Hypoport converts to hedonic house price calculatio n

New formula for compiling the Hypoport House Price Index HPX

Berlin, 1.8.2008 — The HPX house price index published monthly by Hypoport Group will be compiled
using a hedonic formula in future. This will provide more accurate statements relating to the entire
country and trend statements in respect of regional developments. A team of IT experts, statisticians,
mathematicians and economists at Hypoport AG has been working under the auspices of the German
Federal Office for Building and Regional Planning (BBR) to develop a modern hedonic method of
calculation — as demanded by Bundesbank.

The hedonic house price index will be available from August onwards and will be published in press
releases.

The underlying data for
compiling the HPX house
price index were
calculated using a so-
called hedonic formula
for the first time in July
2008. In August we will
therefore continue our
compilation of the index
by analysing a
comparison of the HPX-
hedonic data for June and
July in a press release.

The difference between the two methods of calculation using existing apartments as an example:
calculated retroactively for comparison purposes

We will continue to publish the conventional HPX index data on our home page at
www.hypoport.de/indizes.html .

The data is based on some 7,000 agreed loan contracts processed via the internet-based
EUROPACE transaction platform. These equate to about 10% of the market.

Background

What is a hedonic price index?

Anyone who associates “hedonic” with hedonistic is not far wrong. The enhanced pleasure added to
real estate stems from external values that influence the real estate extrinsically. Infrastructure - i.e.
traffic -, location, availability of schools and shopping facilities, but also utility value (e.g. for
recreational purposes) and value appreciation, e.g. as a result of inflation.

These produce the formula: Hedonic pricing captures the value appreciation associated with changes
to the environment and deducts it from the measured increase in prices.

Conventional indices only take account of the intrinsic value of a property: The price of the property is
based on its physical characteristics, such as size, condition, or quality of the fittings.



An example from the real world of property:

The capping of commuter tax allowances and the cost pressures facing car drivers are having a
massive impact on the prices of houses that are located farther away, for example in the green belts
surrounding towns and cities. Surging energy prices are having a similar effect. In certain locations,
both real estate prices and demand are declining.

From a technical perspective, this means that consistent implicit prices (relating to the characteristics)
can no longer be used as the basis for calculation. From a political perspective, it would mean that
legislation is downright obliterating the value of major capital assets.

This of course sends a massive signal to our political leaders: Housing is increasingly becoming a
short-lived consumer good, whose price is subject to rapid change. Volatile policies are not exactly
helpful in this respect.

What is new?

The formula can be used to calculate a regional hedonic house price index in future. This calculation
will be performed on a quarterly basis. The regional HPX hedonic will focus on regions. The regional
HPX calculated using the hedonic formula will no longer distinguish between existing and newly built
homes.

The HPX-hedonic methodology

As is also the case with the previous house price index, which Hypoport has been publishing for more
than two years, the HPX-hedonic is based on the transaction data relating to private mortgage
financing that is generated on the EUROPACE platform. The HPX-hedonic is, however, calculated
using a statistical method. This hedonic regression analysis aims to spotlight the pure price effect for
each analysed period.

As with other assets, real estate can only be meaningfully compared if its quality remains consistent.
Since the composition of the properties included in the index changes with each analysed period, a
distinction cannot always be made between changes in the composition and changes in pricing. A
hedonic regression model responds to this challenge and strives to separate quality effects from price
effects in order to communicate an accurate picture of market developments. This is achieved by
means of explanatory variables taken from the EUROPACE platform (quality variables) and from the
German Federal Office for Building and Regional Planning (location variables).

HPX-hedonic - apartment
This index only considers owner-occupied apartment transactions without any additional modernisation costs. No
restrictions apply in respect of living space and age of the building.
The following explanatory variables are incorporated into the regression model
- Living space in square metres

Age of building (five classes)

Number of residential units in the property

Region (West / East / North / South)

BBR location variables (distance rings around urban regions)

HPX-hedonic - newhome
This index only considers transactions involving newly built owner-occupied homes. No restrictions apply in
respect of living space and land area.
The following explanatory variables are incorporated into the regression model
Living space in square metres
Land area
Region (West / East / North / South)
BBR location variables (distance rings around urban regions), travel times



HPX-hedonic - existinghome
This index only considers transactions involving existing owner-occupied homes without any additional
modernisation costs. No restrictions apply in respect of living space, land area and age of the building.
The foIIowmg explanatory variables are incorporated into the regression model

Living space in square metres

Land area

Age of building (five classes)

Region (West / East / North / South)

BBR location variables (distance rings around urban regions), travel times
Each index is compiled on a monthly basis. 3-month sliding averages are used to even out short-term
fluctuations.

HPX-hedonic — Regions

Hedonic indices at regional level will also be available in future. Two indices will be
compiled: Apartments and houses. In collaboration with the German Federal Office for
Building and Regional Planning we have identified 15 economically homogeneous built-up
areas in Germany. Regional indices will be available for apartments (in 7 regions) and
houses (in 15 regions). The method of calculating hedonic regression will be adapted to
take account of the special characteristics of the relevant region.

The comprehensive data relating to house price asse  ssments are a service
provided by Hypoport AG.

Real estate companies that are interested in the HPX  -hedonic, and especially the
regional index, are requested to contact our Salesd  epartment,

Steffi Walter: +49 (30) 42086-1401.
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