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Executive Summary
Savills was engaged by Sustainability Victoria to identify key attributes and specific financial
performance benchmarks for mid-tier office buildings (MTOBs) with a view to better
understanding the factors affecting investment decision-making by the owners of these
buildings. The aim of this study has been to help inform government and industry decisionmaking that will drive a greater uptake of green building upgrades in the mid-tier office
markets across the country.
The study focused on three key elements - analysis of the typical characteristics, the
investment performance and the environmental performance of MTOBs. The data for the
study was drawn from various government and industry sources, but predominantly from
Savills’ database of thousands of office buildings that date back to the early 1990s, enabling
long-term trend analysis of financial / investment performance.
Insufficient information was available to fully extend the study beyond the CBDs in Brisbane,
Sydney, Melbourne, Adelaide and Perth. The Melbourne suburban market was also
included, although not in all parts of the study. Additionally, some of the data (particularly
when broken down by locality, building grade and ownership type) limited the degree to
which meaningful analysis could be applied.
It is also important to note the timing aspect when comparing investment / financial
performance across the various office markets, as much depends on the starting and
finishing points of any review period. Office market cycles are asynchronous and, as such, a
recession in Melbourne may coincide with a boom in Perth at the beginning or the end of the
data series, which would subsequently skew the data being analysed.
The key points noted regarding the typical characteristics of MTOBs are they are generally
smaller and older than Premium / A Grade buildings, with the majority aged between 40 and
60 years old. Aside from institutional investors, a significant proportion of MTOBs is owned
by private and overseas investors, with strata-titled buildings also representing large parts of
the market, by number, area and capital value.
With respect to the investment performance component, the study found the variation
evident in many of the metrics across the Australian office markets is, in many ways,
reflective of the state of the local economies. The mining states of Western Australia and
Queensland have office markets that have tracked, to varying degrees, according to ‘boom
or bust’ cycles, and currently have subdued levels of demand and appreciably high vacancy
rates. Conversely, the non-mining centres of Melbourne and Sydney have lately seen a
dramatic lift in demand and a substantial decline in vacancy, while conditions in Adelaide
have been relatively stable for some time.
Key findings within this part of the study include:
•

the recent growth in rents in Sydney has come from a combination of increasing
demand and the withdrawal of office space, and as the buildings being withdrawn
were largely occupied, the displaced tenants have been forced to find new premises
in a market with falling vacancies.

•

Institutional owners tend to be at a financial advantage with respect to the magnitude
of incentives they can offer. This ‘raising of the bar’ places pressure on private
owners to match these incentive levels, although many are not in a position to do so.
As a result, fit-outs that are funded wholly by private owners may not stretch to
accommodate the same degree of ESD measures as those funded by institutional
owners.
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•

As market yields fall, the rent required to build a new building falls. For occupiers,
lower investment yields mean new buildings can be delivered to them for lower costs.
This also means the rents payable in lesser-quality buildings fall to below the cost of
a new building and mid-tier building rents also fall to be lower than those.

•

Over the past 25 years, a total of 4 million square metres of CBD office space has
been built, whilst 2.8 million square metres was withdrawn.

•

There has been a trend of secondary buildings emptying and prime buildings filling in
the decade since the GFC. This trend towards ‘a flight for quality’ for businesses
seeking to lease office space over the past 5 years is due to their willingness to
occupy new premises that offer a broad range of benefits.

•

Although vacancy often moves in tandem in prime and secondary markets, rates are
generally always higher in secondary buildings. The cyclical nature of vacancy is
evident in the Brisbane and Perth CBDs, where rates for MTOBs that were tracking
well below 5% a decade or so ago are now close to 20%. In comparison, rents in
Sydney and Melbourne secondary buildings are around 5% to 7%.

A major focus within the investment performance study was the degree to which
refurbishment activity is occurring across the country. The analysis was limited to some
degree by a lack of available information as to the nature and magnitude of the recorded
refurbishment activity (i.e. whether mostly cosmetic works or major upgrades of the buildings
and key plant had been performed).
Despite this, the study found considerably higher proportions of refurbishment activity had
occurred in prime buildings than secondary grade assets, the latter having much higher
proportions of buildings that were last refurbished more than 20 years ago.
The Melbourne and Brisbane CBD markets recorded the lowest proportion of un-refurbished
MTOBs in the study, with slightly higher levels recorded in Sydney and Perth. By
comparison, Adelaide had a considerably higher rate. Across the ownership types, strataowned MTOBs, along with occupier and developer-owned equivalents, generally recorded
the highest proportion of un-refurbished CBD buildings.
The extent to which the timing of refurbishment works in MTOBs is pinned to occupancy
drivers cannot be over-emphasised. Many owners find themselves in an intractable position
regarding when and how major works can be undertaken as painlessly as possible, which
often leads to items of mechanical plant remaining in operation well past their useful lifetime.
The key indicator coming from this part of the study is that vacancy at a rate in the order of
10% drives fuller refurbishment activity, whereas vacancy rates of 20% or higher drive
comparatively little refurbishment. Understanding the timing of the market cycle, with respect
to when an owner is more likely to invest in significant building / services upgrades, is
therefore of paramount importance for governments contemplating the introduction of
intervention programs / incentives.
The findings of the environmental performance analysis confirmed very high proportions of
MTOBs did not have current NABERS Energy Ratings.
Key findings related to this part of the study include:
•

Brisbane and Perth had the lowest proportion of unrated B Grade and C Grade CBD
buildings at close to 65% of the buildings studied, with Melbourne recording the
highest rate at 90%.
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•

Brisbane had the highest proportion of buildings with ratings of 4 stars or higher,
being just over 15%. Comparable figures were less than 10% in the other 4 CBD
localities, with Melbourne recording the lowest figure at just under 5%.

•

The proportion of institutionally owned NABERS-rated B Grade and C Grade CBD
buildings was just under 60%, which is significantly higher than all other ownership
types, where the average take-up rate of NABERS ratings was between 0% and
32%. Institutional owners also had much higher-rated buildings than the other
ownership types, being on average 3.9 stars, compared to 2.9 stars and 2.7 stars for
private and overseas owned buildings.

A high-level investigation was undertaken that looked at the relationship between the
recorded NABERS Energy Ratings and corresponding values for building size, the years
since construction / refurbishment, capital value and the vacancy rate found. The study,
however, found there to be only a minor degree of correlation between these variables, with
vacancy showing the strongest relationship of those evaluated.
Building on the correlation investigation, a separate study was undertaken to provide a
deeper analysis of the impact of vacancy on the energy intensity (EI) of office buildings.
Buildings, both prime and secondary, which had successive NABERS Ratings between 2014
and 2016 were used to evaluate the proportional changes in rated area and energy
consumption from which trends in energy intensity were compared.
The findings of this part of the study included:
•

Brisbane and Perth CBDs buildings showed the greatest reductions in rated area
over the 3 years, with Sydney enjoying the lowest, which mirrors the vacancy profiles
noted earlier in the study.

•

Buildings in the Brisbane CBD had the least favourable proportions of rated
area/energy consumption changes.

•

Sydney CBD buildings showed the least variation in average EI trend values across
A Grade and B Grade assets than others in the study. Corresponding values for
these buildings in Brisbane and Perth were much more diverse.

•

Overall, the EI results for A Grade buildings were notably better than those for B
Grade buildings. Despite this, there was still a significant number of prime assets that
returned relatively poor EI trend values that were not substantially different to those
for secondary buildings.

Despite MTOBs often being considered, on average, relatively poor performers from an
energy efficiency perspective, this data suggests many of these buildings have the capacity
to perform at levels not overly different from those in higher-grade stock.
At the heart of this particular investigation lies the question as to how well office buildings are
able to adapt to changes (i.e. reductions) in occupancy levels.
Beyond the design of HVAC systems, and the related capacity to engineer flexible plant
operation, the degree to which these systems are configured, maintained, monitored and
adjusted is critical. In this regard, MTOBs may be at a comparative disadvantage due to
lower levels of FM resources. This functionality for occupancy- based HVAC operation, and
(more importantly) the degree to which it is currently being applied across the country, is
expected to have a sizeable bearing on energy consumption within office buildings.
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The last aspect of the study looked at various industry drivers influencing investment for
green building initiatives, including international benchmarking systems, green bonds,
wellness and energy cost / security concerns.
Government intervention programs were looked at through the lens of actual / expected
exposure and take-up rates by MTOB owners. Impending changes to the mandatory
disclosure provisions for office buildings is expected to have the greatest impact on MTOBs
in the coming years. Unfortunately, strata-titled buildings remain outside of these legislative
provisions, which (given the size and impact of this part of the MTOB sector) appears to be a
missed opportunity.
Despite this potential shortcoming, a clear benefit in reducing the mandatory disclosure
threshold value will be the considerable increase in energy efficiency data that could reshape the assessment of how well Australia’s office market is performing.
The key recommendations coming from this study generally relate to the gathering of,
evaluation of and (where required) subsequent policy modification from additional key data.
These and other recommendations include:
•

Prioritise intervention programs to achieve higher levels of participation and related
energy efficiency in MTOBs, in particular, non-institutionally owned buildings (i.e.
strata and occupier).

•

Consider timing the roll-out of large-scale funding programs to when / where the
commercial office market cycle is most favourable to MTOB owners (e.g. using shifts
in vacancy trends to guide program launches).

•

Similarly, consider collating and evaluating the type / extent of retrofit actions being
undertaken on MTOBs, as is currently performed every two years by City of
Melbourne via the 1,200 Buildings Melbourne Retrofit Surveys. Such information on a
national level would help to assess current efforts and guide government incentive
programs to reduce energy, water and emissions.

•

Implement a national review system, in which relevant past and present government
incentive programs are analysed to determine the degree of success or failure
achieved according to a set of uniform metrics (e.g. cost per tonne of abatement).
Key findings and ‘lessons-learned’ from these reviews should be routinely shared
across all government jurisdictions to enhance existing programs and maximise the
introduction of new programs.

•

Conduct a national survey of MTOB owners to obtain specific information about their
investment strategy and the factors affecting their decision-making with respect to
‘green building’ upgrades.

•

Conduct a discreet and targeted survey of mechanical services contractors to
ascertain current functionality for occupancy-based HVAC operation, and the degree
to which it is currently being applied nationally.

•

Undertake follow-up studies over the next few years to update and expand the
energy intensity investigations conducted in this report.
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1. Background
The commercial building sector is a significant contributor of Australia’s greenhouse gas
emissions and represents a significant portion of the low-cost abatement and energy
efficiency opportunities for Australia (ClimateWorks, 2013).
There have been several studies that have highlighted such opportunities for the broad built
environment. Studies into the response rate and drivers of sub-sectors have been limited
and geographically isolated. What has been observed, however, is that while the commercial
building sector has made considerable advancements in carbon abatement, the majority of
this progress to date is attributed to the prime office market (i.e. Premium Grade & A Grade
buildings).
Sustainability in the mid-tier office market (i.e. B Grade, C Grade & D Grade buildings) has
been a growing focus for industry and government for quite some time. In 2012,
Sustainability Victoria published ‘The Next Wave’ which identified the state of the mid- tier
office market. The Green Building Council of Australia’s mid-tier office building forum in 2015
led to the development of a pathway to improving energy efficiency in this sector.
Similarly, government incentive programs for commercial buildings have shifted focus to the
mid-tier market, including Sustainability Victoria’s Energy Efficient Office Buildings program
in 2013 and the NSW Office of Environment and Heritage’s No More Average Buildings in
2016.
While there has been some work undertaken that identifies the characteristics of the mid-tier
office market, there is a general lack of understanding regarding the nature of mid-tier assets
financial performance and investment decision making.
Sustainability Victoria has engaged Savills to undertake a study to identify key attributes and
specific financial performance benchmarks for mid-tier office buildings with a view to better
understanding the factors affecting investment decision-making by these building owners.
This information will potentially be used to help inform government and industry decisionmaking to drive a greater uptake of green building upgrades in the mid-tier office markets
across the country.

2. Scope
The following works were incorporated within the research project:
•

an overview of the typical characteristics of the Australian mid-tier office market;

•

a detailed investigation of the mid-tier office market financial performance indicators,
including short-term and long-term metrics;

•

a brief comparison of financial performance indicators against those of ‘Premium
Grade’ and ‘A Grade’ assets;

•

identification of any key qualitative factors influencing mid-tier office market financial
performance; and

•

an evaluation of (if it exists) correlation between energy efficiency / building
sustainability against financial performance indicators for mid-tier offices.
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3. Approach
The study incorporates three key elements from which the findings section of the report is
structured upon, namely analysis of the typical characteristics, the investment performance
and the environmental performance of mid-tier office buildings (MTOBs).
The first of these sections looked at the numbers of MTOBs, where they’re located, their
average ages and sizes, whether they’re single or multi-tenanted and their ownership
profiles.
Long-term (e.g. 25 year) performance analysis was conducted on a range of investment
indicators, including: face / effective rents; financial incentives; market yields; capital values;
additions / withdrawals / absorption of stock; vacancy rates; and refurbishment activity.
Comparisons between the related performance of MTOBs and Premium Grade / A Grade
buildings were also covered in this section.
The environmental performance section focussed on the recent (i.e. 2016) uptake / results of
NABERS Energy Ratings across the various building grades and the correlation of these
results in MTOBs with key variables, such as the size of the buildings, when they were
constructed / last refurbished, their capital value and their vacancy rate (as of December
2016).
Trend analyses were also conducted into the movements of buildings’ rated area / energy to
determine the potential impact of vacancy on energy consumption, which were measured as
a percentage change in the energy intensity (i.e. MJ/m2). This particular investigation was
aimed at providing an indication as to the extent to which a building’s lighting and heating,
ventilation and air conditioning (HVAC) systems perform as occupancy levels change.
Throughout the report constant reference is made to the various building grades (i.e.
Premium, A, B, C and D Grade buildings). These classifications are based on the Property
Council of Australia’s (PCA) A Guide to Office Building Quality 2012 and incorporate
parameters for floor-plate size, the quality of building finishes, infrastructure (including
HVAC, controls, lighting, lifts) and the degree of access and building services.
The data sources used in the study included Savills internal research databases, along with
external sources such as Cityscope and PCA. Data used in the environmental performance
section were supplied by the Commercial Building Disclosure (CBD) Team and NABERS.
Although Green Star is used extensively throughout the Australian property industry, the
uptake of its rating tool for existing buildings (i.e. Green Star Performance) is relatively new.
In this regard, the take-up rate of Green Star across non-institutionally owned MTOBs is
quite low in comparison to NABERS and, as such, this rating tool was not used in the study.
The key localities covered in the study were the capital cities of Brisbane, Sydney,
Melbourne, Adelaide and Perth. The Melbourne metropolitan suburbs were also included as
an indicator of suburban markets across the country. Due to insufficient data, however, this
inclusion was mainly limited to the typical characteristics section and all but the vacancy and
refurbishment parts of the investment performance section. Similarly, there was not sufficient
data to enable inclusion of Canberra, Hobart, Darwin or other localities within the study.
There are parts of the study where a lack of data is noted, either by volume or granularity.
This is particularly so where the data is broken down by locality, building grade and/or
ownership profile. In this regard, the degree to which meaningful analysis can be undertaken
is somewhat limited.
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4. Findings
Typical Characteristics
The following sections detail the characteristics of mid-tier office buildings across the
nominated localities. These characteristics relate to the number and location of buildings,
typical building sizes, when they were built, the different types of tenant groups and the
various ownership profiles.
4.1.1

Numbers & Distribution

The datasets used in this part of the report cover the five CBD office markets of Brisbane,
Sydney, Melbourne, Adelaide and Perth, as well as the suburban office market of Melbourne.
In total, 1,435 buildings are captured in the study, with these numbers comprising:
•

630 B Grade buildings

•

518 C Grade buildings

•

287 D Grade buildings

Figure 1 Numbers of Australian mid-tier office buildings by PCA Grade (six markets surveyed)

Within the geographical spread of the above markets there are additional buildings used for
office purposes that are not represented in the study. These include education facilities,
government facilities, suburban offices (other than those captured in the Melbourne market)
and single offices located above retail spaces that are generally seen in strip retail locations.
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Figure 2 Numbers of mid-tier office buildings by PCA Grade per locality
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4.1.2

Size

Mid-tier buildings are, as a
general rule, smaller
buildings than Premium and
A Grade office towers. This
is especially so in non-CBD
or suburban contexts where
occupiers are generally
smaller and height limits are
often in place.
Across the 6 markets
analysed, the average size
of a B Grade building is just
over 6,500 sqm, with C
Grade buildings around
3,500 sqm and typical D
grade buildings being just
under 2,200 sqm.
As evident in Figure 3Figure 3,
4 and 5 most mid-tier
buildings in the Brisbane
CBD are, on average, larger
than elsewhere in the
country.

Figure 3, 4 and 5 Average size of mid-tier office buildings by PCA Grade per locality
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4.1.3

Age

The majority of mid-tier office stock in Australia is between 40 to 60 years old, with the
average building age being 48 years of age (i.e. constructed in 1969).
40 years is generally regarded as a full life-cycle for a commercial building, at which point
there are opportunities for major refurbishment or ‘re-purposing' - both influencing supply
within and beyond the commercial office market in that particular locality. 40 years is
especially relevant with respect to tax benefits, as after this time depreciation benefits of
2.5% per annum are no longer able to be claimed by owners.

Figure 6 Year of construction of Australian mid-tier office buildings by number and area

The oldest MTOBs are, as expected, D Grade buildings, with the median age of these
buildings being between 13 and 57 years older than the corresponding B Grade buildings in
the same locality. In comparison, there is considerably less variation in age across the PCA
grades in the Melbourne suburbs.

Brisbane

Sydney

Melbourne
CBD

Adelaide

Perth

Melbourne
Suburbs

Averages

B Grade

1984

1975

1981

1985

1981

1984

1982

C Grade

1971

1966

1960

1981

1974

1976

1971

D Grade

1965

1929

1930

1928

1968

1967

1948

Averages

1973

1957

1957

1965

1974

1976

1967

Table 1 Median year of construction of mid-tier office buildings by PCA Grade per locality
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As can be seen in the locality graphs below, the median age of buildings in the Sydney and
Melbourne CBDs is notably older than those in the other markets surveyed, followed by
corresponding Adelaide MTOBs. The Brisbane and Perth CBD office markets are relatively
newer, being mostly built in the 1970’s and 1980’s.

Figure 7, 8, 9, 10, 11, 12 Median age of mid-tier office buildings by number and area per locality
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4.1.4

Tenant Type

An analysis of the available data shows more than 70% of MTOBs nationally are multitenanted, with this figure being closer to 80% when comparing the amount of office space
that is multi-tenanted. The proportion of multi-tenanted B Grade and C Grade buildings is
reasonably similar (on average being 73%), whereas a slightly lower percentage (i.e. 63%)
of D Grade buildings contain multiple tenants.

Figure 13 Tenant profiles of Australian mid-tier office buildings by PCA Grade (number and area)

In the CBD office markets, between 70% and 90% of office buildings contain multiple
tenants. The highest proportions appear to be in the Sydney, Melbourne and Brisbane CBD
markets (83%, 82% and 82% respectively), with correspondingly lower values evident in
Adelaide and Perth MTOBs (at 68% and 74% respectively). In the Melbourne suburban
market the balance is closer to 50/50, which is mostly due to the buildings in the suburbs
being relatively smaller and more suited to single occupancy.

Figure 14 Numbers of mid-tier office buildings by tenant Figure 15 Numbers of mid-tier office buildings by tenant
type and PCA Sydney CBD
type and PCA Brisbane CBD
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The types of tenants occupying Australia’s MTOBs are quite diverse, being generally small
to medium-sized organisations employing anywhere between a few and a few hundred
staff. Some regions attract certain types of businesses, such as in Perth, where there tends
to be a greater concentration of mining-sector tenants than in other parts of the country.
Similarly, there are generally more financial-sector tenants found in Sydney and Melbourne
CBD buildings, although these patterns are generally more pronounced in prime rather than
secondary grade buildings.

Figure 16, 17, 18, and 19 Numbers of mid-tier office buildings by tenant type and PCA Grade per locality

In buildings with large numbers of tenants occupying small areas, the process of effective
tenant communication and engagement can be quite arduous for some MTOB owners. For
tenants that are relatively time-poor and less cognisant of the benefits associated with
energy efficiency the challenges for these owners are duly compounded.
Buildings with a single tenant are generally less likely to have vacant space than multitenanted buildings, but they can be more exposed to vacancy-related financial losses upon
lease expiry. From an energy-efficiency viewpoint, there may be issues with buildings that
change from having been historically a single-tenanted building to a multi-tenanted building.
Although changes to sub-metering provisions are undertaken as part of these changes,
there may be a lack of flexibility of the HVAC system to accommodate new tenants with
differing energy needs or, as importantly, to isolate specific floors that become vacant.
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4.1.5

Ownership Type

As noted in previous reports (Green Building Council of Australia, 2015; Sustainability
Victoria, 2016), the ownership of mid-tier office buildings is different to that of Premium and
A Grade buildings, with a lower level of institutional ownership and higher levels of strata and
private investor ownership in the mid-tier office market.
The type or ‘style’ of owners differs insofar as investment timeframes, active or passive
management, investment purpose, gearing/debt/leverage, tax status and sensitivity to
market movements.
Notwithstanding some degree of shared characteristics within each ownership type, it is
quite difficult to ascribe behaviours and intentions according to ownership type in a blanket
sense. Some owners may have just purchased an asset or it could have been owned for
decades. Some may have purchased for passive, regular income, whilst others are more
opportunistic and are looking to improve the property and sell it. Still others may view the
property as a future redevelopment opportunity and will run the existing premises down
before conversion. For others, the property provides a domicile for their business or (as is
the case with some overseas investors) a safe haven for any one of the above strategies.

Figure 20 and 21 Ownership profiles of Australian mid-tier office buildings (number and area)

Figure 22 Ownership profile of Australian mid-tier office buildings (value)
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Characteristics of MTOB Owners
Institutional investors
Superannuation funds, insurance companies - viewed as ‘caretakers’ of property on behalf of
shareholders/unit-holders.
Structure tends to be Trusts or Funds, and is generally influenced via tax outcomes
Ample reserves of capital and access to finance. Some are listed on the Australian Stock
Exchange
Longer term focus on total financial return (combination of income return plus capital growth)
May choose to self-manage certain-sized assets, but tend to appoint external resources (e.g.
managing agents, facility managers, sustainability consultants) to manage their assets/
portfolios
Have a strong focus on corporate social responsibility and are particularly knowledgeable with
regard to matters concerning sustainability
Examples include Cbus Property, Charter Hall, Stockland, GPT, Growthpoint
Private Investors
Ownership structure tends to be family trust or self-managed super funds of high net- worth
individuals or syndicates
Access to finance could be limited by other liabilities and credit ratings
Limited FM/sustainability staff presence on site to manage assets
Short to medium term focus usually driven by capital growth compared to the income returns
Examples include The Juilliard Group, Altis Property Partners
Owner Occupiers
Landlords who own the asset and also are the major occupiers of the building. These can
include large corporations, governments, banks and insurance companies
Long term focus on the holding the asset with preference for purpose-built facilities
Over the longer term, capital expenditure can sometimes lag, as property is primarily used for
occupation rather than an investment vehicle
Tend to appoint professional staff such as managing agents, FM/sustainability personnel to
manage large assets
Examples include Federal Police, Telstra, ANZ, Exxon Mobil
Overseas Investors
Foreign entities - private, government or institutional investors who have raised the capital
offshore (outside Australia) to purchase the asset in Australia.
Investment is sensitive to foreign exchange rate and interest rates in the country of origin
Investors seeking Australia’s safe haven status (i.e. geopolitical / economic stability) to invest
capital, with a focus also on solid financial returns
Tend to appoint professional staff such as managing agents, FM/sustainability personnel to
manage large assets/ portfolios
Preference for prime grade existing buildings and fund through new developments
Examples include Black Rock, Blackstone, JP Morgan, GIC and Small cap funds from Asia
Developers
Investment usually has a short-term focus aligning with the project completion and sale of the
completed asset to investors (institutions/overseas/private)
Generally, are involved from site acquisition to the construction and commissioning stage of
the building
Capital can be financed by financial institutions and shareholders
All development cycles are driven by market forces (demand and supply, interest rates and
economy)
Professional staff such as managing agents, FM/sustainability personnel is generally
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appointed by the investor purchasing the asset on a long-medium term holding term
New developments are usually of prime grade quality
Examples include Lend Lease, Mirvac, Walker Corporation
Strata Investors
Strata investors include SMSF, small business enterprises and individuals
Body corporate is legally required to oversee the management of these buildings
Focus on affordability for maintenance and capital expenditure
Usually older buildings of secondary grade quality

As can be seen in the locality graphs (below), Adelaide has the highest number of privatelyowned MTOBs in the country. At more than 530,000 sqm, this proportion of 68% privatelyowned buildings is the largest segment of MTOBs in the country. In the absence of large
numbers of office towers housing major national / international businesses (which feature
more in other States), much of the comparably smaller and more affordable office stock has
been readily-acquired by higher numbers of private individuals, families and syndicates than
elsewhere in the country.

Figure 23 and 24 Locality graphs for Adelaide and Perth showing ownership type

In comparison, Sydney CBD has the lowest number of MTOBs owned by private investors
with 33%, which accounts for just less than one-quarter of all buildings by floor area. The
corresponding proportions in the other four localities are, on average, 40% and 32% by
number and floor area respectively and generally represent the majority of ownership type
accordingly in these localities.

Figure 25 and 26 Locality Graphs for Brisbane and Sydney showing ownership type
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Of the 5 CBD Markets, Melbourne and Adelaide have, by far, the lowest number of
institutionally-owned MTOBs at 4% and 6% respectively. The corresponding proportions
increase to approximately 10% for associated floor area in both of these localities, although
they are significantly lower than the 30% / 40% of institutionally-owned MTOBs/floor space
respectively in the Brisbane CBD. Although only 11% by number, almost one-quarter of floor
space (i.e. 485,000 sqm) in Sydney MTOBs is owned by institutional investors. In
comparison, 13% of MTOBs and 18% of related floor space in Perth is institutionally-owned.

Figure 27 and 28 Locality graphs for Melbourne CBD and Suburbs showing ownership type

Owner-occupiers generally account for about 10% of the 5 CBD MTOB markets by number
and floor space. In the Melbourne suburbs the figure is between 20%-25%.
In terms of overseas investors, the Melbourne CBD market has (at 18%) more than ten
times the number of MTOBs owned by this group than in the corresponding Adelaide
market, and almost 20% more than in Sydney. The amount of floor space owned by
overseas investors in the Melbourne CBD is more than 400,000 sqm, which represents
almost 30% of all MTOB floor space in this market.
The proportion of MTOBs associated with developers is comparatively low, with less than
5% of all buildings and floor space owned by this group. The highest proportions in the
country are in Perth, with the lowest being in Brisbane and Melbourne.
Strata-titled buildings account for approximately 30% of the Sydney CBD MTOB market and
represent almost one-quarter (i.e. 475,000 sqm) of all related floor space. In comparison, the
corresponding proportions in the Brisbane and Adelaide CBDs, along with the Melbourne
suburbs are generally between 5% and 10%. Slightly higher values of 16% and 20% are
evident with the Perth and Melbourne CBD markets for buildings and floor space that are
strata-owned.
The comparably high proportion of strata-titled office buildings in Sydney is likely to be
influenced by the take-up of this form of property ownership in the residential market, which
began there in the 1960s / 1970s before gradually being adopted elsewhere around the
country.
It is worth noting here Sydney’s strata market has grown on average 4.0% per annum over
the last 15 years, with a significant amount of new supply added between 2004 and 2009.
The majority of the supply added during this period was classified as secondary grade stock
by the PCA in accordance with the criteria defined in the guide to determining building
grades in circulation at the time. These criteria included floor plates greater than 600 square
metres for A Grade and greater than 1,000 square metres for Premium Grade. The strata
office market typically operates within smaller parameters to cater for smaller tenancies and,
as such, the proportion of strata-titled buildings within Sydney’s MTOBs is quite significant.
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Investment Performance Analysis
The datasets used in this part of the report cover the same number of MTOBs as those
included in the previous section, as well as Premium Grade and A Grade office buildings in
the CBD localities. There are also A+ Grade office buildings included from the suburban
office market of Melbourne. In total, 2,273 buildings are captured in the study, with these
numbers comprising:
•
•

38 Premium Grade buildings
138 A+ Grade buildings (Melbourne suburbs)

•
•
•
•

662 A Grade buildings
630 B Grade buildings
518 C Grade buildings
287 D Grade buildings

The extent to which any particular building captures optimal financial performance data is
determined by the approach taken by the owners regarding financial monitoring / reporting.
Such data is predominantly a function of the terms of the leases in place, the expiry, the
structures around rent reviews, fixed escalations and the terms and conditions of market
reviews. Suffice to say, there are not many buildings that perfectly capture market
movements on a consistent basis.
In comparing investment / financial performance across the various office markets it is
important to understand the timing aspect, as much depends on the starting and finishing
points of any review period. Office market cycles are asynchronous and, as such, a
recession in Melbourne may coincide with a boom in Perth at the beginning or the end of the
data series which would subsequently skew the data being analysed.
This variation across the Australian office markets is particularly apparent at present and in
many ways, reflects the state of the local economies. The mining states of West Australia
and Queensland currently have office markets with subdued levels of demand and recently
delivered supply, which has seen the vacancy rate rise dramatically. Conversely, the nonmining centres of Melbourne and Sydney have seen a dramatic lift in demand and a
substantial decline in vacancy.
In the years 2002 to 2009, a substantial mining investment boom was driven by high
commodity prices and substantial demand for iron ore and coal from China. Interest rates
were substantially higher than they may otherwise have been to keep a lid on inflation and
kept Melbourne and Sydney somewhat subdued.
A slowdown in demand from China, a reversal of commodity prices and the end of the
mining investment boom (coupled with the GFC) saw interest rates fall to historic lows and a
pickup in demand in Melbourne and Sydney. During the same time, there was a substantial
reversal in fortunes in Brisbane and Perth. Whilst Brisbane has stabilised in more recent
times, Perth continues to be challenged, although more office supply is in the pipeline.
Melbourne is meeting the demand with a measured supply response, whereas Sydney
remains challenged on the supply front.
An added difficulty in both Melbourne and Sydney is the continual withdrawal of office space
and development sites (both in CBD and non-CBD office markets) for conversion to
residential or compulsory acquisition for public works.
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Face Rents
Face rents are those paid by the occupier to the landlord before the value of incentives are
taken into account.
From Figure 29 - Figure 31, we can ascertain the rental growth profile for MTOBs generally
performs in a similar profile to higher grade buildings over the long term. The magnitude of
growth varies across the respective markets, although the trend remains reasonably similar.
The notable exception is when a capital city is underdoing boom or bust scenario, as was
the case in 2007 / 2008 for Brisbane and Perth and is currently occurring in Sydney.

Figure 29 Average 25-year net face rents in Australian Premium Grade Office Buildings

Figure 30 Average 25-year net face rents in Australian A Grade Office Buildings

Page | 22

Mid-Tier Offices Investment Performance Study

Figure 31 Average 25-year net face rents in Australian mid-tier office buildings

Compound face rental growth in market rents gives an indication of financial performance
over time. As evident in
Table 2, the Perth office market has seen the strongest growth in face rents over the past
few decades, in part, likely to be influenced by the strong growth during the mining boom
periods. In comparison, Adelaide has had much more subdued growth in face rents over
time.
During the same period, face rents in the Melbourne and Sydney Premium Grade office
markets experienced the lowest growth rates. In the case of Sydney, this may be due to the
Premium office market being considerably more mature than others in the country and, as
such, less exposed to volatility from macro-economic factors. For Melbourne, the impact of
increased supply over time may have led to diminished growth in this particular asset type.

Brisbane

Sydney

Melbourne
CBD

Adelaide

Perth

Melbourne
Suburbs

Premium
Face Rents

3.2%

2.7%

1.8%

3.9%

9.8%

N/A

A
Grade
Face Rents

4.6%

6.1%

5.5%

3.3%

10.0%

3.5%

Mid-tier
Face Rents

4.8%

5.1%

5.8%

3.7%

6.8%

5.0%

Source: Savills Research

Table 2 Average 25-year compound annual face rental growth rates per locality (Perth 23 years)

Premium Grade face rents in Perth, Melbourne and Brisbane range around $600 to $700 per
square metre per annum. At the ends of the spectrum, corresponding values in Adelaide and
Sydney are around $350 and $1,100 per square metre per annum respectively. There are
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no Premium Grade buildings outside the CBD’s in Australia.
For the most part, A Grade face rents range from $350 to $550 per square metre per annum,
with the exception of Sydney, where they have recently risen towards $900 per square metre
per annum. Suburban A Grade buildings generally have face rents that range from $350 to
$400 per square metre per annum. Mid-tier face rents range from $300 to $400 per square
metre per annum, with the exception of Sydney, where they now are in the order of $700 per
square metre per annum. Corresponding face rents for MTOBs in the suburbs range from
$275 to $325 per square metre per annum.

Figure 32, 33, 34, 35, 36: Average 25-year net face rents in Premium Grade, A Grade and mid-tier office
buildings per locality
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The recent growth in rents in Sydney has come from a combination of increasing demand
and the withdrawal of office space for conversion and, in some cases, in order to allow
infrastructure to be built. The buildings being withdrawn were largely occupied and the
displaced tenants have been forced to find new premises in a market with falling vacancies.
It’s worth noting owner occupiers are not subject to the same market forces as other
ownership classes when it comes to movements in office rental levels. This can potentially
have an adverse impact on the efficiency of their occupancy. For example, if rents skyrocket
due to strong market conditions, the owner occupier is financially unaffected and may not
necessarily be motivated to improve the efficiency of their occupancy.
Greater granularity of movements in face rents within each of the markets is provided in the
locality graphs Figure 32 - 36.

Incentives
In order to attract an occupier, a landlord may offer financial incentives. These incentives
often take the form of a payment for capital works associated with the tenant’s fit-out or may
apply to rent-free / rent-abatement periods or a combination of both. The incentive is paid
back in the rent over the term of the lease.
With the onset of the GFC in 2007, banks stopped lending to companies for the purposes of
new fit-out works. In response, building owners have taken on the role of financier, which
they have maintained for a decade now.

Examples of Financial Incentives for Tenants
Example1
Incentive as part of the rent
Rent $500/sqm p.a. x 20% incentive
= effective rent of $400/sqm p.a. with $100 incentive component

Example 2
Incentive to fund a fit-out
Rent $500/sqm p.a. x 30% incentive x 6yrs x 400sqm
= $360,000 incentive to fund fit-out costs of $900/sqm for 400sqm

Incentives are expressed as a percentage of the face rent, either gross or net rent. Many
factors bear on the amount of incentive, but the strongest correlation is vacancy. High
vacancies in a market generally equates to high incentives being offered, with low levels of
incentive available during periods of low vacancy.
Institutional owners tend to be at a financial advantage with respect to the magnitude of
incentives they can offer, due to their easier access to capital, including lower borrowing
costs. This ‘raising of the bar’ places pressure on private owners to match these incentive
levels, although many private owners are not able to do so.
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As a result, fit-outs that are funded wholly by private owners may not stretch to
accommodate the same degree of ESD measures as those funded by institutional owners.
These measures may include energy efficient lighting, sub-metering of key energy uses and
low VOC content in floor coverings, fixtures / furniture and paints. Additionally, such fit-outs
are unlikely to be associated with Green Star Interior ratings or incorporate waste
management plans to minimise fit-out waste going to landfill.
Figure 37 demonstrates that incentives can fall to zero and certainly as low as 10% during
periods of market buoyancy. Conversely, in periods of high vacancy/low demand, incentives
can rise as high as 60%, but are typically around 40%.

Figure 37 Average 25-year net incentives in Australian Premium Grade, A Grade and mid-tier office buildings

Table 3 indicates average long-term incentive levels offered across the three groups in the
various markets are within a reasonably close band, although Perth appears to have the
widest variation between the grades assessed. Brisbane incentive levels are consistently
among the highest of those assessed, with those in Melbourne typically the lowest.
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Brisbane

Sydney

Melbourne
CBD

Adelaide

Perth

Melbourne
Suburbs

Premium
Incentives

23%

18%

19%

21%

30%

N/A

A
Grade
Incentives

30%

25%

19%

25%

16%

9%

Mid-tier
Incentives

30%

25%

13%

27%

17%

10%

Source: Savills Research

Table 3 Average 25-year net incentive levels per locality

Figure 38 Average Net Incentives (%) by grade and locality
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Figure 38 shows that there has been a rise in the amount of incentive on offer in the
Brisbane and Perth office markets during recent times as a consequence of falling demand
and rising vacancy rates. The amount of incentive (as a percentage of the rent) is much the
same across the various grades, with approximately 40% to 55% on offer in both these
localities.
Current conditions in Adelaide have not been as dire as those in Brisbane and Perth,
although low demand and stagnant vacancy rates have resulted in uniform incentive levels
of approximately 25% on offer across the respective grades.
Due to increasing demand and falling vacancy, there has been a fall in the amount of
incentives on offer in the Melbourne and Sydney CBD office markets. The amount of
incentive offered in these regions typically ranges from 20% to 25% across all grades.
Corresponding values in the Melbourne suburban MTOB market are slightly lower at
approximately 15%.
Effective Rents
The net effective rent is what the landlord receives after amortising the payment of the
incentive over the term of the lease and takes into account the outgoings associated with the
building.
In a general sense, the profiles for effective rental growth across the various grades and
localities mirror those for face rents. In this regard, the trends in effective rents for prime and
secondary buildings are somewhat similar over time, aside from the temporal spikes
associated with local boom or bust scenarios as mentioned previously.
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Figure 39 Average 25-year net effective rents in Australian Premium Grade, A Grade and mid-tier office buildings

From Figure 39 we can see Premium Grade net effective rents in most localities are
currently $300 to $400/sqm p.a. Melbourne has slightly higher rents of $440/sqm p.a., but
corresponding rates for Premium buildings in Sydney are much higher - currently in excess
of $800.
A similar national pattern exists with A Grade net effective rents, where in Brisbane,
Adelaide and Perth they range from $250 to $350/sqm p.a., $350 to $400 in Melbourne and
above $650/sqm p.a. in Sydney.
Mid-tier net effective rents in Sydney are currently commanding over $500/sqm p.a., which
are considerably higher than those in Brisbane and Perth, where they range from $160 to
$200/sqm p.a. Corresponding rates in Adelaide and Melbourne are slightly more attractive at
$200 to $300/sqm p.a.
As evident in
Table 4, the Perth office market has seen the strongest growth in effective rents across all
grades during the past few decades.
The lowest degree of growth in the various CBD markets appears to have been in Brisbane
and is most likely to have been due to the correspondingly higher proportion of incentives
paid by building owners.
Effective rental growth rates in MTOBs in the Melbourne suburban market during the review
period have been on a par with the CBD markets, but comparatively lower for A Grade
properties.
Brisbane

Sydney

Melbourne
CBD

Adelaide

Perth

Melbourne
Suburbs

Premium
Effective Rents

2.9%

3.4%

4.4%

4.1%

9.1%

N/A

A
Grade
Effective Rents

4.0%

5.0%

8.2%

4.4%

7.7%

2.9%

Mid-tier
Effective Rents

4.4%

4.1%

4.8%

4.3%

4.5%

4.3%

Table 4 Average 25-year compound annual effective rental growth rates per locality (Perth 23 years)

Further detail of movement in the local markets is provided in Figure 40.
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Figure 40 Average 25-year net effective rents in Premium Grade, A Grade and mid-tier office buildings per
locality

Market Yields
Market yields, or capitalisation rates, are the marker by which face rents are capitalised.
They are the indicator of the reward an investor is willing to accept for the risk of the
investment. Investment yields are influenced by various factors, including bond rates,
competition for capital and prevailing / forecast market conditions.

Page | 30

Mid-Tier Offices Investment Performance Study

In the years leading up to the global financial crisis, prime yields began to compress. Yields
on a national scale reached their peak in mid to late 2007 as an increasing number of
investors sought out higher-yielding assets in safe-haven markets such as Australia. The
Australian economy was still performing well at this time and some markets, such as Perth,
were somewhat shielded from the effects of the downturn due to the upswing in mining
investment. Investor competition was elevated and although
the residential sub-prime market had just collapsed, investors continued to compete to buy
assets through to early 2008.
In mid-2008, the investment property market saw a shift in investor sentiment, firstly as a
result of increases in interest rates and then as a result of the global financial crisis and the
share market plunge. The impact of this shift resulted in a fundamental change in market
conditions in most areas. Although there was a slight lag in the resource markets of Brisbane
and Perth, nationally, office vacancy rates began to rise and the availability of investment
opportunities rose. The Australian dollar also began to rise, as did commodity prices. This
trend continued and for most of 2011 and 2012 the Australian dollar was either on parity or
sitting above the US dollar.
By 2014, the cash rate was stable as long-term interest rates and risk spreads remained low.
Globally, growth was still continuing at a modest pace and the exchange rate was still high.
Two key macro trends have shaped the economy over the last two to three years, that being
the fall in mining investment and commodity prices. Although there has been some
improvement in commodity prices of late, growth in the non-mining sector has gradually
lifted, underpinned by low interest rates and lower exchange rate conditions. Global markets,
however, began to witness an increase in volatility from around 2014, in particular in Europe
and Asia.
The risk-free rate adopted by investors is the bond rate, typically the 10-year bond yield. In
the years leading up to the global financial crisis, prime yields began to compress. Yields on
a national scale reached their peak in mid to late 2007 as an increasing number of investors
sought out higher-yielding assets in safe-haven markets such as Australia. Since 2014,
average prime yields have been more than 300 basis points higher than the bond rate, and
in some cities higher. The large spread between this widely used risk-free benchmark,
makes property assets appear very attractive.
Weakness in the currency, high relative yields compared to global markets and economic
growth (albeit slightly below trend) have attracted record amounts of foreign capital to
commercial property markets in 2015 and 2016. This has driven strong competition on
assets as investors seek to redirect funds to Australian property markets.
There were a number of significant investment opportunities presented at the tail-end of
2015, including portfolio sales, which heightened overall investment volumes, through 2015
and the first quarter of 2016. Investors, mostly institutions and off-shore groups, in their
search for higher yielding assets (compared to other overseas markets) and Australia’s safehaven status buoyed much of this activity. The influx of capital has resulted in yield
compression across most asset grades of between 25 and 50 basis points over the last 24
months.
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Figure 41 Average 25-year market yields in Australian Premium, A Grade and mid-tier office buildings

A review of the national graphs (Figure 41) shows Premium Grade market yields currently
range from 5% to 7%, with A Grade yields from 5% to 8% and Mid-tier mostly between 6% to
9%.
A deeper analysis (Figure 42) shows Premium Grade market yields are currently tighter in
Sydney and Melbourne CBDs, where they range from 4.75% to 5.50%. Corresponding yields
in Brisbane range from 5.50% to 6.50%, with higher values of between 6.50% and 7.25%
being the norm currently in Adelaide and Perth.
A similar national pattern is evident with market yields in A Grade buildings, where Sydney
and Melbourne again have the lowest figures of between 5% and 6%. Yields ranging from
5.50% to 6.50% are currently being experienced in Brisbane, with considerably higher
values in Perth and Adelaide of between 7.00% and 8.25%. In the Melbourne suburban
office market, A Grade buildings are producing yields typically between 6.00% and 7.00%.
While market yields in MTOBs are generally higher than those in prime office buildings, the
higher yield typically reflects greater risk, the main being vacancy. Yields in Sydney and
Melbourne currently sit within the range of 5.75% to 7.00%, with corresponding values in
Brisbane being between 7.50% and 8.50%. Mid-tier yields in suburban Melbourne cover a
broader range of 7.00% to 9.00%, with values in both Adelaide and Perth currently ranging
from 8.50% to 9.50%.
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Figure 42 Average 25-year market yields in Premium, A Grade and mid-tier office buildings per locality

As evident in

Figure 43, market yields and rents are closely linked, with significant implications for supply
and demand of office space.
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Figure 43 Impact of cap rates on net face and effective rents in Australian office building

As market yields fall, the rent required to cover the construction costs for a new building also
falls. So in a time when yields are say 7.50% for example, the net face rent a developer
needs to achieve to make a new building viable would be in the order of $750/sqm – this rent
is called an economic rent.
As investment yields fall, the developer requires lower and lower rents to make a new
building viable. Therefore, when investment yields get down to around 5%, a developer
requires an economic rent of around $500/sqm in order to make a new building viable.
For occupiers, lower investment yields mean new buildings can be delivered to them for
lower costs. This also means the rents payable in lesser-quality buildings fall to below the
cost of a new building and mid-tier building rents also fall to be lower than those. The rents in
these existing buildings generally cannot grow beyond economic rents for a sustained period
of time. With the exception of Sydney, all other CBD office markets are currently constrained
by this with yields at the lower end of this range, placing a cap on current market rents.

Capital Values
The face rents, when capitalised by prevailing market yields and operating costs are factored
in, generate a capitalised value.
From Figure 44 we can ascertain the capital growth value profile of MTOBs generally
performs in a similar fashion to those of higher grade buildings over time.
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Figure 44 Average 25-year capital values in Australian Premium Grade, A Grade and mid-tier office buildings

Brisbane

Sydney

Melbourne
CBD

Adelaide

Perth

Melbourne
Suburbs

Premium Capital
Values

4.3%

3.6%

3.3%

5.0%

11.9%

N/A

A Grade Capital
Values

5.6%

7.8%

7.2%

3.9%

11.9%

4.8%

Mid-tier Capital
Values

5.4%

6.6%

6.9%

4.4%

8.0%

6.8%

Source: Savills Research
Table 5 Average 25-year compound annual effective capital value growth rates per locality (Perth 23 years)

Table 5 indicates long-term annual growth rates in capital values for the three asset groups
to have similar profiles across the Sydney and Melbourne CBD markets.
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Growth rates in capital values for A Grade and mid-tier buildings located in Sydney,
Melbourne and (to a lesser extent) Brisbane have been more pronounced than the Premium
Grade buildings in these same localities. Capital value growth rates in Adelaide have been
more stable across the three groups over the long-term, whilst Premium and A Grade values
in Perth have shared similar growth rates, being almost twice that of corresponding values
for MTOBs. Unlike in most other markets reviewed, capital values in the Melbourne
suburban MTOBs have enjoyed notably higher levels of growth than those for the A Grade
buildings.
As with rental growth rates, the Perth CBD market has outshone all others with capital value
growth rates during the past few decades. By comparison, the growth rates in capital values
for Premium Grade buildings in Melbourne and Sydney have been more subdued.
In terms of current values, Premium Grade
buildings in Sydney can command capital
values above $20,000 per square metre.
Rates of $10,000 to $12,000 per square
metre are typically attributable to Premium
Grade buildings in the Brisbane and
Melbourne CBDs.

Figure 45 Average Capital Values by Grade 1992 – 2016
Sydney Office Buildings

Corresponding values in the Adelaide CBD
are almost half these rates, with values in
Perth ranging from $9,000 to $11,000 per
square metre.

A Grade capital values are lowest in the
Adelaide CBD, being on average $4,000 to
$5,000 a square metre.
A range of $5,000 to $8,000 a square metre
applies to similar buildings in the Melbourne
suburban market, as too, the Brisbane and
Perth CBDs.

Figure 46 Average Capital Values by Grade 1992 – 2016
Brisbane Office Buildings
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A Grade capital values are generally
between $8,000 and $10,000 a square
metre in the Melbourne CBD, although
current rates are almost double these in the
Sydney CBD.
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Mid-tier capital values in the Melbourne
suburban and Adelaide CBD generally sit
within the range of $2,500 to $3,500 a
square metre, with those in Perth slightly
higher at $3,500 to $4,500 a square metre.
The CBD MTOBs in Brisbane and
Melbourne typically range in value between
$4,000 and $6,000 a square metre, with the
highest values for these buildings enjoyed in
Sydney, where they are on average $11,000
a square metre.
Figure 47 Average Capital Values by Grade 1992 – 2016
Melbourne Office Buildings

Figure 48 Average Capital Values by Grade 1992 – 2016
Perth Office Buildings

Figure 49 Average Capital Values by Grade 1992 –
2016Adelaide Office Buildings

Additions, Withdrawals & Absorption
Construction of new buildings has been a key influencing factor in the investment
performance of office markets across the country. Over the past 25 years, a total of 4 million
square metres of office space has been built in the CBD’s of Brisbane, Sydney, Melbourne,
Adelaide and Perth, whilst a total of 2.8 million square metres has been withdrawn during the
same period. These net additions total 1.2 million square metres.
During the past decade, a total of 1.8 million square metres of office space has been built in
Australian CBD’s, which equates to an expansion of almost 20% of total stock in all CBD’s
except Sydney. The corresponding withdrawal of office stock totalled approximately 1.1
million square metres, which resulted in a net addition of 700,000 square metres.
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Figure 50 Average 25-year additions and withdrawals in Australian CBD office buildings

As demand for office space increases, the market generally responds with new supply.
Buildings (and floors within buildings) are withdrawn for refurbishment and returned to the
market. Others are demolished, whilst some are converted to alternative uses (‘repurposing’), such as residential accommodation.

Figure 51 Average 25-year net absorptions and additions in Australian CBD office buildings
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Demand for office space is termed net absorption. As indicated in Figure 52 there has been
a general trend of secondary buildings emptying and prime buildings filling in the decade
since the GFC. This trend towards ‘a flight for quality’ for businesses seeking to lease office
space over the past 5 years is due to their willingness to occupy new premises that offer the
following benefits:
•

a high level of employee retention due to improved building amenities and services at
no additional cost to their business;

•

attractive financial incentives offered by owners of newly-constructed buildings via
contributions towards fit outs and/or rent abatement;

•

reduced outgoings from energy costs; and

•

increased efficiency of building design, which affords greater density of staff that
delivers lower occupancy costs to the business

Figure 52 Average 25-year net absorptions in Australian prime and secondary CBD office buildings

Central to this last point is the size of floor-plates and the related efficiencies for larger
tenants. MTOBs generally have smaller floor-plates than those in Premium and A Grade
offices and consequently may prove inefficient (both physically and financially) for larger
tenants.
This becomes quite apparent when considering the following example of financial
implications concerning the size of office floor-plates. The simple example is critical to
understanding the nature of investment in mid-tier office buildings and the implications for
these assets over time.
It is also worth noting increased floor-plate size and higher levels of general amenity are the
key distinguishing factors between prime and secondary grade buildings, with these factors
generally being those that generally influence whether a building slides down the grading
scale over time.
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Office Floor-Plate Considerations
Consider the case of a tenant that currently occupies five 800 square metre floors (i.e. 4,000
square metres in total) in a 25-year-old MTOB. This tenant employs 160 staff, who are located
across various floors at an average ratio of 1 person per 25 square metres.
A modern, efficient office building with large floor-plates can comfortably accommodate one
person per 15 square metres. With this improved office density ratio and floor-plate size, the
tenant could occupy a single 2,400 square metre floor (or two 1,200 square metre floors) in an A
Grade building.
From a financial perspective, rent in the mid-tier building was $350 per square metre per annum,
which equates to $1.4 million per annum. The corresponding rent in the A Grade building is $500
per square metre per annum or $1.2 million per annum. Although at face value the rent appears
more expensive, the tenant would actually be saving close to 15% in rental expenditure by moving
to the A Grade building.

Vacancy Rates
Vacancy rates are an accurate measure of the health of the property market and more
broadly that of the economy.
The early 1990s were characterised by high vacancy rates due to significant new and
predominantly speculative supply being completed and added to CBD stock levels. It is
estimated between 1990 and 1993 more than 3.0 million square metres of new supply was
added to Australian CBD markets. In some markets, the additional space took between five
and ten years to be absorbed. By comparison, the next decade resulted in a much lower
level of new supply being added, with approximately 1.6 million added over the 10 years to
2000.
The next major development cycle ran from mid-2000s to 2010/11, underpinned mostly by
activity in Sydney and Melbourne, with Perth seeing an increase in development from 2008
onwards when its market vacancy had reached levels of below 0.5%. Although not at the
same scale as Perth, Brisbane also experienced an increase in new supply at this time, also
due to low office vacancy.
In a cyclical sense, vacancy moves roughly in tandem in both prime and secondary markets.
Generally, B Grade vacancy rates follow those of A Grade buildings, which is a reflection of
tenants seeking flight to quality via A Grade assets as their first preference. Vacancy rates,
however, are generally always higher in secondary, or mid-tier, grades, as indicated in longterm national graph below (Figure 53).
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Figure 53 Average 25-year vacancy rates in Australian prime and secondary CBD office buildings

The locality vacancy graphs provide a clearer insight into the performance of MTOBs relative
to those of Premium and A Grade buildings over the course of the last two decades. As with
the national series, the profiles of both markets follow reasonably similar trends, although at
times during ‘boom or bust’ cycles the gap between the trajectories of prime and secondary
buildings can be most pronounced.

This phenomenon is quite apparent when
comparing the two markets in the Brisbane
and Perth CBDs with those in Sydney and
Melbourne.
During the boom period in Brisbane in the
mid-2000s vacancy rates for both markets
were tracking well below 5%, but from about
2013 onwards the gap between them has
significantly widened, with prime building
vacancy rates hovering around 12% and
rates in secondary buildings being close to
20%.
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Figure 54 Average 25-year vacancy rates in prime and
secondary CBD office buildings for Brisbane
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A similar pattern is evident in the Perth CBD
data, where vacancy rates for prime and
secondary office buildings were close to 0%
during the third quarter of the last decade
before climbing at differing levels to become
19% and 28% respectively during the current
period of decline in the local property market
Figure 55 Average 25-year vacancy rates in prime and
secondary CBD office buildings for Perth

Figure 56 Average 25-year vacancy rates in prime and
secondary CBD office buildings for Sydney

Figure 57 Average 25-year vacancy rates in prime and
secondary CBD office buildings for Melbourne

Conversely, both markets in Sydney and Melbourne are currently enjoying strong
performance. This is reflected in vacancy rates for secondary assets (notably B Grade
buildings) being slightly lower (at 5% & 6% respectively) than those in Premium and A Grade
buildings, where they are currently around 7%.

Figure 58 Average 25-year vacancy rates in prime and secondary CBD office buildings for Adelaide
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Refurbishment Activity
This section provides an insight into the extent and timing of refurbishment activity in CBD
office buildings throughout the country1. There is, however, insufficient information available
to fully ascertain the nature and magnitude of this refurbishment activity (i.e. whether mostly
cosmetic works or major upgrades of the building and key plant were duly performed)
This type of information is detailed in the 1,200 Buildings Melbourne Retrofit Surveys that
are issued by City of Melbourne every 2 years, which categorise the type / degree of retrofit
actions being undertaken by participating buildings owners. Such information on a national
level would be clearly advantageous in assessing current efforts and guide government
incentive programs aimed at energy and water savings.
Occupier-demand drives refurbishment activity across all office markets. The type of
refurbishment can vary dramatically, from purely cosmetic changes to building entrances / lift
lobbies, better quality toilet amenities, upgrades to mechanical plant /services and complete
re-working of the building fabric. In recent years occupier demand has led to a considerable
focus on improving tenant amenities, particularly with respect to end-of-trip facilities,
concierge-type services and digital technology platforms (e.g. tenant portals) to facilitate
efficient building-wide engagement for logged services requests and tenant-to-tenant
communication.
With increasing breadth and complexity of refurbishment activity comes increasing cost and,
of equal importance, increasing disruption to the building occupants. This latter outcome is
much more problematic for owners of MTOBs, who often cannot carry the cash-flow risk of
emptying their buildings to conduct major refurbishment works.
In this regard, the timing of major plant and services upgrades in MTOBs becomes quite
critical. Many of these owners find themselves in an intractable position regarding when and
how major works can be undertaken as painlessly as possible, which often leads to items of
mechanical plant remaining in operation well past their useful lifetime. This, in turn, results in
decreased plant operational performance, reduced occupancy comfort levels and invariably
increased energy consumption.

This issue regarding the
timing of refurbishment
works being pinned to
occupancy drivers is well
demonstrated in Figure
59 that tracks the interval
between building
refurbishment and the
corresponding vacancy
rates.

Figure 59 Refurbishment activity and average vacancy rates in Australian CBD
mid-tier office buildings

1Data

for the Melbourne suburban market is quite limited, and, as such, is not included in this part of the study.
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In the period 20 to 25 years ago, (1992 to 1997) the average mid-tier vacancy rate was 20%,
which was a cyclical high. There was relatively little refurbishment activity occurring during
this time. As demand accelerated and vacancy halved to 10% in the period 15 to 20 years
ago (1997 to 2002), refurbishment activity more than doubled and this remained high whilst
demand remained strong through to 2012. In recent years (2012 to 2017), mid-tier vacancy
rates have increased by over 50% from 7% to 12% and refurbishment activity has started to
fall.
The key indicator coming from this analysis is that vacancy at a rate in the order of 10%
drives fuller refurbishment activity, whereas vacancy rates of 20% or higher drive
comparatively little refurbishment.
Understanding the timing of the market cycle, with respect to when an owner is more likely to
invest in significant building / services upgrades, is therefore of paramount importance for
governments contemplating the introduction of programs/incentives aimed at achieving
resource and emission savings.

Figure 60 Average age of refurbishment activity in Australian CBD mid-tier
office buildings

Given the considerable age of many MTOBs, it comes as no surprise that a substantial
amount of mid-tier office stock has undergone refurbishment.
Over the last 20 years more than two-thirds of the mid-tier office market has undergone
some form of refurbishment.
There is no doubt that a large number remain un-refurbished, or are in need of further
refurbishment, as indicated in Figure 60.
A comparative analysis of approximately 100 prime and 800 secondary CBD buildings
across the country that have undergone some form of refurbishment indicates considerably
higher proportions of refurbishment activity in the former during the past 20 years. In
comparison, a greater proportion of mid-tier buildings were last refurbished more than 20
years ago, as evident in Figure 61.
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Figure 61 Proportion of refurbishment activity in Australian CBD prime and mid-tier office buildings

A deeper analysis of the CBD MTOB markets in the five capital cities was undertaken to
ascertain the degree of refurbishment activity in these localities, along with a breakdown of
activity by the various ownership types. With the latter analysis, however, the relatively few
numbers within some of these market segments limits the degree to which meaningful
analysis can be applied.

Figure 62 Timing of refurbishment activity in CBD midtier office buildings in Brisbane

Figure 63 Timing of refurbishment activity in CBD midtier office buildings in Perth

The most recent refurbishment activity undertaken on MTOBs appears to be in the Brisbane
CBD, where the median time-frame is just under 10 years (i.e. post 2007). The corresponding
period in Perth is slightly longer at 12 years. Although they have different interval profiles and
different volumes of floor area, Adelaide and Sydney have similar median time-frames of
refurbishment works, being between 14 and 17 years. In comparison, the time-frame for those
buildings receiving some degree of refurbishment in the Melbourne CBD was observed to be
much longer, being almost 24 years.
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Figure 64 Timing of refurbishment activity in CBD midtier office buildings in Adelaide

Figure 65 Timing of refurbishment activity in CBD midtier office buildings in Sydney

According to the available data, the Melbourne and Brisbane CBD markets recorded the
lowest proportion of un-refurbished MTOBs in the study, being approximately 13% and 16%
respectively. Approximately one-quarter of MTOBs in Sydney and Perth CBDs reported no
refurbishment activity, whereas Adelaide had a considerably higher rate of almost 40%. It is
not entirely clear as to why such low levels of refurbishment activity exist in Adelaide,
although it is possible such activity is occurring, but may not necessarily be reported.

Figure 66 Timing of refurbishment activity in CBD midtier office buildings in Melbourne

Across the ownership types (Table 6), the profile of privately-owned MTOBs conducting
some degree of refurbishment is similar to that found nationally. In this regard, more recent
activity was evident in the Brisbane CBD compared to the other four CBDs, particularly in
Melbourne where the majority of activity was undertaken 25 years or beyond.
The majority of refurbishment works conducted by institutional owners in the CBD MTOBs
has been undertaken within the last 20 years, with several localities not recording any such
activity beyond this time-frame. The most notable exception to this is the Melbourne CBD,
where the time-frame for such activity is closer to 25 years.
In the CBD markets of Brisbane, Sydney, Adelaide and Perth the majority of refurbishment
work in occupier-owned MTOBs was performed less than 20 years ago, with the data
suggesting longer corresponding time-frames in Melbourne.
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The profile of refurbishment activity in CBD MTOBs owned by overseas investors is
reasonably similar to that observed at a national level. Less related activity level was evident
in the buildings owned by developers across the country, although most works were
generally conducted well within the past 20 years.
In Sydney and Melbourne, where the majority of CBD strata-owned MTOBs are located, the
average time-frames in which some degree of refurbishment activity was recorded were
approximately 19 and 22 years respectively. It is worth noting strata- owned MTOBs, along
with occupier and developer-owned equivalents, generally recorded the highest proportion of
un-refurbished buildings across the CBD markets. This figure of approximately 30% is above
that for institutionally-owned and privately- owned buildings (these being close to 21% and
23% respectively), with overseas investors having the lowest proportion of un-refurbished
CBD MTOBs within the study at just under 11%.
From the above analysis, it is clear that many of the MTOBs in the Adelaide CBD market
are, on average, more overdue for some degree of refurbishment than equivalent buildings
elsewhere in the country. Given this finding, the recent launch of the Energy Productivity
Program by the SA Government is quite timely and the considerably generous degree of
related funding for environmental upgrades of buildings is expected to deliver appreciable
results accordingly.
Of the various owner groups with MTOBs that are in more relative need of upgrading, strataowned buildings may prove more challenging to achieve meaningful results. From a
sustainability perspective, a key factor required to address this need will be initiatives
designed to overcome the complexity of the strata ownership structure. In this regard, any
government programs designed to achieve meaningful environmental outcomes must be
sufficiently attractive and communicable to key stakeholders.

Brisbane

5 or less

Institution

13

Private

10 to 15

15 to 20

20 to 25

25 to 30

9

3

2

0

0

0

6
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9

6

1

2

0

3
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9

6

1

2

0

3
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5

3

1

1

2

1

1

0
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N/A
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N/A

N/A
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2

1

0

1

1

1

0
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Sydney
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5 to 10
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2

9
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8

3

1

1

7
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6
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7
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1

5

7

3

7

2

2

9
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1

7
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5

5

3

2

6
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1

4

1

3

1

2

4

8
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1

13

15
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10

15

10
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Melbourne

5 or less
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1
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5 to 10
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15 to 20
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25 to 30

0

0

3

2

2

2

1

7

7
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16
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1

3

5

3

2

3

7

3
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1

3

0
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3
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8
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1

0

0

1

0

0

0

0
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3

1

7

5

2

11
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10 to 15

15 to 20

20 to 25

25 to 30

5 to 10

30 plus

Adelaide

5 or less

Institution

2

1

0

5

0

1

0

4

Private

8

12
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29

3

5

4

82

Occupier

1

0

1

4

1

0

1

14

Overseas

1

2

0

1

0

0

0

0

Developer

0

1

0

1

1

1

1

4

Strata

2

6

5

2

0

0

2
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5 or less
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5 to 10

30 plus

Unrefurb

30 plus

Unrefurb

Unrefurb
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0

2

4

3

0

0

1

4

Private

2

10

5

5

7

1

1

9

Occupier

0

3

2

1

0

2

0

4
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0

4

4

2

2

2

0

3

Developer

0

2

1

0

0

1

2

4

Strata

0

4

4

2

1

1

2

6

Table 6 Timing of refurbishment activity in CBD mid-tier office buildings by ownership type / number per locality
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Environmental Performance Analysis
4.3.1

NABERS Ratings

The National Australian Built Environment Rating System (NABERS) is a performancebased rating system that measures the energy efficiency, water usage, waste management
and indoor environment quality of buildings / tenancies, with a star rating scale utilised to
enable benchmarking of assets. Along with Green Star (the Green Building Council of
Australia’s rating tool aimed predominantly at building design / construction), NABERS has
played a pivotal role in transforming the Australian property industry, which is now
acknowledged as an international leader in high- performing green buildings.
NABERS has been in operation since the late 1990s and has grown significantly in terms of
the numbers and types of assets rated. With the introduction of Australia’s Building Energy
Efficiency Disclosure Act in 2010, the number of commercial offices obtaining NABERS
Energy Ratings has grown to approximately 1,150 per annum.
NABERS recently conducted a study of Base Building Energy Ratings across the 20112016 period that incorporated 53 Premium, 499 A Grade and 478 B Grade / C Grade unique
office buildings nationally. Amongst the findings, considerable improvements in average star
ratings were observed over the six-year period, notably:
•

Premium Grade ratings improved from 3.5 to 4.5 stars;

•

A Grade building ratings improved from 3.5 to 4.4 stars; and

•

B / C Grade buildings improved from 2.8 to 3.8 stars.

The analysis conducted by Savills in this part of the study incorporated 1,373 CBD buildings
in Brisbane, Sydney, Melbourne, Adelaide and Perth, with these numbers comprising:
•

38 Premium Grade buildings

•

225 A Grade buildings

•

417 B Grade buildings

•

435 C Grade buildings

•

258 D Grade buildings

Data used in this part of the study was provided by NABERS and included the buildings with
rating periods occurring in the 2016 calendar year as the basis of the analysis.
The following graphs compare the range of NABERS ratings, measured by number and floor
space, between the prime and secondary offices included in the study. The significant
variation in the proportion of unrated buildings between the two groups is quite startling. This
proportion in the prime buildings is approximately 30% by number and 20% by area,
compared to 86% and 68% for secondary buildings.
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Figure 67 NABERS Energy (Base Building) ratings in prime and secondary CBD office buildings (number & area)

It should be noted the figures for the secondary buildings are somewhat distorted by the
inclusion of D Grade buildings, which were found to have had only a couple of ratings
conducted nationally in the 2016 review period. When these buildings are removed from the
study the corresponding proportions of unrated B Grade and C Grade buildings by number
and floor area reduce slightly to 81% and 65% respectively.
A summary of the findings by locality and PCA Grade is shown in Table 7.
Premium Grade

A Grade

B Grade

C Grade

Number
of
Buildings

No. of
Ratings

Average

No. of
Ratings

Average

Rating

No. of
Ratings

Average

Rating

No. of
Ratings

Average

Rating

Brisbane

63

3

5.0

23

4.4

33

3.3

4

1.0

Sydney

111

13

4.6

50

4.6

41

3.9

7

2.8

Melbourne

65

10

4.0

35

4.1

14

3.5

6

3.3

Adelaide

40

1

4.5

17

4.5

12

3.4

10

3.3

Perth

62

6

4.8

25

4.3

25

2.5

6

2.9

National

341

33

4.6

150

4.4

125

3.3

33

2.7

Locality

Rating

Table 7 2016 NABERS Energy (Base Building) ratings in CBD office buildings by PCA grade per locality

The average star ratings2 for the Premium Grade and A Grade buildings mirror those of the
recent NABERS study, but the corresponding averages for the B Grade and C Grade
buildings are notably lower, with a marked reduction in the lower group.
There appears to be some moderate variations amongst the locality graphs where the
NABERS ratings are broken down by 1 star increments. At 63% and 69% respectively, the
proportions of unrated B Grade and C Grade CBD buildings in Brisbane and Perth were
found to be lower than the national average of 82%, with corresponding Melbourne buildings
having the highest degree of unrated buildings at 91%.

2 These

average ratings are straight averages, not area-weighted average ratings that are conducted by NABERS for the
purpose of rating portfolios
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Brisbane was also found to have the highest proportion of buildings in the study with ratings
of 4 stars or higher, being just over 15%. Comparable figures were less than 10% in the
other 4 CBD localities, with Melbourne recording the lowest figure of 5%.

Figure 68 NABERS Energy (Base Building) ratings in mid-tier CBD office buildings (number & area) by locality

The B Grade and C Grade NABERS data is broken down further in Table 8 to evaluate the
numbers and range by ownership type. The relatively few numbers within some of these
market segments, however, limits the degree to which meaningful analysis can be applied.
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Brisbane

<1

1 to 2

2 to 3
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4 to 5

>5

No Rating
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1

1

2

4

4

6

13
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4

2

1

2

1

2
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0

0

0

0

0

0
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3

0
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1
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0
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<1
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3 to 4
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0

0

3

6

8

8

15
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1

0

0

3

3

1

87
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0

0

1

0

1

0

18
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1

1

1

0

5

1

28
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1

0

0

1

2

0

11

Strata

0

0

0

0

0

0
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Melbourne

<1

1 to 2

2 to 3
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4 to 5
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No Rating

Institution

0

1

1

0

4

0

5

Private

0

1

1

0

1

0

81
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0

0

0

0

0

0

16
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0

0

3

3

3

2

36
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0

0

0

0

0

0

2

Strata

0

0

0

0

0

0

58

Adelaide

<1

1 to 2

2 to 3

3 to 4

4 to 5

>5

No Rating

Institution

0

0

0

0

2

0

9

Private

0

2

3

8

4

0

68

Occupier

0

0

0

0

0

0

10

Overseas

0

0

0

0

2

0

2

Developer

0

0

0

0

1

0

5

Strata

0

0

0

0

0

0

18
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Perth

<1

1 to 2

2 to 3

3 to 4

4 to 5

>5

No Rating

Institution

0

0

2

4

2

2

3

Private

0

1

3

1

3

0

24

Occupier

0

0

0

0

0

0

8

Overseas

5

1

1

2

0

0

7

Developer

0

0

1

1

1

0

7

Strata

0

0

0

0

0

0

19

Table 8 NABERS Energy (Base Building) ratings in CBD mid-tier office buildings by ownership type per locality

From the above study, it is quite apparent that the highest proportion of NABERS-rated B
Grade and C Grade CBD buildings are institutionally owned. This proportion of just under
60% is significantly higher than all other ownership types, where the average take-up rate of
NABERS ratings on equivalent buildings is between 0% and 32%. This group also had much
higher-rated buildings than the other ownership types, being on average 3.9 stars, compared
to 2.9 stars and 2.7 stars for private and overseas owned buildings.
With comparably poor take-up rates of NABERS ratings in occupier and strata owned
MTOBs in particular, concerted efforts are duly required to achieve higher levels of
participation and related energy efficiency.

4.3.2

Correlations between Investment & Environmental Metrics

There have been numerous studies that have identified the link between the investment and
sustainability (specifically energy-efficiency) performance of commercial buildings.
Of considerable note is the 2011 Building Better Returns report that evaluated 360 office
buildings in Sydney and Canberra (University of Western Sydney & University of Maastricht
Netherlands, 2011). This report identified a clear link between enhanced green premiums in
value with buildings having higher NABERS energy ratings. It also found green premiums
were also evident in reduced vacancy, reduced outgoings, reduced incentives and reduced
yields, particularly with the higher-rated NABERS energy categories. Evidence of major
discounts in value in the lower NABERS energy rating categories was also noted.
The Mid-Tier Offices Investment Performance Study has been designed to explore specific
financial performance benchmarks for mid-tier offices nationally, with a focus on better
understanding the factors affecting this performance and those likely to affect the related
decision-making processes by the various types of building owners.
In this particular aspect of the study, a high-level investigation was undertaken to determine
the potential correlation between key investment performance metrics and available
environmental performance data for MTOBs in the five CBD markets covered in previous
sections.
The Pearson correlation coefficient method was used for this aspect of the study, in which
correlation values of between +1 and -1 are recorded for the particular variables being
analysed. In accordance with this method, values close to -1 indicate a strong downhill linear
relationship, those close to 0 mean there is no linear relationship and those close to +1
indicate a strong uphill linear relationship. When interpreting the results of this type of
correlation, values between -0.60 and +0.60 are generally not considered to indicate strong
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relationships between the variables.
The buildings included within the study and the related investment performance data (current
to December 2016) were drawn from the national data sets maintained by
Savills Research, which is fed from internal, as well as external sources, notably Cityscope
and PCA.
The environmental performance data utilised were those from NABERS for buildings with a
Base Building Energy Rating that covered all or part of the 2016 calendar year. The
investment metrics utilised were capital values (taken as a general indicator of market
performance) and vacancy rates, along with building size and the years since the building
was constructed or refurbished. It should be noted the analysis in this part of the study was
limited to B Grade and C Grade CBD MTOBs, as there were very few D Grade buildings with
current NABERS Energy Ratings.

Profile

Total No. No. NonBuildings NABERS
Assessed Rated
Buildings

No.
NABERS
Rated
Buildings

Correlation
between
NABERS
Rating
&
Building
Size

Correlation
between
NABERS
Rating
&
Years Since
Building
Constructed
or
Refurbished

Correlation
between
NABERS
Rating
&
Capital
Value

Correlation
between
NABERS
Rating
&
Vacancy
Rate

Brisbane
CBD

99

62

37

0.44

0.08

0.41

-0.53

Sydney
CBD

303

255

48

0.33

-0.26

0.33

-0.38

Melbourne
CBD

218

198

20

-0.05

-0.05

0.00

-0.28

Adelaide
CBD

134

112

22

0.21

-0.54

0.29

-0.32

Perth
CBD

98

67

31

0.11

0.16

0.28

-0.29

Total
CBD

852

694

158

0.28

-0.04

0.31

-0.44

Table 9 Correlation analysis of NABERS Energy (Base Building) ratings for mid-tier CBD office buildings (against
size, age/refurbishment, capital value and vacancy variables) by locality

Similar to the findings of the previous section, the summary table (Table 9) shows the
proportion of surveyed B Grade and C Grade buildings with current NABERS Energy (Base
Building) ratings is just under 25% (by number). Approximately 40% of these types of
buildings in the Brisbane and Perth CBDs have current NABERS ratings, whereas in
Adelaide and (to a lesser extent) Sydney the proportion is approximately half this. In
comparison, Melbourne had the lowest proportion, with only 13% of all surveyed CBD B
Grade and C Grade office buildings rated.
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In terms of evaluating the NABERS Ratings and the chosen variables, there was only a
minor degree of correlations identified in the study, particularly with the Melbourne CBD
data. Building size did not appear to be a significant factor in the majority of MTOB markets
surveyed. The closest association appeared to be in Brisbane, but in Melbourne and Perth
there was hardly any linear correlation evident. This is not to be unexpected, however, given
smaller buildings often achieve high NABERS ratings.
Aside from Adelaide (where there appears to be less refurbishment activity occurring than in
the other localities surveyed), there weren’t particularly strong correlation coefficients
apparent with NABERS ratings and how recent the buildings were constructed or
refurbished, which seems at-odds with industry experience.
The potential association between the capital value of the buildings and their NABERS
ratings was also relatively understated in the study, although greater uniformity in the results
across all but the Melbourne CBD market was evident. This observation was more
pronounced with the vacancy variable, whereby all localities returned a moderate downward
linear correlation with the NABERS ratings, most notably in Brisbane.

Figure 69 Correlation analysis of NABERS Energy (Base Building) ratings for Australian mid-tier CBD office
buildings

Overall, the above investigation showed limited evidence to indicate a strong correlation
between the investment performance variables and NABERS Energy ratings in the B Grade
and C Grade office buildings studied. For those metrics where there was a reasonable
degree of correlation indicated, it is difficult to conclude NABERS Ratings have had any
meaningful causal impacts on these variables. This is due, in part, to the high-level nature of
this study, in which detailed regression models were not included. Additionally, the temporal
nature of the vacancy data (based entirely on an annual snapshot) and the inability to
ascertain the extent / nature of the applicable refurbishment works reduces the degree to
which reliable conclusions can be subsequently drawn.
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4.3.3

Energy-Efficiency Investigation

The datasets used in this aspect of the study were provided by the Commercial Building
Disclosure Team and covered the period 2010 to 2016 inclusive.
An initial review of the data provided the following figures:
•

Total NABERS Energy Ratings (Office, Base Building) – 3,308

•

Total Rated Area – 53,400,055 sqm

•

Total Rated Energy – 24,053,294,936 MJ

•

Average Star Rating – 3.7

•

Average Energy Intensity – 450 MJ/sqm

Building on the correlation investigation of the previous section, a separate study was
undertaken to provide a deeper analysis of the impact of vacancy on the energy intensity of
office buildings.
Given the afore-mentioned static nature of industry-supplied vacancy data, and the
unlikelihood of such data being entirely representative across corresponding rating periods,
the rated area of the NABERS Rating was used as a proxy for building-specific vacancy. For
improved reliability, a period of 3 successive NABERS Ratings was deemed to provide a
more suitable evaluation of changing occupancy patterns from which to compare changes in
energy consumption. Likewise, the energy intensity values (i.e. MJ/Sqm) were deemed to
provide much greater granularity than the 0.5 star increments provided by the NABERS
benchmarking method.
Certain anomalies with the recorded energy intensity (EI) values became apparent in the
course of this particular investigation. These anomalies related to buildings of the same PCA
Grade in the same locality and sharing the same NABERS Energy Star Rating displaying
significantly different EI values. In one instance involving two A grade buildings in the
Sydney CBD one had an EI value of 549 MJ/Sqm, whereas the other had a corresponding
value of 235 MJ/Sqm.
These EI variations were found to be mainly due to the energy fuel mix in place and were
more pronounced at the higher star ratings. This is most likely to be caused by the increased
sensitivity of having lower levels of energy in the rating. These variations are therefore a
function of using emissions intensity values, as currently used in NABERS, (rather than
energy intensity values) for benchmarking the energy efficiency performance of commercial
buildings
Results of the 3-year analysis of rated area, energy and associated energy intensity trends
across the country are provided in Table 10 and Table 11.
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2014 - 2016 NABERS ENERGY RATING DATA
No. Sites with
Consecutive
Ratings b/w
2014 - 2016

2014 - 2016
Rated Area (sqm)

2014 - 2016
Rated Energy (MJ)

2014 - 2016
Rated EI (MJ/sqm)

ACT

29

1,354,607

517,154,959

382

NSW

185

12,410,856

5,358,302,450

432

NT

0

4,953

2,494,242

504

QLD

70

3,714,205

1,650,135,805

444

SA

21

1,017,905

377,188,386

371

TAS

1

28,419

7,891,138

278

VIC

84

7,279,649

3,212,277,742

441

WA

60

3,100,313

1,072,846,148

346

TOTAL

450

28,910,907

12,198,290,871

422

Location

Table 10 2014-2016 NABERS Energy (Base Building) ratings data for Australian office buildings (numbers, area,
energy and energy intensity) per locality

3 YEAR TRENDS
Location

2014-2016
Area Variance

2014-2016
Energy Variance

2014-2016
EI Variance

ACT

3.6%

-3.4%

11.3%

NSW

1.7%

-1.5%

-1.3%

QLD

-3.9%

-2.3%

5.3%

SA

-7.0%

-3.7%

7.0%

VIC

0.1%

-2.1%

-0.7%

WA

-9.0%

-12.1%

-2.3%

NATIONAL

-1.2%

-3.4%

0.9%

Table 11 2014-2016 NABERS Energy (Base Building) ratings data for Australian office buildings (area, energy
and energy intensity trends) by locality

The rated floor areas in the relevant sites of ACT and NSW mostly grew between 2014 and
2016, whereas in QLD, SA and WA the corresponding areas reduced in size. These
reductions in WA and QLD are most likely to be caused by increased vacancy during this
period when the effects of the downturn in the mining sector began to be felt.
During the same period, the corresponding energy usage in these same buildings decreased
in all localities. The highest falls occurred in WA, which is not unexpected, given the aforementioned reduction in occupancy numbers. There were slightly lower proportional
reductions observed in NSW and VIC. This may be due to tapering- off of energy reductions
measures over time, as could be the case when looking at 5- year trends for these localities,
where energy usage figures were generally much higher in 2012 than 2014.
As the proportion of energy reduction is comparably higher than the corresponding reduction
in area, the EI of the rated buildings in WA has fallen accordingly. Similar patterns of varying
degrees are evident with the sites in NSW and VIC. In QLD and SA, however, where
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reductions in energy were generally not as great as reductions in area, the EI trends have
been negative accordingly. The corresponding pattern in the ACT figures has been distorted
to some degree by the impact of some major changes in occupancy that were not matched
by energy reductions, which has been compounded by the relatively small data population.
To gauge the profile of similar EI changes across different PCA grades, the above data was
incorporated within Savills’ datasets. A deeper analysis of the related performance of
MTOBs by ownership profile was not duly undertaken, as all but a few of the 200 buildings
that were included in this part of the study were found to be institutionally-owned.
The following tables detail the number of CBD office buildings that met the criteria of having
conducted successive NABERS Base Building Energy ratings between 2014 and 2016,
along with the rated area and energy values and corresponding EI values across each grade
and locality. In addition, the degree of change in these three variables was then quantified
and bar graphs produced to visually reflect the shifting trends in rated area / energy for the
respective market segments.

2014 – 2016 NABERS Rating Data by Building Grade (BRISBANE)
Grade

No. Consecutive
Ratings 2014-2016

2014-2016
Rated Area (sqm)

2014-2016
Rated Energy (MJ)

2014-2016 EI
(MJ/sqm)

Premium Grade

3

472,371

206,165,961

436.4

A Grade

15

1,193,478

525,941,853

440.7

B Grade

13

499,992

205,177,598

410.4

C Grade

2

25,894

14,658,555

566.1

TOTAL:

33

2,191,735

951,943,967

434.3

2014 – 2016 NABERS Rating Trends by Building Grade (BRISBANE)
Grade

3-Year Area Trend

3-Year Energy Trend

3-Year EI Trend

Premium Grade

3.8%

-0.1%

-3.1%

A Grade

-4.7%

-8.1%

-2.5%

B Grade

-14.9%

-1.0%

20.4%

C Grade

-36.7%

-24.6%

39.0%

TOTAL:

-13.1%

-8.4%

13.4%

Table 12 2014-2016 NABERS Energy (Base Building) ratings data for Brisbane CBD office buildings (numbers
area, energy and energy intensity values/trends
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Figure 70 2014-2016 Bar graphs of building-wide performance for prime and secondary buildings, NABERS
Energy (Base Building) ratings for Brisbane CBD office buildings (numbers area, energy and energy intensity
values/trends).
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2014 – 2016 NABERS Rating Data by Building Grade (SYDNEY)
Grade

No. Consecutive
Ratings 2014-2016

2014-2016
Rated Area (sqm)

2014-2016
Rated Energy (MJ)

2014-2016 EI
(MJ/sqm)

Premium Grade

11

1,718,038

702,124,206

408.7

A Grade

34

2,625,033

998,808,373

380.5

B Grade

22

789,808

431,982,562

546.9

C Grade

3

54,152

36,333,066

670.9

TOTAL:

70

5,187,031

2,169,248,206

418.2

2014 – 2016 NABERS Rating Trends by Building Grade (SYDNEY)
Grade

3-Year Area Trend

3-Year Energy Trend

3-Year EI Trend

Premium Grade

-1.6%

-0.5%

1.2%

A Grade

-0.1%

-1.1%

0.3%

B Grade

2.7%

2.5%

1.8%

C Grade

0.7%

-6.2%

-7.1%

TOTAL:

0.4%

-1.3%

-0.9%

Table 13 2014-2016 NABERS Energy (Base Building) ratings data for Sydney CBD office buildings (numbers
area, energy and energy intensity values/trends
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Figure 71 2014-2016 Bar graphs of building-wide performance for prime and secondary buildings, NABERS
Energy (Base Building) ratings for Sydney CBD office buildings (numbers area, energy and energy intensity
values/trends).
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2014 – 2016 NABERS Rating Data by Building Grade (MELBOURNE)
Grade

No. Consecutive
Ratings 2014-2016

2014-2016
Rated Area (sqm)

2014-2016
Rated Energy (MJ)

2014-2016 EI
(MJ/sqm)

Premium Grade

6

1,042,266

466,976,890

448.0

A Grade

27

2,511,489

997,001,357

397.0

B Grade

6

324,617

174,338,439

537.1

C Grade

2

45,893

27,196,648

592.6

TOTAL:

41

3,924,265

1,665,513,334

424.4

2014 – 2016 NABERS Rating Trends by Building Grade (MELBOURNE)
Grade

3-Year Area Trend

3-Year Energy Trend

3-Year EI Trend

Premium Grade

-3.5%

-1.2%

3.2%

A Grade

1.8%

1.4%

2.0%

B Grade

2.7%

-13.2%

-15.2%

C Grade

30.6%

-5.6%

-28.6%

TOTAL:

7.9%

-4.7%

-9.7%

Table 14 2014-2016 NABERS Energy (Base Building) ratings data for Melbourne CBD office buildings (numbers
area, energy and energy intensity values/trends
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Figure 72 2014-2016 Bar graphs of building-wide performance for prime and secondary buildings, NABERS
Energy (Base Building) ratings for Melbourne CBD office buildings (numbers area, energy and energy intensity
values/trends).
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2014 – 2016 NABERS Rating Data by Building Grade (ADELAIDE)
Grade

No. Consecutive
Ratings 2014-2016

2014-2016
Rated Area (sqm)

2014-2016
Rated Energy (MJ)

2014-2016 EI
(MJ/sqm)

Premium Grade

1

79,510

56,911,543

715.8

A Grade

10

527,726

157,438,939

298.3

B Grade

5

111,274

57,685,636

518.4

C Grade

0

TOTAL:

16

718,510

272,036,118

378.6

2014 – 2016 NABERS Rating Trends by Building Grade (ADELAIDE)
Grade

3-Year Area Trend

3-Year Energy Trend

3-Year EI Trend

Premium Grade

-4.5%

-14.3%

-10.3%

A Grade

-8.1%

4.2%

15.7%

B Grade

-12.8%

-12.2%

8.2%

-8.5%

-7.4%

4.5%

C Grade
TOTAL:

Table 15 2014-2016 NABERS Energy (Base Building) ratings data for Adelaide CBD office buildings (numbers
area, energy and energy intensity values/trends
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Figure 73 2014-2016 Bar graphs of building-wide performance for prime and secondary buildings, NABERS
Energy (Base Building) ratings for Adelaide CBD office buildings (numbers area, energy and energy intensity
values/trends).
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2014 – 2016 NABERS Rating Data by Building Grade (PERTH)
Grade

No. Consecutive
Ratings 2014-2016

2014-2016
Rated Area (sqm)

2014-2016
Rated Energy (MJ)

2014-2016 EI
(MJ/sqm)

Premium Grade

6

896,257

402,272,229

448.8

A Grade

19

1,007,372

351,948,171

349.4

B Grade

4

319,824

142,504,016

445.6

C Grade

1

12,824

5,394,619

420.7

TOTAL:

40

2,236,231

902,119,034

403.4

2014 – 2016 NABERS Rating Trends by Building Grade (PERTH)
Grade

3-Year Area Trend

3-Year Energy Trend

3-Year EI Trend

Premium Grade

-8.5%

-5.8%

2.8%

A Grade

-9.0%

-15.6%

-6.1%

B Grade

-17.6%

-10.3%

11.12%

C Grade

-0.3%

-7.6%

-7.3%

TOTAL:

-8.8%

-9.8%

0.1%

Table 16 2014-2016 NABERS Energy (Base Building) ratings data for Perth CBD office buildings (numbers area,
energy and energy intensity values/trends
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Figure 74 2014-2016 Bar graphs of building-wide performance for prime and secondary buildings, NABERS
Energy (Base Building) ratings for Perth CBD office buildings (numbers area, energy and energy intensity
values/trends).

Figure 70 2014-2016 Bar graphs of building-wide performance for prime and secondary
buildings, NABERS Energy (Base Building) ratings for Brisbane CBD office buildings
(numbers area, energy and energy intensity values/trends).Figure 70 - Figure 74 provide an
indication of trends over time on a building-by- building basis, with the widespread nature
and magnitude of floor area reductions in Perth, in particular, clearly apparent.
Based on the available data, the rated buildings in the Brisbane CBD and broader QLD
region would appear to have the highest average 3-year EI values. This may be due in part
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to climatic factors, whereby higher air-conditioning requirements are duly required than in
other localities within the study. The lowest EI values recorded were in WA and Adelaide/
SA, with no obvious reasons apparent for this, although the comparably low number of
buildings participating in the study is expected to have some bearing on the figures. This
same factor may be responsible for the comparably large variation noted between the EI
values in Perth and those in other parts of WA (as shown in Table 11 2014-2016 NABERS
Energy (Base Building) ratings data for Australian office buildings (area, energy and energy
intensity trends) by localityTable 11).
With regard to the 3-year EI trends, the rated buildings in the Brisbane CBD appear to have
the least favourable proportions of rated area / energy consumption changes. At 13.4%,
these EI trends were considerably higher than corresponding buildings in Melbourne,
Sydney, Perth and Adelaide. The reasonably high 3-year EI trend in Brisbane was also
significantly higher than the corresponding values for rated buildings in areas outside the
CBD.
A meaningful analysis of the data across the various PCA grades is limited to some degree
by the relatively low numbers in several localities. In this regard, the most representative
findings can be drawn from the A Grade and B Grade buildings in the Sydney, Brisbane,
Perth and (to a lesser degree) Melbourne CBD localities.
Average 3-year EI values generally ranged from 350 MJ/sqm in these A Grade buildings,
with Brisbane and Perth being at the highest and lowest end of this scale respectively. In
contrast, Perth and Brisbane had the lowest EI trend values amongst the rated A Grade
buildings in the study. Corresponding values in Sydney and Melbourne were quite similar
and more neutral than other localities, which might reflect the more stable occupancy
patterns in these cities over the past three years.
Of the rated B Grade buildings, the highest 3-year EI values were those in the Sydney CBD,
with this figure of 547 being more than 100 MJ/sqm higher than corresponding buildings in
Brisbane and Perth. Despite this, these latter buildings recorded the least favourable EI
trend values over the review period, with proportionally larger losses in rated area than
energy usage in these localities evident.
The Sydney CBD buildings showed the smallest variations in average EI trend values across
A Grade and B Grade buildings than others within the study, with recorded values of 0.3%
and 1.8% respectively. Corresponding values for buildings in Brisbane and Perth were much
more diverse, with values of -2.5% / 20.4% applicable for A Grade / B Grade Brisbane CBD
buildings and -6.1% / 11.1% for Perth buildings.
Overall, the results for the A Grade buildings were notably better, from an EI perspective,
then those for B Grade buildings. Across the five CBD localities, the average 3-year EIs
were 373 for the former, compared to 492 for the latter. Similarly, the average 3-year trend
value of 1.9% for A Grade buildings was more favourable than the 5.3% figure recorded for
corresponding B Grade buildings.
The actual causes for the above disparities across the various localities and building grades
are not sufficiently clear, but may well be due to temporal factors whereby large-scale
changes in occupancy occur that change the efficiency to which these buildings use energy.
This is more likely to be the case with smaller data populations that increase the sensitivity
of specific building changes. In this regard, the metrics for Sydney buildings are more stable
and robust than those in Adelaide due to the relatively larger data sets.
Despite the above limitation, the underlying premise for this part of the study is there are
quite a number of buildings across the country in which the energy consumption has not
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been reduced to the same degree as the reduction in rated area – which, in this case, has
been taken to be a proxy measure for vacancy. Whilst it is acknowledged there is no exact
or defined ratio at which these two variables are expected to move, one would expect these
EI trends to be less polarising than many of those returned in the study.
The amount of prime buildings returning relatively poor EI trend values in the study was quite
surprising. From a total population of 132 buildings, 58 (or 44%) of these buildings recorded
energy rates proportionally higher than area rates, with almost 30 of these having values of
10% or higher. These figures are not substantially different to those for secondary buildings,
where 29 of 68 (i.e. 43%) buildings recorded unfavorable ratios; 20 of which were 10% or
higher.
Despite MTOBs often being considered, on average, relatively poor performers from an
energy efficiency perspective, this data suggests many of these buildings have the capacity
to perform at levels not overly different from those seen in higher-grade stock. In this regard,
it is prudent to consider some of the design / operational features of MTOBs and the
contribution they make to related energy efficiency performance (refer to text box below).
Energy Efficiency - Positives and Negatives for MTOBs
• Generally MTOBs have less central services, smaller lobbies/entrances and less operating
hours than larger, better-appointed prime buildings, this may reduce HVAC energy use.
• Tenant leases in MTOBs are less likely to have restrictive clauses specifying thermal comfort
levels to be maintained at 21.5C every day, which cause significant use of HVAC energy.
• Tenants in secondary buildings generally have less demands for energy-intensive services
such as 24/7 AC or tenant condenser water systems. The flip-side to this is the need to run
central HVAC systems to satisfy after-hours tenant requirements where tenant systems are
not installed.
• Some lower grade buildings do not provide general cooling to all tenants within the building
due to the fitting of independent AC units in some tenancies.
• Decentralised cooling systems (e.g. variable refrigerant volume) can be more efficient in midsized buildings than larger centralised cooling systems. They adapt better to the requirements
of tenants with variable thermal comfort demands and can switch off AC more often.
• Some MTOBs have much less glazing than that found in better-appointed buildings. Although
access to natural daylight and views will be compromised in these buildings, the upside is
reduced solar gain and heat losses. Additionally, some of these older buildings have openable
windows that obviate the need for A/C on many days throughout the year and provide greater
volumes of fresh air to improve the working environment.
• Secondary grade office fit-outs often don’t provide for large breakout or activity- related
spaces in tenancies that may otherwise reduce office densities and associated energy
intensities. The downside to this can be less stimulating work environments and reduced
employee productivity.
• Smaller MTOBs may experience greater use of the stairs by the tenants compared to the
preference for lift usage by tenants in large office towers.
• Key plant and fixtures (e.g. HVAC, controls, lifts and lighting) in some MTOBs may remain in
operation well past the point where they should be replaced with more energy efficient
equivalents. Similarly, repairs / maintenance in some secondary buildings may not be
undertaken as assiduously as in higher-grade office stock, resulting in compromised operation
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and energy efficiency.
• FMs in prime buildings may have more training and resources than those in secondary
buildings. They may also have targets and incentives to meet their energy targets, so are
actively motivated to ensure optimum operation and efficiency of the building and its systems.

At the heart of this particular investigation lies the question as to how well office buildings are
able to adapt to changes (i.e. reductions) in occupancy levels. One would expect the
majority of prime buildings to have sufficient control over HVAC energy to be able to readily
close-off conditioned air to vacant areas and/or floors within the building. Conversely, many
MTOBs with comparably older HVAC and controls systems may have no option but to
operate base building HVAC systems at full coverage even when the building is only partially
occupied.
Beyond the design of HVAC
systems and the related capacity
to engineer flexible plant operation
is the degree to which these
systems are configured,
maintained, monitored and
adjusted.
In this regard, MTOBs may be at a
comparative disadvantage due to
lower levels of FM resources.

This functionality for occupancy-based HVAC operation, and (more importantly) the degree
to which it is currently being applied across the country, is expected to have a sizeable
bearing on energy consumption within office buildings and is an area where more
information is required accordingly. To that end, simple, discreet and targeted surveys of
mechanical services contractors could be considered to provide this level of information,
which could in turn guide policy initiatives aimed at related energy / emission reductions.
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5. Policy Implications
In recent times, there has been a number of ‘green building’ drivers that are directing
increased attention towards capital investment in Australia’s commercial building sector.
At the top end of the market, the demand for environmentally responsible investment has
been growing both locally and abroad, through benchmarking programs such as Carbon
Disclosure Program (CDP) and Global Real Estate Sustainability Benchmark (GRESB),
along with the green bonds market. This rapidly growing market provides owners of highperforming buildings the opportunity to leverage the low carbon credentials of their buildings
to attract new and competitive sources of funds from large scale institutional investors
seeking low carbon investment options.
There is also a strong push by leading property industry organisations to drive the uptake of
building wellness, where the focus is to improve the direct health, well-being and subsequent
productivity of occupants through the judicious design, construction and operation of
buildings. Whilst appealing strongly to owners of prime buildings, there are certain elements
of building wellness that straddle all building classes, most notably those relating to indoor
air quality and thermal comfort.
Another prominent factor affecting capital and operational spending across Australia’s
commercial buildings is the appreciable rate of change in technologies regarding renewable
energy.
Central to these three factors are considerable pressures to meet stakeholder expectations,
particularly those relating to investor / tenant demands and future- proofing against energy
cost and security concerns.
Within this context, federal, state and local governments are grappling with policy measures
targeted at reducing energy consumption and greenhouse gas emissions in
accordance with respective goals and obligations, within which, the commercial buildings
sector is (or should be) a key focus.

A central plank in the Federal Government’s program to
achieve meaningful energy / emissions reductions in office
buildings is the mandatory disclosure program. Legislated
through the 2010 Building Energy Efficiency Disclosure Act,
owners of certain types of office buildings are required to
conduct (and publicly disclose) NABERS Energy Ratings for
sales / leasing transactions involving 2,000 square metres or
more of office space.
There is also a requirement to conduct lighting assessments in
tenanted areas of disclosure- affected buildings as part of the
legislative provisions.
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Through the provision of a Building Energy Efficiency Certificate (BEEC), which incorporates
the NABERS Energy Rating and Tenancy Lighting Assessment (TLA), prospective owners /
tenants are able to assess the green building credentials of the office building or space
they’re considering purchasing or leasing.
A review of the CBD Program in 2015 found the program will deliver on-going savings in
excess of 2 million tonnes of greenhouse gases through to 2023 (Acil Allen, 2015). With a
reduction in the threshold from 2,000 sqm to 1,000 sqm due to commence on 1st July 2017,
these changes are estimated to significantly add to the millions of NLA currently captured by
the CBD Program.
It is still quite difficult to predict the extent to which MTOBs are likely to be captured by the
new legislative measures. Indicative figures from Savills Research suggest that within the
Melbourne CBD sample there were 30% of buildings that triggered the 2,000 sqm BEEC
threshold in March 2017, one-third of which were B-grade buildings. This number increased
to 45% when applying the 1,000sqm threshold.

Figure 75 Long-term leasing expiry profile for Melbourne CBD office buildings by PCA Grade

Unfortunately, much less data is available regarding the expected exposure of suburban and
regional MTOBs around the country to these provisions.
These legislative changes are not expected to create a considerable impost on most
institutional and government building owners, who generally adopt a rolling-BEEC approach
across all their assets. With the reduction to 1,000 sqm, however, the trigger point for
BEECs is now likely to shift from sales to leasing transactions, which is why much more
MTOBs are expected to be captured than under the previous threshold.
This will provide a welcome opportunity to achieve broader industry participation, because
(as evident in the findings of this study) many MTOB owners (notably private, occupier,
overseas and strata owners) have historically been unwilling to voluntarily conduct NABERS
Ratings or tenant lighting assessments.
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The reasons for such low levels of uptake vary from owner to owner, but generally there
have not been sufficient reasons to compel many MTOB owners to undertake such proactive
measures. Pressure from lending institutions does not appear to be widespread, tenant
demands have been less common to date and fears of stranded assets at the lower end of
the market have often be countered by the perception there will always be tenants willing to
put up with low-performing buildings due to affordability reasons (until the market turns, as is
currently the case in the Perth CBD).
There are certain implications regarding the mandatory disclosure program that are worth
noting in the context of this particular study. A clear and substantial benefit in reducing the
threshold value will be the considerable increase in energy efficiency data that will most
likely re-shape the assessment as to how well Australia’s office market is performing. With
the expected increase in MTOBs participating in the program, it is likely national averages
will fall to some degree from current levels, but more detailed analysis of how these buildings
perform over time will be duly required.
Unfortunately, strata-titled buildings are currently considered as exceptions to the CBD
Program. In light of the size / performance of this part of the market (as outlined in this
report), such an omission is potentially a missed opportunity for broader industry outcomes
and one that warrants further consideration as part of subsequent reviews.
Aside from the CBD Program, there has been mixed success with various government
programs, grants and funding aimed at reducing energy / emissions from commercial
buildings over the last 10 years.
The $90 million Green Building Fund, which operated between 2008 and 2012, was
instrumental in delivering substantial savings in Australia’s commercial buildings. The
program was well-subscribed by owners of prime buildings, who had the sufficient
knowledge and wherewithal to identify ‘shovel-ready’ CAPEX projects and prepare
successful applications for the related funding on offer.
In a competitive environment, owners / managers of prime buildings are generally betterplaced to avail themselves of funding programs than MTOB owners. In this regard, there has
clearly been a need for incentive / funding programs targeted at under-performing secondary
assets.
Sustainability Victoria’s Energy Efficient Office Buildings program is one such program that
has been quite successful. Over a three-year period, funding of $3.6 million is aimed at
driving energy improvements in MTOBs, including those located in suburban / regional
areas. The program incorporates three elements - energy audits, building tuning and related
energy monitoring, with a key feature of the program being all eligible works are performed
by a panel of approved service providers, thereby enabling a turn-key approach for greater
efficiency in project delivery. In 2015, initial estimates showed annual energy savings of
almost 30% across 20 participating sites.
Released in late 2016, the South Australian Energy Productivity Program is perhaps one of
the most generous funding programs designed to achieve major improvements in energy
savings and grid security. Applicable to most large commercial and industrial premises, the
two-part program provides substantial funding for energy audits and subsequent
implementation of identified initiatives. In light of the findings of this study, in which
refurbishment activity in Adelaide’s MTOBs appears to be relatively low, this program is
expected to deliver considerable energy reductions over the coming years.
In NSW, NABERS has partnered with the Office of Environment and Heritage to provide
financial support for energy efficiency improvements to owners / managers of office buildings
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with a NABERS energy rating of three stars or less. Under the No More Average Buildings
Program, eligible building owners can access funding for energy audits, technical expertise
and measurement / verification services.
NABERS is also looking at a Combined Energy Ratings tool, which will enable Tenancy
Energy Ratings to be readily and cost-effectively delivered as part of the building’s Base
Building Energy Rating. This initiative is particularly encouraging, given the sizeable
proportion of building energy attributed to tenant activity. It will potentially deliver much
greater visibility into occupancy energy patterns / behaviours and facilitate building-wide
reductions through improved communication and deeper engagement with tenants.
Several ‘white certificate schemes’ exist across the country, in which businesses and
households are encouraged to save energy through investments in various energy efficiency
measures. The Energy Savings Scheme in NSW, the Victorian Energy Efficiency Target, the
ACT Energy Efficiency Improvement Scheme and more recently, the Retailer Energy
Efficiency Scheme in South Australia, place obligations on scheme participants (e.g.
electricity retailers) to obtain / surrender tradable certificates that represent energy savings.
Over the last few years, the ESS and VEET schemes have saved millions of tonnes of
carbon emissions, which have been achieved predominantly through lighting upgrades.
In QLD, Energex offers financial rebates to businesses that undertake measures to reduce
energy consumption and peak demand. The Positive Payback program covers a similar
range of energy efficiency projects as those covered in white certificate schemes.
5.1

Comparing Tenant Lighting Assessments in Australia

Given the varying presence, nature and related take-up of lighting-led white certificate
schemes around the country, a high-level analysis of lighting energy in office tenancies was
duly conducted to establish any patterns that might reflect the presence or absence of such
incentive schemes.
The table below utilises the nominal lighting power density values (measured in watts/sqm)
recorded on BEECs certified in the 2015 calendar period. The number of tenancies (referred
to as ‘Functional Spaces’) and the area they represent was measured to determine the
proportion of lighting systems in each locality that were rated as ‘Poor’ on the TLA scale (i.e.
>15 watts/sqm).
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Total No.
Functional
Spaces

Total NLA of
Functional
Spaces
(sqm)

No.
Functional
Spaces with
NLPDs >
15W/sqm

Total NLA
with NLPDs
>15W/sqm

% of Total
NLA with
NLPDs
>15W/sqm

Brisbane

1,915

1,491,869

461

254,072

17%

Sydney

5,606

4,284,609

1,104

523,531

12%

532

490,260

131

92,649

19%

2,592

2,568,018

764

573,943

22%

766

720,699

220

154,214

21%

Perth

1,425

1,233,269

540

348,488

28%

TOTAL

12,836

10,788,724

3,220

1,946,897

18%

Locality

Canberra
Melbourne
Adelaide

Table 17 Proportion of rated tenancy space in Australian office buildings with poor nominal lighting power
densities (watts/sqm)

The results of the high-level study tend to suggest the ESS scheme in NSW may be
influencing the favourable NLPDs achieved across the rated sites in Sydney, which were
found to have the lowest proportion of poorly rated lighting systems nationally. Conversely,
the relatively ordinary results in Melbourne could suggest the VEET scheme is not having as
great an impact as desired in improving lighting power values. The highest proportion of
poorly rated lighting systems recorded in this study was in Perth, which, to date, has no white
certificate scheme or related program in place that provides financial incentives for lighting
upgrades.
With regard to financing, many of the councils in NSW, VIC and SA have established
environmental upgrade agreement (EUA) programs within their municipalities. An EUA
allows for tenants and building owners of commercial and industrial property to access
council rates-based financing for energy, water and waste projects that reduce the impact to
the environment and reduce operating costs. Unlike other alternative finance options, EUAs
allow tenants to contribute financially to the project where it makes sense to do so and help
shape the project to best suit their needs. Importantly for many MTOB owners, EUA finance
also offers very competitive interest rates and long term finance, making projects cash-flow
positive from day one.
Lastly, it will be interesting to learn what lessons will emerge from the UK’s forthcoming
legislative changes regarding minimum energy efficiency standards in commercial buildings.
Due to come into force in April 2018, building owners will be required to ensure their
properties attain a minimum Energy Performance Certificate rating of ‘E’ before new leases
are created, otherwise they face the risk of not being able to lease that space. By 2023, the
provisions will apply to all existing leases as well.
A package of financial assistance measures is provided to enable a combination of ‘carrot
and stick’ incentives that are designed to systematically raise the bar for property sector
energy / emissions reductions over a relatively short time frame. Despite the expected
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short-term pain associated with such a bold initiative, the long- term financial benefits to
building owners and tenants could be quite significant (assuming, of course, the program is
suitably well-designed and administered).
A robust cost / benefit analysis could provide some interesting insights as to the viability of
an initiative such as this being introduced in Australia, particularly when factoring in the
amount of financial and human resources that have been poured into incentive programs
provided by all levels of government over past decades and those still to come. Additionally,
the improved human / environmental health outcomes, along with the positive economic
benefits derived from large scale deployment of consultants, project managers, contractors
and suppliers could be quite compelling.
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6. Conclusion
The Mid-Tier Investment Performance Study has been designed to explore specific financial
performance benchmarks for mid-tier offices nationally, with a focus on better understanding
the factors affecting this performance and those likely to affect the related decision-making
processes by the various types of building owners.
From the available data, it is apparent that secondary buildings tend to track well below the
performance of prime buildings with respect to key investment metrics, notably rental
income, financial incentives and capital values. The lower-grade assets also tend to
experience comparably higher levels of vacancy.
Coupled with generally lower levels of financial / technical resources, these factors
negatively impact on the degree to which MTOB owners invest in ESD projects within their
buildings. Relatedly, the findings of the study show substantially higher levels of
refurbishment activity have been taking place in prime buildings over the past few decades
than in secondary buildings.
The strength or weakness of the local economy creates pronounced temporal and spatial
impacts on these performance levels, as is currently evident in assessing the mixed fortunes
of the Perth / Brisbane and the Sydney / Melbourne CBD office markets. In this regard,
understanding the timing of the market cycle, with respect to when an owner is more likely to
invest in significant building / services upgrades, is therefore of paramount importance for
governments contemplating the introduction of programs / incentives aimed at achieving
resource and emission savings.
The environmental performance aspect of the report found MTOBs are also performing well
below prime buildings. This is most apparent when tracking the proportions of buildings
without current NABERS Energy Ratings, whereby these figures are in the order of 30% and
86% respectively. Similarly, the NABERS Energy ratings in these prime buildings tend to be
appreciably higher than those in secondary buildings. Of the 5 CBD markets assessed,
Melbourne appears to be performing comparably lower, in terms of the up-take rate and
results of NABER ratings.
Huge gaps of a similar nature are evident across the various MTOB ownership groups,
which are split between institutionally owned and non-institutionally owned assets. Of these
latter groups, strata and occupiers look to be in most need of improvement.
Vacancy appears to have the strongest degree of correlation with NABERS Energy ratings
of all the variables explored in the study. Looking at corresponding shifts in rated area / rated
energy over a 3-year period, many buildings, both prime and secondary, were found to have
unfavourable energy intensity trends. This key finding may indicate a good many buildings
lack either the design or management capacity to readily close-off conditioned air to vacant
areas and/or floors.
A raft of government intervention programs is currently in place, with some offering financial
incentives for energy efficiency projects, the most popular being lighting upgrades. Despite
this, there appears to be a degree of mixed success when
comparing lighting power densities across the country. An imminent change to the threshold
for mandatory disclosure of commercial office space is expected to have a significant impact
on MTOBs. This will lead to considerably more of these buildings undertaking NABERS
Energy Ratings and Tenant Lighting Assessments, with this greater exposure hopefully
translating into more green building projects. Unfortunately, strata buildings remain removed
from these legislative provisions, which (given the size and the relatively poor environmental
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performance of this market) should be re-assessed when next the CBD Program is
reviewed.
Other key recommendations from this study are:
•

Prioritise intervention programs to achieve higher levels of participation and related
energy efficiency in MTOBs, in particular, non-institutionally owned buildings (i.e.
strata and occupier).

•

Consider timing the roll-out of large-scale funding programs to when / where the
commercial office market cycle is most favourable to MTOB owners (e.g. using
shifts in vacancy trends to guide program launches).

•

Similarly, consider collating and evaluating the type / extent of retrofit actions being
undertaken on MTOBs, as is currently performed every two years by City of
Melbourne via the 1,200 Buildings Melbourne Retrofit Surveys. Such information on
a national level would help to assess current efforts and guide government
incentive programs to reduce energy, water and emissions.

•

Implement a national review system, in which relevant past and present
government incentive programs are analysed to determine the degree of success
or failure achieved according to a set of uniform metrics (e.g. cost per tonne of
abatement). Key findings and ‘lessons-learned’ from these reviews should be
routinely shared across all government jurisdictions to enhance existing programs
and maximise the introduction of new programs.

•

Conduct a national survey of MTOB owners to obtain specific information about
their investment strategy and the factors affecting their decision-making with
respect to ‘green building’ upgrades.

•

Conduct a discreet and targeted survey of mechanical services contractors to
ascertain current functionality for occupancy-based HVAC operation, and the
degree to which it is currently being applied nationally.

•

Undertake follow-up studies over the next few years to update and expand the
energy intensity investigations conducted in this report.
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7. Appendices
7.1 Acronyms

AC

Air Conditioning

BEEC

Building Energy Efficiency Certificate

CAPEX

Capital Expenditure

CBD

Central Business District

CBD Program

Commercial Building Disclosure Program

CDP

Carbon Disclosure Project

CSR

Corporate Social Responsibility

EI

Energy Intensity

ESD

Ecological Sustainable Development

ESS

Energy Savings Scheme

FM

Facility Manager

GBCA

Green Building Council of Australia

GFC

Global Financial Crisis

GRESB

Global Real Estate Sustainability Benchmark

HVAC

Heating, Ventilation and Air Conditioning

MJ

Megajoules

MTOB

Mid-Tier Office Building

NABERS

National Australian Built Environment Rating System

NLA

Net Lettable Area

PCA

Property Council of Australia

SME

Small to Medium Enterprise

SMSF

Self-Managed Superannuation Fund

TLA

Tenant lighting Assessment

VEET

Victorian Energy Efficiency Target

VOC

Volatile Organic Compound
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University of Western Sydney, University of Maastricht Netherlands (2011), Building Better
Returns - A Study of the Financial Performance of Green Office Buildings in Australia
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7.4 Useful Websites:
Better Buildings Partnership (Sydney)
www.sydneybetterbuildings.com.au
Building Upgrade Finance / Environmental Upgrade Agreements
www.environment.sa.gov.au/Science/Science_research/climate-change/climate-changeinitiatives-in-south-australia
www.environment.nsw.gov.au/business/upgrade-agreements.htm
www.sustainablemelbournefund.com.au/services/environmental-upgrade-agreements/
Calculating Cool
www.calculatingcool.com.au
City of Melbourne 1200 Buildings
www.melbourne.vic.gov.au/1200buildings
CitySwitch
www.cityswitch.net.au
Commercial Building Disclosure Program
www.cbd.gov.au
Energy Efficiency Improvement Scheme (ACT)
www.environment.act.gov.au/energy/smarter-use-of
energy/energy_efficiency_improvement_scheme_eeis
Energex Positive Payback for Business (QLD)
www.energex.com.au/home/control-your-energy/positive-payback-program/positivepayback-for-business
Energy Productivity Program (SA)
dpc.sa.gov.au/what-we-do/services-for-business-and-the-community/energy-efficiency/southaustralian-energy-productivity-program
Energy Savings Scheme (NSW)
www.ess.nsw.gov.au/How_the_scheme_works/Overview_of_the_scheme/For_businesses
Green Star
www.gbca.org.au/greenstar/
NABERS Energy
www.nabers.gov.au
Office of Environment and Heritage (NSW)
www.environment.nsw.gov.au/business/
Retailer Energy Efficiency Scheme (SA)
www.sa.gov.au/topics/energy-and-environment/using-saving-energy/retailer-energyefficiency scheme
Sustainability Victoria
www.sustainability.vic.gov.au/business
Victorian Energy Efficiency Target
www.veet.vic.gov.au/Public/Public.aspx?id=Home
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7.5 Summary of Key Metrics for MTOBs

Grade B
Grade C
Grade D

Adelaide CBD
37
97
100
234

Perth CBD
49
49
14
112

PCA Grade per Locality (numbers)
Brisbane CBD
Sydney CBD
Melbourne CBD
64
170
97
35
133
121
14
80
50
113
383
268

Melbourne Suburbs
213
83
29
325

Total
630
518
287
1,435

%
44%
36%
20%

Grade B
Grade C
Grade D

Adelaide CBD
359,685
321,747
154,720
836,152

Perth CBD
384,484
173,208
44,526
602,218

PCA Grade per Locality (area)
Brisbane CBD
Sydney CBD
Melbourne CBD
846,705
1,366,698
846,022
189,085
499,750
423,208
40,353
211,526
115,870
1,076,143
2,077,974
1,385,100

Melbourne Suburbs
432,811
177,440
56,276
666,527

Total
4,236,405
1,784,438
623,271
6,644,114

%
64%
27%
9%

Perth CBD
2,149,289,000
604,255,850
101,933,000
2,855,477,850

PCA Grade per Locality (value)
Brisbane CBD
Sydney CBD
Melbourne CBD
4,159,559,906
10,375,055,480
4,878,732,991
853,694,529
3,054,904,864
2,533,735,153
203,136,000
1,217,206,773
747,706,675
5,216,390,435
14,647,167,117
8,160,174,819

Melbourne Suburbs
1,815,830,848
625,798,253
161,390,270
2,603,019,371

Total
24,589,055,275
8,677,558,399
2,904,526,868
36,171,140,542

%
68%
24%
8%

Grade B
Grade C
Grade D
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Institution
Private
Occupier
Overseas
Developer
Strata
Undisclosed
Totals

Adelaide CBD
13
159
22
4
9
27
0
234

Perth CBD
14
40
12
17
10
19
0
112

Ownership Profile per Locality (numbers)
Brisbane CBD
Sydney CBD
Melbourne CBD
34
41
11
46
128
115
14
36
27
16
39
48
0
24
2
8
115
65
0
0
0
118
383
268

Institution
Private
Occupier
Overseas
Developer
Strata
Undisclosed
Totals

Adelaide CBD
86,579
534,515
88,512
37,941
17,715
70,890
0
836,152

Perth CBD
107,797
158,580
61,697
135,915
46,900
91,329
0
602,218

Brisbane CBD
426,366
299,967
139,416
162,435
0
47,960
0
1,076,143

Adelaide CBD
293,433,550
1,718,518,300
248,022,050
173,630,400
57,429,050
197,877,600

Perth CBD
680,987,500
915,600,450
158,526,400
636,030,400
172,432,700
291,900,400

Ownership Profile per Locality (value)
Brisbane CBD
Sydney CBD
Melbourne CBD
2,124,940,400
4,113,658,583
736,697,573
1,590,275,300
3,321,458,481
3,014,395,533
723,068,400
1,571,292,647
664,950,550
771,351,050
1,973,971,094
2,547,238,413
0
754,985,094
32,919,350
6,755,285
2,911,801,217
1,163,973,400

2,688,910,950

2,855,477,850

Institution
Private
Occupier
Overseas
Developer
Strata
Undisclosed
Totals

3

5,216,390,435

Ownership Profile per Locality (area)
Sydney CBD
Melbourne CBD
485,842
127,050
480,218
490,788
219,011
111,359
284,123
402,177
136,242
4,463
472,538
249,263
0
0
2,077,974
1,385,100

14,647,167,117

8,160,174,819

Melbourne Suburbs
6
132
63
8
9
28
79
325

Total
119
620
174
132
54
262
79
1,4403

%
8%
43%
12%
9%
4%
18%
5%

Melbourne Suburbs
27,969
243,675
183,094
21,965
21,250
59,481
109,093
666,526

Total
1,261,603
2,207,743
803,089
1,044,556
226,570
991,461
109,093
6,644,113

%
19%
33%
12%
16%
3%
15%
2%

Melbourne Suburbs
107,350,910
947,449,318
750,653,713
98,543,300
94,222,500
194,359,600
410,440,030
2,603,019,371

Total
8,057,068,516
11,507,697,382
4,116,513,760
6,200,764,657
1,111,988,694
4,766,667,502
410,440,030
36,171,140,542

%
22%
32%
11%
17%
3%
13%
1%

Note: The number of MTOB owners is slightly higher than that for the buildings themselves due to several of these buildings being jointly owned.
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