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1 2015 was a year of unprecedented activity in the transaction market. By the end of
Q4, transaction levels had reached incredible 116 bNOK, almost twice as high as
the previous record from 2006

1 Q4, which normally is the most active quarter ended up with a total of 48 bNOK

1 DNB Liv has completed four major sales transactions, comprising the shopping
center and office property Oslo City, the headquarters of DNB at Bjgrvika, the
Clarion Hotel Royal Christiania and Sjglystparken at Skayen.

9 Borrowing costs for real estate companies remains relatively unchanged despite
increase in bond spread. Tougher to get bank financing

9 Yield spread increased in Q4 and remains attractive even at record low yield
levels.

1 The Central Bank decided to keep the key interest rate at 75 bps both in November
and December. They pointed out that the effects from the oil price decline and the
reduction in oil investments slowly appear, and that expected growth will be
weaker than expected. Furthermore, they fear real estate prices and debt would
increase additionally with lower interest rates and by that justify their defensive
monetary policy

9 The largest transaction this quarter was Swedish pension insurance company
AMF O s p uof 50% af ©do Areal for 3.3 bNOK.

9 Alternative investments in bonds and stock market remain unattractive and
incentivise real estate investments.

1 Prime office yield stands at around 4.25%, as in Q3, but with potential of a
downwards shift to 4.00% as Q1 initiates

Figure 1
Commercial Real Estate Transaction Volumes, Norway (bNOK)
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gens gate 12, Oslo sold to Canica in
December. DTZ advised the vendor, Alliance

Eiendom, in the transaction.
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The Capital Market Figure 2

Swap rates 3Y and bond spreads 3Y (bps)
Cost of Capital

Bond spreads experienced a significant increase in 2015 with a

constant steep upwards development since February. This was 250 -
however, a global trend which most analysts explain by tighter 210 -
liquidity. Looking at Figure 2, it appears the increase of the
bond spreads is stabilizing closing 2015. On the other hand, 170 -
swap rates decreased gradually throughout the year, keeping 130
the sum of swap rates and bond spreads unchanged or 90 -
decreasing. This indicates that the borrowing costs for the 50 I e e e e SIS S e
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the last three quarters, despite the significant bond spread oddcdoddoddAFdodF>
increase.
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better in Q4 than in Q3 when the number of banks expectingto ~ ~°Ur¢e: DNB Markets
reduce exposure was the highest since 2008, both for
commercial real estate and total lending. The most obvious Figure 3

reason for this is that the banks got too restrictive the previous

quarter and realised they could ease down. Bankso lending policy towards co
A direct effect of the stricter bank policies is the gradually 40

decreasing LTV-ratio, which rarely exceeds 60%. Furthermore, 20

banks are increasing their lending margins, implying fewer 0 /AA ; \ N/ ‘ ~
loans are given, resulting in less competition and perhaps a -20 / \/ —/-
stagnating yield compression. -40 f V-
It is worth noting that life insurance subsidiaries of banks are -60 1

issuing real estate loans with the freed up capital from the real -80

estate divestment. Interestingly, the equity ratio requirement -100

when investing in real estate is often twice as high as when QQ,\ QQQJ QQQ’ Q\Q Q'\'\ Q'\q’ Q'\Q’ Q\b‘ Q'\b
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issuing real estate loans. The lower equity ratio requirement

also applies to bond investments, making those two placement All commercial loans —— Real estate
alternatives more attractive with regards to keeping the

exposure to the real estate asset class. Source: Central Bank

Restrictions in credit have led to longer closing processes in
certain deals, and to abortion of others. Figure 4

The Central Bank kept the interest rate in at 75 bps in both Yield spread
November and December.

Real Estate Yields 8%

Evidence of the low yield level include the purchase of DNB & s gy
headquarters at Bjgrvika by Trond Mohn in November, at a
reported yield of around 43% and a Pareto sygpd
purchase of Sjgmannsskolen in December at around 4.0%. We

keep our estimate for prime yield at around 4.25% knowing 205
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Norwegian real estate stocks performed poorly during 2015. Spread 10Y Gov.bond —— Prime Yield

Entrads s h ar eownp 6.9%c .6%wadgisted for
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dividend decl ared) . Ol al8.1%Tuponbs share price i s

(14.6% adjusted for dividend). The total OSEBX index is up

5.8%.
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Ammerudveien 20-22, Oslo sold to Fredensborg
Eiendom for 139 mNOK. DTZ advised the
vendor, Fearnley Finans, in the transaction.




