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From expert's point of view

Heiko Fischer,
Head of Agency Hamburg:

“The year end result does not include lease
extensions according to the definitions of
Gesellschaft fir immobilienwirtschaftliche
Forschung (gif). The unusually high acti-
vity in this sector is a ray of hope in the
otherwise sombre Hamburg office letfings
market. Increasing vacancies and falling
prime rents are the result of take-up
figures which are currently being recorded
at a continuing low level.”
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Overview

Economy

In order to appraise the overall economic situation of the Hanseatic city, one must
consider on the one hand the local conditions which are generally very good, and
on the other, the current influence of the poor global economic situation. As a clear
winner from globalisation, the port and trade city of Hamburg has been affected
more severely than other German locations by the global economic crisis. Despite
an unemployment rate, which increased from 7.7% last year to 8.4% in December
2009, it has been possible so far to prevent the recession from having a greater
impact on the labour market, in particular by the increased use of short time
working. The following comparison shows the significance of short time working as
an effective cushion: in September 2009 the Hanseatic city reported around
78,800 people as unemployed; 16,000 were on short time work. A positive point
to note is that, when world trade bounces back in the medium to long term, the
Hamburg economy will begin an immediate recovery.

Office market

As anticipated in view of the downward trend in the overall economy, office space
take-up (leftings and owner-occupation) fell in the Hanseatic city compared to last
year by 29% to 387,300 sq m. Even if this fell 11% short of the 2002-2009 long-
term average take-up of 435,900 sq m, the take-up results in the previous
recession of 2002 and 2003 were still exceeded by 19% and 23% respectively. In
particular, the speculative completions in the “HafenCity” and “Hamburg-West”
submarkets caused vacancies to increase by 9% to around 1.06 million sqg m -
substantial for Hamburg. The prime rent (with a market share of 3% of lettings) is
currently recorded at 23.00 €/sq m/month in the “City” submarket.

Investment market

For the whole of 2009, the volume of investment transactions in Hamburg
amounted to 1.35 billion € (total for Germany 10.45 billion €). Net initial yields fell
in the fourth quarter of 2009 by 10 basis points to 5.00%. This is a premium of
168 basis points compared to the reference yield for ten year government bonds.

Office market key data

Q4 Q4 Annual
2008 2009 change
Stock, million sqg m 12.83 13.02 + 1.5%
Take-up, cum. 1,000 sg m 545.6 387.3 - 29.0%
Vacancy, million sq m 0.95 1.06 + 11.9%
Vacancy rate, % 7.4 8.2 + 0.8%-pfs.
Prime rent, €/sq m/month 24.00 23.00 - 4.2%
Prime yield, % 5.10 5.00 — 0.1%-pfs.
Capital value index (Q1 1986 = 100) 161 158 - 1.9%

Source: CB Richard Ellis
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In view of the clear collapse in the take-up figure for
the market as a whole and the need to optimise
costs which prevails with many businesses, it is sur-
prising that the “City” is the submarket with the
strongest take-up. With a 26% share of total take-
up, it is positioned well ahead of “City-South” (10%).
However, for this year the distribution of the volume
of new inquiries recorded by CB Richard Ellis across
the submarkets portends a shift in relative take-up in
favour of the more affordable “City-South”.

The owner-occupier purchase by Hochtief of
15,000 sg m in “Quartier 21" represents the largest
transaction of the year. More than 53% of space
changed hands in the “under 1,500 sq m” size
category. Last year this figure still stood at 45%. The
increased significance of lease extensions, which do
not form part of take-up, also has to be taken into
consideration. These were concluded in particular in
the large-scale sector, as large users were able to
assume a very strong negotiating position vis-a-vis
their present landlords in 2009. The distribution of
take-up by sector, which is currently very well
balanced, can be seen in the fact that a total of
eight sectors were each responsible for a share of 7-
8% of take-up. However, the largest volume of take-
up was generated in the “Transport, Traffic” sector,
followed by “Trade” and “Real Estate” fields.

As already forecast in the last quarterly report, the
volume of vacancies accelerated sharply upwards at
the end of last year. Within one quarter, as a result
the vacancy rate jumped by 0.7% points to 8.2%.
The last time that a similar jump was recorded was
in the recession in 2003. As no conspicuous increase
in take-up is to be expected for the time being and
as it is anticipated that yet further office space will be
completed speculatively before the middle of 2010,
it is possible that the 9.0% mark will be passed. By
submarket, the vacancy rate rose most noticeably in
“HafenCity”. With a comparatively small stock of
426,900 sq m, the volume of vacancies jumped by
84% to 70,600 sq m, because of the imminent
speculative completions in the northern part of
“Uberseequartier”, giving a vacancy rate of 16.5%.

As a result of numerous speculative completions of
new high-quality office buildings and a fall in the
proportion of ultra modern office space (so-called A
grade space) in the overall take-up, the proportion
of A grade space in the volume of vacancies in-
creased from 38% to 47% compared to last year.
This figure, the highest amongst the other major
German property centres, will ensure that, when
take-up is revitalised after the end of the economic
crisis, it will be possible in the short-term to service
the increased demand with high-quality supply.
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RENTS

Matching the general market trend, the achievable
prime rent (with a market share of 3% of lettings) fell
for the second time in a row by 0.50 €/sq m/month,
so that compared to last year a fall in rents of 4.2%
to 23.00 €/sq m/month can be seen. Thus, the
prime rent stands at its lowest level since the first
quarter of 2007. The weighted average rent reduced
last year by 2.0% to 13.33 €/sq m/month.

Considerable falls in the prime rental level were
recorded in the “Auflenalster” (-10.0%) and “Hafen-
City” (-8.3%) submarkets. Seen by weighted ave-
rage, the rental level also reduced in the two
submarkets by 13.8% and 9.2% respectively. Be-
cause of lettings in high-cost new properties, the
average rent increased in the “Eppendorf’ (9.1%)
and “City-East/St. Georg” submarkets (9.0%). In
both submarkets the present increase was preceded
by a fall in rents.

A long-term view of average rents over the last five
years shows that a steady increase in rents can be
seen only in the central “City” and “Harbour”
locations. In this respect, the theory current in the
residential sector, of a “city centre renaissance” can
also be applied to the office sector in Hamburg's
case. The prime rental index reflects the easing of
the Hamburg prime rent: whilst compared to last
year the index for Germany reduced by only 3.3%,
the figure for Hamburg fell by 4.2%. Thus the
Hamburg prime rental level also makes allowance
for the comparatively strong increase in vacancy in
the Hanseatic city.

PIPELINE

Whilst a very high volume of completions of
283,000 sg m was still recorded in 2009, for 2010
we anticipate rather lower figures of 273,000 sqg m
and 249,000 sq m for 2011.

Up to 2012, every 2.5 sg m of new office space in
the Hanseatic city will be completed in “HafenCity”.
Whilst there is certain flexibility with regard to
commencement and completion of construction for
individual developments, purely for reasons of
maintaining a positive image for the overall project,
the “HafenCity” development company cannot allow
any lengthy delays. Thus it will not be possible to
stretch the office space pipeline into the future as in
other office centres. In this respect, the Hamburg
office market will have to cope with a further
increase in vacancy whilst take-up remains low in the
short to medium term.
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PIPELINE BY SUBMARKETS

In Hamburg’s most significant submarket, the “City”,
the strong pipeline of past years has reduced so that in
spite of low take-up the vacancy in the submarket will
fall noticeably in 2010. Then, in 2011, the completion
of what is currently the largest development in the
“City", the redevelopment of the “Emporio Quarter”,
of around 30,000 sq m is anticipated. After a lengthy
period of low activity, new dynamism will develop in
the “Harbour” submarket in the short-term. In the
course of the next two years both Germanische Lloyd
and Spiegel-Verlag will move into their new head-
quarters in “HafenCity” and thus vacate numerous
premises in the “Harbour” submarket. The winner of
the competition for an architect for the former Spiegel
site, organised by its owner IVG, was recently
announced. The winning design proposals include,
amongst other things, an increase in density on the
site by 20,000 sq m of gross external area for office
use and high-quality residential space. IVG anticipates
that the underlying planning law will be passed by the
time Spiegel-Verlag vacates the site at the end of
2010.

INVESTMENT

In 2009, an investment volume totalling 1.35 billion €
was achieved in the Hanseatic city. Thus, after a
difficult start to the year, a recovery of the market was
recorded in the second half. Investment focus was
targeted unanimously at core investments. With in-
creased investment pressure, demand exceeded the
limited supply in this field. This shortfall led to a fall in
the prime yield in the fourth quarter by 10 basis points
to 5.00%. The largest transaction of the year was the
acquisition of the “Mercado Shopping Centre” at
Altona station by Union Investment for only around
164 million €. German investors with strong equity
capital such as open-ended mutual funds and special
funds, insurers, pension funds or wealthy private
investors dominated on the purchaser side, as in
previous quarters. For the beginning of 2010 we
anticipate continued stable demand for low risk core
investments. Moreover, the first value-add investors
are sounding out the market once more. Thus, with an
appropriate price adjustment, occasional investment
transactions could occur again here in this sector too.

FORECAST

Office space future supply (2010-2012) by submarkets* - Top 5

1,00

250 -

200

150

100 ~

50 1

0

0sqg m
HafenCity City-South Hamburg- Homburg West
North/East
M Speculative Pre-let  ® Owner-occupied

* in total 20 submarkets

Prime yield, capital value and benchmark yield

Index Q1 1986 = 100 %

180 -+

160 +

140 +

120 A

100 A

80 +

60

—

2002 2003 2004 2005 2006 2007 2008 2009

Capital value index Prime yield (%) = 10y government bond (%)

The trend in the volume of new inquiries recorded with CB Richard Ellis, which serves as an early indicator, does
not give any cause to conclude that take-up trends will ease for the time being. As take-up is low, albeit stable,
and an only moderate level of speculative completions is expected, it is true that a further increase in vacancy is
expected; however, this will not be a massive leap similar to that in the fourth quarter of 2009. As a result, in the
medium-term it is foreseeable that vacancy will reach its peak. In this respect, we also anticipate a stabilisation
of prime rents in the course of 2010. So far the anticipated displacements in take-up from the high-cost “City”
submarket, in particular in favour of “City-South”, have been absent. However, according to the distribution of
the volume of new inquiries, this trend towards relocation is now quite probable in 2010.
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DEFINITIONS

Take-up

This is the sum of all office space that is let, leased, or sold to an owner-occupier in a
defined (sub) market and a defined period. Take-up also includes sub-lets of leased
premises or owner-occupied space. Lease renewals are registered as space take-up if
the office space let is larger than the space previously occupied. Only the additional
space in an existing location will be added to take-up.

Vacancy

This is the sum of all completed office space which, at the time the information was
registered, was not occupied or was offered for let or sale (for the purposes of further
use) and which may be occupied within three months. Subletting is not considered in
vacancy figures and is registered separately.

Supply

Supply includes the sum of all office space on offer, which is intended for marketing at
the time of observation (each quarter’s end) and which is still available. This includes
vacant space, space to sub-let and speculative completions over the next 12 months.

Prime rent

Prime rents are the highest sustainable nominal rent in €/sq m/month achieved in prime
locations, and top-quality buildings with top-quality fit outs. These are based as much
on lease transactions concluded within the defined period as on the market overview of
the local letting department.

Weighted average rent

The weighted average rent represents the weighted average rent for space let for a
defined region. It is based on all lease contracts concluded during a year. In principle,
at least ten lease contracts have to be concluded in the relevant market and reporting
period, in order to be used as a base.

For lettings to businesses that can deduct input tax, rents are exclusive of statutory value-
added-tax. For lettings to value-added-tax exempt businesses, the rent may include a
payment of a variable amount to compensate for the non-deductible input tax paid by
the lessor for services provided in the construction or fit out of the demised premises.

Prime yield

The prime yield (net initial yield) is the ratio between initially annual net rental income
(rent less non-recoverable costs) and the total amount invested (purchase price plus
purchasers’ on-costs = gross purchase price), expressed as a percentage figure,
achievable in the relevant prime location in a building with first-class fit out, fully let
according to market conditions. It is based both on sale & purchase contracts concluded
during a period and also on the market overview of the local investment department.

Disclaimer 2010 CB Richard Ellis

Information herein has been obtained from sources believed reliable. While we do not doubt its accuracy,
we have not verified it and make no guarantee, warranty or representation about it. It is your
responsibility to independently confirm its accuracy and completeness. Any projections, opinions,
assumptions or estimates used are for example only and do not represent the current or future
performance of the market. This information is designed exclusively for use by CB Richard Ellis GmbH
clients, and cannot be reproduced without prior written permission of CB Richard Ellis GmbH.
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For further information:
AGENCY CONTACT
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(B Richard Ellis
WestendDuo
Bockenheimer Landstr. 24
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