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Swiss real estate market — never-ending price rises?

Rising vacancy rates for rental apartments and decreasing migra-
tion to Switzerland amid persistently brisk construction activity
and an uncertain outlook for interest rates: the Swiss real estate
market is continuing to experience a boom phase despite these
negative factors impacting demand for real estate. The SWX [AZI
price index (see chart below) shows a 2.7% increase for single-fami-
ly houses and owner-occupied apartments in Switzerland in 2016.
In particular, the rise in prices for owner-occupied apartments
(+3.9% in 2016) clearly reflects the strong and enduring appeal of
condominium property.

Swiss real estate indices
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This is due to the lower price level of apartments (both relative to
single-family homes and in absolute terms), disposals of single-
family houses as baby-boomers retire, and the fact that some
single-person households and private real estate investors are
purchasing condominium apartments. All the same, prices of
single-family houses likewise rose in 2016 — by an average of 1.5%.

Prices for multi-family dwellings are flatlining, however, despite
the fact that a large number of institutional investors are continuing
to enter the real estate market due to yield considerations and a
dearth of investment alternatives. New construction projects are
also being undertaken in areas where demand still needs to be crea-
ted and infrastructure has yet to be fully developed (transport,
schools and retail opportunities). A large number of rental apart-
ments in these places are thus remaining vacant for longer: the
marketing process is long and drawn out, and in some cases poten-
tial tenants are having to be lured by the prospect of free accommo-
dation for months at a time. A glimpse into the future shows no sign
of a trend reversal: a large number of building permits continues to
be granted for multi-family dwellings, posing a corresponding risk
to prices. If, against this backdrop, the fall in the number of mig-
rants to Switzerland were to be accompanied by a hike in interest
rates, there would be a risk of a (significant) fall in prices.

Should real estate be purchased in the present environment? Pri-
vate individuals requiring accommodation for their own use are not
primarily focused on capital growth; they are investing for the long
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haul. If the bank's mortgage financing requirements are met, they
may buy. Caution is the order of the day in the high end of the
market, on the other hand. A price correction is under way here,
while in the multi-family dwellings market much depends on the
future course of interest rates. Private investors in particular
should be wary here, given the current high level of asking prices
and hence low yields - unless they are expecting a "Japan scena-
rio" of deflation over a lengthy period. In this situation, holding real
estate would be even more favourable, but the risks of a future correc-
tion correspondingly greater.

What buyers need to know when choosing a property

What points need to be borne in mind when choosing a property?
Basically, long-term real increases in rents and property prices are
only possible if there is a structural housing shortage — in the case
of Switzerland this mainly refers to urban areas. Buyers should in
any case always try to buy a property in the best possible location.
The price risks in "B and C locations" —i.e. in less attractive areas
— have significantly increased in the current environment.

Another point to clarify at an early stage is the planned purpose of
the property purchase. No one would dispute the desirability of
acquiring a property at the best possible price, but the criteria
applied to investment properties, i.e. rented apartments and hou-
ses, in terms of location, price and potential rental income should
be much more stringent than those applied to owner-occupied ho-
mes. In the case of the latter, the buyers' emotional enthusiasm for
their dream home should not lead them to overlook the appropriate
price or any likely future expenses or restrictions — for example in
the case of historic properties. It is also advisable to look into the
relevant land-use plans and any potential changes to adjoining
plots (new buildings, roadbuilding projects, etc.).

Property financing calls for risk awareness

On the financing side, prospective buyers should make sure that
they can afford the property. This can be done by applying an
affordability calculation which should not only factor in the as-
sumed interest payments, but also the amortisation and the cost of
maintaining the property. Buyers who take out large mortgages
should also be aware that the property does not belong to them, but
to the bank. Mortgages come with conditions and over time paper-
work will need to be submitted on the borrower's income and the
condition of the property. It is also highly advisable to run through
all the possible eventualities. The main risk in terms of affordabili-
ty is divorce, assuming a couple has financed the property jointly.
However, unemployment, loss of earning capacity or insolvency —
in the case of those who own their own business — can also pose

serious threats for property owners. And those withdrawing a pro-
portion of their pension savings to put toward the purchase of their
own home should make sure they consider the impact this will
have in terms of reducing their future retirement pension. Prudent
financial planning will be needed to ensure that the purchase re-
mains affordable in retirement.

Those financing property purchases with a Libor mortgage should
be cautious. Libor mortgages are currently attractive, but the inter-
est rate risks are correspondingly high. Buyers with tight financ-
ing budgets should calculate the potential impact of rising interest
rates and take careful note of the contractual provisions governing
any switch to a fixed-rate mortgage.

Falling property prices are even more of a risk than rising interest
rates, however. For property buyers, this may mean that the bank
suddenly makes margin calls. In the 1990s, Switzerland suffered a
severe property crisis which saw prices fall significantly after a
period of overheating. Another very important point is the need to
carry out a thorough survey of the property from the basement to
the roof and give some thought to the service life of fixtures and
fittings such as the heating system, the kitchen and the bathrooms.
Where applicable, the cost of renovation work and customizing
features to meet your own additional requirements may need to
be considered.

Property as part of the asset allocation

In asset management, asset classes are weighted according to the
client's risk profile. Property investments will be assigned a larger
or smaller weighting depending on individual risk preference.
Risk-return assessments and investment objectives should there-
fore take account both of owner-occupied housing and any rented
properties. This is the only way to ensure that holdings of, for
example, cash, equities, bonds, alternative investments and real
estate can be invested on an individually optimised basis. In the
case of the latter, the next question is what form the investment
should take: indirect investments (funds) or direct investments
(home ownership and/or investment properties). These issues can
be discussed in detail in personal consultations with our client ad-
visors as well as our specialists and defined according to the
client's preferences.

What sellers need to know

In general, when selling property two key points need to be consid-
ered: putting the property on the market at a realistic price and the
tax implications of the sale, particularly with regard to property
gains tax. The marketing material should give a clear and concise

INVESTMENT THEME - Maerki Baumann & Co. AG

2



overview of the property's location and other points in its favour. A
comprehensive and attractively presented sales documentation
may be instrumental in deciding whether buyers will be interested
in the house or apartment and therefore whether they make an
initial approach. Exaggerations or indeed false claims would be ill-
advised as a viewing appointment would quickly reveal the true
facts, undermining any sense of trust.

Current market conditions are very positive for sellers. Many stand
to make handsome gains, depending on when they bought the prop-
erty. Capital gains on property are subject to cantonal property
gains taxes, which are handled differently from canton to canton.
The longer the seller has owned the property, the lower the proper-
ty gains tax will be. In some cantons the period of ownership is
calculated in years, while in others it is calculated in months. In the
canton of Zurich, the duration of residence is calculated in whole
years. If someone has lived in a property for twenty years, the prop-
erty gains tax reduces to half the standard rate (canton of Zurich).
When you sell your own home and buy a new one at the same time,
this is classed as a replacement purchase, which has the effect of
deferring your liability to property gains tax. If the tax office of the
municipality where you have been living so far is given written no-
tification of your planned replacement purchase in good time, the
tax will not be due immediately. The municipality will merely
assess your tax liability. A replacement property does not need to
be purchased immediately: to qualify as a replacement, the period
between the sale and the subsequent purchase must not exceed a
certain limit, usually set at two years. If the replacement purchase
takes place within this period, the property gains tax will be per-
manently deferred at the amount of the reinvested gain on the prop-
erty sale. In principle, it is always advisable to obtain binding infor-
mation from the relevant authorities in good time.

Unbiased property advice independent of financing

As part of its comprehensive asset management offering, one of the
services Maerki Baumann & Co. AG provides for its clients is "real
estate advice - independent of financing". Independent of mortgage
financing as such, the offering also covers advice before buying or
selling a property.

As explained above, assessing the property market and what
purchase or selling price the property could fetch plays an impor-
tant part in this. It is therefore advisable to have an unbiased spar-
ring partner to reflect on the decision of whether to buy or sell and
to choose the right market approach. Our specialists also undertake
the task of coordinating with other selected expert professionals.

Knowledge of the regional and local property markets is an essen-
tial part of this real estate consulting expertise. The services we
offer at Maerki Baumann are therefore focused on the Greater
Zurich area. This area covers the cantons of Zurich, Zug, Lucerne,
Schwyz, Aargau and Schaffhausen.

Tasks we can help you with

- Assessment of the property market

- Evaluation of the feasibility of a transaction, for example,
in terms of a maximum purchase price or a realisable
selling price

- Joint meetings with developers, potential buyers or sellers

« Joint viewing appointments

. Advice on the right marketing approach, incl. placement of
advertisements

- Preparation of documentation

- Contact person with coordination of parties interested

- Involvement of specialists such as valuers, construction
specialists, tax experts etc.

- Review of contracts and other relevant documents

« Processing of the transaction from a payment perspective,
incl. drafting promises of payment, or reviewing these in the
case of a sale

- Introducing potential buyers and sellers within our network
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Summary

- The Swiss real estate market is mainly dominated by steadily
rising prices.

- Now more than ever, buyers need to exercise caution while
sellers must arrive at a realistic valuation of their property,
as the prices offered do not always justify the value of the
property.

- Unbiased property advice can help you to take the right steps
when selecting properties to buy or when selling a property,
and can ultimately help you take the right decision.

IMPORTANT LEGAL INFORMATION: This publication is not intended to bring about the conclusion of a contract, but solely provides market and investment commentary by Maerki Bau-
mann & Co. AG (hereinafter referred to as MBC) and an assessment of selected financial instruments. Hence, this publication does not constitute an offer to buy or sell investment ins-
truments. Any decision to follow recommendations of MBC is made solely by the investor in question. The investor bears the full risk associated with decisions he/she makes concer-
ning the management of his/her assets, even if such decisions are based on a recommendation of MBC. Investments in financial products should only be made after carefully studying
the applicable legal regulations, including any sales restrictions, and the risk factors mentioned. This publication contains statements and information from sources that MBC considers
to be reliable. Although MBC has made every effort to ensure that the information presented in this document was correct at the time it was compiled, MBC offers no undertaking or gu-
arantee, either expressly or implicitly, regarding its correctness, reliability or completeness. Any opinions expressed in this publication solely reflect those of MBC at the time of publi-
cation and are subject to change. The information contained herein may already have been used by MBC or its bodies or employees prior to publishing. In addition, a relationship may
exist or have existed between bodies or employees of MBC and companies mentioned in this publication. MBC accepts no liability whatsoever for the contents of this publication. In par-
ticular, it does not accept any liability for losses or damage of any kind, whether direct, indirect or incidental, incurred as a result of using the information contained in this publication
and/or arising from the risks inherent in the financial markets. Investors should note that the past performance of an investment is not a guarantee of future results. In other words, in-
vestments may increase or decrease in value. Investments undertaken in foreign currencies are subject to exchange rate fluctuations, which can also affect the investment’s perfor-
mance. MBC does not provide legal or tax advice. Before purchasing any financial instrument contained in this publication, it is therefore essential to obtain independent legal or tax
advice concerning the suitability of such investments, since their tax treatment depends on the personal circumstances of the investor in question and is subject to change at any time.
Moreover, this publication covers a variety of countries, making it highly likely that certain products may be suboptimal or even detrimental for certain investors from a tax perspecti-
ve. The information contained in this publication concerning the EU tax on interest income and transparency under German tax law is subject to change at any time. MBC holds a Swiss
banking licence granted by the Swiss Financial Market Supervisory Authority (FINMA). Under the Swiss Federal Law on Banks and Savings Banks, in the event of bankruptcy of any
Swiss bank, all assets held in custody (securities, precious metals etc.) may be separated out, and deposits (in particular, bank accounts) are guaranteed up to CHF 100,000 by the Swiss
Banks' and Securities Dealers' Depositor Protection.
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