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Rainer Knapek, Head of Agency:

‘The revitalisation of Munich’s
market which could be sensed
of the year slackened off some
by the end of the half year. Th
hesitation in concluding leases,
for large requirements, which a
initiated well before the expiry o
ting leases. As businesses are
any pressure to act, decisions ti
often postponed.'

‘Nonetheless it can be assumed
ral large lettings will be conclud
and therefore the second half of
looking promising.’

CB RICHARD ELLIS

MarketView

Office Market Munich

Q2 2010

Economy

At the end of the first half of 2010, the German office property markets were still
confronted with demanding macro-economic conditions. After the predominantly
positive trends in sentiment indicators at the starof the year gave cause to hope for a
sustained improvement in the economic sitation, the situation has darkened again
somewhat. Against a background of the increasing indebtedness of many European
states and the weak Euro, despite the contining low interest rate environment in the
capital markets, it is, however, preciely the German property markets which will
distinguish themselves because of their solid econmic base. The Munich office
property market especially should occupya key role here, as the Bavarian capital
offers ideal macro-economic conditions by way of its robust labour market (in June the
unemployment rate of 5.4% stood 2.1 percentage points below the German average),
its excellent infrastructure basis anchigh supra-regional purchasing power.

Office market
In the first half of the year, around 253,200 sg m was newly let in Munich’s office
property market. Whilst it is true that this resultmeans that lettings turnover was at a
comparatively low level in historic terms, atless than 2% lower, it was only just below
the comparable figure from last year. Owner-occupiers had a negligible share of
under 2%. In view of continuing high volumes of speculative completions as well as the
fact that most businesses have to save space instebof being able to expand, vacancy
Muni¢f¥eased at the half year by around 9% compared with last year. At present around
leadiffg million sq m remains unlet in Munich, corresponding to a vacancy rate of 7.7%.
2t thd Regachievable prime rent levelled off at29.50 €/sq m/month; a fall of some 4.8%
Nhat%gpﬁred to the first half of 2009.
ore is still
espbuiatfment market
re usnidhye first half year the volume of turnover for commercial properties on Munich’s
f theiew@stment market stood at around € 746 million, around 53% above last year’s
not figrder Nearly 72% (€ 537 million) in the fi rst quarter was accounted for by the sale of
0 lealt® Gemens site alone (€ 330 million). In the second quarter, at € 209 million (28%),
significantly less again was invested. Coreproperties remain by far the most sought
after asset class and their restricted availabilityis currently acting as a limited factor on

Ijha & \fSlume of transactions. Investors with a more @portunistic investment strategy are
ethesg rzﬂ}ﬂ increasingly sounding out the Munich investment market but to date have not

¥ %regred as purchasers. In view of the strong focuson first class office buildings the
prime yield fell compared to last year by 0.1 percentage points to a current level of
4.90%.

Q2 Q2 Annual

2009 2010 change
Stock, million sg m 18.41 18.69 +15%
Take-up, cum. in 1,000 sq m 257.8 253.2 -1.8%
Vacancy, million sq m 1.31 1.44 +9.9%
Vacancy rate, % 7.1 7.7 + 0.6 %-pts.
Prime rent, €/sq m/month 31.00 29.50 - 48%
Prime yield, % 5.00 4.90 — 0.1 %-pts.
Capital value index (Q1 1986 = 100) 222 215 - 32%

Source: CB Richard Ellis ©2010 CB Richard Blis GmbH
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TAKE-UP

Between January and July 2010, new lease contracts
were concluded for around 253,200 sq m of office
space in Munich, with a negligible owner-occupier
share of around 2%. This was around 2% lower than
the level for the corresponding period last year. $
far this year the high recorded enquiries for office
space in Munich have not yet been translated into
concrete take-up of lettings. It is particularly ndice-
able at present in the case of large-scale inquiries
that the market is being sounded out especially cae-
fully and painstakingly because there is little pres-
sure to make decisions. This effect is strengthened
further because of the large supply of well appointd
office space in Munich. At present, several large
requirements are being negotiated on the Munich
market. Assuming that they will lead to deals in tre
second half of the year, the volume of lettings wil
increase again.

The largest letting of the first half of the year @mes
from the first quarter, when Scout24 Holding GmbH
leased around 12,000 sq m in the ‘Ten Towers' (the
only deal in excess of 10,000 sg m). In the second
quarter, Heye Group GmbH secured the largest
office premises leased on the market, with around
8,700 sg m close to Munich’s city centre.

In spatial terms, in the first half ‘Periphery Norh-
East' led as the strongest submarket in terms of
take-up, with lettings amounting to around 46,800
sq m (18%), followed by ‘City South-West' (12%) and
‘City North-West' (11%). Comparing the individual
business sectors which made up the take-up, ‘Legal
Advisors, Chartered Accantants' recorded the
largest share, at around 41,000 sq m (16%); behind
them came ‘Publishing, Media, Advertising’ (12%)
and ‘Other Services' (11%).

VACANCY

Office vacancy in Munich has increased from last
year by about 9%. This development can be
explained substantially by the weak take-up figures
compared to the past and, at the same time, a high
volume of new-build offices, which results mainly
from development projects already commenced
before the start of the economic crisis. Thus in tk
past half year around 214,000 sq m of office space
was completed, which was still around 60% unlet on
completion. Downsizing of businesses and premises
becoming vacant on expiry of lease contracts, which
frequently cannot be relet in full, also increased he
vacancy. At present in Munich a total of around
1.44 million sq m of office space remains unlet,
corresponding to a vacancy rate of 7.7% of the stok
of around 18.69 million sq m. Thus, in direct com-
parison with last year an increase of 0.6 percentage
points in the vacancy rate was recorded.
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Office space take-up
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Office space take-up (cumulated, %) by sectors * -Top 5-
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Prime rent/Weighted average rent RENT

The level of the achievable prime rent for modern
office space with first class fit-out in the centreof
35 Munich stood at 29.50 €/sq m/month at the end of

the first half year. In view of the continued impad on
the market of the effects of the economic crisis,
compared to last year a fall of 4.8% was recorded. It
is true that the number of lease contracts conclude

30

25

g 20 at the prime rental level has fallen compared to the
; boom years, but because of low volatility there wee
® 15\/V\/ no large changes in the level of the prime rent in

Munich.

10

5 The weighted average rent on the Munich office
property market has increased slightly, by around
0 1% to 13.98 €/sq m/month, compared to the first
2002 2003 2004 2005 2006 2007 2008 2009  QRZMO of 2009. However, differences in trends
—— Prime rent— Weighted average rent appeared when comparing the individual submar-

kets. Whilst the rental level moved downwards in tte
city centre submarkets overall, increased average
rents were recorded in almost the whole of the
remainder of the urban area. Rents for offices are
also tending to increase once more in the periphery.
One of the reasons for this is that businesses are
currently very sensitive to rent and so are focusag
250 A P\ less on expensive city centre locations. On the otér

hand, both in the urban area and also in the peri-
RS phery, supply of attractive new premises is stronglt

200 / \/v ~— is true that at submarket level these premises are

Rent index

300

100

being offered at the upper end of the rental range,
150 J but they are significantly beter value than city centre
100

premises of comparable quality.

Index Q1 1986

The CBRE rental index (base year = 1986) has
remained stable in Munich since the start of the yar,
at a level of 214. Compared to last year, the achie-
0 vable prime rent has moved downwards slightly, so

1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 amos ZHo@t H9e index also concluded the half year with afall
of eleven basis points.

50

—— Germany— Munich

PIPELINE

The number of new development projects in Munich
(new-build and refurbishments) remains at a com-
parably high level. For the coming second half of
2010 we still anticipate an overall volume of com-

pletions of some 134,000 sq m, and of these pre-

mises currently around 63% is pre-let (including
owner-occupation). However, overall we assume that
the level of pre-lettings will increase further by the
end of the year. In the course of the coming year a
substantial number of completed new-build premises
will also be released onto the Munich market, before
a noticeable drop comes in the volume of projected
office space in 2012. From what we know at the
moment, projected office completions for 2011 are

running at around 265,900 sq m; at present around

50% is pre-let.
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

m Complem8peculaviere-lai Owner-occupied

Office space future supply

Completions annual average (2002-2009):
402,300 sg m

1,000 sg m
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PIPELINE BY SUBMARKETS Office space future supply (Q3 2010-2012) by submarkets* -Top 5-
Within Munich, projects under construction or with a
completion date up to the end of 2012 are 140
concentrated at about 58% in the ‘City South-West',
‘City North-West' and ‘Periphery North-East' submar-
kets. As examples of prestigious new-build propertis
within these submarkets, one can name ‘Auron’ in
‘Landsberger StralRe’, the ADAC’s new headquarters in
‘HansastraBe and several projects in the ‘Arnulfpark
such as the ‘Skygarden‘ or the ‘Central & Park'
developments. In the periphery, further tranches of
the ‘Business Campus Muinchen-Garching' and the
‘Concor’ in Aschheim are being developed.

120

1,000 sq m
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INVESTMENT

In the first half year a volume of transactions ofaround City City Periph. City City

€ 746 million was recorded on the commercial invest- siw N/wW N/E SIE cur.

ment market (Germany: € 8.65 billion). Compared ® Speculasivere-le: Owner-occupier

with last year, turnover in the first half year theefore *in total 20 submarkets

increased by 53%. In addition to this, a volume of
around € 218 million was recorded through the sale of
predominantly residential properties. On the commer-
cial investment market the two past quarters ran Prime yield, capital value and benchmark yield
different courses. Whilst the start of the year, wh
turnover of around € 537 million, made a dynamic

impression (although strongly marked by the sale of 240 ¢
the Siemens site in Neupelach by Siemens Pension

Trust e.V. to Hamburgische Immobilien-Handlung/RFR %% °
Holding GmbH at around € 330 million), turnover in 8 N

the second quarter appeared rather weaker once ., 220 4
more. Only 28% of the half year turnover was achiewed 8 \/\

in this period at around € 209 million. The lack of in- & 210 38
vestment products of a sufficient quality, especidy in ig’

central locations inside thecentral ring road, prevented ~ 200 2
a higher volume of transactions from being achieved.

Investors’ investment strategis remain directed at low 190 1

risk prime properties with a very strong tenant mix and

high tenant covenant strength, long lease contracts 180 0

and first class quallty in terms of use of space, if-out 2002 2003 2004 2005 2006 2007 2008 2009 Q220
and infrastructure connections. The dominant purcha

ser groups on the market remain investors with strong
equity capital such as insurance companies, open
ended investment funds and wealthy private invesors

or family trusts. At the end of the first quarter tre prime yield for office properties stood at 4.90%. In view of the
latent overhang of demand for prime products in the remaining course of the year, we expect net initial yield to
start falling.

Capital value-irdePrime yield-(%)- 10y government bond (%)

FORECAST

During the past six months developments on Munich’soffice market on both the investment and leasing sickes
have somewhat lagged expectations. After slight opitmism could be sensed on the markets at the start of the
year, at the half year some disenchantment took ove. Nonetheless in view of the continued high level of

recorded enquiries for office space, ircluding numerous large requirements, we are taking a positive view of the
second half of the year and are hopeful of an increase in lettings. The new completions and completedrefur-

bishments predicted for the near future are, however characterised so far by a high proportion of unlet space,

and for this reason a further increase in vacancy fgures cannot be excluded. But it should not be assurad that
the prime rent will fall further in Munich; here in the medium term we expect a slight increase once gain.

According to present information we anticipate a leting volume of around 550,000 sq m for the whole of 2010,

which is just above last year’s level.
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Cumulated Future supply Vacancy- Rental- Weighted average c

Submarket Take-up Q3 2010 — 2012 volume band rent g

sqm sqm sqm €/sq m/month €/sq m/month §

—

City North-East 21,400 22,500 51,600 14.00 — 22.00 19.09 g

City North-West 26,900 102,700 130,100 15.00 - 22.00 16.30 CEG

City South-East 24,700 50,800 83,700 11.00 — 18.00 12.98 HHE—J:J

City South-West 30,100 127,100 105,600 12.00 — 20.00 14.79 O
City Centre 18,000 33,400 43,400 20.00 — 29.50 22.67
Urban Area North-East 26,600 23,900 169,500 12.00 - 20.00 13.58
Urban Area North-West 11,700 30,800 64,600 12.00 — 18.00 13.29
Urban Area South-East 10,700 22,300 171,000 11.00 - 16.00 11.50
Urban Area South-West 20,100 18,200 135,300 11.00 - 16.00 11.98
Periphery North-East 46,800 71,900 180,300 7.00 —11.00 10.32
Periphery North-West 9,800 0 109,700 7.00 — 11.00 8.57
Periphery South-East 4,800 800 106,300 8.00 — 12.00 11.57
Periphery South-West 1,600 13,800 86,900 8.00 — 12.00 11.70
TOTAL 253,200 518,200 1,438,000 7.00 — 29.50 13.98
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DEFINITIONS

Take-up

This is the sum of all office space that is let, lased, or sold to an owner-occupier in a
defined (sub) market and a defined period. Take-up also includes sublets of leased
premises or owner-occupied space. Lease reewals are registered as space take-up if
the office space let is larger than the space prewusly 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 fa 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 offe, 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 sublet and speculave completions over the next 12 months.

Prime rent

Prime rents are the highest sustainable nominal retin €/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 defied period as on the market overview of

the local letting department.

Weighted average rent

The weighted average rent represents theweighted 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 concludedn the relevant market and reporting

period, in order to be used as a base.

For lettings to businesses that can deduct inputax, rents are exclusive of statutory value-
added-tax. For lettings to value-added-tax exempt husinesses, 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 constructioror fit out of the demised premises.

Prime yield

The prime yield (net initial yield) is the ratio baween initially annual net rental income
(rent less non-recoverable costs) and thetotal amount invested (purchase price plus
purchasers’ on-costs = gross purchase price), expressd 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 bath on sale & purchase contracts concluded
during a period and also on the market ov erview of the local investment department.

Disclaimer 2010 CB Richard Ellis

Information herein has been obtained from sourceslisved reliable. While wedo not doubt its accuracy,
we have not verified it and make no guarantee, warranty or representation about it is your
responsibility to independently ofirm its accuracy and completeness. Any projections, opinions,
assumptions or estimates used are for example only and do not reprgé the current or future
performance of the market. This information is dgsed exclusively for use by CB Richard Ellis GmbH
clients, and cannot be reproduced without prievritten permission of CB Richard Ellis GmbH.

Page 6

©2010, CB Richard Ellis, GmbH

For further information:

AGENCY CONTACT

Rainer Knapek
Managing Director,
Head of Agency Munich
CB Richard Ellis
Isartorplatz 1

80331 Munich

t: +49 89 242060 0

e: rainer.knapek@cbre.com

RESEARCH CONTACTS

Dr. Jan Linsin

Associate Director,

Head of Research Germany
CB Richard Ellis
WestendDuo

Bockenheimer Landstr. 24
60323 Frankfurt/M.

t:+49 69 170077 663

e: jan.linsin@cbre.com

Tobias Brandt
Analyst,

Munich Research
CB Richard Ellis
Isartorplatz 1
80331 Munich

t: +49 89 242060 76

e: tobias.brandt@cbre.com



