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GDP Growth
ECONOMIC OVERVIEW
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The current real estate market conditions reveal a significant decline
of all segments under the circumstances of economic and financial
difficulties that intensify the vulnerabilities of a market still being in
an early development stage. The wait-and-see attitude adopted by
investors was also induced by the political turbulence generated by
the presidential elections that took place during Q4 2009.
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After the impressive economic growth recorded consecutively during
last years, the GDP dropped with 7.1% in 2009, reflecting the
worsening of the local economic environment. According to the
National Institute of Statistics (NIS), one of the biggest negative
contributions to the GDP involution had the construction field that
recorded a drop of 13.6% compared to 2008 partially reflecting the

NBR's Monetary Policy Rate and Annual real estate market rebound.

Inflation Rate The growth of the local market was significantly driven by foreign

companies that during the economic boom entered the local market
or extended their operations thus creating demand for real estate

24,00 - products. The economic activity decreased and implicitly the

£

T NBRisreferance ate T Anmalinfitonrate 5 negative effects induced on the real estate market were revealed by
200 &  thevolume of the foreign direct investments in 2009 (Euro 4.9 billion)

2 whichrepresent approximately 51% of the value recorded in 2008.
1600 ] E According to the National Bank of Romania (NBR), the annualinflation
£ rate had a descending trend during 2009, reaching 4.74% in
= 1200 & December 2009 from the level of 6.71% recorded in January. However
s the most significant impact on the real estate market, namely
200 | é residential segment, had the depreciation of the RON/Euro exchange
’ £ rate which absorbed or even cancelled in some cases the effects of
00 ] % the decrease of prices quoted in Euro creating difficulties for clients
’ 2 which acquired properties by mortgage lending. The local currency
000 % has recorded a significant depreciation during a relative short period

of time from a monthly minimum Llevel of 3.52 RON/Euro in August
2008 to a maxim monthly level of 4.28 RON/Euro in February 2009.
The evolution of the macroeconomic indicators lead NBR to
successively decrease the monetary policy rate from 10.25% in
January 2009 to 8% in December 2009.
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Structure of Household Consumption Expenditure Inevitably the economic difficulties that companies are witnessing
in Q4 2009 (%) resulted in the increase of the unemployment rate and diminishing of
(]

the purchase power. As a consequence, not only the residential
segment was affected, but also the retail market that recorded a
significant contraction. At the end of 2009, the total number of
unemployed persons reached approximately 709,000 persons
representing around 7.8% from the total active population. The
average unemployment rate at the end of 2009 increased with
Housing, water, electricity, gas and other fuels approximately 2.9 basis points compared to the level registered in
0,9% a Transport January 20009.

Agro - food products and non - alcoholic drinks
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and maintenance

m Clothing and footwear

According to the National Institute of Statistics the net monthly
salary had an oscillatory evolution during 2009, but the overall
increase from January to December 2009 was approximately 9%, far
below the level recorded during 2008 when the increase rate was
around 20%. In December 2009 the net monthly salary reached 1,477
RON, with 12 RON less compared to December 2008.

m Beverages and tobacco

40,3%

H Leisure and culture

6,6% = Health

Source: National Institute of Statistics

As the income of households coming from salaries represented
= Miscellaneous {products and services) slightly above 50% of the total income, this had an fluctuating
= Hotels, cafes and restaurants evolution resulting in a slight increase of 5.5% during lanuary-
December 2009 compared to 2008 when the increase reached
approximately 16%. As a result the total income of households
reached 2,390 RON. Households' expenditure reached 2,143 RON in
Q4 2009, of which 61% is represented by consumption expenditure.

5,6%
16,2%

Education
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Office completions

OFFICE MARKET OVERVIEWI
WH1 mH2 Existing stock

The economic difficulties affected the real estate market in general,
but the effects varied according to the development stage of each

450 - ps

< 400 <  segment. The office market was the least affected compared with the
& 350 4 f‘% other submarkets. However, some of the elements that influenced the
E ;’gg 1 ¢ market during the period between 2006-2008 amplified the effects of
5 200 | “; the crisis: the exponential rise of rental levels, the large number of
g 150 4 s delivered projects compared with the absorption capacity, the
3 128 ] “ financing structure and high construction costs.
£

’ 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 Considering that the supply takes longer to adjust to the new market

realities, the modern office stock increased significantly in 2009, even
in the context of the drastic drop in demand.

The concentration of new deliveries in 2009, which increased the
office stock with approximately 450,000 sq m (built area) is the result
of developers’ exaggerated optimism manifested in the booming
years, when the strong imbalance between supply and demand led to
the initiation of significant office schemes. The first quarter of 2010
recorded the same trend of rising supply (73,000 sq m), however by
the end of the year we anticipate a slowdown in construction activity
compared with 2009.

Significant offices completed in 2009

(0} Building Location GEA (sq m)
The amount of offices finalized in 2009 was 12% higher than in 2008,

as a result of the completion of office projects over 15,000 sq m each.
Due to the significant completions, at the end of 2009 the office stock
reached 2.4 million sq m (built area).

1 Floreasca Plaza North 35,000

1 Galaxy BC North 22,300

2 Cubic Center North 27,000 For the second consecutive year the structure of newly added stock

was dominated by class A office buildings, which represented 60% of
supply finalized in 2009. The office segment reflects the expansion
3 Sun Tower Centre 5900 during the last years of the local market towards the Central-North
and northern area of Bucharest, where approximately 65% from the
4 ART BC North 15,800 new completions are located. Consequently, the existing supply
remains concentrated in the above areas (61% of the total office area
is concentrated in the central-northern area while the city centre
only hosts 24% of the total supply).

2 Riverside Tower West 13,000

Source: BNP Paribas Real Estate

During 2010 no office projects were initiated, therefore the available
supply was sustained by the 2009 deliveries. This market status is
reflected by the evolution of the vacancy rate, which increased from
4,5% in Q1 2009 to 15,5% at the end of 2009. The rise of the vacancy

Existing of]‘ice stock by location, at the end rate continued in 2010, reaching 16.2% at the end of Q1 2010. The

of 2009 sublease market became an important source of quality office space,
as it was promoted at lower rent levels compared to the ones
requested by owners.

The market evolution during 2007-2008, when tenants had to sign
pre-leases considerable shortage of available offices, continues to
influence the supply structure. 2009 coincided with the delivery of
several office projects with high pre-lease rates which implicitly led

m Centru-Nord, Nord , , , - |
to increasing vacancy in the buildings occupied before by the

Sud "é respective tenants. Generally, these were in medium quality
B Est = buildings, that provided opportunities for tenants looking to cut
% occupation costs, with less emphasis on their commercial image.
Centru g
B Vest -
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Office take-up
OFFICE MARKET OVERVIEW

300 - H Class A M Class B © Demand’ and takE'Up
:zg | s The smaller number of foreign companies that entered the local
€ 510 E market and the reconsideration of the expansion/relocation
Z 180 = strategies of the existing ones resulted in the strong contraction of
§ 150 | £ the letting activity in 2009. Consequently, the rented area decreased
£ 12| ¥  t0133,000sq m, approximately 57% less compared with 2008, due to
%0 | & difficulties within the business environment. In Q1 2010 the letting
60 | activity was more intense, the transaction volume reaching almost
20 | 73,000 sgm, 37% higher compared to Q1 2009.
° 2002 2003 2004 2005 2006 2007 2008 2009 Q1 The cost cutting policies are also reflected in the structure of the
2010 rented area depending on building quality and Llocation.
Contrary to the previous years, in 2009 class B projects dominated the
renting activity, with approximately 63% from the total rented space.
Despite the fact that demand was concentrated in the city centre, due
to limited options in this area and budget restrictions tenants started
looking at high standard buildings with good accessibility located in
Take-up by submarket in 2009 the North of Bucharest.

At the end of last year the available stock was approximately 375,000
sq m (built area), of which 40% is represented by class A.
Geographically, the dispersion of the available space indicates its

Central g concentration in the North, with 50% from the available space located
& in this area. Considering the polarization of the local office market,
South & the North naturally has the largest unoccupied office area. Moreover,
£ this area also hosts buildings with inadequate access and
o East g consequently with longer marketing periods.
North E

During 2009 the main demand drivers were tenant relocations which
West were focused on reduction of occupational costs or upgrading the
quality of the accommodation in a better location, without additional
costs. The letting activity was mainly sustained by financial, industry
and business consulting companies.

Nevertheless, relocation is the last option considered by tenants as
they are now able to obtain cost cuttings without additional
relocation costs and disturbances of their activity. Tenants at the end
of their contract or paying a much higher rent than the current
market preferred to renegotiate.
Significant office transactions in 2009
Companies look to rent offices for maximum 3-5 years, which is a
period considered optimal both by tenants and owners. Tenants
prefer shorter rent periods compared with previous years due to
uncertainties about the evolution of their specific market, while

Tenant Builiding Area (sq m) owners anticipate a market recovery on medium term and would
rather not commit for longer period time at a lower rent compared
Xerox Floreasca Business Park 1.930 with previous years.
Cosmote Iride Business Park 1.800 %
Enel Rams Business Park 1.500 %
Autoitalia City Gate 1.300 g
Happy Tour Metropolis Center 1.240 Cﬁg
Citroen Metropolis Center 1.000 ’
Apa Nova Izvor OB 950
Banca Mondiala uTl 900
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Office vacancy rates

OFFICE MARKET OVERVIEW

— Total vacancy —— Class A- vacancy Rent levels
20 4 Due to the pressure from tenants who benefited from favorable
181 » conditions on the real estate market, in 2009 the general tendency
161 Z was a significant rent decrease compared to 2008. In the current
i: | g economic conditions the rent levels recorded at the beginning of the
2 10l E first quarter of 2009 were difficult to sustain by tenants, adjustments
8 € being needed to reflect the softening of the office market

6 % fundamentals.
:, A After an accentuated rent contraction in the first half of 2009, the
0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ second part of the year recorded a slowdown in the decreasing pace.
2001 2002 2003 2004 2005 2006 2007 H2 H1 H2 By the end 0]C the year the average aSking rents for downtown prime
2008 2009 2009 offices varied between 17-19 Euro/sq m/month, while for old
buildings of medium quality, they ranged between 15-17 Euro/sq m
/month. For class B projects located in attractive areas rents were 12-
14 Euro/sq m /month. High standard buildings located in secondary
and peripheral areas, with poor transport infrastructure and a high
Office rents concentration of office projects were the most affected by the rent
decrease. In these areas asking rents varied between 9-11 Euro/sq m

/month.
—Class A ——Class B
Lease term

35 4
30 4
25 4
20 4

15 4 \M

10 4

3-5 years was the standard lease term for contracts signed
during 2009. 5-year periods were common for larger tenants
looking to secure offices in prime buildings located in
attractive areas. They benefited from substantial incentives
such as rent-free periods and space fit-outs.

Euro/sq m/month
Source: BNP Paribas Real Estate

Service charges for class A offices varied between 3.5-4.5
Euro/sq m/month, reaching 5-5.5 Euro/sq m/month for ‘triple
net’ leases. For class B projects the service charges varied
between 2.5-3.5 Euro/sg m/month.

The general market conditions did not affect the parking rents,
which vary according to area and parking ratio. In the central
area rents for underground parking places vary between 100-
— , , 130 Euro/place/month. For underground parking located in
Slgnlflcant office projects to be completed secondary and peripheral areas rents are between 80-100
in 2010 Euro/place/month, while for off-street parking places rents
range between 60-80 Euro/place/month.2010 trends

1996
1997 |
1998 |
1999 |
2000 |
2001
2002
2003
2004
2005 |
2006 |
2007

H2 2008

H1 2009

H22009 |

Building Area GEA (sq m) Developer 2010 trends
N Ti North 35.500 N G
usco .ower or usco. roup Compared with 2009, this year will not bring significant changes
Lake Viewn North 23.200 AIG Lincoln regarding demand levels, in the context of a negligible economic

recovery. Almost 280,000 sq m of offices are proposed for delivery in

Cascade Euro Tower  North-East 18.000 Cascade Group 2010, which will maintain a high level of vacancy and favorable

Polona 68-72  Central-East ~ 15.000 EEC Invest conditions for tenants. Approximately 35% from the proposed supply

HQ BC Central 8.850 Element was pre-leased at the end of 2009, which represents a much lower

level than the pre-leases recorded during 2007-2008, as tenants
almost exclusively prefer the finalized buildings.

Source: BNP Paribas Real Estate

The weak levels of letting activity, corroborated with the uncertainty
about the evolution of the economy and real estate market, will
discourage developers to initiate large office projects. An important
source of high standard offices located in attractive areas will
continue to be represented by the subletting market, that already
shows greater transparency and availability.
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Annual completions of housing units

RESIDENTIAL MARKET OVERVIEW

12,000 W Bucharest M lifov County EXIStII’Ig stock

10,000 The residential segment was the worst affected in 2009 due to many

factors resulting in the significant drop of demand and diminished
number of completions. The decreasing purchasing power caused by
the diminished salaries, growing unemployment and currency
devaluation led to a strong contraction on this segment. The
depreciation of the exchange rate lessened or completely cancelled
the decrease of the sale prices for house units quoted in Euro, while
the growing financing costs affected first the end-users and
subsequently the developers.

8,000
6,000
4,000
2,000

Source: National Institute of Statistics

2003 2004 2005 2006 2007 2008 2009

In 2009 developers did not start other large residential projects,

significantly slowing down the rhythm of construction works due to

low sales volumes and the stop of financing as a result of lower than

anticipated income levels. Several projects were stopped. According

to data provided by the National Institute of Statistics (INS), in 2009

Annual completions by number of rooms the number of completions in Bucharest-Ilfov area decreased with

in Bucharest-Ilfov region approximately 21% compared to 2008, reaching 8,045 units. If in H1

2009 the drop was of only 3% compared to the same period of the

previous year, the difference grew during the second half of 2009. This

trend was anticipated by the decrease of construction permits with

approximately 38.5% in H1 2009 compared to H1 2008 and with
almost 10% in H2 2008 compared to H2 2007.

W1 room M2 rooms 3 rooms M 4rooms 5 rooms & more

12,000 7
10,000 -
8,000

6000 1 -
4000 e ]
= == N

2,000 7 p——
. - E-H0-0 0 0 I

2003 2004 2005 2006 2007 2008 2009

The supply of newly built units was fueled by developers, but also by
opportunistic funds that are in the position to sale their portfolios,
pressured by the credits accessed for the purchase of the respective
properties. But in the current context, when the market doesn't
provide the expected return, they prefer to offer the houses for
renting.

Source: National Institute of Statistics

Demand

The new conditions on the residential market led to significant
changes in the demand structure compared with 2006-2008.
In 2009 demand was almost exclusively generated by end-
users, in strong contrast with the booming years of the
market, when the ratio between them and speculative
investors was almost equal. In 2009 young population aged
between 30-35, which contracted bank loans, fuelled the
demand for new apartments, especially for 2-bedroom units.
Compared to the previous blooming years, demand registered
an obvious contraction on all the residential market segments.

Cost evolution in residential constructions
(2005=100)

160 1
150 -

140 The most significant demand generated by the above-

mentioned population was for apartments below 100,000
Euro. As a result of the price evolution on the new and old unit
segments and the governmental programs for stimulating
demand, the effective demand was also mostly oriented
100 : ‘ ‘ , towards old apartments.

130

120

110 A

Source: National Institute of Statistics
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Average interest rate on new mortgage loans

RESIDENTIAL MARKET OVERVIEW
Demand (Cont.)

==RON == Euro

The increased direct costs of financing corroborated with the
decreasing incomes and the currency devaluation led to the strong
contraction of eligible clients for mortgage loans. Developers reacted
to the tightening lending market, continuing to offer and diversify the
bonuses for attracting potential buyers, but the sales continued to
drop. The facilities included the possibility to purchase
accommodation directly from the developers through an installment
system.

Source: National Bank of Romania

In the second part of the year a small number of speculative investors
. ‘ . ‘ ‘ ‘ ‘ ‘ ‘ ‘ started prospecting the market for the acquisition of distressed

Jan-07 Jan-08 Jan-09 Jan-10 residential projects. The current market conditions have created
opportunities for this type of investors who want to sign partnerships
with owners for continuing the construction works by facilitating the
financing of the projects.

On the luxury rental segment the demand mainly targeted

apartments in low-rise buildings for which budgets of approximately
Loans granted for residential purchase in 1,500 - 3,000 Euro/ month were allocated. The villas were generally
Bucharest - ILfov region requested by clients with budgets between 2,000 - 5,000 Euro/month.

Sale prices and rents
12 The medium sale prices for apartments located in residential
compounds targeting clients with medium and upper-medium
incomes varied between 1,100 - 1,400 Euro/sq m, a lower level of
approximately 900 Euro/sq m being registered in peripheral areas. For
these apartments the price decreased by 20-35% on average
compared to the end of 2008, according to area, the volume of unsold
units, the stage of the construction and the general price policy
implemented by developers before 2009.

Billions

Source: National Bank of Romania

This decrease was the result of the financial incapacity to sustain the
asking prices previously quoted by developers and the competition
Jan 06 Jul06 Jan07 Jul07 Jan08 Jul08 Jan09 Jul09 Jan 10 between developers who are now targeting a limited client pool. In
the case of some projects the price decrease was due to competition
between the developers and the investors selling the apartments
previously purchased off-plan during 2007-2008.

On the residential segment the perspectives remain pessimistic for
2010. The number of construction permits dropped with
approximately 38% in 2009 compared to 2008, while financing will

Average monthly as king rents (EUI”O) continue to be a problem both for developers and end-users. The
demand fundamentals remain weak, the prospect of unemployment
as psychological factor and the limited solvency being the main

. ) reasons that will delay the recovery of this segment on short and
Location Apartments Villas

g medium term.
Primaverii 2.000-3.500 3.500-6.000 E
Dorobanti 1.500-3.000 3.000-5.000 ;’g
Herastrau 1.500-3.500 3.000-6.000 %
Floreasca 1.500-2.000 2.000-3.500 §
Aviatorilor 1.500-3.000 3.000-7.000
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Existing retail supply by type, at the end of 2009
Hstng retail supply by type, st he encof RETAIL MARKET OVERVIEW

Malls

Hypermarkets X .
The decrease of the purchasing power recorded during 2009 was

reflected in the significant drop of retail sales, which varied between
8-17% compared to 2008. The most important decreases were
recorded in Q2-Q3 2009, corresponding to the period with the deepest
economic compression in 2009.

Do-it-yourself

On street units
Shopping Galleries
Shopping Centres

Source: BNP Paribas Real Estate

CashétCarry
Department stores Despite the economic difficulties, the retail supply rose significantly,
Outlet resulting in a stronger competition on the mall segment. This
Discount stores submarket was extended with 125,000 sq m, following the
Supermarkets completion of Grand Arena and AFI Palace Cotroceni. In addition, the
‘ I T ‘ ‘ I I local retail market also witnessed the completion of smaller
0 %0 100 150 200 250 300 350 400 450 500 developments: national retailer Dedeman with two units in South and

Th d
ousanazam West and the extension of Kaufland chain. The modern stock

increased with approximately 210,000 sq m in 2009, reaching almost
1,160,000 sg m.

2010 begun with the completion of Sun Plaza commercial centre,
which added 76,000 sqg m GLA to the retail supply in southern
Bucharest. The competition on DIY and hypermarket segments grow

Selection of retail schemes delivered in 2009 deeper with retailer bauMAX retailer entering the local market and
expansion of Cora network. Both retailers are anchors of Sun Plaza.

Another factor that led to the increase of available space is the
Building Location Sellable area (sq m) optimizing strategy of the selling areas implemented by the current
tenants. They either downsized the rented spaces or cease the
businesses within locations which produced sales volumes below
Grand Arena Mall South 50,000 expectations. The newly delivered supply couldn’t be absorbed by
the market, even in the context of diminished rents.

AFI Cotroceni Par Centre-West 75,000

Militari Shopping Center

, West 24,000 f

Extension % Demand recorded both a quantitative and a qualitative alteration.
Dedeman West 14,000 & Compared with 2007-2008, when demand was mainly driven by
Dedeman South 12,500 £ banks pharmacies and electronic gaming, in 2009 demand mostly
¢ came from retailers which target client proximity and the decrease of
Selgros West 8,000 & daily grocery costs. Even in the context of a contracting retail market
Plaza Romania Mall West 6,000 international brands such as C&A, Imaginarium, Decathlon and Zara
Extension extended their local presence, opening stores inside the newly built

Kaufland West 5000 commercial centres.

The first half of 2009 brought an obvious drop in medium rent levels
for high-street units, of approximately 15-30%. The same decreasing
trend was noticed during the second half of 2009, when rents caved in
under the pressure of largely increased available space and
plummeting demand, decreasing with 15-20% compared with the
. . level ded in the first half of 2009.
Asking rents by location - H2 2009 evel recordedin thefirst half of
During the second semester of 2009, rents reached a maximum level
; of 60-70 Euro/sq m/month for downtown high-street units under 75
sgm, while for spaces over 75 sq m rents varied between 40-50 Euro /
Peripheral -

sg m/month. In secondary areas rents ranged between 25-40 Euro/sq

m/month whilst rents of Euro 10-20/sq m/month were recorded at

the periphery.

In order to face the pressure of decreasing rents generated by
potential clients looking to obtain cost cuttings, some owners
implemented 'stepped rent’ system to protect their medium and long
- term incomes and help tenants overcome the difficulties of the
crisis.

Source: BNP Paribas Real Estate

Euro/sq m/month Except the delivery of Sun Plaza, 2010 will not bring substantial
changes in the retail stock. However, hypermarkets Real and Metro
have announced the proposed completion of their units in eastern
Bucharest and inside Cocor commercial centre, located near Unirea
Shopping Centre.

=1 BNP PARIBAS
s REAL ESTATE




	pag 2.pdf
	pag 1.pdf

