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ﬂ Our theses at a glance Risk factors in the real estate sector Outlook: Development of NPL volume and sales Excursus: Reducing complexity in crisis situations

1

Non-performing-loan (NPL) - noun

A loan is considered non-performing if it is unlikely that the borrower will be able to fulfill its
entire loan obligations or if the borrower is more than 9o days in delay with its interest and
repayment obligations.

March 2024

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
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ﬂ Our theses at a glance

Commercial real estate loans in a crisis:
What's next? - Our theses

The number of German NPLs in commercial real
estate financing will increase significantly in 2024
and 2025.

A “wait-and-see“ approach is currently the
preferred option for both banks and potential
sellers — essentially to avoid significant haircuts
and the (still) persisting hope of a market recovery.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?

PwC

In Germany, developers and building contractors
are currently facing challenging situations.

Many subordinated / mezzanine lenders will have
to write off their exposures. The risk is also
increasing for senior lenders.

Despite the increasing amount of non-performing-
loans, a significant wave of NPL sales has not
taken place yet. However, regulation and
supervisory authorities will significantly increase
the need for action of market participants.

Risk factors for the asset class office in Germany
remain high. However, a dynamic development
similar to the one in the US is unlikely.

March 2024
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ﬂ Risk factors in the real estate sector

Mainly macroeconomic factors have led to turbulences on the

German real estate market

The main factors having contributed to an increase in the volume of NPLs in the real estate sector
can be summarised as follows:

» Economic fluctuations

» Inflation and interest rate trends

» Development of property values

* Real estate transaction market

+ Other key factors (including regulation, supervision, working from home or online shopping)
These key factors are presented and analysed in more detail in this chapter.

Key factors influencing the NPL volume in the real estate sector

Development of property values

Inflation and
interest rate development

Real estate transaction
market

Commercial real estate loans in a crisis: Is Germany facing a wave of ngn-performing-loans?
PwC

The available scientific evidence from various studies illustrates a complex link between the NPL
volume and a variety of macroeconomic indicators. Significant correlations are particularly evident
in relation to the general interest rate level, real income, the economic stability of a country and
the current inflation rate.

Studies analysing selected markets, such as Turkey, have shown a significant positive correlation
between the interest rate, the total loan volume and the NPL volume. Further studies exhibit that
both the gross domestic product (“GDP”) and the unemployment rate have a significant influence
on the NPL volume. In addition to a negative correlation with GDP, a positive correlation with the
unemployment rate could also be observed. Similar significant negative correlations between
GDP and the NPL volume were also observed in other countries such as Malaysia.

Economic growth in Germany (in %)
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Rising interest rates lead to higher financing costs and thus
other asset classes are becoming more attractive again
(@) vion <o s e ovcopment

The development of interest rates also has a substantial impact on the real estate market. A rising
key interest rate induces liquidity bottlenecks and releases depreciation potential. The rise in
financing interest rates burdens borrowers and increases the risk of a loan default, particularly in
the case of loans with variable interest or expiring fixed interest periods.

Rising inflation burdens the real estate market through higher rental rates, management costs and The financial crisis of 2007/2008 led to a low interest rate policy, which resulted in low refinancing
construction costs. The drastic rise in inflation since the beginning of 2021 is the result of the costs and risky financing strategies. Inflation and key interest rates rose with the outbreak of the
historically exponential increase in the money supply of central banks and the shortage of Covid-19 pandemic and the Ukraine conflict.

goods due to the Ukraine conflict. Rising energy costs are reflected in management costs, The German key interest rate, which was just below 0.5% at the beginning of 2022,

which leads to a reduced capital buffer and an increased risk for NPLs, especially with long-term increased to 4.5% at the end of 2023.

fixed interest rates being at a low level. o ) )
Development of net initial yields (top-7 locations GER) and 10-year government bonds
Inflation rate and interest rates in Germany from 2008 to 2024 (in % vs. previous year) (in %)
Net initial yield office & retail (top-7)
8,0

6.9 10-year government bond
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5.0 = ECB key interest rate v

e

4,0

3,1
3.0 2007 2010 2013 2017 2020 2023
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1,0 While high net initial yields could still be realised on real estate investments in recent years, real

estate was the preferred asset class compared to low-yielding ten-year government bonds. This
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024* yield spread has narrowed in the recent past, meaning that real estate has become much less
attractive to investors.

0,0

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
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ﬂ Risk factors in the real estate sector

Declining property values lead to significantly higher risks in

existing real estate financing
R) 0o.copment o popry vaes

Vdp real estate price index for residential and commercial properties until 2023

200 = Residential Commercial = Overall index

In the last ten years, property values in Germany have reached an all-time high, which was 180
primarily a result of the change in the monetary policy and the resulting favourable financing

conditions. Values in prime locations have initially stagnated since the beginning of 2022 and are 160
now declining. This development has been accompanied by significant decreases in values in

B and C locations. The effect is particularly strong in the commercial real estate sector, especially 140
for properties with poor energy efficiency. Furthermore, the office submarket, which has been
undergoing structural changes since the end of the Covid-19 pandemic, is particularly affected. 120

In a real estate financing context, the LTV plays a key role in stating the ratio of the outstanding
loan amount to the property value and usually ranges from 50% to 70% for new financing 100 | ap e
(depending on the asset class, risk structure, etc.). In general, there are contractually stated

thresholds known as covenants in commercial real estate financing that must be complied with. If 80
the LTV rises above the contractually stipulated value (known as a covenant breach), this must be

"cured" by injecting new equity until the LTV is below the defined threshold. 2009 2011 2013 2015 2017 2019 2021 2023

Declining property values are currently leading to an increasing number of LTV covenant Source: Vdp
breaches. If the borrower cannot contribute any additional equity, the loan is quickly considered

to be at risk of default or in actual default. This does not necessarily mean that the property will

automatically show a decline in operational performance.

*Loan-to-value (LTV) refers to the ratio of the loan amount to the market value of a property and is a key figure in the
assessment and approval of financing.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans? March 2024
PwC 9



ﬂ Risk factors in the real estate sector

No final pricing has taken place yet on the real estate

transaction market

There has been a decline in transaction volumes on the real estate transaction market in
Germany since the beginning of 2022. The year 2024 is also starting with extremely reduced
volumes. This development is largely attributable to external (macroeconomic) factors, primarily
interest rate and inflation trends. The transaction volume reduced from around € 111 billion in
2021 to € 80 billion in 2022 and finally to just € 32 billion in 2023.

Real estate transaction volume in Germany (in € billion)

ot 5 81.5 Y 11141 5 79.6 s 31.7
50,5
50
40 37,3
27,9
' 26,4
30 23,5
20 16,7 17,6 16,8
14,5 15,7 12.4 13,0
10 77 7,2 80 i
2020 2021 2022 2023
Source: JLL EQl mQ2 "Q3 mQ4

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
PwC

J Real estate transaction market

Additionally, the breakdown of real estate transactions by type of use shows a significant shift A
from office buildings to logistics, residential and retail. Whereas in 2022,

office buildings were responsible for the largest share of the transaction volume = E
of the investment market, in 2023 the share of the asset classes E
logistics, residential and retail has increased significantly.

Real estate transactions of different asset classes compared over time

33%

29%
22%
17% 17%
14%

Office Living Retail

B 2022

Source: JLL

23%

15%

Logistic

2023

10% 0,
2% 9%
I 5%
Mixed-Use Other
March 2024
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ﬂ Risk factors in the real estate sector

Fundamental social trends pose major challenges to office and
retail properties in particular

In particular older, non-energy-efficient offices in B and C

The strong increase in online retail poses a challenge for locations are under pressure. Th_ere_ i_s a high rislf thz_it leases will not
stationary retailers. The wave of insolvencies among pe exten'ded el or Ol ] a S|gn|f|cant_ B N Space. .
retailers therefore does not seem to be subsiding. Although Tenants' demands in terms of fit-out have increased S|gn|f|_cantly —in
there are currently signs of an upward trend following the order to megt these demands, larger investments are required that
extreme slump caused by the Covid-19 lockdowns, both MEEE 9 [SETTENESe

prime high street locations as well as B and C locations,
department stores and shopping centres are still partially
affected by high vacancy rates. A PwC study published in

A PwC study on the German office submarket published in
2023 reveals the following findings, among others, as part

: Yy e X of a survey:
2023 summarises the situation of shopping centres o/ . .
as part of a survey as follows: . _Even after the Cowd_—lg pan_demlc, employges spend
just over half of their working week working from
34% of G hoppi home,
C o of German shopping R : 0 : ; ; Home sweet Homeoffice
centres are estimated to be Accordingly, over 50% of office space in Germany is

unsustainable by the unoccupied, L A s

respondents, * 78% of employers are already planning to reduce their "
Einzelhandel i ; 0 T
- ettt egmaensooos MR e 2 6
shopping centre without aukunfoahig? £ feyinig X

employees.

The office market is therefore undergoing major structural
changes. However, the demand for new office properties in
prime locations that fulfil all requirements for ESG*,
sustainability and energy efficiency remains high.

necessarily buying anything,

* Vacancies of 15-20%
are standard and the
reduction in price per
square metre for new
lettings is 16%.

Die Zukunft deutscher Innenstidte

Eine Machbarkeltsstudie zur Umsetzung von Mixed-Use Konzepten

-
*Environmental, social and governance (ESG)
Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans? ‘ 3
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ﬂ Risk factors in the real estate sector

Supervisory law and regulation increase the need for action of
lenders

The regulatory requirements for banks in real estate financing are becoming stricter: the Banks must present sustainable solutions for dealing with non-performing borrowers and

EBA (European Banking Authority) Guidelines on NPLs provide guidelines and implement efficient risk management. There is also a higher capital adequacy requirement for
recommendations for the treatment of non-performing-loans by banks in the European underperforming loans according to Basel Il and Basel III**. With increased NPL ratios, banks will
Union. These guidelines aim to improve the efficiency and consistency of NPL decide in favour of selling loans as a strategy in the medium term.

management and reduce the risks for banks. In addition, there is the proper
implementation of accounting standards in the credit sector (IFRS 9*). To monitor the
implementation of these guidelines and standards, the European Central Bank and the
Central Bank of the Federal Republic of Germany are increasingly carrying out on-site
inspections (OSI) at financial institutions to monitor the existing risk structures,
valuations and risk control procedures.

In the recent past, the focus has been on the real estate loan books of financial
institutions.

Intensive inspections and discussions about the recoverability of collateral and the
property values recognised are forcing banks in some cases to raise significant
amounts of additional specific loan loss provisions and ultimately to act more quickly.
The supervisory approach is therefore a driving factor that leads to the increased
categorisation of loans as “intensive-care" and "non-performing".

*International Accounting Standards (IFRS)

**Basel framework comprises all applicable standards of the Basel Committee on Banking Supervision on

the Capital Accord (Basel || & ||])
Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans? March 2024
PwC 12



ﬂ Risk factors in the real estate sector

Special case of development financing in Germany: developers
and building contractors particularly at risk of default

It is noticeable that particularly developers and building contractors in Germany are currently
affected by the turbulence in the market, resulting in an increasing number of insolvencies of
individual project companies as well as entire businesses (developers).

The circumstance that the wave of insolvencies in this area is hitting mainly Germany can be
explained by the fact that in the past - compared to other European countries - it was specific to
Germany that developments could be undertaken with little or (almost) no equity. In some cases,
complex financing structures with subordinated or mezzanine loans at the level of the project
companies and, where applicable, promissory note loans at the holding level accounted for the vast
majority of developments.

In the past, the market environment was also characterised by constantly rising real estate prices
and almost flat construction costs. The calculation of the developers, who were able to achieve
extraordinarily high margins through sales worked out well. On the financing side, the high-interest,
short-term subordinated or mezzanine loans could also be serviced based on the high sales
proceeds and offered institutional investors a good opportunity to achieve a higher return in the low-
interest environment.

However, developers are now facing increased construction costs, longer construction periods
and a lack of exit options, combined with ongoing (high) financing costs with sometimes
extraordinarily complex financing structures. Junior and mezzanine tranches were the rule rather
than the exception in the development sector - moreover, there is sometimes additional financing at
holding level, which can also no longer be serviced.

Large-scale projects with an exit volume of more than € 1 billion are affected given that there is a
lack of domestic and foreign (institutional) investors who were previously considered as buyers. In
addition, building contractors whose e.g., condominium sales have stalled or in some cases come to
a complete standstill are also currently unable to find an exit option or secure refinancing.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
PwC

Example of project development financing (schematic diagram)

500+

(possibly bonds)

Project
company

Project developer

General contractor,
subcontractor

Debt capital

Senior loan
Secured by mortgage

Property Exit value
value (after completion)

Source: PwC presentation
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Outlook: Development of NPL volume and sales

The NPL volume is already increasing

Volume of non-performing loans in Germany increases

Based on an analysis published by the European Banking Authority (EBA) in January 2024, the
German NPL volume increased from € 31 billion (in September 2022) to € 34 billion at the
reporting date of September 2023. This corresponds to an overall increase of 9.7% compared to
the previous year.

Share of non-performing commercial real estate loans of total volume increases

The 56% increase in non-performing commercial real estate loans (CRE loans) is particularly
noteworthy. In September 2023, the ratio of non-performing CRE loans (€ 9.7 billion) to all CRE
loans (€ 285 billion in total) was 3.4%, compared to 2.4% in September 2022 (with € 6.2 billion in
CRE NPLs and € 260.3 billion in CRE loans in total).

The increase in CRE NPLs will gain momentum in the short to medium term and lead to a
wave of NPLs.

Increase in the volume of non-performing commercial
real estate loans compared to the previous year
(Sep. 2022 to Sep. 2023)

Non-performing real estate loans for residential properties amounted to € 2.8 billion as at
September 2023 and even recorded a slight decline of € 100 million compared to the previous
year. Stability prevails in the private real estate sector, whereas the commercial market and
construction sector are suffering the consequences of changing macroeconomic conditions in the
form of write-downs. The stability can be explained primarily by the fact that private residential
real estate and construction loans are being repaid and the remaining residual debt should have
reduced significantly after the fixed interest period expires. There are no value thresholds (LTV
covenants) stipulated in the loan agreements in this area, meaning that the resulting problems
from commercial real estate financing do not materialise or only in a very limited form.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
PwC

Development of the NPL volume in Germany from 2020 to 2023

In € billion

40,0

35,0 34,0
30,0 31,0

25,0

20,0

15,0

10,0 /

5,0

NPLs across all sectors* e CRE**-NPLs

0,0
Mar-20 Sep-20 Mar-21 Sep-21 Mar-22 Sep-22 Mar-23 Sep-23
Source: European Banking Authority *Sectors divided into loans for private households,

residential real estate, companies outside the financial
sector, small and medium-sized enterprises and
commercial real estate (CRE)

*Commercial Real Estate

March 2024
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ﬂ Outlook: Development of NPL volume and sales

A comparison with the NPL wave after the great financial crisis
shows significant differences to the current situation

An increase in the NPL volume in German commercial real estate financing is to be As a result, the increase in the volume of non-performing real estate financing is also expected
expected - loan portfolio sales will (initially) not take place... to be delayed. In addition, the changes to the regulatory framework following the great financial
...but are we heading for a situation comparable to that of the financial crisis and subsequent crisis have led to more restrictive lending processes and significantly lower LTVs. The

years, in which the credit market was characterised by a "NPL wave" with high loan portfolio sales? supervisory authorities obliged banks to hold more equity capital for loans granted. This difference
Before 2007 and during the great financial crisis, the real estate industry and real estate lenders in {0 the initial situation during the great financial crisis is significant and should prevent a massive
particular played a key role: refinancing through securitisation transactions, such as increase in the NPL volume in the future.

commercial mortgage-backed securities (CMBS), contributed significantly to bank insolvencies. At
the time, banks granted real estate loans with extremely high loan-to-value ratios ("LTVs" of
over 80-90%) without additional collateral or guarantees (so-called "non-recourse"). As a result of
a rapid decline in property values, the amount of the outstanding debt exceeded the value of the . 8.2
property pledged as collateral. The borrowers' equity was quickly "burnt”, meaning that the lenders
became the owners of a large number of properties at once. The result was a sudden wave of
NPL sales, as banks were able or forced to clean up their portfolios.

Investors bought the NPL portfolios and benefited from the positive performance in subsequent
years (partially after considerable capex investments and asset management measures).

An increase in the NPL volume in commercial real estate financing is to be expected due to the
intensifying influencing factors in the real estate market. However, a wave of NPL portfolio sales
with massive loan portfolio sales, as we experienced during and after the 2007/2008 financial
crisis, is not in sight. In the past, traditional senior lenders were significantly more risk-averse than
before the financial crisis, which is a Significant difference. 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Source: ECB, FRED

Share of NPLs in gross loans in the eurozone (in %) 2

O P N W b U1 O N

Why do loan defaults remain "invisible" for the time being despite increasing market tensions?

A review of 2007/2008 shows that the NPL volume reacted with a time lag and only rose sharply An additional key factor that distinguishes the current situation from the great financial crisis is
between 2012 and 2014. In the real estate sector in particular, the effects of the current economic that the senior secured lenders do not yet see any need to sell their loans. Due to the
situation will only become apparent with a delay, as the real estate markets react comparatively registered land charges and a property value that is (still) higher than the claim, there is no need
slow to macroeconomic changes. to act. The subordinated or mezzanine lenders may feel compelled to look for joint solution

options in the short-term. However, in most cases, a loan sale is not yet an option for them either.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans? March 2024
PwC 16
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Outlook: Development of NPL volume and sales

Development of the US office property market also expected in

Germany but to a lesser extent

Differences between the German and US real estate markets
The US real estate market reacts faster and is more volatile than the German market.

A comparison of the German and US commercial real estate markets shows that the American real
estate market reacts more quickly to changes in general conditions and is therefore more volatile
than the market in Germany.

This is partly due to the greater transparency of the US real estate market. Even in transformative
phases, market participants have access to up-to-date and reliable market data faster, which
enables them to make well-founded transaction decisions. Reduced transparency and delayed
availability of market data leads to increased uncertainty, particularly in a changing market
environment, and therefore tends to result in restraint on the transaction market.

German office properties have lower vacancy rates than in the US

Another key difference in the current developments on the US and German office markets relates
to property utilisation. Due to the Covid-19 pandemic in particular, the labour market in the USA
has become accustomed to the benefits of working from home, resulting in a large number of
vacant office buildings. Large companies are cancelling leases or reducing their office space. At
around 20%, the current vacancy rate for office buildings in the USA is at its highest level since
surveys began in 1979. This effect is particularly pronounced on the West Coast due to the
presence of Silicon Valley and the technology sector.

In Germany, on the other hand, the distances to offices are often much shorter, which also leads to
vacancies, but to a lesser extent, most recently at just under 5%. Overall, the German office
submarket is less volatile in terms of vacancy rates and has seen a significant decline since the
financial crisis compared to the US market.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
PwC

Vacancy rates for office properties in Germany and the USA (in %)

19.6%
16.1% 17.0% 16.3%
13.5% !
. 8.0% +308.3%
6.? A) 5.:?%

4.8%
4.8%

1995 2002 2009 2016 2023

Source: Central bank of the Federal Republic of Germany, The Wall Street Journal — Germany USA

Complex financing structures in the US lead to higher risks

The approach of American banks to financing office real estate is often significantly more complex
compared to German standards. American banks often structure financing in various tranches and
use subordinated and mezzanine financing to minimise the equity share. If there is a drastic
devaluation of the property due to the very dynamic market, investors are quickly "out of money".
Their equity is thus "burnt" and they have no motivation to continue investing in the property. As
the banks also do not want to get involved in active asset management or finance additional
tranches, selling the loan is a valid option, which is now increasingly undertaken in the USA.

It should be noted that the German office property submarket has better occupancy rates
and is subject to less overall volatility than the market in the US. However, the risk factors
in the German office submarket remain high: the focus is particularly on older office
buildings in B and C locations that do not meet today's energy efficiency standards. We
expect the largest number of sales of non-performing-loans in respect of these properties.

March 2024
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Outlook: Development of NPL volume and sales

The banks' view: Why "amend and extend "* is (still) favoured

over a loan sale

There are several factors in favour of credit sales as a valid option for lenders

As already explained, the stricter supervisory requirements and the monitoring of their
compliance have a significant influence on lending decisions for lenders. But when
can a loan sale actually make sense for a financial institution?

+ Profitability: As soon as the value of the collateralised property has fallen below
the value of the receivable (LTV > 100) and no further increase in value can be
expected in the long-term, the sale of the receivable should be considered.

+ lenders are not property holders or developers: In the event that the LTV is >
100 and the borrower no longer has any motivation to invest further equity in the
exposure, the financier becomes de facto the owner of the collateral. In most
cases, however, the financier has no interest, capacity or expertise to take the
properties or (unfinished) developments "on their books", complete construction
and/or manage them.

* Risk reduction and capital adequacy: The sale of an NPL enables the bank to
reduce the credit risk associated with this loan and clean up its balance sheet.
The increased capital requirements for NPLs place an additional burden on
banks. An NPL sale can be part of an NPL strategy prescribed by the supervisory
authority.

+ Capacity limits of the workout departments: The so-called workout
departments of real estate lenders are already reaching their limits. The complex
restructuring situations require a high level of experience and interdisciplinary
expertise. The number of cases is constantly increasing.

*Definition of "amend and extend": The term of an existing financing is extended and the conditions are
amended at the same time.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?

PwC

However, one key factor is (still) preventing lenders from minimising their credit

risks through NPL sales

Although the aforementioned factors are already present, there are no significant loan
sales in Germany. This can be explained as follows:

» The discounts (so-called "haircuts") on the sale of receivables in the real estate
sector are too high (from lenders' point of view).

* The general market opinion is that the market will recover in the medium-term,
which is anticipated with loan prolongations and restructurings.

» The lack of a transaction market in the real estate sector results in a very difficult
pricing at property as well as loan level.

» In most cases, subordinated or mezzanine lenders are also involved in the real
estate financing. As long as they still have an interest in continuing to participate in
the financing, they try to keep the senior lenders on board as well.

* Many financing institutions fear that they are currently selling loans at a high

discount and will ultimately not participate in a potential recovery in value ("upside").

» Last but not least, many banks fear for their good customer relationships or
reputation if they sell individual receivables or entire portfolios.

How long arguments against real estate loan sales will dominate remains
guestionable. In Germany, a "wait and see" or "amend and extend" approach is
still the rule and loan sales are the exception. However, the pressure on
stakeholders is increasing considerably: supervision and regulation, increasing
insolvencies and a growing need to invest in properties that are not fit for the
future. All of these factors are contributing to a significant increase in market
momentum and will help to resolve the current "transaction vacuum®".

March 2024
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Excursus: Reducing complexity in crisis situations

In crisis situations, the complexity of real estate financing
quickly increases for all stakeholders

Reducing complexity as the basis for successful restructuring

If a crisis situation arises due to covenant breaches, early maturity of the loan with no
prospect of repayment, insolvency of the borrower or other negative events, the first
step is to create transparency and reduce complexity.

Process in real estate crisis situations
Immediate property and financial analysis
Communication with creditors
Identification of measures and options

Development of a strategy

Negotiations with stakeholders

Implementation and monitoring

Overall, real estate crisis situations require careful analysis, strategic planning and
a flexible response in order to minimise the negative effects (e.g. construction
standstill).

However, due to the prevalent complexity, the first step is to identify all relevant
stakeholders and work out the possible options for action. It is important not to
make any hasty decisions that could be detrimental to the long-term solution of the
situation.

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
PwC

Oowner —H

» Value-preserving measures %
* Duty of care

» Contractual obligations

* Covenant breaches

* Maturity without repayment

» Forebearance in accordance with
MaRisk BTO 1.3

* Over-indebtedness, insolvency

» Classification as an "intensive-care" or
“non-performing" ("Stage 2/3")

Appraiser

* Independent Business Review (IBR)

+ IDW S 6 (ability to reorganise)

+ IDW S 11 (ability of going concern)

» Market and mortgage lending
value appraisal

AN

e Continuation of
construction work

* Project management
+ Letting and marketing
management

Developer,
asset manager

Auditors, + Compliance with internal and
Slgierteioty external requirements
authorities .

Economic efficiency of
financing

+ Liquidation value

Experts, .
» Construction costs and

lawyers,

consultants _ length
» Letting and sales
assumptions
» Exit/refinancing
assumptions
Reporting
* Timely and accurate reporting
® ° Construction controlling / cash flow
controlling

March 2024
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Excursus: Reducing complexity in crisis situations

With experts’ assistance a valid basis is created in order to
make robust decisions for committees

Example: Development in crisis

What options do developers/borrowers and lenders have in crisis situations? This
depends very much on the circumstances and, in particular, the stage of the
development.

Case 1: Real estate financing (with or without building rights)

» Transparency/status of building permits

* Reduction of ongoing (project) costs

» Validation of the envisaged construction project %
(in particular types of use)

* Intensive discussions with all stakeholders

"Wait & see‘ approach
as a valid option

» Transparency of incurred & remaining

construction costs and length Focus on marketing/
» Validation of existing contracts (general % Financing
contractor, subcontractor) and re-awarding JV or new financing

» Financing on the basis of a transparent partner, if applicable
business plan

» Transparency of incurred & remaining

construction costs and length Rapid completion of
* New awarding of existing contracts generally % construction if necessary
not efficient "Fresh Money"

» Letting (up to 100%) and marketing

Commercial real estate loans in a crisis: Is Germany facing a wave of non-performing-loans?
PwC

The importance of experts in crisis situations - th lowing questions need to be answered
Regardless of which decision is made by the lend is i rtant to base this on reliable information.

Construction costs and length

» What is the current construction status?

* How high are the remaining construction costs
(according to DIN276)?

» How long will it take to finalise the development?

* Which services have already been
commissioned (and on what terms) - do new
service providers need to be involved?

» Ongoing construction controlling sufficient?

» Does the current service developer need to be
replaced?

+ Whatis the (pre-)letting situation?
* On what terms are

(rental/sales contracts)

already concluded?

* What are the possible sales prices
and marketing times?

* What are the real estate risks?

I Construction and technical expertise required I
[ J

| S _— J

Integrated restructuring/refinancing concept

» Does an integrated business plan (balance sheet & income statement) exist for the property/project
company (SPV)?

+ How much additional funding is required to stabilise the development in the long-term (“fresh money")?

+ Whatis the (long-term) liquidity situation at SPV-level and, if applicable, at holding company level?

» Whatis the sustainable interest rate/margin?

+ How can an exit/refinancing be realised in the end?

: Pragmatic implementation at the level of property SPVs makes sense S

21
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