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Speymill Commentary: Bearish September

Lehman Bust:

Lehman Brothers filed for Chapter 11 on September 15, after talks to
buy the firm collapsed. Barclays has agreed to buy the entire New York
operations, including the 33-storey Lehman HQ and two databanks, for
US$1.7bn. Nomura has snapped up the Asia-Pacific unit as well as
further operational units in Europe and the Middle East.

Merrill in Matrimony with Bank of America:

Bank of America announced on September 15 it would buy Merrill
Lynch for US$50bn. Merrill had suffered over US$52bn in losses and
writedowns from subprime- mortgage-contaminated securities. Bank of
America is acquiring Merrill Lynch at US$29 a share and paying with its
own shares.

A-I-G now F-E-D:

American International Group sank as the biggest US insurer sought
emergency capital on September 15. AIG agreed to a US$85bn loan
from the Fed in exchange for an 80% stake in the company. The insurer
has been hit by losses tied to the US housing market.

Goldman Stanley now Plain Banks:

Goldman Sachs and Morgan Stanley have switched their status to bank
holding companies as of 22 September, effectively bringing an end to
the Wall Street era. The move will give them access to emergency fund-
ing from the Fed in exchange for being subject to stricter regulations.

Fannie, Freddie, Fully Fed:

Fannie and Freddie, which collectively own or guarantee more than
40% of the US$12 trillion in US home loans, was taken over by the
Federal Reserve. While both firms were adequately capitalized by law,
a study conducted by the Fed and the FHFA found that the “capital in
and of itself was of low quality”, with a significant amount of their regula-
tory capital coming from deferred tax credits, which have no value
unless the firms are generating profits — Fannie and Freddie posted four
straight quarterly net losses totalling US$14.9bn.

WaMu Bust, JP Morgan Picks Carcass:

Washington Mutual, one of the largest savings and loan institutions in
the US, was shut down by regulators on 25 September as depositors
withdrew US$16.7bn from the bank in just ten days. WaMu’s deposits
and branches were acquired by JP Morgan, in its second fire-sale ac-
quisition, for US$1.9bn.

Wachovia Sold, as Citi Goes Shopping at the Dollar Store:
Wachovia was sold to Citigroup on 29 September. Citi paid US$2.16bn
in stock, valuing Wachovia at US$1 per share, amidst fears of Wacho-
via's exposure to US$122bn of option ARMS. Wachovia will retain its
securities brokerage and investment management business.

Hypo Real Estate Narrowly Escapes Bankruptcy:

Hypo Real Estate, a large German mortgage bank, was granted a last-
minute €35 billion credit line — €26.6bn from the German government
and €8.4bn from a consortium of German banks on Sep 29 that allowed
it to avoid declaring bankruptcy. In a statement, the company said it had
secured a “major new credit facility” to cover its funding needs and help
shield it from the increased turmoil in international money markets.
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Government Intervention in Europe:

Fortis was rescued on 29 September as the governments of Belgium, the
Netherlands and Luxembourg injected €11.2bn into the company. Mean-
while in the UK, Bradford & Bingley was nationalised by the government.

House of Representatives Reject Bail Out Measures:

On 29 September, a US$700bn US Treasury bail out was unexpectedly
rejected by the House, as Democrats and Republicans failed to reach an
agreement. The Senate is expected to approve an amended bill at the start
of October, with the House following soon after. Global stocks slumped on
the news, with the Dow shedding nearly 778 points, the largest single-day
point drop ever, and the worst single-day percentage drop in two decades.

German Property Sector News:

Level One Goes into Administration:

Creditors led by Credit Suisse Group are in talks to restructure about
€1.3bn of debt owed by Level One,
by Austrian investor Cavdet Caner. Level One owns 27,724 apartments
and 403 commercial units in Germany valued at €1.6bn, generating annual
rental income of €98m. Level One’s two holding companies were placed in
administration by creditors that had provided about €150m of mezzanine
finance. The lenders helped Level One to buy €1.85bn of homes before the
company made a failed attempt to sell shares to the public last year.
“Everybody hopes that there can be a resolution before things go really
insolvent” said Caner.

AiGer man Letting Mar et
Growth in Germany and some Central and Eastern European markets
show no sign of letting up despite the credit crunch, according to DTZ’s
new European Leasing Markets report. “‘While some occupier markets have
been hard hit, others have yet to register any major impact from the global
credit crisis with occupiers continuing to expand their operations,” said Paul
Sanderson, head of EMEA Research at DTZ Germany. Europe’s largest
economy, Germany, entered 2008 on a high note with total take-up in the
top five markets—Berlin, Dusseldorf, Frankfurt, Hamburg and Munich—
reaching 1.3 million m? in the first six months of the year. Strong demand
and limited vacancy has filtered through to rapidly rising rents.

iGer man RE t o Blerleinvde rGrAobwotvhed
Germany, together with other less risky property markets, is best posi-
tioned to deliver attractive risk-adjusted performance over the medium term
as investors re-assess their attitudes towards property pricing and risk,
according to the latest research published by Invista REIM. The report,
which provides a reassessment of risk-adjusted performance prospects
over the next five years, urges property investors to look beyond volatile
short term data and take a medium term view on market performance. The
German real estate market is expected to deliver above-trend growth over
the next five years despite fears the economy will be impacted by the credit
crunch. Business confidence in Germany has slumped but investors should
concentrate on larger, longer-term issues of economic growth, liquidity and
performance. Germany is well-positioned to achieve above-trend growth
due to benefits from the tax and labour market reforms, improvements to
productivity and competitiveness, and the relaxation of immigration laws as
well as being less exposed to the “credit-intensive, housing-boom” seen in
other European countries.
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German Residential Property Focused German Commercial Property Focused
Companies Companies
Pr i c eChange Market Price/
Company Ticker 26/09/08 YTD cap ( UNAY Pr i c eChange Market
Commercial/Retail Ticker 26/09/08 YTD cap ( Pricg/NAV
Franconofurt FFM.DE 4.17 -52% 36.7 36%
IMW Immobilien GARY.DE 22.99 -18% 349.4 108%
Speymill Deutsche Immobilien SDIC.L 0.33 -63% 56.5 25%
Puma Brandenburg PUMA.L 0.81 -19% 1341 74% ORCO ORC.FP 19.83 -76% 217.0 22%
-699 0,
SIS sbect 0.26 69% 41 6% Develica Deutschland DDE.L 010  -86% 250 10%
Bau-Verein Hamburg BVH.DE 3.20 -32% 74.5 45%
Deutsche Land plc DLD.L 0.29 -52% 57.4 41%
TAG Tegernsee TEG.DE 3.83 -42% 124.7 31%
Eurocastle EUI1.DE 6.00 -73% 383.6 21%
Colonia Real Estate KBU.DE 4.47 -74% 102.0 34%
Deutsche Euroshop DEQ.DE 23.60 0% 811.3 85%
Deutsche Wohnen DWNI.DE 9.65 -57% 248.2 29%
GAGFAH GFJ.DE 9.30 -25%  2,098.1 80% Dawnay Day Treveria DTR.DE 0.18 -77% 110.1 16%
Average NAV Valuation 42% DIC Asset DAZ.DE 12.50 -42% 3919 65%

Trading Companies

VG IVG.DE 8.20 -65% 951.2 33%
Patrizia P1Z.DE 2.35 -59% 1225 35%

Hamborner HAB.GR 7.08 -21% 161.2 21%
Estavis E7S.DE 3.78 -76% 30.6 32%
Vivacon VIA.DE 8.17 -38% 162.1 91%

Average NAV Valuation 42%
Average NAV Valuation 52%

Speymill Market Commentary

Residential

The turbulence in the financial markets during September has continued to negatively impact the share prices of listed companies in the German residential sector due to its reli-
ance on debt financing. However, the property values of the German residential sector appear to have held up well. Gagfah, the market giant in this sector, remained relatively
stable, with a share price change of less than 1%. However, Gagfah’s free float is a tiny 17% so the share price is not likely to be representative of the rest of the sector. The Ger-
man residential sector discount to NAV widened by a further 2% and now stands at 58%. The notable exception to this general trend in the past month was Deutsche Wohnen, with
the second largest asset base of the residential stocks, that saw its share price rise 9% this month. At the end of August ‘08, Deutsche Wohnen’s discount to NAV was 73%, the
highest in the sector. This partial share price recovery has bought the company more in line with its peers; Deutsche Wohnen now trades a discount to NAV of 71%. Conversely, the
worst performing German residential stock in September ‘08 was Colonia Real Estate which saw its share price fall by 18% causing the discount to NAV to grow by a further 8%.
This further significant price drop means that Colonia’s share price has fallen 67% since the end of April ‘08, only 5 months.

SDIC and SDCC saw discounts to NAV increase by 5% and 4 % respectively over the period, and are trading at discounts to NAV of 75% and 74%.

Commercial

The German commercial sector share prices decreased by an average of 11% during September, more pronounced than the fall in the residential sector of 2%. The reason the
German commercial sector has underperformed the residential sector relates to the fact that the German office sector, in particular, is forecasting an average fall in values of ap-
proximately 12%, leaving some leveraged companies at risk of breaching debt covenants or even potentially wiping out equity values. The only commercial company to see its
share price increase during the month was Eurocastle, with a 9% rise. The share prices of both IMW Immobilien and Deutsche Euroshop remained flat but both have very limited
free floats. Develica Deutschland had the worst share price performance of all the German real estate companies tracked.lts shares decreased 42% this month, leaving the com-
pany trading at a discount to NAV of 90%. News that it was in breach of its LTV banking covenants helped spark the share price declines. Notably, Develica’s discount to NAV is
even higher than that of Dawnay Day Treveria, despite the cash trap LTV covenants Treveria has announced to the market and the well publicized financial management issues.
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