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1.0 DEFINITION & CATEGORIES OF SERVICED APARTMENTS

1.1

Definition

By definition, serviced apartment refers to residential
accommodation that usually satisfies the following criteria:

1. a residential establishment held under sole ownership and
with a single management providing accommodation with
central or split-type air-conditioning and possibly communal
amenities such as a restaurant, laundry, recreational facilities
and a business centre. A serviced apartment is essentially a
mode of residential accommodation which operates in a
similar way to a hotel.

2. The serviced apartment unit interior is fully furnished with
standardised furniture, fittings and appliances and must have
a private bathroom and formal pantry/kitchenette fitted with
a refrigerator and a stove or hob unit, and with linen,
crockery and kitchenware, thus giving tenants the ability to
prepare their own meals.

3. It must provide the occupants with housekeeping or a maid
service, which includes the changing of towels and linen as
well as general room cleaning. These services can be
provided either on a daily basis or a few times a week.
Services are often included as part of the rental package,
however, they may also be provided as an optional “extra”.
All housekeeping or maid services are provided by the same
management that runs the building.

4. The serviced apartment accepts lease terms from one month
to longer periods, such as one year. The rental includes
management fees, Government rates and Government Rent.

5. Basic utilities, namely water, gas (if any), local telephone
calls and satellite or cable television are included in the
rental whilst electricity and broadband internet sometimes
are charged separately (note: IDD telephone calls are always
at the expense of the tenants and may incur handling fees by
the management).
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Categories of Serviced Apartments

In general, there are four main categories of serviced
apartments in Hong Kong:

e Premier Serviced Apartment

Refers to residential accommodation which is:

- Located in prime locations such as the central business
district (“CBD"”) and traditional luxury residential areas

- Furnished to an exceptionally high standard

- Usually the largest and the most comprehensive in terms
of offering of room format amongst the four main
categories of serviced apartment

- Offers recreational facilities and a similar range of
services and amenities to a four- to five-star hotel (e.g.
swimming pool, gym, babysitting, concierge, laundry and
dry cleaning, business centre, shuttle bus service, etc)

- Developed as a purpose-built serviced apartment project
and sometimes part of an existing luxury hotel or
residential complex

e Luxury Serviced Apartment

Refers to residential properties which are:

- Usually located in the CBD but also in less prime
locations, still with a high degree of accessibility to the
major business, shopping and entertainment precincts

- Furnished to a high standard but usually older than
premier level serviced apartments

- Generally large but also offer a variety of room formats

- Also offer recreational facilities and a variety of services
and amenities similar to those available in premier
serviced apartments

- Sometimes developed as part of a hotel or converted
from a “residential use” development

o Standard Serviced Apartment

Refers to those properties that are:

- Located in secondary locations or general residential
areas

- Usually smaller and offer fewer size and layout options
than premier and luxury serviced apartments

-  Furnished and decorated to a comfortable, but not
luxurious, standard

- Less comprehensive in their provision of facilities and
amenities, if any

- Serviced by a caretaker rather than a concierge

- Less expensive than premier and luxury serviced
accommodation

g CBRE
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Boutique Serviced Apartment

Refers to a relatively new segment of the serviced apartment

market that has been introduced in recent years which are:

- Located in convenient locations such as the main
business districts and major shopping areas

- Developments which tend to be more compact in size
than Premier and Luxury classes

- Finished and decorated to a relatively high standard,
particularly in a trendy, cozy and contemporary theme

- Offer a customised range of services such as a
concierge, newspaper delivery, breakfast and
membership of exclusive “discount schemes” or links to
local shops and restaurants

- Do not have on-site recreational facilities but offer
membership to local health clubs or gyms

- Often converted from commercial-use buildings or
purpose-built

: CBRE
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MARKET OVERVIEW

The serviced apartment sector of the property market continued to be
active across-the-board from July 2005 to June 2006 although the
growth rate was noted to have decelerated. On the upside, demand
from both expatriates and local residents remained stable for this type
of residential accommodation with flexible leasing terms, whilst the
diminishing rate of new supply entering the market should provide
strong support to rentals in existing facilities. However, buoyant
operator optimism, which could drive rental growth beyond the
affordable range, and intense competition in the top-end of the
market, both represented downside factors in terms of the rate of rental
increment that could impact this highly sought-after property segment.

Hong Kong remained the preferred business hub in Asia for many
multinational companies (“MNCs”) either expanding their operations or
setting up new offices to fully harness the advantage of proximity to
China. This fuelled boosted leasing demand in the market for hassle-
free accommodation with flexible terms, which registered at levels
similar to the bullish market conditions observed in 2004. Initially in the
third quarter of 2005, this upbeat market demand translated into the
hardening of rentals in the serviced apartment market in general. Of
particular interest was that the premier and boutique sub-segments
registered the most substantial surge in rentals on the back of the
launch of major new projects, namely Four Seasons Place and shama
midlevels, in these respective sub-segments during the period under
review. However, the luxury sub-segment entered a phase of
consolidation as it was impacted by new competition from Four
Seasons Place which tempted many high-end tenants away from the

luxury serviced apartment market to sample this latest headline project
in the SAR.

Rentals in the standard sub-segment began to play “catch-up” in the
fourth quarter of 2005, while signs of rental correction emerged in the
top-end sub-segments on the back of both existing and new
considerations, including the increased number of comparable
alternatives for top quality-seeking tenants in boutique and refurbished
standard apartments. The consequence of this convergence in
trajectories saw the rental gap between premier and standard serviced
apartments narrow from about $11.8 psf in the third quarter of 2005
to $7.2 psf in the second quarter of 2006. The narrowing of this gap
highlights the overall level of buoyancy in the serviced apartment
market.

Indeed, CBRE's survey indicates that an all-inclusive rental difference of
less than $1 psf exists between conventional luxury residential
properties and high-end serviced apartments. As a result it is expected
that the leasing market for conventional luxury properties will witness
increased gravitational pull from the serviced apartment market on the

! CBRE
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4.2 Unit Mix

An analysis of serviced apartment size indicates that a significant
proportion of the existing stock belongs to units providing smaller
gross area. Studio units, usually below 500 sf, currently account
for 38.5% of the total stock, up from 35.8% last year while one-
bedroom units account for 39.5%, consistent with the level last
year. There are significantly fewer units providing larger
accommodation, as demonstrated by the smaller number of two-
bedroom wunits and three-bedroom units, which account for
17.2% and 4.7%, of the total serviced apartment stock, down
from 18.4% and 6.0% last year, respectively.

Serviced Apartment Unit Mix in Hong Kong

4 Bedroom Unit
3 Bedroom Unit

2 Bedroom Unit 1 Bedroom Unit

Studio Unit

Source: CB Richard Ellis CBRE Research
Chart 2: Serviced Apartment Unit Mix in Hong Kong
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4.3 Examples of Serviced Apartment Developments
A selection of major projects representing each of the four
categories in the serviced apartment market in Hong Kong is

listed as follows:

1. Premier Serviced Apartments

e de Ricou

Located opposite to Repulse Bay Beach with the unrivalled
panoramic view of the South China Sea to the fore and the
green mountain scenery at its rear, de Ricou is the only
serviced apartment accommodation in Hong Kong that is
located in the midst of the tranquility of the south side. At the
same time it is within 15 minutes of Central and a number of
international schools ranging from pre-schools to secondary
schools. The 68 fully furnished two-bedroom duplex suites of
de Ricou, sized from 2,020 sf to 2,243 sf, are all maintained
to wholly reflect the premier standard of service in true
“Peninsula” style. In addition to everything from the in-room
living amenities to the 60,000 sf newly renovated residential
club facility that offers a wide range of recreational options to
all walks of life, de Ricou is complimented by a variety of fine
restaurants and shopping facilities within the complex. The
community feeling all under one roof of The Repulse Bay
makes de Ricou different from other premier serviced
apartment developments.

de Ricou
Source: The Repulse Bay

s CBRE

CB RICHARD ELLIS

it 3B R4



e Four Seasons Place

Located atop of Hong Kong Station of the Airport Express
Link, Four Seasons Place is an integral part of the world-class
ifc development in Central. In close proximity to Hong Kong'’s
major business and entertainment districts and conveniently
surrounded by major transport routes, Four Seasons Place is
the latest and only large-scale premier serviced apartment
development in Central.

The 517 units at Four Seasons Place (not including two
penthouses suites), ranging from an airy studio starting at 547
sf to a three-bedroom suite at 1,867 sf, are all designed as a
“home away from home”. Apart from luxurious in-room
offerings such as 42" wide screen plasma television, 5.1
home entertainment system, limestone bathrooms with rain-
shower fittings, and fitted LCD screens in the bathrooms in
addition fo other small appliances that come standard in the
development, the very meaning of “luxurious service” is
further encapsulated by the attention to detail that guests are
personally offered a choice of down or non-allergenic pillows
and a custom-made Four Seasons matiress. Such offerings
are meant to satisfy even the most demanding guests.

Both the mega-sized East and West Penthouse suites at Four
Seasons Place are with a terrace of over 2,000 sf each on the
60/F. Offering an extraordinary class of luxury living, the
facilities in these two premier suites include heated private
swimming pool with counter flow jet, massage jet plus under-
water speaker, spa, Jacuzzi, 65” Panasonic plasma television,
B & O audio system, Gaggenau kitchenware and more. These
exquisite penthouses are slated to be the “talk-of-the-town”.

Other exceptional facilities provided by Four Seasons Place
include rooftop infinity pool and Jacuzzi, gymnasium and sky
lounge, reading room with internet access and playroom for
personal enjoyment and a comprehensive 24-hour business
centre from the adjacent Four Seasons Hotel to accommodate
the needs of modern executives and professionals alike.

Four Seasons Place
Source: Four Seasons Place Hong Kong

5 CBRE
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2. Luxury Serviced Apariments

e Tower 18 of Hong Kong Gold Coast

Hong Kong Gold Coast in Castle Peak Bay was one of the
first serviced apartment developments in Hong Kong and
remains one of its most unique. It is amongst the very few
serviced complexes that offer “homely” facilities such as flame
cooking and balconies, and is the only one that is located
within easy access of a yacht club. Together with a residential
club house and shopping mall as well as the Gold Coast
Resort and Conference Hotel and the Gold Coast Beach,
which are all within easy reach, the tenants of Hong Kong
Gold Coast are served by an exclusive, relaxing, fun and
convenient living environment not so far from the CBD with its
shuttle bus services keeping Tsim Sha Tsui and Central to
within a 25-minute ride.

Amongst all serviced provisions in the development, Tower 18
of Hong Kong Gold Coast has been newly upgraded with a
view to catering for the needs of those who have high
expectations on quality of life. Following the renovation, all of
the 92 luxury suites in Tower 18 have enlarged living areas
with half of the apartments being converted from two-
bedroom to one-bedroom units whilst the remainder have
been converted from three-bedroom to two-bedroom units.
The much larger living space provided by the unit
reformatting in Tower 18 is further supplemented by high-
quality fittings such as brand new kitchen and bathroom
fixtures, new floor finishing and modern appliances. As the
closest luxury serviced apartment to the Hong Kong
International Airport, a large portion of its tenants work for
MNCs and are able to take full advantage of its high
connectivity to the airport, facilitated by a shuttle service that
runs 34 daily trips to and from Chek Lap Kok.

Tower 18 of Hong Kong Gold Coast

Source: Sino Land Company Limited

13 CBRE
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3. Standard Serviced Apartments

e Century Court

Located in the heart of Wanchai, Century Court offers the
convenience of downtown living at affordable prices. Within
walking distance to Wanchai MTR station, the Hong Kong
Convention & Exhibition Centre and many casual restaurants
and pubs, Century Court is ideal for either short or long stay
in Hong Kong. All 48 units within the development,
comprising 30 535-sf one-bedroom units, 15 two-bedroom
units of 571 sf and three one-bedroom duplexes of 1,070 sf
(two wunits) and 1,142 sf (one unit), respectively, are fully
furnished and tastefully renovated featuring large windows
and modern kitchens and bathrooms. In addition to
provisions such as satellite and cable TV, broadband internet
access and 24-hour security, the maid and linen services of
Century Court are provided by the nearby Novotel Century
Hong Kong Hotel which has also made available its
gymnasium and pool facilities to the residents of Century
Court at an optional membership fee.

Century Court
Source: Allied Properties (HK) Limited

14 CBRE
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4. Boutique Serviced Apartments

e Central 88

As one of the established boutique projects in Central, the 74
prestigious suites of Central 88, sized from 440 sf to 1,430 sf
are famous for their contemporary Chinese-styled room
furnishings. The development offers 33 studio units, 36 one-
bedroom and five two-bedroom suites with en suite
bathrooms. In addition to practical in-room amenities and
services provided in this elegant-Chinese themed serviced
apartment development, such as unlimited internet
broadband access, individual fox line, message phone,
electronic safe, free local calls, central air conditioning with
individual control, cable TV and VCD/DVD player and hi-fi,
24-hour security and maid services and so on, complimentary
personal services such airport limousine pickup on arrival,
breakfast, newspapers and magazines are manifestations of
this development’'s commitment to quality service by the
operator, the Wincome Group of Companies.

Central 88

Source: Wincome Management Consultants Limited
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e abeo

Autumn 2006 will see the unveiling of home2home lifestyle’s
third boutique serviced apartment development in Hong
Kong. Located in Aberdeen, abeo, the ltalian word for
“relax”, promises guests an unparalleled, sumptuously chic
living environment and is set to create a buzz in Hong Kong's
south side. Designed by the award winning team at K+K
associates, abeo’s iconic silhouette was conceptualised in
dramatic juxtaposition to the traditional Chinese sampans,
offering guests the chance to sit back, relax and enjoy the
wide open sea views. With 10 studios and 42 one-bedroom
units, all exquisitely furnished and fully equipped with special
hi-tech features such as x-game consoles and i-pod docking
stations as well as being Wi-Fi ready, the property is slated to
raise the bar on other existing boutique serviced apartments
in the city.

In fact, such hi-tech facilities are now also featuring in other
home2home lifestyle apartments in ovolo and erba — another
first from the company that continues to uphold its renowned
reputation for being attentive in accommodating guests’
needs and beyond, from a complimentary movie library to a
special welcome tray to help guests unwind after a long trip.

abeo
Source: home2home lifestyle

ovolo erba
Source: home2home lifestyle Source: home2home lifestyle
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RENTAL VALUES

As a general practice, rentals for serviced apartments are usually
inclusive of Government rates and rents, management and service
fees, air-conditioning, electricity and other utilities (except international
telephone calls).

During the period between July 2005 and June 2006, rentals in most
main categories of serviced apartment registered increases, driven by
the buoyant level of demand from new overseas arrivals. The only
exception to this upward trajectory was noted in the luxury serviced
apartment sub-segment which quiesced on the back of intensive
competition between players at the top-end segment (i.e. premier and
luxury sub-segments). According to figures from the CB Richard Ellis
Serviced Apartment Rental Index for the second quarter of 2006,
standard serviced apartments achieved the greatest rise in rentals of
approximately 16.4% over the same period in 2005, which was mainly
the result of outstanding performances in the market registered since
the fourth quarter of 2005. The rental spike in this class was backed by
the fact that many standard serviced apartment players, who
implemented major refit programmes earlier intending to capitalise on
the surge in market rental level that was anticipated as a natural
outcome of the raised market standard set by the newly-introduced
Four Seasons Place. In fact, the positive response the market showed to
Four Seasons Place, launched in the third quarter of 2005, is the
epitome of the market, and demonstrates the increased willingness of
tenants to pay higher rentals for quality accommodation.

The overall market buoyancy driven to a large extent by Four Seasons
Place failed to translate into rental hardening in the luxury serviced
apartment sub-segment as the stiffened competition in the top-end
market segment held rentals back. Towards the second half of 2005,
given similar leasing rates in the premier and luxury sub-segments,
many high-end tenants opted to relocate to either newly-renovated
accommodation, such as the Parkside which had all phases of total
renovation completed in August 2005, or the brand new Four Seasons
Place to sample the latest project to hit the market, thus driving a bout
of “musical chairs” that dampened the business in the luxury sub-
segment to a considerable extent. This effect was underlined by the g-
o-q rental drop in the luxury sub-sector of 1.1% and 4.3% in the third
and fourth quarters of 2005, respectively. The downward pressure
eventually reflected a 6.3% y-o-y rental slide in the second quarter of
2006. Meanwhile, such dip in luxury serviced rentals could also be
viewed as a market-driven correction with respect to the earlier rental
surge noted in 2005 in which a dramatic 35.9% rise was registered in
the first six months of the same year.

Notwithstanding this dynamic, the rental performances of other
serviced apartment sub-segments, i.e. the premier and boutique
classes, registered encouraging y-o-y growth of 5.8% and 10.9%,
respectively, in the second quarter of 2006. In particular, the
outstanding performance of the boutique sub-segment was another

7 CBRE
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example of players benefiting from the new heightened standard set by
Four Seasons Place and the willingness of discerning users to pay more

for “the right environment”.

CB RICHARD ELLIS SERVICED APARTMENT RENTAL INDEX
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Chart 3: CB Richard Ellis Serviced Apartment Rental Index

Tables 3A-D below illustrate achieved rentals for various types of

serviced apartment in the second quarter of 2006.

Premier Serviced Apartment Achieved Rentals

Name of Development District

(HK$ psf)
The Atrium Admiralty 54
Parkside Admiralty 52
Parkview Suites Tai Tam 44
De Ricou Repulse Bay 36
Gateway Apartments Tsim Sha Tsui 40
Four Seasons Place Central 55

Average Rents

Table 3A: Premier Serviced Apartment Achieved Rentals

Luxury Serviced Apartment Achieved Rentals ‘

Average Rents

Name of Development District (HKS psf)
Convention Plaza Apartments Wanchai 30
Harbour Plaza Hung Hom 36
New World Apartments Tsim Sha Tsui 30
The Ellipsis Happy Valley 45

Table 3B: Luxury Serviced Apartment Achieved Rentals
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Standard Serviced Apartment Achieved Rentals

Name of Development District Average Rents m nts
Lily Court Il Mid-Levels 41
Peach Blossom Mid-Levels 49
Eaton House Happy Valley 36
The Elgin Central 28
Century Court Wanchai 37
Regent Heights Causeway Bay 32

Table 3C: Standard Serviced Apartment Achieved Rentals

Boutique Serviced Apartment Achieved Rentals

Name of Development District Average Rents m nts
ovolo Central 42
Central 88 Central 54
The Plaza Central 27
Shama Causeway Bay Causeway Bay 48
Shama Central Central 41
erba Central 37

Table 3D: Boutique Serviced Apartment Achieved Rentals

s CBRE
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DEMAND

In line with the overall buoyancy witnessed over the past few years in
the wake of the global economic upswing and continued rapid
expansion of China’s economy which is aftracting growing MNC
activity, many companies, including financial institutions, law firms,
accountants and ancillary service providers, continue to despatch more
staff to Hong Kong which they see as a springboard into China. As
many of these new staff are single people on short- to mid-term
business assignments, they have generated a consistently high level of
demand for serviced apartments. Meanwhile, the “all-inclusive” and
flexible packages, which serviced apartments offer, provide tenants a
“hassle-free” residential option particularly suited to living abroad on a
temporary basis. In addition the flexibility one is granted on leasing
terms expunges the need for a long-term commitment such as is
required on a traditional lease, while deposits are also generally lower.

It was recently noted in CBRE’s survey that since the second half of
2005 the rental difference between the conventional luxury residential
properties in all inclusive package and the top-end serviced apartments
registered a dramatic switch from the latter being $2.3 psf more
expensive in the third quarter of 2005 to being $0.3 psf cheaper than
the former as at the end of the second quarter of 2006. Under such a
consideration, it is clear that top-tier serviced apartments, offering
world-class service and comfort as well as a high degree of flexibility
and hassle-free lifestyle, would continue to tempt tenants of
conventional apartments away and the same factors would also sway
some corporate accommodation strategies over the near-term.
Therefore, demand for serviced apartments should sustain a strong
growth momentum.

In general, there are three main sources of demand for serviced
apartments:

e Expatriates coming for work

Demand for serviced apartments has remained robust in recent
years as many MNCs see the importance of setting up regional
headquarters in Hong Kong before they jump into the China
market on the back of the mature and transparent legal and
banking systems of the SAR. As a result, there were 3,798 foreign
companies registered in Hong Kong as of June 2005, a surge of
5.2% year-on-year. This sizeable presence of MNC offices in the
SAR continues to foster a substantial base for serviced apartment
demand.

In terms of expatriate population, as at 31 December 2005, the
number was 517,560 persons, similar to last year's figure. Whilst
this long-staying expatriate population remains relatively stable, for
executive expatriates, though, the total number appeared to have
reduced some 13.9% y-o-y to 90,990 persons. However, one may
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wish to note that, as remarked by the Immigration Department, the
figures on foreign population are derived from a physical count of
arrival and departure records maintained by them. Taking this into
consideration, the figures therefore do not represent the total
number of foreign residents who have residential status in Hong
Kong, and they also vary from time to time as some foreign
residents travel frequently on business trips or on vacation overseas.
In fact, this continuing decline in long-staying expatriate executives
coincides with the prevailing MNCs’ sustained efforts to minimise
costs by bringing in more junior- and middle- management ranked
personnel on more moderate budgets and on shorter-term
assignments as opposed to long-term relocations.

The sustained MNC focus on cost saving, by replacing long-term
relocations with those on short-term assignments, has supported an
increasingly robust level of demand for serviced apartments in
Hong Kong. The confluence of this trend with the limited supply and
high occupancy rates currently being witnessed across the sector
has driven an imbalance of demand and supply which has resulted
in an increase in both asking and achieved rentals for serviced
apartments.

Foreign Companies & Expatriates in Hong Kong

700,000 4,000
I Foreign Companies

600,000 - == Expatriates Population
== Executive Expatriates

T+ 3,500

T 3,000
500,000 -

T 2,500
400,000 A
T 2,000
300,000 -
+ 1,500

200,000 -

Expatriate Population

T 1,000

100,000 A + 500

Total Number of Regional Offices

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005*

Source: Immigration Department; InvestHK & CB Richard Ellis CBRE Research
* Foreign Companies are updated as of June 2005
Chart 4: Number of Foreign Companies & Expatriate Population in Hong Kong

Returning Chinese from Overseas

Serviced apartments remain a popular choice with returning
Chinese from foreign countries who opt to stay in Hong Kong for
employment opportunities. There has been a significant increase in
the number of returning Chinese due to the fact that many MNCs
are eagerly looking for overseas Chinese who can speak both
Chinese and English fluently.
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In addition, returning Chinese first arriving in Hong Kong will often
select a serviced apartment rather than staying in a hotel. Offering
greater space, a range of bedrooms, full cooking facilities and
convenience, serviced apartments allow families to create a
semblance of their normal lifestyle that a hotel cannot offer, thereby
permitting a smoother transition to the work-place.

Local residents

Due to the relatively higher occupancy costs compared with a
conventional apartment, serviced apartments have not been overly
popular with local Hong Kong residents in the past. Local people
generally consider moving into serviced apartments only when their
own homes are being renovated or decorated.

However, in recent years, there has been emerging demand for
serviced apartments from local residents, particularly those in the
high-income group of young upwardly-mobile professionals. They
are often attracted by the “ready-to-go” nature of serviced suites,
with preference for comprehensive services over all the hassles
associated with hiring domestic help and purchasing furniture,
which are required when one takes up residence in a conventional
apartment.

22 CBRE
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FUTURE SUPPLY

In June 2000, the Town Planning Board deleted the category of
“Serviced Apartments” from its land-use list. Under the new system,
developers cannot apply to build such properties in the form of land-
use conversion. However, they can incorporate serviced suites into hotel
or residential projects. The measures run parallel with the Lands
Department's decision not fo draft land leases for serviced apartment
developments for fear of difficulties if serviced flats were allowed to be
sold on a strata-title basis. This means there will only be residential
leases, which allow strata-title sale of the finished properties, or hotel
leases under which the finished products have to be sold as a whole.

Prior to the Town Planning Board's decision in 2000, many developers
were granted approval to convert commercial and industrial land into
serviced apartment use through land-use conversion. These approved
applications basically dominated serviced apartment supply during the
2002-2006 period but not so much afterwards as most of these
projects have already been completed. Instead, conversion of building
use by means of total refurbishment of old buildings is now becoming
a main stream of new serviced apartment supply.

The following table is a summary of projects that are planned to
complete in 2006 and 2007:

Future Serviced Apartment Supply in 2006/07

Estimated
Completion Number

Name of Development District Year of Units
URA Hanoi Road Project Tsim Sha Tsui 2006 383
Manson House Tsim Sha Tsui 2006 84
Happy Valley 88 Happy Valley 2006 48
V Wanchai Wanchai 2006 70
202-206 Queen’s Road Sheung Wan 2007 28
Central
52 Wellington Street Central 2007 29
Airport Express Kowloon Tsim Sha Tsui 2007 300
Station
Cheung Wing Road Kwai Chung 2007 648

TOTAL: 1,590

Source: CB Richard Ellis CBRE Research

Table 4: Future Serviced Apartment Supply in 2006/07

Amongst the new serviced apartment developments listed above, the
Cheung Wing Road project in Kwai Chung actually represents 40.8% of
the total new serviced apartment unit supply. According to the latest
approval from the Town Planning Board in January 2005, the Cheung
Wing Road project of Tung Chun Soy & Canning Company would
include a hotel block of 18 storeys and a serviced apartment block of
38 storeys, both over a 4-storey podium, providing 368 hotel
guestrooms and 648 serviced apartment flats respectively. Déi’re the
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fact that the project is slated to complete in 2007, it is indeed likely that
it would be delayed as no demolition or construction works of any
kinds were noted in our recent site visit.

The majority of these eight new serviced apartment projects are to be
developed by small-scale developers. The only exceptions are the
Hanoi Road project of the Urban Renewal Authority (“URA”) and New
World Development Company Limited and the Airport Express Kowloon
Station project of Sun Hung Kai Properties Limited, which would add a
substantial supply of 383 and 300 units to the serviced apartment
market respectively, together forming a 43.0% share of the total new

supply.

Despite the enhanced transportation infrastructure fostering the
emergence of Tsuen Wan as a decentralised serviced apartment node
of the SAR, both the CBD and the SAR’s more bohemian areas, such as
Happy Valley, remain attractive to many users of serviced apartments.
Meanwhile, available plots or en bloc buildings in these areas are
usually of smaller scale given their local characters, uniquely fermented
by their long history of development. Therefore, new serviced
apartment opportunities in these districts, which are relatively small in
scale, are always highly sought after by small- to mid-size land
developers as safe long-term investments. That explains why many of
the new serviced apartment projects in the next year or so are being
driven by small-scale developers. Amongst these developers, the
Wincome Group of Companies is indeed the most aggressive one as it
has two projects in the pipeline, namely Happy Valley 88 in Happy
Valley and V Wanchai in Wanchai, both slated to be launched by the
fourth quarter of 2006, amounting to a total supply of 118 serviced
apartment units, or 7.4% of the total new supply.
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OUTLOOK

Given that Hong Kong promotes its legal and banking systems as
amongst the best and most transparent in the world, MNCs would
continue to consider the SAR as the ideal location in which to set up
regional headquarters before they plant their stake in the fast-growing
market in China. On this basis, which is unlikely to alter over the
foreseeable future, the influx of new overseas arrivals should at least be
maintained at a level similar to that of recent years. As such, a stream
of demand for serviced apartments is strong and secured, which in turn
supports an optimistic market outlook from a demand perspective.

Indeed, as serviced apartment demand is less volatile than that in the
conventional luxury residential leasing market, it is noted that more
investors and small-scale developers, and even foreign financial
institutional players such as the Morgan Stanley Real Estate Fund, have
adapted different ways either to seek a foothold or to expand their
presence in the serviced suites market with a view to capitalising on this
stable revenue stream. Apart from acquiring a maijority stake in an
existing operator like the Morgan Stanley Real Estate Fund did, the
most common way of entering into the market is through conversions in
terms of change of building/land use from conventional single-block
residential or commercial towers to serviced apartment properties, or to
launch major facelifting programmes to upgrade from standard
serviced projects to boutique-style serviced premises.

Whilst the upcoming project of V Wanchai is an example of a change
of use from a commercial block to a boutique serviced apartment
development, its sister project, known as V Happy Valley on 68 Sing
Woo Road in Happy Valley, is an example of facelift upgrade. The
project, previously known as Orchid Valley, has recently been
reintfroduced into the market as a boutique development offering 48
units of 550 sf or 700 sf in size. Another example of this type of
conversion is the new project undertaken by home2home lifestyle, the
company which has great success with its ovolo and erba boutique
serviced apartments at the top-end boutique sub-segment. The
company plans to unveil its third boutique serviced apartment building
called abeo in Aberdeen in fall 2006. The new project, a conversion
from a standard serviced apartment project, will offer 10 studio flats
and 42 one-bedroom suites, and is slated to be a strong competitor to
those leading developments in the boutique sub-segment.

Notwithstanding the above, it is interesting to note from the latest list of
new supply as exhibited in Table 4 of this report that, since the
emergence of the premier class and with the launch of Four Seasons
Place, the serviced apartment market in general has repositioned itself
to lean in favour of smaller niche projects, either in the boutique or
standard sub-segments. This trend of repositioning, supported by the
lack of suitable land and opportunity for new large-scale serviced suite
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projects in prime areas of the city on one hand, and with the premier
standard now benchmarked too high to beat on the other, seems to
become the way forward for the serviced apartment market at least in
the near future. Given this case, the outlook of the market would likely
see more sophisticated players introducing new small serviced
accommodation projects to the city whilst the premier grade new supply
would be minimal. Meanwhile, the luxury sub-segment, given the
dilemma in its current market position, could face a situation of frozen
supply, or even a shrinkage of existing stock as current projects may
opt to either upgrade to premier class or undertake a facelift and
reposition to become boutique-styled developments.

In light of the few small new projects in prime serviced apartment
locations in the pipeline, this lack of substantial new supply is likely to
persist over the near term. As a result, a rise in rentals across serviced
apartment sectors is seen as inevitable over the near-to medium-term.
Indeed, most serviced apartment properties recorded occupancy levels
of over 85% throughout the period from mid-2005 to mid-2006
despite a number of new players entering into the market. This
sustained high level of occupancy is another strong factor which lends
support to the promising outlook for the serviced apartment market
over the medium term.

Viewed overall, the prospects for the serviced apartment sector continue
to be optimistic. As the buoyancy of the majority of economies in the
Asian region and the growth of economic relations between the East
and West are likely to prevail, large numbers of “execs-on-the-move”,
who embrace the flexibility and quality of living that serviced
apartments offer, should continue to lead demand. Meanwhile, the
shrinking new supply forecast to hit the market in the coming few years
should offset the effect of intense competition to some extent that would
support investor interest in this segment over the medium term. Hence,
the leasing performance of the serviced apartment sector in Hong Kong
should continue to be positive over the next 12 months.
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DISCLAIMER

The information above has been obtained from sources believed reliable.
While we do not doubt its accuracy, we have not verified it and make no
guarantee, warranty or representation about it. It is your responsibility to
independently confirm its accuracy and completeness. Any projections,
opinions, assumptions or estimates used are for example only and may not
represent the current or future performance of the property. The value of any
transaction to you depends on tax and other factors, which should be
evaluated by your tax, financial and legal advisors. You and your advisors
should conduct a careful, independent investigation of the property to
determine your satisfaction and the suitability of the property for your needs.
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