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Small Apartments in Demand

With a present population of 3,430,000, Berlin is
Germany'’s largest city. In the long run, it counts among
the cities whose population will continue to rise.
Forecasts by the Senate Department for Urban
Development expect the
number of residents to

keep rising slightly

1.200.000

Berlin — City of Si ngles
Development of single-person and multi-person households

Munich at 54 percent, Berlin shows the highest share
though. The second-most frequent type of household in
all four of theses cities was two-person households, with
percentages being roughly the same. The share of
households with three or more residents, however, is
lower in Berlin than in the other cities mentioned.

The long-term rise in the number of single-person
the

nation’s capital, however,
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increase of several years

now. More than one million out of a total of about two
milion households in Berlin are single-person
households. This translates into share of 53 percent. Just
ten years ago, the number of single-person households
stood at 850,000 or 46 percent, respectively.

According to the IBB Housing Market Report, the
household trend in other major German cities essentially
matches the development in Berlin. In Munich, Hamburg
and Cologne, for instance, the percentage of single-

person households also exceeds 50 percent. Except for

with many  single-
households,
Charlottenburg-Wilmersdorf. According to the IVD, 66

percent or 60 percent of the tenants, respectively, live

including Friedrichshain-Kreuzberg and

alone.

Figures released by the Berlin-Brandenburg Statistics
Office suggest that the number of apartments in
residential and non-residential buildings with four rooms
or more (including kitchens) has risen in recent years.
The number of small apartments actually dropped during

the same period.
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Column

Germany’s most Liquid Market

By Dr. Rainer Zitelmann

For investment decisions, the
liquidity of a given market is the
decisive criterion. Before investing
into an asset, you need to clarify

whether you will manage to find a

This does not just go for traders
but also for any investor with a long-term horizon.
As far as the apartment building segment is
concerned, Berlin has by far the most liquid market.
According to a survey by Engel & Vélkers, the
transaction volume in Berlin’'s residential and
property
segment is estimated to

commercial

sufficient number of leads later on.

supply in available apartment buildings is much
smaller. As a result, sales are largely transacted with
resident investors.
In Berlin, by contrast, buyers and sellers are widely
dispersed. Aside from local players, there are
numerous buyers and sellers from West Germany
and even international investors in the market. Many
buyers from Southern Germany acquired real estate
in Berlin during the 1990s in order to take advantage
of the special depreciation allowance granted by the
Assisted Area Act. Then there is the large number of
investors — running in the tens of thousands — who
committed themselves to subsidised council housing
in Berlin.
Many of these investors are looking for an exit today.
The ten-year no-trading period has expired, and
many of the investments are

non-performing due to a lack

come to 2.3 billion Euros in
2009. For the sake of
comparison: The estimated
transaction volumes in

Munich and Hamburg equal

Berlin’'s market is open —
even and especially
to non-locals

of follow-up financing. So the
seller side is dominated by a
host of formerly tax-oriented
investors, many of which hail

from Southern Germany.

480 million Euros each, and

560 million Euros each in Frankfurt am Main and
Dusseldorf. There are various reasons to explain the
discrepancy. One of them is that Berlin has the
lowest homeownership rate of all major European
cities — making the rental market much larger than in
any other city.

Unlike Hamburg’'s market for apartment buildings, the
Berlin market is open — even and especially to non-
locals. While buyers not native to Hamburg have a
hard time acquiring attractive real estate in the city
because the properties are traded among the locals,
the situation in Berlin is quite different. Supply in the
capital is substantially larger than the demand
generated by local buyers alone.

The number of high-net-worth private investors is
larger in cities such as Munich, Hamburg and

Stuttgart than it is in Berlin. At the same time, the

Moreover, a number of foreign
investors invested in Berlin in recent years, hailing
from the United Kingdom, Ireland, Denmark, Sweden,
Austria and Israel, among other places. In addition to
investors with a long-term orientation, their ranks
included many investors with a short- or medium-
term investment horizon, and these are bound to
make their way over to the seller side in the coming
years.

To be sure, there are attractive investment
opportunities in a city like Hanover, too. Yet the
investment volume turned over in Hanover's
apartment building segment equals less than ten
percent of the Berlin market. A foreign investor
looking for a property in Germany is more likely to
buy in Berlin than in Hanover. After all, Berlin has by
far the most liquid residential investment market not

just in Germany but perhaps even in Europe.
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Market Performance
Rising Real Estate Returns through
Sound Management

By Jurgen Michael Schick, MRICS

As a rule, the expected returns
tend to be the defining factor for

a given investment in a

residential/ commercial property.

The return is determined as

gross yield from the actual rent

revenues (gross income) set in
relation to the purchase price, or else as net yield
from the net profit (rental income after the
deduction of non-recoverable operating costs) set
in relation to the overall investment.
Any acquisition of an investment property is
subject to the expectation that the current rental
income will remain the same or indeed increase.
The expectation of rising rent revenues can be
realised by adjusting rents up to the level of the
rent table, raising rents when re-letting, eliminating
vacancies or collecting redevelopment profits.
Whether the expectations vested in a purchased
property will be met or not often hinges on the kind
of management the new owner puts in place after
the acquisition. Therefore, it is of the essence for
both private and professional real estate buyers to
think about the subsequent management of the
property. Because this is where the great yield
killers lie in wait unless you avoid them through
professional management. So be sure to verify that
your management is handling these snares with
professional aplomb. The so-called “rent dodgers”
— lately a favourite of the evening news — as well
as tenants with poor credit ratings can cause the
revenues from a given property to stagnate, and
the same goes for inflated operating costs or the
failure to raise rents out of fear the tenants might

resort to special termination rights.

Government Poised to Combat “Rent Dodging”

Luckily, the rent defrauders commonly labelled “rent
dodgers” have now moved into the focus of the
political arena. The coalition agreement defined the
goal to "counter rent dodging in effective ways.”
Amateurish or badly organised housing managers in
particular stand to suffer substantial damages and
long eviction periods caused by a careless selection
of tenants. Up to 18 months can pass before a non-
performing tenant is actually evicted. Economic

damage of this sort can and should be avoided.

Low-Cost “Berlin Eviction Model” an Option

The loss in rent revenues caused by simple rent
dodgers must be effectively countered by the
management. This includes instant reminders, swift
termination without notice, intense communications
with the rent debtor, speedy claim for possession,
and subsequently the low-cost eviction under the
“Berlin model.” The latter obtained its moniker from a
first-time ruling by the District Court of Berlin-
Wedding that was upheld by the German Supreme
Court (BGH ruling dated November 17, 2005 — file
reference | ZB 45/05). Once the lessor’s lien to the
chattel that is stored in the apartment to be cleared
has been asserted, the bailiff merely forces entry to
the apartment and hands it over. This saves the
landlord advances of approximately 1,500 Euros per
room toward the removal and storage of the tenant’s
chattel. However, the landlord is obliged to inventory
the contents of the apartment and to treat them in
compliance with the Compulsory Execution Act. That
is, the landlord must identify pledged property and
sell it at public auction. This task overtaxes even
some attorneys. For instance, a three-day supply of
tobacco goods is exempt from execution. But be sure
to ask your manager whether he or she has applied

the Berlin eviction model yet.

Credit Ratings Reduce Rent Default Risk
Utmost diligence is called for even before a lease is

signed. Thus, you should practice a professional
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selection of tenants, taking risks into account. In
addition to information submitted by tenants
themselves, it has become standard practice for
professional property managers to request a credit
rating from the German Credit Protection Agency
(SCHUFA). The SCHUFA database lists roughly 52
million private individuals. Managers with a SCHUFA
membership can poll the database online in a matter
of minutes and thus considerably reduce the risk of
rent losses. SCHUFA is moreover helpful toward the
collection of rents in arrear because rental debt will
be recorded as a negative characteristic in the

database.

Professional Management Secures Returns

Another yield killer are the steadily increasing service
charges of a given property that reduce the margin
for rent hikes and will leave tenants frustrated. A
negligent management will jeopardise the trust
advanced by the owner and can cause serious
liquidity bottlenecks as a result. Moreover, a belated
or incorrect settlement may cause the tenant to feel
no longer obliged to prepay his or her service
charges. Even a regular settlement is subject to a
continuous increase of this so-called “second rent.”
Particularly the extreme climb of energy costs limit
the margins for rent hikes because even without a
rise in net rent the housing costs will climb steadily
while the net household income remains the same. A
professional management drawing on the terms of
outline agreements but especially an intense

controlling effort using appropriate databases with

comparative data can help to slow the inflation of
costs and to safeguard returns. For instance, the use
of www.Immobench.de to control costs should be

established standard in any housing administration.

Rent Hike Opportunities when Re-Letting

Rent rates in Germany are going up — not at a
disproportionate rate, but clearly so. The comparative
rent principle permits the unilateral raising of rent to
reflect the comparable local rent. Giving notice of a
rent increase is subject to strict formal requirements —
but it could be worth your while to satisfy these. You
should not refrain from regularly adjusting the rent to
the level of the local rent table, even if this entitles
the tenant to a termination out of turn. The spectre of
the latter has lost much of its frightfulness in face of
the termination on short notice that has become the
rule among tenants now. Rather, the possibility that a
tenant might give notice should be seen as an
opportunity. As a survey by the IVD's Berlin-
Brandenburg chapter on rent levels of re-let
apartments in 2009 revealed, re-letting in Berlin
justified rent hikes by up to 20 percent. The current
market monitor of the BBU association of housing
companies in Berlin-Brandenburg supports these
findings as it determined rent increases of up to 14
percent for re-let apartments. Rents can be raised in
any apartment building. Realisation of the upward
potential, however, presupposes a professional
management aimed at preventing rent losses,
curbing service charges, and endorsing rent

increases.

Portrait of a District

A City in its Own Right

While the people of Spandau may well
be dyed-in-the-wool Berliners, they are
of a different ilk nonetheless. The origins

of the town date back to the eighth

century, when an unfortified settlement was turned
into a castle compound. It was here — at the strategic
vantage point of the confluence of Havel and Spree —
that the urban life of Spandau evolved. Although it
received its town charter as early as 1232, Spandau
did not craft its coat of arms until much later — from
the oldest surviving signet, which dates back to 1289.

These arms were adopted — after adjusting them to
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the arms of Berlin’s other districts — and granted to
the district of Spandau by the Berlin Senate on
February 4, 1957. Despite its incorporation, Spandau
has always retained its small town character and is
proud to be older than the very city that absorbed it in
1920.

Waterfront Town with Plenty of Green

This westernmost borough of Berlin is defined above
all by its copious parklands and bodies of water.
More than 30 percent of Spandau’s area is forest,
farmland or greenery. Its reputation as a waterfront
town is easily explained: The waters of the rivers
Havel and Spree and a number of lakes account for a
surface area of nearly 900 hectares. Nature reserves
und numerous parklands offer retreat and provide
ample space for athletic and recreational activities.
Cycling lanes, hiking trails and bridle paths traverse
the district. Rural areas in the south of Spandau will
actually make you forget that you are still in a

metropolitan suburb.

Historic Downtown — the Heart of Spandau
Spandau’s mayor Konrad Birkholz said in an
interview: “The historic town centre of Spandau is the

district's hallmark.” It has increasingly gained in

attractiveness while retaining its historic character. St.

Nikolai Church, the Gothic House, as well as
Marktstrasse and Ritterstrasse lend the historic town
centre of Spandau its nostalgic touch. Four times a
week a rustic famer's market on market square
brings the ambience of provincial Havelland to town.
The traditional Spandau Christmas Fair is renowned
far beyond the city limits and counts among the
largest of its kind in Europe.

Fires, the troubles of war, and urban renewal may
have changed the building structure of downtown
Spandau, yet building type of any architectural era
remain intact. From the small-town house typical of
the Havelland region to the five-storey Berlin
tenement, the town centre is testimony to the

architectonic history of several centuries. Today's

harmonious cityscape, combining both historic and
modern  buildings, is the result of costly
redevelopment measures.

St. Nikolai Church — completed in the 15" century —
is the centre of downtown Spandau in terms of urban
planning. The tower of the three-nave hall church
accentuates the city skyline. Its historic significance
makes it one of the town’s most popular sights. In
1539, Elector Joachim Il elevated the church’s status
to that of the chief reformist church in Brandenburg,
and he is said to have attended the first protestant
service held here and to have taken communion here.
A monument depicting the Elector decorates the

church’s main portal.

Historic downtown Spandau with view of St. Nikolai Church

Culture inside Historic Structures

Spandau Citadel was built in the 16" century and
counts among the most popular event locations in
Berlin. Above all, though, it is one of the most
significant and  best-preserved  Renaissance
fortresses in Europe. Its facilities are used for
concerts and major art shows and historical
exhibitions. The Gothic Hall with its unique acoustics
and its large floor space of about 130 square metres
is particularly well-suited for concerts, weddings, and
festivities, but also for receptions and official events
and readings. The courtyard of the Citadel often serves

as venue for festive events and open-air concerts.



Berlin Residential Investment Market — Issue 1 / January 2010

The landmark of Spandau Citadel is Juliusturm, a
tower 30 metres tall. With wall up to 3.60 metres thick
and a castellated top, it served originally as keep,
prison, and watchtower, but was also used for

residential purposes.

External view of Spandauer Citadel

Residential Market of Spandau

Residents of Spandau maintain strong ties with their
district. Today, it is home to 224,000 people (as at
April 30, 2009). This equals 6.5 percent of Berlin's
total population. The percentage has remained
virtually unchanged since 1981.

Spandau counts among the boroughs where multiple
person households dominate the housing market.
Less than half of all households in Spandau have just
one resident. Only the boroughs of Treptow-Kdpenick
and Marzahn-Hellersdorf show an even lower share
of single-person households.

Particularly larger households seem to appreciate the
green and affordable quality of this borough on the
western fringe of the city. Benchmark rents (the most
frequent rent rate) for a standard location in Spandau
approximated 5.40 Euros, according to the IVD
Market Price Table of June 1, 2009. The average
benchmark rent for Berlin as a whole stood at

5.75 Euros. In preferred locations in Spandau, the
going rate is 6.50 Euros. This, too, undercuts Berlin's
average of 6.98 Euros.

The rent load of the households averages 35.2
percent in the lower segment. It is the third-lowest
household rent load of all boroughs. Costs of living in
Spandau undercut the cross-town average by a
guarter. Even in the environmentally most attractive
district between the Havel banks, forests and fields,
the costs of living remain close to citywide median, or
so the Housing Market Report published by GSW
suggests. This is explained by the high income
bracket of local residents. Spandau's unemployment
rate has declined steadily since 2006, and averages
roughly 13 percent, clearly below the city average of

more than 14 percent.

Below Average Unemployment in Spandau
Development of the Unemployment rate
(annual average)
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Yet Spandau is not just a residential location for
people working in borough itself, but also home to
people working in Charlottenburg or even Mitte.
Spandau has great public transportation
connectivity to downtown Berlin. From Spandau
railway station it is just a ten-minute ride to Berlin’s

central railway station.
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Apartment Buildings of the Month

Residential and Commercial Building near Kurfirsten damm

This residential and commercial building is located in the downtown district of Charlottenburg. Both as
business and housing location, this well-frequented site benefits considerably from the proximity of
Kurfirstendamm, West Berlin’s main drag. The property includes four apartments, one senior citizen
facility and two business units on the ground floor. In contrast with the rather modest exterior of the
building, the lobby area and staircase feature many prestigious belle epoch elements and extensive

stucco scrollwork. The attic has been converted into flats. The house is connected to district heating.

Purchase price: 4,000,000 € plus 7.14% sales commission, yield rate: 6.5%

Refurbished Historic Building in Good Location in S chodneberg

This mixed residential and commercial building is located in a much-sought residential/business
location in Berlin-Schoneberg. As hub of the neighbourhood around Apostel Paulus Church in
Schéneberg, this location is very popular indeed. A number of stores, galleries, cafés and restaurants
provide an outstanding infrastructure. The property divides into two commercial units and 31
apartments. The front building features a lavish entrance area and a staircase to match it. The attic
floors have been converted into apartments. The rear facade has been fitted with thermal insulation.
The front fagade is in need of repairs. The apartments are heated via a gas-powered central heating system. Overall, this

refurbished historic building is in good repair and sound condition.

Purchase price: 2,920,000 € plus 7.14% sales commission, yield rate: 6.5%

Well-Kept Apartment Building on Quiet Frontage Road in Neukolin

The plot is located on a quiet frontage road in Berlin-Neukdlin. An underground station is located nearby,
as are a number of convenience stores. This historic apartment building was raised in 1908 and
modernised in recent years. The building extends over the front building, a left-hand side building and a
back building, and has a total of 35 apartments. There are no business units in the building. The entire
house was redeveloped from the bottom up in the late 1980s. During the years since, it has seen
regular maintenance work, and six bathrooms were modernised in recent years, while around ten

apartments had their floor-boards sanded down and sealed. The electric meters are centrally located in the basement.

Purchase price: 1,300,000 € plus 7.14% sales commission, yield rate: 8.7%
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