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Ladies and gentlemen,

The shopping centre market in Poland has undergone a long way in a
relatively short time. By the end of 2016, the stock of modern retail space
totalled nearly 11,500,000 sgm GLA. There are still more than 600,000
sgm under construction, mostly in the largest agglomerations, which
proves that there still is space for new projects. Also the vacancy rate,
which slightly exceeds 3% across the country, is rather optimistic. Every
year, Poland attracts

at least a few new brands, and the ratio of new retail chains vs. those leav-
ing Poland is still positive. The volume of real estate investments is satisfactory as well. In 2016,
it was more than PLN 2 billion, which is 43% of all funds spent on purchasing commercial prop-
erties. The turnover of the retail industry is also growing, albeit slowly. According to the PRCH
Turnover Index, by the end of 2016 the average recorded growth of sales from leased premises
totalled nearly 2 p.p.

However, there is a shadow looming over the shopping centre industry, in the form of the draft
of the Sunday trading ban. Both developers, landlords and retailers associated in the Polish
Council of Shopping Centres see major threats resulting from the draft bill. As a representative
of the industry, PRCH shall continue its actions to prevent entry into force of this harmful act,
or at least minimise its potential, negative effects, which will be discussed herein.

Enjoy the reading!

%ﬁfzﬂ&/

Radostaw Knap, Director General,
Polish Council of Shopping Centres

H2 2016 Report PRCH Retail Research Forum
The report was initiated, funded and prepared by the Polish Council of Shopping Centres, June 2016 - December 2016. All rights reserved.

RRF reports are published semiannually and available to members of the Polish Council of Shopping Centres. No part of this publication may be reproduced or published
without the consent of the PRCH. This report may be subjected to special conditions of publication of pieces of information specified by third parties.

Cover photography of Posnania shopping centre is used under kind permission of Apsys Polska Sp. z 0.0.
The report contains information believed to be accurate and complete. Despite due care taken to ensure full accuracy of the information, neither the PRCH nor the group

of experts associated with PRCH Retail Research Forum accept any liability if the information proves inaccurate or incomplete, or make any warranty or representation,
express or implied, as to the accuracy or completeness of the information contained in this report. The report may contain errors or omissions.




"lll PRCH RETAIL zghilr(eg&Al-?:NDLowvw
RESEARCH @ POLISH COUNCIL
FORUM OF SHOPPING CENTRES

CURRENT GONDITION
OF THE RETAIL MARKET
IN POLAND

R. Knap, E. Czerpak, P Pierikos, W. Wojtczak, A. Staniszewska

1.1. STOCK OF RETAIL SPACE, RETAIL FORMATS, VACANCY RATE

SUMMARY
STOCK ro
11,440,000 m2 GLA @ RETAIL DENSITY IN POLAND
Q@ 298 sqm GLA /1,000 inhabitants
ron VACANCY RATE
E| 3,4% AVERAGE FLOOR SPACE
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ﬂmi SHOPPING CENTRE
% NEW SUPPLY 23,800 sm GLA
I 457.000 sqm GLA
AVERAGE FLOOR SPACE OF
\ A TRADITIONAL SHOPPING
FLOOR SPACE UNDER \ (| CENTRE UNDER CONSTRUC-
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» As of the end of 2016, the supply of retail space amounted
to 1,440,000 sgm.GLA (including specialised and mixed-use
centres);

* The share of traditional shopping centres was 88%, and of
outlet centres - only 2%;

* The most diversified, in terms of the tenant-mix, are the larg-
est agglomerations, where consumers can choose from all re-
tail formats;

* Small retail parks, usually under 10,000 sgm, which in terms
of the tenant-mix are small versions of shopping centres,
constitute around 10% of the supply in smallest towns. In the
case of the largest agglomerations, the share of retail parks is
11%, mostly generated by 8 assets with an area of more than
40,000 sgm.

Fig. 1. Retail space GLA by formats and city size
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Source: PRCH Retail Research Forum, H2 2016

» Outlet centres are the least diversified retail format in terms
of the floor space (70% of them does not exceed 20,000 sgm).
* The largest projects, exceeding 80,000 sgm, comprise slight-
ly more than 8% of the entire stock in the country.

Fig. 2. Retail formats by their floor space GLA (2016)
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Source: PRCH Retail Research Forum, H2 2016

* The vacancy rate by the end of 2016 amounted to 3.4%.

 The highest vacancy levels in the largest cities were recorded
in Poznan (5.1%) and Wroctaw (4.6%), whereas the lowest va-
cancy rate could be observed in Warsaw agglomeration (1.9%)
and Krakéw agglomeration (2.6%).

* Among cities with a population between 150,000 and
399,000 inhabitants, the highest vacancy rate was recorded
in Radom (7.2%) and Bydgoszcz (5.7%), whereas the lowest
- in Bielsko-Biata (2.0%).

Fig. 3. The vacancy rate in cities above 150,000 inhabitants
in H2 2016/ H1 2016
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1.2. NEW SUPPLY AND RETAIL SPACE
UNDER CONSTRUCTION

* In 2016, a total of 457,000 sgm of new retail space was deliv-
ered, the majority of which (75%) was completed in the second
half of the year. The volume of the newly delivered space was
23% lower than than recorded in 2015.

« Last year, a total of 33 projects was completed, of which
19 are new projects (367,000 sgm), and 14 are extensions of
projects in stock.

* In 2016, developers concentrated on the largest and the
smallest cities. The largest asset to be completed last year was
Posnania (Apsys), whose price totalled 22% of the entire new
supply in 2016. Furthermore the following objects underwent
commissioning: Galeria Metropolia in Gdansk (33,700 sgm),
Galeria Navigator in Mielec (25,400 sgm), Galeria Wotomin
(25,000 sgm), Galeria Glogovia in Gtogdéw (21,000 sgm),
Galeria Hit in Nowy Dwor Mazowiecki (13,000 sgm).

* At the same time, more than 20% of new supply was exten-
sions of already existing projects, such as Atrium Promenada
in Warsaw (a total of 7,650 sgm), Galeria Sanowa in Przemys|
(7000 sgm), Galeria Rynek in Tomaszéw Lubelski (2,000
sgm), CH Morena in Gdansk (8,000 sgm).

« As of the end of 2016, there were more than 635,000 sgm
under construction, of which 16% were extensions of projects
in stock. Developers are going to complete 74% of space under
development in 2017.

Fig. 5. Supply of retail
space by format in Poland
as of the end of 2016.

Fig. 4. Supply of retail space by
location in Poland as of the end
of 2016
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Source: PRCH Retail Research Forum,
H2 2016

* The largest projects under construction: Galeria Mtociny in
Warsaw (70,000 sgm), Wroclavia in Wroctaw (64,000 sgm),
Forum in Gdansk (62,000 sgm), Galeria Pétnocna w Warsaw
(64,000 sqg. m.), Serenada in Krakow (42,000 sgm), Galeria
Libero in Katowice (42,000 sgm).

Fig. 6. Supply of retail space by location in Poland as of the end of 2016
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Fig. 7. Map of new openings and extensions in Poland in 2016.
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Fig. 8. List of major openings of new projects in H2 2016

Name of the project City Format GLA Q 2016 Developer
1 Posnania Poznan SC 100 000 Q4 Apsys
2 Galeria Metropolia Gdansk SC 33700 Q4 PB Gorski
3 Galeria Navigator Mielec SC 25 400 Q4 Rank Progress
4 Galeria Wotomin Wotomin SC 25000 Q4 Rockcastle JV Acteeum
5  Cieszynski Park Handlowy Cieszyn RP 22500 Q4 ADV Por Property Investment S.A.
6  Galeria Glogovia Gtogoéw SC 21000 Q1 Saller Sp. z 0.0.
7 Galeria Tomaszow Tomaszéw Mazowiecki SC 16100 Q4 PORR Polska
8  Quick Park Mystowice Mystowice RP 13100 Q4 Real2b
9  Galeria HIT Nowy Dwor Mazowiecki SC 13000 Q3 Portico Investments
10 Karuzela Wrzesnia Wrzesnia SC 12 000 Q2 Boza Inwestycje

Source: PRCH Retail Research Forum, H2 2016
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1.3. RETAIL SPACE DENSITY AND Fig. 10. Average retail space density in sqm per 1,000 inhabitants in
SUPPLY AGAINST THE PURCHASING each city size category
POWER OF CITY INHABITANTS

IN 2016 1000 4
900
As of the end of 2016, the retail space density throughout Po-
land was 298 sqm /1,000 inhabitants. Compared to the end of 800 1 .
2015 we have recorded an increase by more than 11 million sgm, 700 -
of which less than 3 million sgm fell for H1 2016, and nearly 600 1
8.5 million sgm fell for H2 2016. 500 |
We expect that after the completion of the projects under con- 842 m—
struction, the density in Poland will have reached 314 sgm / 4001 748
1,000 inhabitants. 00 1 A 2
Currently, the retail density in all cities with shopping centres 200 1 &
is 623 sgm / 1,000 inhabitants, whereas for the largest ag- 100 |
glomerations it is 634 sqgm / 1,000 inhabitants. The largest in- o ]

crease of density was recorded in Poznan agglomeration. After ®

. O
. . . ) . S & Y Q Q\(\
the opening of Posnania, the retail density level increased by \@@@é@é\ WQQ%@&" \QQ,GQ\@Q@ Q}@i@ QL;\\OQL)
. . ) ) Y O x> xS &
131 sgm, which means that until the opening of Wroclavia, the Q&@ S\@o&& 5@“00“@ o }79‘ éﬁ\@@
) ) ) G R RN 7S N
result of 888 sqgm /1,000 inhabitants will be the record among 0‘;@9 0‘&09 © ©
all agglomerations. In Tri-City agglomeration, the launch of orojects under construction
Galeria Metropolia resulted in an increase of density by 45 sgm, mm— projects in stock

average for cities with a shopping centre

to 734 sgm /1,000 inhabitants.
Source: PRCH Retail Research Forum, H2 2016

Fig. 9. Retail density of shopping centres in stock and under construction per 1,000 inhabitants in 2016
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Fig. 11. General Purchasing Power in H2 2016 in thous. PLN There are currently PLN 47200 a year per 1 sgm of shopping
Egaéﬂit.sti';ee rceatf;;’isce (in stock and under construction) centre space on average. In some cities, especially in selected
largest agglomerations and towns under 100,000 inhabitants,
60000 4 this value is much higher.
50000 | The value is calculated on the basis of GfK General Purchasing
Power index and is one of the basic indicators when estimating
40000 the retail market potential.
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Source: PRCH Retail Research Forum, H2 2016

Fig. 12. General Purchasing Power per 1sgm of floor space in stock and under construction in H2 2016.
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1.4 INVESTMENT TRANSACTIONS

IN THE SHOPPING CENTRE MARKET
IN POLAND IN 2016. SUMMARY AND
TRENDS

Summary

Of EUR 4.6 billion spent in Poland for purchases of commer-
cial properties in 2016, 43% accounted for investments in the
retail sector. The second place goes to offices, which attracted
nearly 40% of capital. Last place goes to warehouses with their
share of 17%.

The majority of EUR 2 billion spent on retail projects accounted
for the purchase of 75% of shares in Echo Prime Properties by
Redefine Properties fund from RSA for around EUR 668 mil-
lion. The remaining part of the investment volume accounted
for purchases of single retail projects in large agglomerations
and medium-sized cities, e.g. Bonarka City Center in Krakow,
Jantar in Stupsk, or Nova Park in Gorzéw Wielkopolski.

Fig. 13. Volume of investment transactions in Poland by sector
(in EUR million), 2011-2016
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Source: BNP Paribas Real Estate

When analysing the source of capital, the majority of the funds
invested in the retail segment come from the RSA, due to the
above-mentioned portfolio transaction. A major part was also
played by funds from the USA, i.a. Rockcastle, CBRE Global In-
vestors and from Germany, namely Union Investment. Smaller
assets, including “value add” projects offering a potential to
increase their value by means of extension or modernisation,
were of interest to investors from the UK, Israel, as well as Po-
land.

Fig. 14. Source of capital for investment transactions in the retail

sector in 2016
% g = Germany
m UK

= USA
B RSA
B France
= Poland

= QOthers

Source: BNP Paribas Real Estate

For a few quarters, we could have observed a strong upward
pressure on yields for prime assets. The competition between
funds was high, which resulted in an increase in prices. In the
case of prime shopping centres, as of the end of 2016, yields
oscillated around 5.25-5.50%. Remaining projects’ appraisals
were lower, with yields ranging between 6.50 and 7.50%. There
were also offers above 8.00-9.00%.

Fig. 15. Yields for prime retail spaces in Poland 2004-2017
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Trends

Despite uncertainties related to medium and long-term eco-
nomic consequences of the announced reforms dirrectly af-
fecting the retail segment (tax on large-area stores, ban on
Sunday trading) and a precarious situation in terms of invest-
ing in real estate, foreign investors continue to actively look
for interesting assets in Poland. This is mostly caused by good
economic forecasts, the growth of retail sales, as well as at-
tractive capitalisation rates, which remain at a level 1-1.5 p.p.
higher than in Western European countries. This trend is likely
to continue in the medium-term.

We expect the investment transaction volume in the commer-
cial real estate market in Poland in 2017 to total around EUR
4 billion, of which 40-50% will be invested in the retail sector.
Investors will be still concentrated on looking for the top-qual-
ity projects located in large urban centres, although the role of
opportunistic investors, looking for projects in need of better
management and/or repositioning, will increase. Investors from
the USA, the UK, Germany and the RSA will remain the key
players in the market. In 2017, we are going to observe a few
debuts of players from Asia.

1.5 CONSUMER POSITION IN THE MARKET KEY MACROECONOMIC

FACTORS IN H2 2016
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Fig. 16. Minimum wage in Poland compared to other European countries
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Fig. 18. Share of retail in private consumption
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1.6 SALES EFFICIENCY AND FOOT-
FALL IN SHOPPING CENTRES
IN POLAND IN 2016

The PRCH Database program was created in 2008; since that
time, it has been constantly developing and adapting to the
needs of its users. Monthly reports are prepared as part of the
program: PRCH Footfall Trends Index, which shows the aver-
age shopping centre footfall dynamics, and PRCH Turnover In-
dex, which presents turnover from net sales per a sgm of retail
space in eight categories. The footfall dynamics in shopping
and entertainment centres in 2016 compared to the previous
years follows the already known trends, which are dictated by
the calendar of sales and promotions ins shopping centres. Dif-
ferences can be found around the time of movable holidays.
The analysis includes monthly cumulative change through-
out 2076.

Starting from January, the footfall level was decreasing togeth-
er with the end of sales, but already in February it was possi-
ble to record a slight upward tendency (a monthly cumulative
change of 8.5% compared to January 2016), which strongly
increased until the end of March as Easter fell at the end of
that month. Since May, the indicator was growing steadily
(a monthly change of 7.8%), which was caused by the chang-
ing season and season sales, which traditionally generate
higher footfall. This was also the time of the long May week-
end, when some consumers use for leisurely shopping. The
upward trend continued to develop together with the sales pe-
riod (July with a monthly cumulative change of 9.1% compared
to June), and by the end of September, it dropped sharply as
the season changed and the holiday period came to an end. In
October, a traditional upward tendency was recorded, caused
by a change of weather and consumers looking for appropriate
clothing. Additionally, this was the time when seasonal sales
started. The monthly cumulative variation month to month
was 9.4 % compared to September 2016.

December was traditionally a period of growths (a cumula-
tive change of 8.6%), which is not surprising, as this is the pre-
Christmas time and period of many promotions, when winter
sales begin.

To conclude, the average footfall rate saw a continuation of
the upward trend, and the value of cumulative change for 12
months of the year totalled 8.6%.

-16,0% -

Fig. 19. PRCH Footfall Trends - average shopping centre footfall
dynamics in 2016.
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Source: PRCH Retail Research Forum, H2 2016

Fig. 20. PRCH Turnover Index - Poland, all categories cumulative
monthly change 2016-2015
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Fig. 21. The average yearly turnover from 1sgm in PLN, by categories, and their share in reported GLA space (in %).
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Source: PRCH Retail Research Forum, H2 2016

According to the PRCH Turnover Index by categories, we can
see that the category Services recorded the biggest growth
since the beginning of the year. This means that consumers
increasingly often use venues located in shopping centres such
as bank branches, GSM operators or travel agencies. The year-
ly cumulative change rate for this category year-on-year was
221%, and the average turnover from a sgm was PLN 27,240
net. Comparing month-to-month, a considerable growth in
this category was recorded as well (20.2%). This category is
characterised by a stable progress and is relatively resilient to
season changes throughout the year.

Food is the category which recorded growths month-to-
month in the past half of the year; however, it started a series

Average yearly turnover 2016

Share in reported GLA space

net: PLN / sgm GLA (in %)
8412 52,90%

19 740 6,30%

1724 11,30%

27 240 1,30%

14 376 9,40%

7 800 5,60%

13 524 5,60%

1812 7,60%

104 628 100%

of decreases in H2 2016. The cumulative yearly change was
-3.6%. The average yearly turnover from a sgm in this category
amounted to PLN 7,800 net. It is worth emphasising that the
PRCH report does not contain data from hypermarkets.
Another surprising category was Home and interior, including
Electronic Appliances. Similarly to the Food category, in H1 it
recorded a stable growth; however, starting from October, we
could record a continuous decrease of the cumulative change
rate down to -14.7% in December, month-to-month. Compared
YoY, the category recorded a decrease of -4.8%.
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Fig. 22. PRCH Turnover Index - Poland, all categories,
turnover PLN net / sqgm
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Source: PRCH Turnover Index

The Fashion & Accessories category is an example of a com-
pletely reversed trend. The first half of the year saw some cu-
mulative change numbers in red, except of a slight increase by
1% in June and by 3.5% in July, which are the months of sum-
mer sales, whereas in September we recorded a major varia-
tion up to -5,5%. Since October, together with the changing
season, it saw an upward trend with a cumulative change of
6.6%, to end the year with 3.2% in December. Fashion & Acces-
sories is the category that is characterised by high sensitivity
to season changes and gives the most sinusoid-like results. The
average yearly turnover from a sgm in this category amounted
to PLN 8,412 net.

Another category that recorded stable growth year-on-year is
Health & Beauty. It concluded 2016 with a variation of 2.2%.
year-on-year and a yearly cumulative change of 1.9%. When
analysing its effectiveness throughout the year, we can see a
stable level of the change rate.

Restaurants /Food Court - despite major changes throughout
the year, in December this category recorded a considerable
turnover increase by 7.9% year-on-year. Looking at the cumu-
lative change rate, one can observe major growths in summer
months, which is characteristic for that category: June by 5%
(a year-on-year change of 13.7%), July with a cumulative varia-
tion of 6.4% (a year-on-year change of 14.8%) and August with
a year-on-year change of 12.5%. Starting from the second half
of the year, cumulative change month-to-month was growing
constantly to stop in December with a result of 8.3%. The aver-
age yearly turnover from a sgm in this category amounted to
PLN 13,524 net.

Entertainment in shopping centres maintained a stable level of
turnover from a sgm (the average monthly turnover of PLN 151
net). In 2016, this category recorded short-term growths year to
year (August: 15,5% and November: 9,5%), but the first half of
the year was full of consistent turnover drops month-to-month
and year-on-year.

Another category that recorded a stable growth of 5.7% year-
on-year is Speciality Goods. The average yearly turnover from
a sgm amounted to PLN 14,376 net.

When summing up the yearly turnover from a sqgm, we can
see an upward trend. The cumulative change rate for all cat-
egories amounted to 1.8%. Throughout the year, we have ob-
served interesting trends in a few categories, which finished
H1 with very goods results, and recorded considerable drops
in H2.
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Fig. 23. Contents of reports and presentations in PRCH Database
(PRCH Turnover Index & Footfall Trends)
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2.1 THE EFFECTS OF SUNDAY
TRADING BAN ON SHOPPING
CENTRES

Prepared on the basis of a PwC report commissioned by PRCH,

December 2016

The study includes a detailed analysis of the impact of impo-
sing the Sunday trading ban as proposed by the National Sec-
tion of Trade Workers of NSZZ Solidarnos¢ on different types
of retail activities in shopping centres, especially: generic re-
tail, clothing, footwear and accessories stores, electronics and
household appliances stores, and DIY stores, which generate
more than of total turnover at SCs. The detailed analysis also
includes the impact of the introduced changes on other types
of business activity taking place in shopping centres, with a
particular focus on food serving services as well as security
and cleaning services.

The assessment of the impact of proposed solutions for the
entire retail sector in Poland has been made on the basis of the
results of shopping centres and the Central Statistical Office
(GUS) data concerning the structure of retail in Poland, pre-
vious PwC’s analyses of the subject, and other such studies in
other countries.

HE EFFECTS OF THE SUNDAY
RADING BAN
fON SHOPPING GENTRES

The Sunday trading ban will result in closing entire large re-
tail projects on Sundays. Even though some tenants would not
be covered by the statutory ban, financial factors will make run-
ning business on that day unprofitable. In order to justify that,
an analysis of potential costs of opening on Sunday only some
venues within a shopping centre has been conducted. These
costs consist of fees related to operation of facilities which are
normally covered by all tenants, whereas on Sundays they wo-
uld have to be paid only by those who decide to open stores on
that day. This effect and its results have been described in deta-
ils on the following pages. Moreover, it is worth noting that due
to the majority of stores closing on Sundays, potential turnover
of those that decide to open their stores will also decrease. This
is a result of a network and cluster effect reduction (due to a
limited offer on Sunday, some people will abstain from visiting
retail projects, although they would visit them if the complete
tenant-mix was available).

THE SUNDAY TRADING BAN WILL
RESULT IN CLOSING ENTIRE LARGE
RETAIL PROJECTS ON SUNDAYS.
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ONGOING COSTS OF RETAIL FACILITIES
MAINTENANCE, BOTH FIXED AND
VARIABLE, ARE BORNE BY TENANTS

Ongoing costs of retail facilities maintenance, both fixed
and variable, are borne by tenants

« Typical share of different types of costs in total service charge
was presented in the graph (left).

» The above-mentioned costs can be divided into three cate-
gories: variable (incurred only when the building is operating),
fixed (incurred regardless of the time the building operates)
and mixed (incurred partially in a fixed form and partially in a
variable form).

« Fixed costs include administrative costs, fees and taxes.

* Variable costs include fees for cleaning service and utilities in
common areas.

* Mixed costs include repair costs and security fees. On non-
shopping days these costs are incurred but not in full.

Fig. 24. Cost of building maintenance incurred by tenants in the
form of the service charge
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Source: Prepared on the basis of a PwC report commissioned by PRCH, December 2016
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COSTS PER A TENANT ON SUNDAY WILL

INCREASE NEARLY SIXTIMES, THUS REN-
DERING OPENING RETAIL UNPROFITABLE
FOR EVERYONE

Fig. 25. Cost of building maintenance incurred by tenants in the form

of the service charge
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