’s share of land slated for future development.
Sources of Land Development

The share of national developers chasing new (percentage of respondents)

acquisitions fell to 21% in Q2'13, down from 25% in 40
Q1'13, but ahead of the lows of late-2012. Developers 7 35
from WA (33%) and Victoria (21%) were most likely to  eo 30
be chasing new stock this quarter. 50 25
The number of national survey respondents looking to 40 20
refurbish existing stock was broadly unchanged at 13%  so 15
in Q2'13, with refurbishments more likely to occur in 2 10
Victoria and NSW. 10 S I

Overall, these trends suggest that property developers 0
were more pessimistic about entering the market this
quarter.

Q1'10 Q2'10 Q3'10 Q4'10 Q1'11 Q2'11 Q3'11 Q411 Q1'12 Q2'12 Q3'12 Q4'12 Q1'13 Q2'13

- Land-Banked Stock (LHS) -m— New Acquisition Opportunities (RHS)
—m— Refurbishment of Existing Stock (RHS) —m— Other (RHS)

Debt and equity funding still a problem for property developers in Q2’'13, but conditions
have been improving since late-2012. Capital sourcing intentions also suggest
developers have become more uncertain about the future operating environment.

e e Ease of Acquiring Debt/Equity Intent to Source More Capital for
10 Developments/Acquisitions/Projects
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Fewer developers saw debt funding as a problem in Q2’13 and conditions have been slowly improving since the
second half of 2012. A net balance of -3% of survey respondents reported more difficult conditions for sourcing
debt in Q2’13, compared with -7% in Q1'13. However, developers in Queensland (-14%) and NSW (-6%) were
more pessimistic this quarter compared to Q1'13, whereas conditions improved in Victoria (-10%), WA (+13%) and
SAINT (+5%). Around 22% of respondents also reported no new borrowing requirements in the past 3 months, but
this share is expected to fall to 19% in the next 3-6 months.

Debt conditions are expected to improve in the next 3-6 months, with a net balance of +2% seeing better conditions
by Q4'13. Queensland (-5%) remains the most pessimistic state, with WA (+12%) and NSW (+4%) the most
optimistic states.

Raising equity was also less difficult in Q2'13, with a net balance of -6% anticipating more difficult conditions (-10%
in Q1'13). Queensland (-12%) was the most pessimistic state for equity financing (and more so than in Q1'13),
followed by NSW (-8%) and Victoria (-6%), although less so than in Q1'13. SA/NT (+5%) was the most optimistic
state, but from a smaller sample size, followed by WA (0%). Raising equity is expected to be easier in the next 3-6
months, with the net balance falling to a low of -4% by Q4'13. SA/NT (-8%) and NSW (-6%) are the most
pessimistic states, while developers from WA (+7) and Queensland (-2%) are the most optimistic. Around 27% of
said they had no equity requirements this quarter, but that share is expected to fall to 24% in the next 3-6 months.

Fewer survey participants plan to source funds in the next 6 months (30% versus 35% in Q1'13) and in the next 6-
12 months (34% versus 40% in Q1'13), consistent with a drop in the number also planning to start new
developments in this period. Those with no sourcing intentions rose slightly, while those with longer-term intentions
fell to 35% (42% in Q1'13). There was also an increase in the number of developers who were “not sure”. These
trends suggest that developers have become uncertain about the future operating environment.
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Expectations for bank pre-commitment requirements for
new developments continued falling according to 56.5%
of property professionals in Q2'13 (57.4% in Q4'12).
Queensland (59.5%), Victoria (58.5%) and NSW
(57.3%) were the most negative states for bank
conditions. WA (48.3%) and SA/NT (51.4%) were the
most positive with regards average pre-commitment
expectations to secure development funding.

Of those electing to predict the next 6 month period, a
net balance of 0% expect to see looser pre-commitment
requirements from banks in the next 6 months, down
from +12% in Q1'13. Property professionals in
Queensland (+7%) were the most optimistic, with those
from SA/NT (-17%) the least optimistic.

Pre-commitment requirements are expected to ease
further in the next year with a net balance of +18%
expecting conditions to improve (+29% in Q1'13). NSW
(+24%) and Queensland (+24%) have replaced WA
(+7%) as the most positive states.

More survey respondents (16%) identified consumer
confidence as the main challenge facing property
businesses in the next 12 months this quarter, although
the level of concern was well down on year-earlier
levels. Victorians (19%) were the most concerned, while
SA/NT (8%) was least concerned.

Government regulation / red tape / bureaucracy was
seen as the next biggest challenge by 13% of
respondents (11% in Q1'13). These concerns were most
pronounced in WA (19%).

Availability of stock is still a challenge according to 11%
of survey respondents nationally (13% in Q1'13), with
Victorians (17%) the most concerned.

There was a pick up in the number of national
respondents reporting more concern over financial /
economic volatility (11%). This was driven mainly by
heightened concerns in WA (16%) which is currently
facing headwinds from slower mining activity.

Around 14% of the survey panel anticipate lower interest
rates in the next 6-12 months. On average, interest
rates are tipped to fall by 18 bps in the next 6 months
and 12 bps in the next year. Around 53% expect rates to
be cut in the next 6 months, while 39% expect rates to
be cut in the next year.

NAB also sees interest rates falling further in the near-
term. The weakness in the domestic economy confirmed
by the latest NAB survey, along with the softness in
Chinese activity data, the lower track for the terms of
trade and the heightened volatility in financial markets
have encouraged us to bring our next expected rate cut
forward to August (previously November).

We see the risks for the remainder of 2013 beyond
August as skewed towards another cut, but heavily data
dependent, particularly relative to the labour market
deterioration we have currently factored in.

Expectations on bank pre-commitment
requirements fell again in Q2’13 and will
continue to improve, but at a slower rate

than predicted in the last survey.

% Pre-Commitment Requirements Baiance
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Consumer confidence is still the biggest
challenge for property firms (more so than
in Q1). Concern about govt regulation and

financial/economic volatility also higher.

Critical Challenges over Next 12-months
Consumer Confidence
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Survey respondents expect interest rates to
continue falling in the next 12 months.
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Survey Respondents Expectations: Q2 2013

Capital Values (%)

OFFICE Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 -1.3 0.2 -0.9 2.0 -1.1 -0.5
Q4’13 -1.0 0.7 -0.7 2.3 -0.5 -0.1
Q2'14 0.4 1.2 0.7 3.6 0.0 0.9
Q2’15 2.4 2.7 1.9 4.5 1.6 2.5
RETAIL Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 -2.1 -1.3 -0.2 -1.2 -3.0 -1.5
Q4’13 -2.2 -0.7 0.1 -0.8 -2.9 -1.2
Q2’14 -1.5 -0.1 0.4 -0.4 -1.7 -0.6
Q2’15 0.0 0.6 0.8 0.4 -0.4 0.3
INDUSTRIAL Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 -1.3 -0.2 -0.7 -0.2 -2.5 -0.7
Q4’13 -0.7 0.5 -0.4 -0.2 -2.5 -0.3
Q2'14 0.1 2.0 0.3 -0.1 -2.5 0.5
Q2’15 0.7 2.9 1.1 1.2 0.8 1.6
Gross Rents (%)
OFFICE Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2'13 -1.7 -0.9 -1.9 -0.2 -0.5 -1.2
Q4’13 -1.1 -0.6 -1.1 -0.6 -0.5 -0.8
Q2’14 -0.2 0.0 -0.3 0.1 0.3 -0.1
Q2’15 1.3 1.1 0.8 0.9 1.6 1.2
RETAIL Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 -2.7 -2.0 -0.9 0.0 -3.8 -2.0
Q4’13 -2.8 -1.8 -0.5 -0.3 -4.3 -1.9
Q2'14 -2.1 -1.2 -0.1 0.6 -2.9 -1.3
Q2’15 -0.6 -0.9 0.4 2.4 -0.8 -0.3
INDUSTRIAL Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 -2.4 0.0 -0.5 0.1 -4.3 -0.9
Q4'13 -1.0 0.4 -0.2 0.3 -3.5 -0.4
Q2’14 -0.3 14 0.2 0.9 -2.9 0.3
Q2’15 -0.4 2.4 0.5 1.7 0.3 1.1
Vacancy Rates (%)
OFFICE Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 6.4 8.0 9.4 5.0 6.4 7.3
Q4’13 6.5 8.5 9.6 5.8 7.3 7.8
Q2'14 6.3 8.2 9.8 5.8 7.3 7.6
Q2’15 5.4 7.8 9.0 5.8 6.4 7.0
RETAIL Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2’13 4.8 4.6 5.8 3.0 4.5 4.8
Q4’13 5.0 4.9 6.0 3.7 4.5 5.0
Q2'14 5.1 4.9 5.6 3.7 4.5 5.0
Q2’15 3.9 4.8 5.0 3.7 4.5 4.4
INDUSTRIAL Victoria NSW Queensland WA SA/NT* AUSTRALIA
Q2'13 5.8 6.0 6.8 5.0 6.3 5.9
Q4’13 5.4 5.5 6.4 5.5 6.3 5.7
Q2’14 5.2 5.0 5.6 5.4 5.0 5.2
Q2’15 5.2 5.2 5.7 5.0 4.3 5.1

* Limited sample size
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About the Survey

In April 2010, NAB launched the inaugural NAB Quarterly Australian Commercial Property Survey with the aim of
developing Australia’s pre-eminent survey of market conditions in the Commercial Property market.

The large external panel of respondents consisted of Real Estate Agents/Managers, Property Developers,
Asset/Fund Managers and Owners/Investors.

Given the large number of respondents who are also directly exposed to the residential market, NAB expanded the
survey questionnaire to focus more extensively on the Australian Residential market.

Around 300 panellists participated in the Q2 2013 Survey and the breakdown of our Survey respondents - by
location, property sector and business type - are shown below.

Respondents by State Respondents by Property Sector Respondents by Business Type

Hotels/
Western Australia ACT Tasmania v Enteriainment " Office Property Fund Managers  yajyers  Other
26 g ictoria 6% 15% alEstate) gy 3% Real Estate Agents
14% Infrastructure 3%
0% % and Managers
1% Relallj Z::peny 45%

South AustralialNT
8%

Queensiand
ot rdusir Propery Property Developers Asset Managers/
16%

New South Wales. Residential Property
24% 47¢ Property Operators.
13%

%
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Important Notices

Disclaimer: This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice
contained in this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on any
advice in this document, NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB recommends that
you obtain and consider the relevant Product Disclosure Statement or other disclosure document, before making any decision about a product
including whether to acquire or to continue to hold it. Products are issued by NAB unless otherwise specified.

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or
contractor thereof (the "NAB Group") does not warrant or represent that the information, recommendations, opinions or conclusions contained in
this document ("Information") is accurate, reliable, complete or current. The Information is indicative and prepared for information purposes only
and does not purport to contain all matters relevant to any particular investment or financial instrument. The Information is not intended to be
relied upon and in all cases anyone proposing to use the Information should independently verify and check its accuracy, completeness,
reliability and suitability obtain appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and
nothing contained in this document will be considered an invitation to engage in business, a recommendation, guidance, invitation, inducement,
proposal, advice or solicitation to provide investment, financial or banking services or an invitation to engage in business or invest, buy, sell or
deal in any securities or other financial instruments.

The Information is subject to change without notice, but the NAB Group shall not be under any duty to update or correct it. All statements as to
future matters are not guaranteed to be accurate and any statements as to past performance do not represent future performance.

The NAB Group takes various positions and/or roles in relation to financial products and services, and (subject to NAB policies) may hold a
position or act as a price-maker in the financial instruments of any company or issuer discussed within this document, or act and receive fees as
an underwriter, placement agent, adviser, broker or lender to such company or issuer. The NAB Group may transact, for its own account or for
the account of any client(s), the securities of or other financial instruments relating to any company or issuer described in the Information,
including in a manner that is inconsistent with or contrary to the Information.

Subject to any terms implied by law and which cannot be excluded, the NAB Group shall not be liable for any errors, omissions, defects or
misrepresentations in the Information (including by reasons of negligence, negligent misstatement or otherwise) or for any loss or damage
(whether direct or indirect) suffered by persons who use or rely on the Information. If any law prohibits the exclusion of such liability, the NAB
Group limits its liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable.

This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The
Information is governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia.

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject
matters discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily
reflect the views of the NAB Group. No part of the compensation of the author(s) was, is, or will be, directly or indirectly, related to any specific
recommendations or views expressed. Research analysts responsible for this report receive compensation based upon, among other factors, the
overall profitability of the Global Markets Division of NAB.

For distribution by WealthHub Securities: Where you have received this document via the nabtrade service (nabtrade), it is distributed to you
by WealthHub Securities Limited ABN 83 089 718 249 AFSL No. 230704 (“WealthHub Securities”). WealthHub Securities is a Participant of the
Australia Securities Exchange and a wholly owned subsidiary of National Australia Bank Limited ABN 12 004 044 937 AFSL No. 230686
(“NAB”). NAB doesn'’t guarantee the obligations or performance its subsidiaries, or the products or services its subsidiaries offer. Any material
provided to you by WealthHub Securities will contain factual information or general advice. This factual information or general advice does not
take into account your particular objectives, financial situation and needs, and a statement of advice will not be provided. WealthHub Securities
will not give you any legal, tax, financial or accounting advice or any advice or recommendation regarding the suitability or profitability about your
transactions. Before you make a decision about whether to acquire a financial product, you should obtain and read the Product Disclosure
Statement available at nabtrade.com.au and consider the appropriateness of the information having regard to your particular circumstances. You
agree that you will not solely rely on the information provided by WealthHub Securities or elsewhere on nabtrade.com.au when making
investment and/or financial decisions. WealthHub Securities does not provide personal advice to online retail clients. WealthHub Securities
receives commission from dealing in securities and from its authorised representatives. Introducers of business may directly share in this
commission. WealthHub Securities and its associates may hold shares in the companies that it distributes research/information on.

The value of investments and future returns may rise or fall and, at times, returns may be negative. Past performance is not a guarantee of future
performance. Please note, this material has not been verified by WealthHub Securities. WealthHub Securities does not make any representation
or warranty as to the timeliness, reliability, accuracy or completeness of the material, nor does it accept any responsibility arising in any way for
errors in, or omissions from, that material.

United Kingdom: If this document is distributed in the United Kingdom, such distribution is by National Australia Bank Limited, 88 Wood Street,
London EC2V 7QQ. Registered in England BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability
in the State of Victoria, Australia. Authorised and regulated by the Australian Prudential Regulation Authority. Authorised in the UK by the
Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation
Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on request.

USA: If this document is distributed in the United States, such distribution is by nabSecurities, LLC. This document is not intended as an offer or
solicitation for the purchase or sale of any securities, financial instrument or product or to provide financial services. It is not the intention of
nabSecurities to create legal relations on the basis of information provided herein. Hong Kong: In Hong Kong this document is for distribution
only to "professional investors" within the meaning of Schedule 1 to the Securities and Futures Ordinance (Cap. 571, Laws of Hong Kong)
("SFO") and any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person. Issued by National
Australia Bank Limited, a licensed bank under the Banking Ordinance (Cap. 155, Laws of Hong Kong) and a registered institution under the SFO
(central entity number: AAO169).

New Zealand: This publication has been provided for general information only. Although every effort has been made to ensure this publication is
accurate the contents should not be relied upon or used as a basis for entering into any products described in this publication. To the extent that
any information or recommendations in this publication constitute financial advice, they do not take into account any person’s particular financial
situation or goals. Bank of New Zealand strongly recommends readers seek independent legal/financial advice prior to acting in relation to any of
the matters discussed in this publication. Neither Bank of New Zealand nor any person involved in this publication accepts any liability for any
loss or damage whatsoever may directly or indirectly result from any advice, opinion, information, representation or omission, whether negligent
or otherwise, contained in this publication. National Australia Bank Limited is not a registered bank in New Zealand.

Japan: National Australia Bank Ltd. has no license of securities-related business in Japan. Therefore, this document is only for your information
purpose and is not intended as an offer or solicitation for the purchase or sale of the securities described herein or for any other action.
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