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German real estate proved to be resilient and despite a lower transaction volume in Q2 2020 it remains an attractive
investment location in selected sectors (e.g. residential, logistics).
During the first half of 2020, the German transaction volume exceeded the previous year’s result by 31% (EUR 42.5bn),
although Q2 2020 was significantly impacted by the Covid-19 pandemic and closed with a transaction volume of EUR
14.7bn, 14% less than last year’s Q2 result.
Higher coupons and lower LTVs for German CRE-debt are generally observed as well as further demand for alternative
lending solutions.
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Figure 1: Transaction Volume Germany
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The interest rates for project developments have increased
significantly due to limited risk appetite from banks. Higher
interest rates are also paid for existing properties, although
the increases here have been lower. Key driver is that the
funding premiums for banks remain high. In addition, we are
also observing that banks and alternative lenders require
higher margins due to an increase in the risk weighted assets
(RWA) and the overall risk assessment.
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Figure 3: LTV and margins for existing properties
mezzanine financing in Germany
Based on Prime Capital’s proprietary deal database2, recent
LTV values for mezzanine over the observation period
(Q1/2018 - Q2/2020) range from 75% to a maximum of 87%.
The average for Q2/2020 is 80.6%.

Net initial prime yields for office, logistics and in some cases
retail assets remained stable on a low level after the first six
months with an average office prime yield of 2.9% for the
Top-7 German cities.
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Source: JLL, Investment Market Overview, July 2020, page 5-6,
available under: https://www.jll.de/en/trends-andinsights/research/investment-market-overview
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Mezzanine Coupon in bps

Looking at different segments EUR 14.7bn or 35% of the
total investment volume were invested in the living sector,
representing the largest share of all segments in terms of
transaction volumes (see Figure 2). Secondly, office
properties that were traded in the first half of the year
accounted for a significantly lower share of EUR 9.4bn or
22% of first half’s total transaction volume. Mixed-use
properties or portfolios are of much greater relevance and
amount to EUR 6.8bn (16%). Retail properties account for
EUR 6bn (14%). Sales drivers in the retail sector were in
particular the asset acquisitions of the REAL markets and
TLG Immobilien supermarket portfolio. Furthermore,
logistics properties represent EUR 3.8bn (9%). The logistics
sector is currently benefiting from the growing demand in
the e-commerce sector, boosting transaction volumes.

Mezzanine Financing Market Overview

Mezzanine LTV in %

As shown in Figure 11 , the total German transaction volume
in the first half of 2020 amounted to around EUR 42.5bn
which is higher than the previous first year’s result by 31%.
The Top 7 cities accounted for a total volume of around EUR
18bn, equating to a 42% share of the total transaction
volume and represent a 4% increase compared to the same
period of last year. Berlin remains in its dominant position
and Hamburg’s transaction volumes grew significantly
amounting to nearly EUR 3bn which corresponds to an 83%
increase compared to the previous first half year’s result.
Hamburg’s landmark building projects the southern
”Überseequartier HafenCity” and the “Deutschlandhaus” at
Gänsemarkt played an essential role in the city’s transaction
volume increase.
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The aggregated data for mezzanine financing in this section is
based on the transactions conducted by Prime Capital (closed-,
pipeline- and rejected-deals).
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Coupons 3 for mezzanine financings of existing properties
range from 607 bps to 949 bps. The average margin across
all property segments and locations in Q2/2020 is 780 bps.
This implies a 173.6 bps increase compared to Q2/2019.
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Figure 4: LTC and margins in mezzanine project
development financings in Germany
Based on Prime Capital’s proprietary deal database2 recent
LTC values over the observation period (Q1 18-Q2 20) range
from 69% to a maximum of 84%. The average for Q2 2020
is around 80%.
Coupons3 for mezzanine financings of developments range
from 886 bps to 1,204 bps. The average margin across all
property segments and locations in Q2 2020 is around 1,132
bps, which implies an increase of 156 bps compared to Q1
2020 and a 136 bps increase compared to Q2 2019.
As shown in Figure 3 and 4 above, LTC and LTV values have
decreased during the first half of 2020 while margins of
project developments and existing properties are on a
continuous ascending curve. In the second half of the year,
we expect to see a similar development as what have been
seen in the first half of 2020.

3

These are coupons which are not all-in margins, i.e. possible
other fees (e.g. up-front) payable by the borrower are not
included.
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Current market developments
The Covid-19 situation continues to impact the European
economy and German chancellor Merkel has named the
crisis as “the most challenging crisis German has faced since
the Second World War”.
The current crisis continues to impact the real estate finance
sector. Banks are further reducing their risk exposures and
reduce leverage levels. Project developments are currently
finding less risk appetite from banks, a challenge for project
developers in discussing new business proposals.
Further, banks tend to reduce their lending exposures and
limit new business activities with a strong focus on existing
and long-established client relationships and on their
portfolio management. The limited availability of senior
lending is creating a gap that offers new business potential
for alternative lenders who take up the vacuum that banks
are leaving in the real estate lending market.
The asset classes “Residential” and “Logistics” are resilient
to impacts of the current crisis. In spite of the impacts of
Covid-19, German housing prices have further increased.
One additional effect from the crisis might be increased
residential space demand due to the requirement of home
office space in residential units. The increasing vacancy of
centrally located retail space is leading to new concepts for
logistics and storage, e.g. transformation from retail space
into small inner-city logistic hubs, which can serve as local
pick up points or supply the last mile concept for delivering
online orderings.
In contrast “Hotel” and “Retail”, with the exception of
supermarkets, are expected to face a challenging time due
to less travel activities and an increase in online sales.
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About Prime Capital’s Private Debt Team
Our Real Estate team, which has been active in the Real Estate Debt market for many years, has already carried out
transactions worth approx. EUR 500m. The Private Debt Team additionally invests in Aviation Debt (& Equity),
Infrastructure Debt and Corporate Lending. We expect significant further asset growth in these areas, while providing
satisfactory risk adjusted returns to our largely institutional investors.
Prime Capital’s Private Debt Team manages in excess of EUR 2bn across these asset classes for institutional investors.
Further information about Prime Capital AG can be found on the web site
www.primecapital-ag.com
Contact:
Prime Capital – Portfolio Management Private Debt
impd@primecapital-ag.com
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Disclaimer:
The information and opinion contained in this document (hereinafter “Information”) is provided only for advertising purposes, and is
not construed as a solicitation or an offer to buy or to sell any securities or financial instruments in any jurisdiction whatsoever. It does
not constitute an official confirmation, invitation, solicitation or offer to subscribe for or purchase or sell any of the products or
services of Prime Capital AG, Frankfurt am Main. No investment decision should be made on the basis of this document. The
Information contained herein may not be complete and may not contain all relevant material information related to any (financial)
instrument presented. No representation or warranty is made or implied concerning, and Prime Capital AG assumes no responsibility
for, the accuracy, completeness, reliability or comparability of the information contained herein relating to third parties.
The Information contained in this document was obtained in good faith from sources considered to be reliable, but its accuracy,
completeness, reliability, or comparability is not guaranteed or otherwise warranted or represented by Prime Capital AG. Specifically,
the Information contained herein has been obtained from third party sources, which is based solely on publicly available information.
Prime Capital AG makes no representation, express or implied, as to the accuracy, correctness, suitability or timeliness of such data.
In particular, Prime Capital AG is not obligated to update information provided in this document or to delete obsolete information
from this document. The information provided in this document may change at any time without prior notification. As a result,
information once published in this document may not be understood to mean that matters have remained the same since publication
or that the information is still up-to-date following its publication. The validity of the information is limited to the point in time of their
being issued and may change based on market developments.
This document and the Information contained herein is confidential and intended only for the person to whom it has been provided
and under no circumstance may a copy be shown, copied, transmitted, or otherwise given to any person other than the authorized
recipient without the prior written consent of Prime Capital AG.
The content of this document is protected by intellectual property rights owned by Prime Capital AG. The reproduction, transmission
(electronically or by other means), linking, alteration, storage, archiving or other uses for public or private use of information or data,
in whole or in parts, in particular, the use of texts, portions of texts or images requires the prior consent of Prime Capital AG. In
particular, you are prohibited from:
i.
copying this document in whole or in parts (whether by printing them on paper, saving them to a file or otherwise);
ii.
removing, changing or otherwise making the content of this document incomprehensible or using the material contained on
this document in a manner other than intended in these legal notices and terms of use;
iii.
using this document or the information it contains for unlawful purposes.
The Information provided herein is not taking into account any particular person’s objectives, financial situation or needs. Investors
should before acting on the information provided in this document, consider the appropriateness of the information having regard to
their individual objectives, financial situation or needs.
Please bear in mind, that any forward looking statements re targets and achieving such targets is subject to unexpected risk and
uncertainties and can not be guaranteed in any way.
Privacy:
Prime Capital AG is committed to protecting your privacy. The types of personal information we collect about you depends on the
relationship with us. They include (i) your personal contact details such as name, title, postal addresses, email addresses and
telephone numbers, (ii) the company you work for and your position, (iii) identification and background information we may collect
about you as part of our business acceptance procedures, (iv) technical information such as information from your visits to our website
or relating to the event invitations, updates, marketing material, and other communication we send to you electronically, (v) your
communication preferences regarding marketing materials or (vi) any other personal information you provide to us during your
relationship with us, such as dietary requirements, any physical disability and your views and comments.
They ways in which we collect personal information about you may include the following: (i) in the course of our business acceptance
procedures, (ii) through your general use of our website . In particular, we collect personal information about you if you complete
forms on our website and if you send emails to firm personnel, (iii) through your responses to our emails asking that you confirm and
update information we maintain about you, or that you provide your consent for us to communicate with you, or (iv) through
information you may provide to representatives of our firm at conferences or similar events.
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