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E.Leclerc (France), Conad (ltaly),
Coop (Switzerland), Rewe (Germany)
and Colruyt (Belgium) have decided
to launch together Coopernic,
whose headquarters are in Brussels
(Belgium). Edouard Leclerc, 1%
French hypermarket brand, has been
appointed at its head for two years.

Coopernic will be the second
largest European central buying
group behind EMD (O 103.4
billion) and ahead of Carrefour
(G 79.3 billion). These retailers
want to exchange their know-how,
lower logistic costs, expand their
offering, increase performance in
their respective home marketse
help their customers enjoy the
best buying conditions and
access to merchandise. Together
they operate 17,208 stores in 17
European  countries, gathering
7,498 independent retailers. As
they combine total sales of G 96
billion, which represents 10% of
total European sales, they are more
heavy to get better conditions from
suppliers. They alsowantto organize
their cooperation in the food and
non-food pelds, trace European price
gaps and optimize their purchase
of international brand products.

Partners own equal shares of
Coopernic, which will become a
cooperative based on European
rights, and they pay subscriptions to
cover its costs. Economies, discounts,
rebates or other advantages will
be paid and transferred to every
partner group.
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Grocery sales are growing at a
fast rate in all leading European
countries especially in Hungary
and the Czech Republic. According
to Mintel forecasts, they will grow
by 74% from O 783 billion in 2000
to 1,063 billion in 2010. During the
period, they will triple in Hungary
and double in the Czech Republic,
as consumers prefer shopping at
supermarkets than at small stores
and local markets.

Main cities of these transitional
economies now reach the saturation
point and retailers explore other
opportunities in rural areas. In 2005,
France had the most important food
retail sector worth O 190 billion
according to estimates, followed by
the United Kingdom (O 156 billion)
and Germany (140 billion).

While most Western European
countries are already well equipped
with big-boxes stores, there is still
room in Austria, Ireland, Hungary
and Poland. 0Even though food
retailing around Europe varies
considerably from country to
country - from the hypermarkets
of France and the UK through the
hard discounters of Germany to the
small supermarkets of Austria or the
Netherlands - each country is seeing
a trend towards larger stores€ But
it is likely that over the next four
years, competition will increase
as companies vie for a piece of the
growing multi-billion euro pied
declared Mintel Director of retail
research.

retailer market country of local rank sales stores
share origin (G bil.)
Colruyt 21% Belgium 3" retailer *4.4 615
Conad 12.2% Italy 2nd 8.5 2,944
Coop 15.7% | Switzerland 2nd *9.64 1,433
Rewe 16.1% Germany 2nd *40.8 11,665
E.Leclerc 17.1% France 1st French 30.1 596
hyper. banner
* 2004 sales
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On February 14, Carrefour
announced that 99% of the agree-
ments on mass consumer product
prices were signed with its suppliers,
Cora said 81%, Syst me U all of them
and Centres Leclerc declared that
there were 30 still in negotiation.

The situation is rather satisfactory
while considering difpculties
generated by the text of the law
which, among others, puts the
ceiling of the dback marginsé at 20%
of the net unit price of the product
from January 1%t 2006 and at 15% by
January 1%t 2007 compared with 35%
on average before the law. The law
text is complex as retailers may risk a
reinforcement of the legal insecurity.
Hence their decision to extend their
home-brand products with which
they want to generate up to 50% of
volumes. This decision may generate
growing lines of home-brand food
and non-food merchandise and
consequently a decrease of mass
brands.

According to the credit-insurance
prm Euler Hermes SFAC, the law
impact on food retailing will lead
to a 0.6 point percentage decrease
of operating margins for leading
retailers between 2005 and 2007.
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2004 2005 2006 2007
estim. | previs. | previs.
5.5% 4.6% 4.3% 4.0%

Source : Euler Hermes SFAC
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Last year, foreign investors in
Germany were so enthusiastic that
they have become better investors
than Germans themselves. The
percentage of commercial real estate
deals they generated has more than
doubled to 62% for an amount of $
24.6 billion according to Jones Lang
LaSalle.

These foreign investors enter
Europels largest economic market
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while trying to buy suburban
shopping centers among others. The
trend is dating back to spring 2004
when the government of Berlin sold
4% of its housing stock to an investor
group including Cerberus Capital
Management and Goldman Sachs.
Then the trend accelerated when
the British private-equity prm Terra
Firma Capital Partners bought the
largest residential real estate prm
E.On Ag (140,000 apartments) and
the royal family of Dubai paid $ 101
million the acquisition of a suburban
shopping center covering 53,000
sg.m in Rostock.

In the past ten years, most of
foreign investors looking for asset
bargains in Europe rarely ventured
into Germany. On their side, German
commercial real estate investors had
poured much of their savings into
German open-ended funds. The only
ones to buy real estate in the country
were Germans who made deals at
high costs to foreignersi eyes. It is
the opinion of Jones Lang LaSalle in
Chicago who acquired two dozens
of shopping centers and commercial
warehouses for $ 400 million in the
past two years.

In fact, the countryfs success is
dating back to the fall of the Berlin
Wall in 1989. To stimulate spending
and investments in the former
Eastern Germany, the government
proposed pscal incentives for
building. But when new buildings
began invading the countryfs cities,
unemployment began increasing
and population fell leaving empty
many towers. Then sellers tried to
get rid off these assets. They found
themselves in competition with
public agencies, selling real estate
to limit the accumulated debts in the
stagnant German economy, and with
private and public banks, also selling
real estate to compete on a European
consolidating bank market.

Still today many German
investors are showing a little
enthusiasm to invest more in real
estate due to problems met by
German open-ended funds. After
some among them had announced
the necessity to revalue their assets,
individual investors panicked and
began stepping backwards. In fact, in
2005, Germans pulled $ 4.08 billion
out of German real estate funds after
having invested $ 3.64 billion in 2004

R0

and 16.3 billion in 2003.

In the past, Germans were the
leading purchasers of commercial
real estate assets in the U.S. In 2004,
they have become the best sellers
of American real estate with $ 4.5
billion last year up from 2.9 billion.
Source : The Wall Street Journal
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Lidl is expanding so quickly
that the gap between it and Aldi
is currently narrowing. According
to the market research institute

GfK, Aldi would have registered =
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Franceis largest chain store
of middle-range jewels sold in
shopping centers operated 119
stores in 2005 including 4 in foreign
markets. For the present exercise, it
expects to add 14 new units. Last
year, it reported sales of O 136
million, an increase of 10.8% versus
2004.
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an investment of G 15 million.
Agrokor has been active in
Serbia since 2003 through the
acquisition of a 55.49%-stake in
the capital of the frozen food
prm Frikom for G 11 million.
Competition will strengthen with
local chains and French, German,
Slovenian and Greek retailers
already present in this market&
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0I00000001000000 and will reduce
its coverage of the country to its
lowest level since it entered the
market in 1997/8, leaving 85 units
only in operationé&




(Grocery market...)

declining sales in the past exercise
while its market share was above
40% to 40.8% in 2005 for the prst
time of its history. Meanwhile,
propts of both branches, Aldi Nord
and Aldi S¢d improved by 2%.

Aldi S¢dis Austrian subsidiary
is strengthening its leadership
in preparation of Aldils new
international expansion plans. It
will be in charge of the expansion
in Eastern Europe. Aldi entered
Slovenia in December 2005 and
plans to enter Hungary and Greece
in 2006/7.

Lidl reported the fastest growth
last year with sales up 11.1%, non-
food included, mainly through its
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The Minimal supermarket sign
would disappear this way. One
thousand independent wholesale
customers under the Rewe umbrella
would have the same brand as the
1,500 Rewe-owned brands Otto
Mess, HL and St¢ssgen. Once the
consolidation over, some units will
be closed as in some locations both
signs overlapeé

00000000 O10000000I0100 000007
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0000000 100 0000 including 10
hypermarkets, 7 supermarkets and
5 hard discount stores. Investment
will be partly pnanced through
the sale of its stake in the capital of
Hero supermarkets&

In 2003, Matahari accounted
for 20% of total local retail sales,
excluding traditional markets,
with 57 supermarkets and 80
department stores. Since 1997,
when it bought the Lippo Group,
it started restructuring. In 2000,
it virtually stopped expanding
while opening one or even two
new units a year. Originally, it was
founded by Hari Darmawan as a
department store in 1959&
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00000 15 more would be added in
Algeria over 2016. Second unit will
be opened by yearis end covering
9,000 sq.me

own brands and its development
method.

The Plus, Netto and even Norma
discount chains have increased their
sales mainly by building new stores.
They all expand and consolidate
their store networks except Penny
owned by Rewe.

Source : Lebensmittel Zeitung
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It is due to be completed in the
spring of 2007.
- it is an investment of O 140 million
of which 50% are supported by
Sonae Sierra in partnership with
AIG Global Real Estate Investments
Corp (40%) and Coimpredil (10%),
- 30,000 sg.m GLA,
- 130 shops including Zara, a Pam
supermarket,
- 23 restaurants,
- 2,500 parking spaces,
- services : a Virgin Active ptness
center, a Family Entertainment Cen-
ter, a nursery and childrends garden
center,

- developer : Portugal-based Sonae
Sierra  will manage the new
development. It has already a

presence in the Italian market with
two centers in operation in Venice
(Valecenter) and Padova (Airone)
and 3 under development (Biella,
Caselle and La Spezia). In addition,
it manages 3 centers : Oriocenter in
Lombardy, the 45AN in Turin and
Bicocca Village in Milan.
International private Grosvenor
Group, managing almost G 11.5
billion of real estate assets, has just
bought 17.04% of the capital of Sonae
Sierra growing its stake to 50%.
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Anders Moberg, the CEO of
Dutch retailer Ahold, who wants to
relegate the 2003 pnancial scandal to
a second position, is pondering over
means to strengthen its position
in its markets and expand into the
neighboring countries. He might
be interested in acquiring the Edah
and Konmar supermarkets chains of
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his Dutch competitor Laurus valued
at G 250 million. But Colruyt from
Belgium could also be interested in
taking over all the Edah units.

His prst step consists in
continuing cutting costs in the pelds
of buying, the second in entering
well-depned geographic areas such
as Europe and the U.S. and the
third in acquiring or merging with
small retail prms in the neighboring
markets of these two zones.

In 2006, Moberg expects to open
new stores, relocate others and
invest in its operations in Holland,
Central and Eastern Europe and in
the U.S.

As for the U.S.A, he declares he
can expand towards the south, west
and north of the American continent
and does not exclude Canada. He
might also be interested in Russia
from the Baltic States, where he is
already present through ICA, and in
Ukraine.

000Dl 0oOobobooobor ooo oooo
000" DO0ID0O1 DO0O1 0000 1000 0o
0ool 0oioo obooliooioor ooon
0ogooo 000 Qoo 0ol ibooom
000000I0DnoROooboo

Russia has become the least
attractive  country to foreign
investors according to a recent
ranking by the American magazine.
It is ranked 103 out of 135 countries
just behind China and far behind
Brazil and India. This ranking is
published while the country is
cashing foreign investments at an
unprecedented pace unknown by
other developing economies.

A poor bank system, a lack of
trust in the State institutions and
corruption are main reasons of this
poor position. However, a light point
is the relatively low rate of corporate
tax.

Among former Soviet States,
Estonia was classiped the highest
ahead of New Zealand. Denmark is
the most attractive destination for
those who want to invest in foreign
countries.

According to a recent report on
Trade and Development by the U.N,
Foreign Direct Investments in Russia
have more than doubled in 2005
to $ 26.1 billion (the State statistics

indicate $ 13.1 billion, up 39%). =
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(Russia downgraded...)

Meanwhile, China stagnated at $ 60
billion and Brazil decreased by 15%
to 15.5 billion.

000momoooan
rank country score*

1 | Denmark 91.8

2 | Finland 90.6

3 | Iceland 90.6

4 | United States 89.9

8 | Estonia 89.1

46 | Brazil 64.7

56 | Mexico 59.1

77 | India 51.6
102 | China 41.2
103 | Russia 40.9
131 | Belarus 24.3
135 | Haiti 15.2

*out of a maximum 100 source : Forbes

N A AR
doipopnoigoioomnooo

In 2005, the number of Russian
billionaires grew by one third to
50 persons and owners of retail
prms appeared onto the list for the
1t time. It is quite a change in the
manner fortunes are made in the
Federation starting from scratch.

As the retail trade continues
to boom, new billionaires may be
added and seven new persons are
expected to appear in the 2006 list.
The Forbes ranking for the year
2004 and published in 2005 included
30 billionaires among Russials 100
wealthiest persons.

Leading the list of the 3 retail
billionaires, Andrei Rogachov,
founder of Pyaterochka whose
fortune is estimated at $ 1.2 billion.
Then the vodka king, Rustam
Tariko, owner of the private bank
Russky Standart ($ 1.16 billion)
and Sergei Galitsky, founder of the
Magnit chain ($ 1.05 billion). The
only billionaire woman, Yelena
Baturina, is the wife of the current
Moscow Mayor Yury Luzkov. She
increased her fortune by 400 new
million last year to bring it to $ 1.9
billion.

The number of Russians owning
more than $ 35 million grew by
more than 50% in 2005 to 720
including 27 women.
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The strength of consumption is
so surprising not only in Moscow

B8 coooomooo

but also and more and more in
the regions, which try to catch up
with the capitalls fast economic
development. Russian GDP grew
by 6.4% in 2005 averaging 7% in the
past pve years. Meanwhile, annual
incomes in dollars and per person
have increased by nearly 29%, which
is faster than in China.
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2001 2005
mobile 6% 50%
computer 5 20
washing machine 16 35
stereo 15 31
video recorder 39 50
car 25 31
imported TV 58 71
Apartment/house 71 82

Source : GfK Russia

The fast growth of disposable
incomes and the development of a
middle class have fueled a consumer
boom in all sectors. In 2005, 600,000
new foreign cars were sold, an
increase of 57% on 2004, and a six
fold growth since 2001. Mobile
phone ownership has exploded
from 3 million in 2000 to 80 million
today. A pfth of households have a
computer or 4 times the 2001 pgure.

This growing buying trend is
all the more remarkable as average
incomes, even if they grow rapidly,
reach just $ 300 a month and it is
surprising to see the number of
Russians living in as good conditions
or in better conditions than in West.
In 2004, there were approximately
88,000 millionaires according to
Merrill Lynch and Capgemini,
which say eight millions earn at least
$ 2,000 a month and 3.5 million the
double.

70% of Russian incomes are
disposable compared with 40%
generally for the Western consumer.
It is possible due to low-income
rates (13%), low housing cost and
subsidized utility (water, gas and
electricity). With a 10% saved rate,
the rest can be spent.

Changes in tastes and lifestyles
through rising incomes fuel this
consumer appetite. Before the
Nineties, Russians preferred
drinking tea and consumed rarely
coffee. Today, they drink more
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instant coffee than anyone. The
same for beer whose consumption
grew from 15 liters per person in
1955 to 60 in 2005. Analysts have
calculated that the potential of
development is huge in the sectors
of tourism, pnancial services and
disposable goods (cars, furniture
and electronics). American Express
has launched its prst credit cards in
rubles last December in partnership
with the Russian Standard Bank.

As the Russian economy is tightly
tied to oil prices, it might register
a turnaround in case they fall.
Economists forecast that the country
will be the worldis eighth largest
economy by 2025 with incomes per
capita of $ 45,000.

Source : Business Week
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Europels largest DIY chain is
still suffering from a very weak
UK consumer home improvement
market and like-for-like sales fell
9% in Q4. Price reductions, extended
promotions and stock clearance
impacted gross margins. Outside the
U.K, sales grew by 17% (like-for-like
were up 6.2%) with good progress in
all Kingpsheris major markets : in
France, Castorama and Brico D@p1t
had total sales up nearly 7% (+2.5%
LFL); in rest of Europe, they were up
38% (+19% LFL) and in Asia up 59%
(+8% LFL). In the full year, net debt
should be below A 1.4 billion (O 2.05
billion, $ 2.44).

These pgures illustrate the
pressures that British DIY retailers
are increasingly meeting from
supermarkets according to GfK.
Data of the research bureau indicate
4 product categories in which they
hold more than a 10% share of the
DIY market : car cleaning, bulbs,
kitchen/cookware  and plastic
furniture. Inaddition, they own more
than a 7% share of the garden power
tools, hardwood garden furniture

and compost/seed and feed markets. =2
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he amount of total shopping center transactions in

Continental Europe reached the record of O 7.44
billion in 2004, an increase of 27%, from 5.873 billion
registered in 2003, which was already a terripc growth.
On its side, the United Kingdom had registered G
6.9 billion in 2004 compared with 5.3 billion one year
earlier.

Both markets are growing but Continental Europe
faster. It has the lionds share of this new increase led by
shopping center transactions growing by a factor of 10
from 2003 level.

Outside United Kingdom and among the most
active European markets ranked by total amount of
transactions in 2004, there are Poland, then Netherlands,
Italy, France and the Czech Republic. ING was the largest
purchaser followed by Apollo Rida, Fortis, Rodamco and
Kl@pierre.

0 o

assets. The activity in Western Europe has been highly
depressed due to an asset lack. Investors buy assets more
and more in advance or pnance commercial products in
the early phase.
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The European investment pattern in the past pve
years shows that investors do not necessarily seek to
track performance. Other factors inyuence the location,
date and importance of capital yows invested in shopping
centers. Those factors include the size and the liquidity
of the market construction cycles, the structure of the
shopping center ownership and the type of investors.
In the past pve years, United Kingdom attracted most
of investments (O 269.3 billion) even if compared with
the European context total yield of the British centers
was rather poor. However, shopping

top 5 target countries G million top 5 purchasers G million centers To.rm. a V.ve”.-eStak?“Shed part
in 2004 in 2004 of the British |nst|tut|o_nal investments
(excl. U-K) (excl.U-K) and are a very active sector. The
Poland 1.287 ING (managed funds) 993 relatively low turnover of Continental
Netherlands 1,105 Apollo Rida 750 !European cgnters means that new
Italy 830 Fortis 660 investments in the sector tend to be led
France 776 Rodamco 493 by opportunity rather than by strategy.
Czech Republic 649 Kl®pierre 392

Source : CB Richard Ellis

Among the most important transactions, there were
the acquisition of Metro portfolio in Poland by Apollo
Rida for G 750 million and the commitment by Fortis to
buy pve shopping centers under construction in Holland
from Bouwfonds for G 450 million.
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country O million country G million
Poland 1,287 Finland 407
Netherlands 1,105 Sweden 405
Italy 830 Hungary 348
France 776 Belgium 285
Czech Republic 649 Portugal 210
Germany 518 Denmark 148
Spain 434 Austria 39

Source : CB Richard Ellis
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In Continental Europe, Poland was the most active
market as concern investments in shopping centers by
transactions with G 1,287 million in 2004. Then came
Netherlands (G 1.1 billion), Italy (830 million and France
(776 million). Italy and Spain, the most active markets
in 2003, registered a signipcant decrease in the number
of transactions. This way, they followed the trend in the
French market where most centers are now long-term
products owned by investors specialized in this type of

U3 o

Spain is a good illustration of the

inyuence of the construction cycles
on investment yows. In this market, a growing economy
with a decreasing unemployment rate and rising
consumer spending has pushed the total returns of the
shopping centers above the European average. It led to
a commercial boom and introduced foreign developers
such as Lend Lease, AM, Sonae Sierra and ING. As new
centers emerged those past years they were purchased
while stimulating investors in the sector. The same trend
was noted in Portugal where Sonae Sierra transferred its
centers into the Sierra fund and AM sold three centers to
the ING fund.

I o i A
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year GLA

1994 475,748
1995 580,212
1996 366,757
1997 487,894
1998 539,581
1999 288,181
2000 635,875
2001 635,197
2002 822,769
2003 1,027,892
2004 799,183

Source : ICSC/Spanish Association of Shopping Centers
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Taken as a whole the retail trade, and more precisely,
shopping centers are among the best performing
European real estate sectors in the past three years.
Meanwhile ofpces have registered a capital decrease and
high levels of vacancy. Hence investorsi interest and a
more focused demand for retail and shopping centers.

] A A

thereistoday asignipcant mass of invested capital outside
home markets. Cross-border purchases amounted to G
18.8 billion accounting for 68% of total investments in
Continental European shopping centers between 1999
and 2004. Meanwhile, more than 90% of investments
in centers of Poland, Greece, the Czech Republic, Italy,
Portugal and Finland came from cross-border capital
yows compared with less than 40%

in Netherlands, Denmark, France,

country shopping retail ofpce industry
centers (%) (%) (%) (%) Germany and Ireland.

Denmark 7.9 7.9 6.1 -

France 12.4 12.0 6.6 10.6 As for total investment related to
Germany 3.1 4,9 1.6 - shopping center stock per country,
Ireland 24.1 26.9 6;2 6.7 the Czech Republic with O 811 per
Netherlands 8.8 9.1 4.8 6.5 sg.m GLA had the highest ratio,
Norway 13.0 12;8 6.0 - followed by Finland (G 509) and
Portugal 1.7 11.6 5.3 10.5 United Kingdom (507). Spain (O 55),
Spain 116 10.4 55 6.9 Germany (O 57) and Austria (22)
Sweden 6.7 4.9 -1.8 4.0 had relatively low investment level
Switzerland /.8 8.2 44 - relative to the total stock of existing
United Kingdom 155 155 3.2 10.9

shopping centers.

Source : CBRE/IPD Shopping Center Digest 2004
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Variations in the performance by various European
markets are mainly due to differing capital value
growth. In the under chart, the net income return from
shopping centers is quite uniform. In 2003, there was a
yield of 330 basis points, ranging from 7.8% for Norway
to 4.4% for Germany.

Generally, in Euro land, especially in Denmark and
the United Kingdom, prime shopping centers yields
remained stable at 5.75%-6.5%. As interest rates in
this region were at a low rate (2%), they contributed to
support lower yields and to stimulate also owners and
developers to keep their position in the shopping centers
with the hope that their value will increase further.

While rental growth has varied highly from one
country to the other, it does not reyect in the yield
differences. One might expect that investors accept lower
initial yields in countries where they anticipate a better
rental growth. Thus, at 5.2% the average net income
yield for German shopping centers still remains 200
basis points below Portugal (7.2%). However, Portuguese
centers have generated both higher income returns and
a higher rental growth.

However, it seems clear that in the peld of large assets,
a pan European market is emerging. In all the countries
studied by IPD (Investment Property Databank), centers
of at least 75,000 sg.m had much lower yields at an
average of 5.4% in 2003. Much smaller projects, those of
less than 2,000 sqg.m, show average yields of 7.6%. This
implicates that yields of large centers converge across
countries as these assets are targeted by a growing
number of cross-border investors.

o A A
Shopping centers become increasingly international-
class assets in most countries of the European Union and

E Qoooomoog

As a conclusion, if European shopping centers remain
very different in the performance level, it is important
to note that shopping centers were globally among the
most performing components of the European real estate
market in the past three years according to CB Richard
Ellis.

In the prst two quarters of 2005, retail sales growth
has been slowing down in many European countries.
However, demand of prime spaces in shopping centers
maintained the average vacancy rate at 4.2%, which is
well below the ofpce level (11.2%), and allowed rental
growth.A

Sources : Sascha Muench, CB Richard Ellis/ICSC
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T urkeyis commercial real estate market is gaining in
popularity and local retail trade, still in its infancy,
is stimulating appetite of foreign investors, ready to bet
on the growing demand for shopping centers and on the
presence of international retailers.

Even if the country temporarily closed its real estate
market to foreign buyers last year, except to those who
were already present, international investors still spent
US$ 1.83 billion in 2005 in Turkey according to the
nationds central bank. It is an increase of 37% from 1.34
billion in 2004.

Developers and retailers consider Turkey as a rather
interesting country as the population is relatively young
and conscious of brands and signs. Approximately 26%
of the 70 million inhabitants are less than 15-year old
compared with 14% in Germany and 18% in the United
Kingdom. Discussions with the E.U on its accession
and its relatively untapped market appeal to investors.
But the country features several obstacles according to
them. Bureaucracy is much more restricting there than
in Western Europe and planning regulations are not
powerful enough to protect shopping centers against
neighboring competition.
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United Kingdom 230.2
France 216.9
Spain 213.1
EU-25 average 171.1
Italy 142.8
Germany 140.1
Poland 110.9
Turkey 30.4
Russia 16.4

Source : Cushman & Wakepeld Healey & Baker

Its accession talks with the European Union have
spurred overseas investors as, on one side, the country
has stabilized inyation whose rate decreased from
45% in 2002 to 8% in 2005 and is expected to further
fall to 6.6% in 2006. On the other side, because Turkey
completely reorganized all its services, from the banks
to the criminal justice.

Dutch developer Corio has planned to invest O 500
million ($ 600 million) in Turkish commercial assets
over the next three to pve years according to its local
acquisition manager. It bought a 46.9%-stake in the
capital of Akmerkez shopping mall in Istanbul for an
amount of $ 192 millions in April 2005 and has a few

L100oomboioanooo deals in the pipeline.
September 2005 December 2004

GDP growth (June 2005) +4.30% +9.90% German real estate open-ended funds are also
Consumer spending +6.70% +2.80% ready to act. In April, Commerz Grundbesitz
(consumables/beverage) Investment, one branch of Commerzbank, bought
Interest rates 14.25% 18.00% the Bornova shopping center located in lzmir,
Consumer prices +8.00% +13.84% the country®s third largest city after Istanbul and
Private incomes +4.38% +9.32% Ankara. Commerz bought it for its open-ended real

Source : LP International

Y

Shopping centers are relatively new in Turkey as
they appeared in the country in the Nineties only.
They generally include a food anchor, such as a French
Carrefour or a German Metro hypermarket, and shops
of international retailers. A Spanish clothing chain
like Zara, owned by Inditex Group, signs leases for
shopping center space there. High-street retailers are
only represented by local and family shops.

New shopping centers continue to be opened but
Turkey is still missing high-quality stores compared
with most Western European countries. With 30.4 sq.m
of retail space per 1,000 inhabitants, the country is very
small if it is compared with the European average (171.1
sg.m) according to the real estate prm Cushman &
Wakepeld Healey & Baker.
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estate fund, Hauslnvest, from the Dutch developer
AM Development BV for ( 80 million.

Now, the potential development of the Turkish
retailing is the main driver of investments. According
to Cushman & Wakepeld, prime and very well located
shopping centers in Istanbul offer yields of about 8% to
9%. Investors buying centers before they are completed
expect 10% to 11% vyield rates. These pgures should be
compared with 4.75% in Madrid and 5% in Paris.

However, the highest rates in Turkey reyect it is
a riskier market than any other country in Western
Europe. Planning in emerging markets such as Turkey
may be more accommodating towards new projects.
But as the country is developing, there is a trend to the
tightening of authorizations.
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It expects to become

rank company gross sales | marketshare | gross food sales | marketshare the leading chain in
G mio (%) G mio (%) the country by 2010.
1 Migros Turkey 1,663 4.9 1,357 4.7 To reach this goal, it
2 Carrefour 1,460 4.3 1,167 4.0 plans to invest more
3 BIM (*) 1,044 3.1 887 31 than $ 100 million
4 Metro 979 2.9 604 2.1 a year and double
5 Yimpas 760 2.3 465 1.6 the number of its
6 Tansas (**) 615 1.8 554 1.9 employees  within
7 Gima (***) 289 0.9 257 0.9 the next pve yearsé&
8 Afra 266 0.8 193 0.7
9 Tesco/Kipa 239 0.7 143 0.5
10 Kiler 221 0.7 177 0.6 Metro Ag of
total 7,536 22.3 5,804 20.1 Germany has
other retailers 26,211 77.7 23,067 79.9 | been active in this
total modern retailers 33,747 100.0 28,871 100.0 country since 1990.

Source : Planet Retail/LP International
(***) bought by Carrefour

As a former subsidiary of the Swiss Coop, Migros
is now controlled by the Turkish Ko- group, Turkey(s
leading chain. It bought the Tansas supermarkets in
August 2005 from Dogus, a former partner of the French
Promod s (now Carrefour Group). It operates a total of
567 stores (194 Migros, 312 Sok and 61 Ramstore units)
including 463 in Turkey (3 hypermarkets) and 44 in
foreign markets (32 in Russia, 5 in Kazakhstan, 3 in
Azerbaijan and 4 in Bulgaria).

The French Carrefour, present in Turkey since 1993, is
one of the leading modern retailers with approximately
one thousand hypermarkets, supermarkets and hard
discount stores. It joined the Sabanci Group in 1995 and
bought the Gima supermarkets in July 2005 from Fiba.

Notes : (*) hard discount stores

(**) bought by Migros It now operates 9
Metro cash & carry
and 7 Real hypermarkets across the country and has

many expansion projects.

The British Tesco announced it will double its store
count in Turkey to 12 units by yearis end in which it
will invest A 100 million (O 145 million). The 7t" and 8"
hypermarkets were opened in January including one
covering 7,000 sg.m of space in Antalia. U-K& largest
food retailer is the owner of the local hypermarket chain
Kipa since 2003. This chain was founded in 1992 by one
hundred Turkish entrepreneurs. Tesco has decided to
expand across the country with it and aims to build 35
stores over the next four years. To reach it, the acquisition
of another chain might not be excluded&A
Source : The Wall Street Journal.
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Main topics will include :

- the shopping centers as a destination,

- the value of investing,

- hot retailers : new markets, new concepts,

- designing a strategy for future markets,

- the impact of cultural differences on design and architecture
For registration, contact : European ICSC London Ofpce

Vigilant House - Suite 1.7, 1st yoor - 120 Wilton Road -SW1V 1JZ London, United Kingdom
tel.: +44 20 7808 7018 - fax: +44 20 7808 7019 - www.ICSC.ORG/2006EU
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Retail sales 2005/6 2004/5 % change % LFL change
Am reported
B&Q 3,899.7 4,048.6 (3.7) (7.8)
UK Trade (1) 272.3 228.6 19.1 18.7
Total U.K 4,172.0 4,277.2 (2.5) (6.3)
Castorama France 1,582.9 1571.1 0.1 (0.2)
Brico D®p1t 1,142.0 975.6 16.3 7.3
Total France 2,724.9 2,546.7 6.3 2.7
Castorama Poland 417.0 321.9 15.0 1.7
Castorama Italy 266.9 229.5 15.6 5.8
Other Europe (2) 111.3 62.6 76.9 (2.7)
Rest of Europe 795.2 614.0 21.1 2.7
B&Q China 312.8 211.7 44.7 7.4
Other Asia 5.2 - N/A N/A
Total Asia 318.0 211.7 47.1 7.4
Total 8,010.1 7,649.6 3.9 (2.2
1) includes Screwpx Direct and Trade Depot 2) incl.Brico D8pt Spain and Ireland
Source : Kingpsher
Supermarkets have particularly From 2005 Asda has been

grown their sales last year in several
sectors of products usually shopped
atDIY superstores:salesof paintgrew
by 84% in 2005, power tools by 50%,
garden chemical products by 50%
and gardening magazines by 392%.
While supermarketsdonotsellthe
same categories as DIY superstores,
their success can be attributed to two
major forces, convenience and price
competitiveness. While offering the
items that are the best sellers in the
DIY stores, supermarkets have a
signipcant impact on their sales.
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British 3 food retailer with 315
stores accounts for almost half of
sales and operating propts of Wal-
Martis International division (chart
below). The decision to open small
formats in smaller markets is a major
event as Asda operates superstores
only in suburban areas.

struggling from a price war when
the British consumer cut spending.
Hence its sales, propts and market
share have remained stagnant while
Tesco was growing (>30% market
share). A part of its difpculties
was in the limited expansion of its
superstores due to the British zoning
regulations. In addition, Asda was
unable to launch new formats while
its competitors Tesco and Sainsbury
operate units of several different
sizes.

As for 2006, Asda plans to build
6 small stores under the 0Asda
Essentials6 banner, each covering
800 sq.m, which is four times
the size of a traditional 7-Eleven
convenience store and less than
a quarter of a smaller Wal-Martis
Neighborhood Market food store
in the U.S. They will offer home-
brand products, a few international
labels and a better service including
shopping bags and credit-card
readers&
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years stores net sales change
2005 3,151

U.S stores 2004 3,013 10%
2003 2,875
2005 1,496

International 2004 1,275 15%
2003 1,217
2005 642

f *

(Sv?/:]roesh%t;z-sclubs) 2004 618 >

2003 596

* U.S. and international total

source :

Wal-Mart/The Wall Street Journal
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Wal-Mart, worldis largest retailer
will add 60 persons to its 200-people
marketing team. This decision
was motivated by pgures recently
released. In Q4, Wal-Mart Stores
reported a net propt up 13% to $
3.6 billion from 3.2 one year earlier.
Total sales grew by 8.7% to $ 90.1
billion for the quarter. Same-store-
sales rose 3.1% reyecting a 2.7%
increase for Wal-Mart supercenters
and discount stores and a 5% for
Samis warehouse clubs. Operating
income of the international division
jumped 14% to G 1.12 billion on sales
of $ 18.4 billion below the retailerfs
expectation. This pgures were
partly offset by good performance at
Walmex (Wal-Mart of Mexico) where
sales grew by 15%.

In the full past exercise ended
January 31, net sales were up 9.6%
to $ 315.6 billion and net propt up
9.4% to the record of 11.2 billion.
Operating propt grew by 8.3% to
18.5 billion and operating margin
was 6% compared with 8% for its
rival Target, second largest discount
chain. Its annual sales gain of 9.6%
($ 275 billion) is about equal to the
annual sales of Best Buy consumer
electronics chain and far above
Federated Department Stores ($ 22
billion). In dollar terms, its represents
58% of total sales of Target ($ 46.8
billion).

Last year, Wal-Mart was impacted
by the rising cost of gas and oil,
which in its turn affected its low-
revenue customers. During the past
exercise, it led intentionally a policy
towards upscale merchandise sectors
(clothing, consumer electronics€) in
order to extend its customer base. As
for 2007, it plans to renovate 1,800 of
its 3,800 U.S.-based stores.
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British largest food retailer Tesco
and the pfth largest in the world by
sales, which is nearly twice as much
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as Asda, Wal-Martls subsidiary,
has announced it will enter the U.S
market in 2007.

Tesco plans to model its U.S.
convenience stores on its Express
stores, a chain of 800 mini-super-
markets in U.K featuring limited
items. ltwillinvest$435millionayear
in this project and expects to reach
the breakeven point after two years.

The retailer will start from
scratch, without brand recognition
and no distribution system in
place. But it should be able to
attract customers of the traditional
supermarkets through a wide
selection of home-brand and high-
quality grocery products, fresh
meat, fruits and vegetables, ready-
to-eat meals, gourmet sandwiches,
pastry, sweets, pne wine and
liquors, all merchandise that
Albertsonis, Safeway and Kroger
have been trying to sell those past
years as means to compete with
Wal-Mart. Tesco will also offer
tobacco and have a gas-station.

While choosing the west part of
the American continent, Tesco will
avoid a frontal war with Wal-Mart,
active in this State since 2002 with
30 supercenters only but which
expects to add 40 over the next
pve years. But in California, Wal-
Mart is facing strong resident and
activist opposition. Tesco will meet
competition from 7-Eleven, operator
of approximately 1,200 of its 5,827 US
stores in this State and from Home
Depot just launching a chain of gas-
station convenience stores Home
Depot Fuel.

Tesco ($ 60 billion sales,
30.6% of the British grocery mar-
ket) operates 1,819 stores in U.K and
Ireland, 305 in the rest of Europe
(Hungary, Poland, the Czech
republic, Slovakia€) and in Turkey
plus 343 in Asia (South Korea,
Thailand, Japan, Taiwan, Malaysia,
China).
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Off-price and factory outlet stores
have long been considered as selling
unsold, discontinued and defective
merchandise only. They are now
eyed under a more prestigious
aspect as retailers, looking for new
formulas to expand and increase

I8 coooomooo

theirs propts, are eyeing them.

High-end handbag manufacturer
Coach Inc. and Charming Shoppes
Inc, owner of Lane Bryant, the
clothing chain for plus-size women,
are rushing to open new off-price
stores while considering them as an
oextraordinaryé means to increase
sales, attract bargain-conscious hun-
ters and extend their brand awa-
reness.

The clothing retailer Gap eyes its
off-price stores (Old Navy, Banana
Republic) as a major component of its
expansion strategy and uses them to
make it better known. It even creates
a line of merchandise only for its
off-price stores. Coach plans to open
3 stores at least in the second half
of this year and to expand 5 more.
The toy chain The Childrenis Place
considers them as a huge potential
and expects that the market can
support another 36 more Childrens
Place and 100 new Disney Stores
added to the 84 Childrenis Place and
11 Disney Stores it already operates.
Charming Shoppes expects to open
75 Lane Bryant stores in 2006 and
double this pgure over time.

According to ICSC, 19 outlet
malls are in the pipeline through
2007 compared with only 7
traditional shopping centers.

The typical customer of an off-
price store is older than 30, has a
family and often children. He, or
she, drives more than 40 kilometers
to visit the off-price mall with
the hope to pnd some high-end
merchandise at discounted prices.
If consumers visit an outlet mall
only two or three times a year, they
spend more than when they visit a
traditional mall next to their home.
However, recent studies show that
customers are being more difpcult
to be satisped, which leads to a retail
changing approach.

While off-price and factory outlet
stores sell merchandise at low prices,
it is because they are located in
suburban areas where land and real
estate is cheaper.

There is a risk that customers
avoid stores offering merchandise
at full prices in favor of discounted
stores, a danger which retailers try
to avoid while keeping their off price
stores far from urban centers and
offering products not available in
traditional stores.
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Gerald L.Storch, former vice
president of Target, has been
appointed at the head of the worlds
second largest toy retailer. His
reputation relies on an expertise of
struggling prms, especially in the
strategic planning sector.

This appointment is clever while
Toys R Us continues competing
with discount store chains such as
Wal-Mart, which took its seat at the
end of the Nineties and also with
Target, ready to take its worlds
second seat. Last year, Toys R Us toy
market share had decreased to 17%
compared with 25% at Wal-Mart and
15-16% at Target. In the exercise to
end of January 2005, its total sales
were $ 11.1 billion down from 11.3
billion in 2003.

However, those past years, Toys
R Us had refocused its offering of
exclusive toys and reviewed its store
concept. But in vain as the prm was
bought last year by private equity
pbrms KKR, Bain Capital Partners
LLC and by the real estate developer
Vornado Realty Trust. In January
2006, Toys R Us already announced
it was to close 87 stores over the
next few months and to convert 12
of them into Babies R Us off-price
stores.

Toys R US is to meet a higher
competition from Target, which just
introduces a new boutique 0Time to
Playé in each of its discount store for
children aged 18 months to 5 years. It
features high-quality specialty toys
encouraging the creative expression
and imagination for future young
musicians, artists and scientists!

The price war led by discount
chains pushed to bankruptcy
famous toy chains such as FAO
Schwarz and KdB Toys, both of them
went out of chapter Xl protection
and repositioned with different
merchandising approaches. The
war was heightened by slowing
toy sales last year. On their side,
manufacturers faced a stronger
competition, sluggish sales (-4%
in 2005), higher costs and store
closures.

The baby and pre-school category
made the largest sales in 2005 with
almost 15% share of the market.
Best selling toys were made by the

robotic dinosaur Roboraptor and =
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Amanda interactive doll. Highest
growth was registered by Star Wars,
Dora the Explorer and Batman and
their licensing still play a major role
having 26% of the business total
sales.

In 2006, manufacturers of tra-
ditional toys are expected to continue
competing to retain childrenis
attention, who are increasingly
interested in video games, DVDs and
other electronic gadgets. Educational
toys still play a major role.
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Uniglo will occupy two levels in
a building covering 5,000 sq.m under
the Unique Clothing Warehouse
brand, a sophisticated prototype, far
away from its traditional warehouse
formula, next to Banana Republic.

The Japanese prm has been
testing the American market since
November 2005 with a 1st store in
the same district set to be closed in
January 2006. But it was so successful
that it was decided to keep it in
operation until June. Uniglo also
opened other test formats in New
Jersey shopping malls in 2005.

Uniglo is known by its Yeece
reversible jackets at $ 29.50 and
bright-colored turtlenecks at $10.50.
During the Christmas season, it
featured woman cashmere jackets at
49.50 and jeans at 39.50, etc.

Parent company Fast Retailing
has set as a target to generate $8.5
billion in sales and incomes of $ 1.3
billion by 2010. As for its subsidiary,
it followed a careful global expansion
. in September 2001, it opened a
store in London and in Shanghai,
China, in 2002. In January 2004, Fast
Retailing took a stake in the capital
of Theory, which made it a global
retailer. One of its targets consists in
setting up research and development
centers at strategic locations across
the world, hiring various talents and
launching the world development of
its merchandise. Separate divisions
were established for menis, womenis
and childrenis wear as well as lines
of indoor ready-to-wear, which made
it able to merchandise each line more
effectively.
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The turn of the year is not yet
far away and instead of focusing
on their expansion plans for the
year 2006, big retailers are already
announcing store closures : it is
the case of 30 Zale high-end jewel
locations, 110 of 950 U.S. Ofpce
Max selling ofpce supplies and
equipment. Fashion apparel retailer
Mervynis plans to close one third of
its outlet stores; 75 Toys R Us will be
closed, most of them during spring
and 12 converted into Babies R
Useé

Meanwhile, Home Depot an-
nounced it will cut back its program
of new store opening over the
next pve years to seize strategic
opportunities in services and pro-
fessional markets outside of its DIY
core business.

Is it possible to speak about
overcapacity? Today, in the United
States, there are 209 sg.m of
commercial area per consumer.
Online shopping is blamed for
deterring customers from stores as
their sales are growing by 20% a
year and reached $ 143.2 billion in
2005.

Meanwhile, customers of mid-
range department stores begin
shrinking according to Ernst &
Young as they choose either luxury
department stores such as Saks
and Nordstrom or discount stores
including Wal-Mart and Target.
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Supported by the government,
which stimulates consumption,
retail sales will continue growing at
a faster pace over the next few years.
The assistant minister of Commerce
said that they would reach over
US$ 1.2 trillion by 2010 from $ 828.3
billion in 2005, up 12.9%. Such a

AL

- La Lettre de la Distribution Internationale -

growth is mainly fueled by rising
household incomes and more stable
consumer prices.

As consumption accounted for
just 33.3% of the Chinese GDP last
year compared with 70 to 80% in
the United States, the government
wants to see consumption play a
greater role over the next years.
Consequently, it introduces a pscal
policy into the new plan. Measures
will include increasing spending in
the sectors of education, health care
and social security. A good news
for both urban and rural popula-
tion who will be able to spend more
while their pnancial burden will be
lighter.

From January 1%, the government
has also decided to give up
agriculture taxes and made school
education free in rural areas.

Source : China Daily
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Last year, the ministry of
Commerce approved 1,027 new
foreign retailers and wholesalers
who invested US$ 1.88 billion to
open 1,160 new stores covering 4.68
million sg.m, excluding the smallest
projects authorized by provincial
authorities.

These pgures have to be compared
with 2004 when 314 foreign retailers
and wholesalers opened 3,997 stores
with 9.2 million sq.m and foreigners
were authorized to fully own their
stores. Between 1992 and end of
2004, foreign investments in Chinese
funds were as high as $ 3.1 billion.

Foreign-owned specialized sto-
res accounted for 57.2% of the
commercial prms approved in 2005
followed by hypermarkets (25.5%)
and department stores (13.1%).
Source : China Daily
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Orient Home (27 stores) is owned
by Orient Group, a private-equity
prm based in Beijing, with various
interests in pnance, insurance, real
estate, information technology, port
constructione& His CEO, Wang Yue,
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