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General remarks about this Opinion: 

This Opinion is intended for our client.  We accept no liability towards third parties who receive this 
Opinion without our written consent and/or take decisions on the basis thereof. 

The market data and all figures relating to costs and income are researched or estimated to the 
best of our knowledge.  
 
No attempt has been made to value real estate.  Data on the value of sites are general and 
approximate estimates, for the correctness of which we accept responsibility only within the scope 
of our general obligation of care. 
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Abbreviations 
 
ERDF European Regional Development Fund 
JESSICA Joint European Support for Sustainable Investment in City Areas 
MI Mixed-usage area (“Mischgebiet”) 
MK Mixed-usage core area/core area (“Misch-Kerngebiet/Kerngebiet”) 
NPV Net present value 
WA General residential area (“Allgemeines Wohngebiet”) 
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1 Executive summary 

Urban development in Berlin 

 Urban development in Berlin is being determined by demographic change (population 
growth and an ageing of the population), an easing of the trend towards the formation of 
suburbs, slower economic growth both now and in the future and low property prices 
and rents by comparison with other metropolitan cities. 

 The starting point for the development of Berlin is its existing polycentric structure and 
multi-functional city centre.  Development of the city centre takes precedence over the 
development of outer districts.  The Molkenmarkt forms part of the historic heart of 
Berlin. 

 One of the key guidelines is the creation of a mixture of uses, in which the various 
functions are integrated with one another as far as possible. 

 Berlin has clearly defined the objectives of EU investment and laid down five priority 
aims for the operational programme.  These are the promotion of business competitive-
ness, innovation and knowledge-based activities, integrated urban development, the 
environment, and technical assistance.  ERDF funds amounting to around 
€365,314,000 are available for integrated urban development. 
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The Molkenmarkt/Klosterviertel project 
 

Diagram 1: Location of the Molkenmarkt/Klosterviertel in Berlin 
 

Molkenmarkt/
Klosterviertel

 
Source: DTZ, www.google.de   
 

 The Senatsverwaltung (Berlin City Government) regards 41 of the many urban 
development projects as particularly important.  The Molkenmarkt and Klosterviertel 
project falls into this category.  This district was seriously damaged during World War II.  
Ruined buildings on private sites were subsequently demolished and after 1960 the land 
was used to re-route Grunerstraße.  Today around 78% of the land totalling 82,000 m² 
is occupied by roads and parkland. 

 In 1999 Berlin began to draw up plans for reclaiming the historical centre in the 
Klosterviertel.  The master plan, which was completed in 2005, is based on re-
establishing the historical ground-plan and proposes to incorporate commercial 
developments in three of the four peripheral segments, with residential property behind 
them.  According to the project plans, the three segments in front of the Altes Stadthaus, 
south of the Rotes Rathaus and the building site around the Großer Jüdenhof are to 
contain a gross floor area of around 72,000 m².  About 39,000 m² of this will be for 
housing and 33,000 m² for office premises. 

 The central prerequisite for implementing the project is a remodelling of transport 
routes.  The area occupied by public roads will be reduced from around 63,750 m² at 
present to around 43,540 m², producing a gain of around 25% in available land. 
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Diagram 2: Urban planning for the Molkenmarkt and the Klosterviertel 
 

Source:  Senatsverwaltung für Stadtentwicklung (February 2006): Molkenmarkt und Klosterviertel, pp. 28f. 

 The establishment of an urban development fund requires, among other things, the 
presentation of a comprehensive business plan and budget for implementing suitable 
projects.  One of the purposes of this study is to contribute towards the production of 
these documents. 

 From a variety of standpoints, the project thoroughly deserves assistance.  First, it 
involves investment in urban infrastructure, which should make traffic more tolerable 
and reduce the burden of vehicles in Grunerstraße. 
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Diagram 3:  Planned changes to road layout in the Molkenmarkt/Klosterviertel 

derzeitiger Verkehrsverlauf geplanter Verkehrsverlaufderzeitiger Verkehrsverlauf geplanter Verkehrsverlauf
 

 Current road layout Planned road layout  
Source: Senatsverwaltung für Stadtentwicklung (February 2006): Molkenmarkt und Klosterviertel. 

 In addition, the project aims to re-incorporate areas that are currently unused.  And 
finally, historical and cultural sites will be promoted for tourism. 

Market analysis and demand for office, residential and commercial premises 

 The main determining factor of the situation in the property market is rising annual 
turnover generated by strong interest in real estate investment in Berlin, as regards both 
pure residential premises and buildings with a mix of residential and commercial units.  
The high proportion of apartments standing empty – around 8% – is due largely to poor 
building condition and the availability of well-equipped apartments in less sought-after 
residential districts.  Rents have nevertheless risen in recent years, and the rent gap 
between the eastern and western parts of the city has closed;  the main differentiating 
factors are now the quality of the micro-location and of the premises themselves.  
Property prices are not moving in line with rents, however;  they have been falling for 
years, except in the case of first-time purchases in the eastern part of Berlin. 

 In the view of DTZ, conditions are favourable for the development of the housing market 
in the coming years, with a further decrease in the size of households, inward migration 
and movements of population in search of improved living conditions.  In addition, the 
low level of building activity in recent years and the small number of permits granted for 
new apartments create potential for rent increases. 
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 Berlin‘s market in office premises is the third largest in Germany in terms of turnover.  
With peak monthly rents of €23 per m2, Berlin is significantly cheaper than Frankfurt 
(€40) and Munich ($34).  Turnover is taking place increasingly in the city centre and 
surrounding districts.  Sound growth potential is forecast for the next few years. 

 Although further urban development projects have already been commenced or are 
planned, some of them in close proximity, we do not expect them to have an adverse 
impact on the marketability of premises in the Molkenmarkt and Klosterviertel project.  
Indeed, these projects are helping to bring about a positive change of image, especially 
from the point of view of the district as a place to live. 

Economic viability of the project 

 The Molkenmarkt and Klosterviertel project consists in the establishment of new building 
regulations appropriate to future purposes, the realignment of roads and mains and the 
sale of the sites after resurveying in accordance with the new regulations. 

 A total of 17 variants of a cash flow model have been calculated in order to analyse the 
economic viability of the project.  As well as differentiating between projects with and 
without JESSICA resources, the study examines the achievement of different sales 
prices, lower compensation payments, a project delay, the purchase of land from third 
parties and summary best case and worst case scenarios.  In addition, the impact of 
limiting grants for the project to €5 million was also analysed. 

Diagram 4:  The variants examined 

 Without 
JESSICA

With JESSICA, 
ERDF resources 

calculated on 
regular basis 

With JESSICA, 
maximum of 
€5 million in 

ERDF resources
Variant 1:  With/without JESSICA 1 1 A 1 B 
Variant 2:  Sale price - 15%  2 A 2 B 
Variant 3:  Sale price + 15%  3 A 3 B 
Variant 4:  Sale price +/- x%, so that project profit = 0 
(invested resources fully recouped) 

 4 A 4 B 

Variant 5:  Optimistic assumption re compensation 
payments 

 5 A 5 B 

Variant 6:  2-year project overrun  6 A 6 B 
Variant 7:  Purchase of land from third parties  7 A 7 B 
Variant 8:  “Best case“ (sale price +15%, compensation as 
per optimistic assumption, completion on schedule) 

 8 A 8 B 

Variant 9:  “Worst case“ (sale price –15%, compensation 
as per pessimistic assumption, 2-year project overrun) 

 9 A 9 B 

Source: DTZ 
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 The revenue side of the model comprises mainly the proceeds of land sales, which 
essentially extend over a period of three years and should take place from 2013 to 
2015.  It also includes cost reimbursements from mains operators in connection with the 
moving of utility mains. 

 The expenses side is dominated by the civil engineering costs for the realignment of 
roads and mains and the cost of compensation payments to third party landowners.  It 
also takes account of expenditure for project management, fund management, 
marketing and operations and contingencies. 

 No account is taken, however, of the cost of meeting restitution claims, as these arise 
irrespective of the project, or of the incorporation of land owned by Berlin, as this does 
not lead to expenditure.  In contrast to the cash flow situation, the incorporation of such 
land does, however, increase the level of grants by an equivalent amount, as such 
contributions are recognised as national co-financing. 

Diagram 5:  The variants studied 

Costs   Comments 

Restitution proceedings Not relevant to the project Source Berlin 
Compensation of third parties  - 8,308,162 

 - 3,675,890 
Source Berlin (worse case) 
DTZ calculation (best case – see 
separate calculation) 

Realignment of roads and mains 
(net) 

  16,968,123 Source Berlin 

Costs borne by third parties   7,251,226 Source Berlin 
Cost of demolishing and disposing 
of buildings on land of third parties 

  1,100,000 Source Berlin 

   
Project management See calculation Basis:  expenses account 
Fund administration 3.0% Basis:  project disbursements 
Contingencies 1.5% Basis:  project volume 
Operations 3.5% Basis:  sale price 
Source: DTZ  
 

 On the standard assumptions (scenario 1A), the project generates return flows that 
exceed the invested resources by around €2.5 million, thus providing a very broad 
foundation for realising further projects (see the accounts set out below). 
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Diagram 6:  Variant 1A 
Variant 1A 
Year 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 Total NPV 
Project outlook Berlin 
1. Total revenues - - - - 12.664.121 8.094.140 8.094.140 1.409.368 - - 30.261.769 20.283.699 

2. Land sales MK - - - - 5.412.895 5.412.895 5.412.895 - - - 16.238.684  

3. Land sales MI - - - - - 1.271.878 1.271.878 - - - 2.543.756  

4. Land sales WA - - - - - 1.409.368 1.409.368 1.409.368 - - 4.228.104  

5. Cost reimbursement by 
mains operators 

- - - - 7.251.226 - - - - - 7.251.226  

6. Total expenses 235.854 235.854 9.105.516 9.105.516 9.119.683 532.024 532.024 287.423 - - 29.153.893 22.161.114 

7. Project management 225.600 225.600 225.600 225.600 225.600 225.600 225.600 225.600 - - 1.804.800  

8. Compensation Telekom/BA - - - - 8.308.162 - - - - - 8.308.162  

9. Civil engineering costs - - 8.484.062 8.484.062 - - - - - - 16.968.123  

10. Operating costs - - - - 189.451 283.295 283.295 49.328 - - 805.369  

11. Contingencies 3.384 3.384 130.645 130.645 130.848 7.633 7.633 4.124 - - 418.297  

12. Fund management 6.870 6.780 265.209 265.209 265.622 15.496 15.496 8.372 - - 849.143  

13. Cash flow before interest -235.854 -235.854 -9.105.516 -9.105.516 3.544.437 7.562.116 7.562.116 1.121.944 - - 1.107.876 -1.877.415 

14. Interest income - - - - - - - 1.271.580 - - 1.271.580  

15. Cash flow after interest -235.854 -235.854 -9.105.516 -9.105.516 3.544.437 7.562.116 7.562.116 2.393.525 - - 2.379.456 -1.137.344 

 Discount rate 7.0% 
Project effect on ERDF resources and interest 
1. Project cash flow before 
interest (see above) 

-235.854 -235.854 -9.105.516 -9.105.516 3.544.437 7.562.116 7.562.116 1.121.944 
- -   

2. Payment of ERDF resources 10.573.376 - - - - - - - - -   
3. Overfunding/underfunding of 
project*1 

10.337.522 -235.854 -9.105.516 -9.105.516 3.544.437 7.562.116 7.562.116 1.121.944 
- -   

4. Use of ERDF resources for 
50% of disbursements 

-117.927 -117.927 -4.552.758 -4.552.758 -1.232.007 - - - 
- -   

5. Borrowing requirement / 
Surplus for Berlin (50% co-
financing)*2 

-117.927 -117.927 -4.552.758 -4.552.758 3.544.437 7.562.116 7.562.116 1.121.944 

- -   

6. Interest 416.744 423.979 198.676 -163.618 -354.989 -17.100 291.278 476.610 - - 1.271.580  
7. Cumulative credit/surplus 
(incl. Interest) 

10.754.266 10.942.392 2.035.552 -7.233.582 -4.044.133 3.500.883 11.354.277 12.952.831 
- -   

8. Account balance ERDF 
resources (without interest) 

10.455.449 10.337.522 5.784.764 1.232.007 - - - - 
- -   

9. Account balance Berlin 
(without interest) 

-117.927 -235.854 -4.788.611 -9.341.369 -5.796.932 1.765.184 9.327.300 10.449.245 
- -   

 *1 Positive sign indicates credit position. 
 *2 After incorporation of land. 
Project effect on the fund 
1. Input by Berlin 268.437 117.927 4.552.758 4.716.376 354.989 17.100 - - - - 10.027.586 7.932.881 

2. … as new credit 117.927 117.927 4.552.758 4.552.758 - - - - - - 9.341.369 7.402.897 

3. … as land 150.510 - - - - - - - - - 150.510 140.664 

4. … as debtor interest - - - 163.618 354.989 17.100 - - - - 535.707 389.320 

5. Input JESSICA resources 10.573.376 - - - - - - - - - 10.573.376  

6. Total inputs 10.841.812 117.927 4.552.758 4.716.376 354.989 17.100 - - - - 20.600.962  

7. Total return flows 416.744 423.979 198.676 - 3.544.437 7.562.116 7.853.394 1.598.554 - - 21.597.901 12.928.380 

8. … from sales / reimburse-
ments 

- - - - 3.544.437 7.562.116 7.562.116 1.121.944 
- - 

19.790.614 12.928.380 

9. … from interest income 416.744 423.979 198.676 - - - 291.278 476.610 - - 1.807.287  
 
Calculation of ERDF funds / contribution 
Project disbursements 29.153.893
Less compensation payments to landowners not eligible 
for funding 8.308.162

Project volume eligible for funding 20.845.731
50% ERDF resources 10.422.866
Less incorporation of land owned by Berlin 150.510
Total ERDF resources (inflow 2009) 10.573.376

 Source: DTZ 
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 If Berlin itself limits funding, on the other hand, resources would be fully recouped only 
under very optimistic assumptions.  Implementation of the project without the JESSICA 
programme (scenario 1) leads to a far higher requirement for resources from Berlin, 
since under the regulations the project would not be eligible for funding.  There would be 
a loss of more than €2 million.  The variant involving the purchase of land from third 
parties (variant 7A) is significantly worse (by €1.6 million) than the baseline variant 
(project implementation involving JESSICA, scenario 1A). 

 The following diagram gives a brief overview: 

Diagram 7:  Economic viability of the variants studied 
ERDF resources as calculated Overview of variants ERDF 

resources 
T€ 

Project input 
Berlin T€ 

Project 
profit incl. 
interest T€ 

Total return 
flow of 

resources 
T€ 

Return flow 
as % of total 

inputs 

Variant 1 – without JESSICA - 22.361 -2.115 20.246 91% 
Variant 1A – with JESSICA 10.423 10.028 2.379 22.980 112% 

Variant 2A – sales price –15% 10.360 10.115 -1.288 19.337 94% 
Variant 3A – sales price +15% 10.486 9.976 6.062 26.674 129% 
Variant 4A – sales price –10% 10.534 10.080 0 20.614 100% 

Variant 5A – minimum compensation 10.468 9.869 7.965 28.302 139% 
Variant 6A – 2-year overrun 10.423 12.120 108 23.037 100% 

Variant 7A – purchase of third parties’ land 13.019 10.145 754 23.917 103% 

Variant 8A – best case
 

10.531 
 

9.826 
 

11.813 
 

32.171 
 

158% 
Variant 1A – base case 10.423 10.028 2.379 22.980 112% 

Variant 9A – worst case 10.746 12.345 -3.640 19.450 84% 

 
ERDF resources limited to € 5 million Overview of variants ERDF 

resources 
T€ 

Project input 
Berlin T€ 

Project 
profit incl. 
interest T€ 

Total return 
flow of 

resources 
T€ 

Return flow 
as % of total 

inputs 

Scenario 1B – with JESSICA 5.000 15.673 -246 20.427 99% 
Scenario 2B – sales price –15% 5.000 15.555 -4.000 16.555 81% 
Scenario 3B – sales price +15% 5.000 15.557 3.508 24.065 117% 

Scenario 5B – minimum compensation 5.000 15.190 5.653 25.843 128% 
Scenario 6B – 2-year overrun 5.000 21.008 -4.378 21.630 83% 

Scenario 8B – best case
 

5.000 
 

15.032 
 

9.207 
 

29.239 
 

146% 
Scenario 1B – base case 5.000 15.673 -246 20.427 99% 

Scenario 9B – worst case 5.000 20.910 -7.934 17.975 69% 
Source: DTZ  
 

 Profitability can be improved primarily by reducing compensation to third-party 
landowners (scenario 5A), which is included at its maximum level in the baseline 
variant.  It thus represents around 28% of project expenditure.  On a realistic 
assessment, significant savings can be expected. 
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Design / concept of the project 

 A long-term marketing and PR plan should be developed in order to profile the location 
and achieve the highest possible sales price by fostering an appreciation of the quality 
of the location.  Purchases of land from third-party landowners should be made 
dependent on their notions of price, which may be considerably lower than the 
pessimistic base assumption.  In this way control could be greatly improved and risks 
reduced. 

 An investment by Berlin itself could even be considered in order to secure the peripheral 
development as a precondition for the residential construction behind it.  This would 
mean a follow-on project separate from the JESSICA programme.  In this way a project 
development gain would be possible (see the residual value calculation for determining 
the sales price of the sites).  However, no opaque market risks should be taken on in 
this connection. 

 An efficient management must be put together at both project and fund levels.  At 
project level in particular, urgent consideration should be given to engaging an external 
management team that ideally would work closely with the specialist departments on a 
day-to-day basis.  At the fund level, estate agency expertise should be secured by 
engaging external consultants or forming an advisory board. 

Creation of the urban development fund 

 The central objectives of an urban development fund include closer scrutiny of urban 
development projects to identify the potential for return flows of resources and the 
weaving of individual projects into a project portfolio, which will be selected and 
managed according to the portfolio management, since the projects are interdependent 
in temporal and economic terms.  This should generate synergies that permit the 
implementation of a larger number of urban development projects over a longer period 
than would be conceivable if they were considered individually.  In this way, the impact 
of a given investment of resources by the Land can be optimised or the same project 
impact can be achieved at less cost, thereby increasing Berlin’s budgetary flexibility.  
Finally, as the example of the Molkenmarkt and Klosterviertel project shows, projects 
can also be assisted that would not be eligible for funding outside of the JESSICA 
programme.  According to portfolio theory, the urban development fund should comprise 
a large number of projects differing in terms of duration, project size and the level and 
degree of uncertainty of return flows of resources.  In the initial phase, however, 
preference should be given to “locomotive” projects with high assured return flows in 
order to ensure the sustainability of the system. 
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 The Senatsverwaltung für Stadtentwicklung (Senate Department for Urban 
Development) and Investitionsbank Berlin have already begun to consider the design of 
an urban development fund.  Their ideas have not yet been finalised, however, and 
hence are still to be fleshed out. 

 Co-financing by the private sector at fund level is unlikely to be possible, as it is 
inconceivable that co-financiers can play a part in control and decision-making, given 
the diversity of the project portfolio and the need for political decisions. Furthermore, a 
continuously low level of generated revenues may slowly reduce initial fund resources. 
In order to significantly raise the fund`s attractiveness for private investors, the UDF`s 
project selection procedure should not only look at eligibility criteria but could also define 
minimum return rates. 

 At project level, however, there are good prospects for projects which under normal 
circumstances generate an internal rate of return at about the level of a risk-free capital 
investment.  As the following diagram shows, this is not necessarily the case in the 
present project example, at least in the baseline variant (Variant 1A).  Instead, 
conditions must be better than in the baseline situation (e.g. variants 3A, 5A and 8A) in 
order to achieve an attractive rate of return. 

Diagram 8:  Internal rate of return on the variants studied 
Regular 
ERDF 

resources 

Overview of variants Internal rate of return 

Variant 1 – without JESSICA -5,02% 
Variant 1A – with JESSICA 4,13% 

Variant 2A – sales price –15% -2,37% 
Variant 3A – sales price +15% 10,01% 
Variant 4A – sales price –13% 0,00% 

Variant 5A – minimum compensation 13,99% 
Variant 6A – 2-year overrun 0,11% 

Variant 7A – purchase of third parties’ land 1,10% 

Variant 8A – best case
 

19,66% 
Variant 1A – base case 4,13% 

Variant 9A – worst case -4,21% 
 

Limited 
ERDF 

resources 

Overview of variants Internal rate of return 

Variant 1B – expected sales price -0,48% 
Variant 2B – sales price –15% -8,59% 
Variant 3B – sales price +15% 6,39% 

Variant 5B – minimum compensation 10,87% 
Variant 6B – 2-year overrun -0,53% 

Variant 8B – best case
 

16,73% 
Variant 1B – base case -0,48% 

Variant 9B – worst case n/a 
Source: DTZ 
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 The Molkenmarkt and Klosterviertel project could play a central role in an urban 
development fund in view of the expected level and high certainty of return resource 
flows and the growth potential.  Given the likely strong impact of the project by reason of 
its location, historical resonance and up-to-date planning density, it is a suitable vehicle 
for image creation and familiarisation. 

 In order to achieve the objective of participating in value-creating processes in the 
further implementation of the project, one option is to set up a development company to 
operate as a project developer.  As portrayed in the residual value calculation, 
considerable value can be generated in this way, but since it also entails considerable 
risk and requires the investment of financial resources, the formation of a joint venture 
may also be advisable.  
 
Alternatively, value improvement clauses can be inserted into contracts for land sales to 
increase the economic return from the project.  These can take many forms, but an 
extensive control mechanism would be required. 

Implications of the JESSICA programme for Berlin 

 The JESSICA programme offers Berlin various financial and non-financial advantages.  
First, by direct comparison with conventional grant-based financing, it can be shown to 
have considerable interest effects, while at the same time greatly reducing the need for 
own funds.  In addition, projects can be promoted that would not be eligible for 
assistance outside of the programme.  Finally, fund management and project manage-
ment can be organised in such a way that the identification and achievement of 
optimum potential can be expected to be virtually inherent in the system.  Overall, these 
factors lead to significantly higher resource efficiency and lower risk, particularly as the 
programme also opens up the possibility of co-financing by private investors.  Not least, 
by establishing an urban development fund Berlin can perform a pioneering role in 
Germany. 

Strengths and weaknesses of the JESSICA approach 

 The JESSICA approach aims to instil a systematic and more economically-oriented 
manner of viewing urban development projects.  The disbursement arrangements that it 
establishes offers an efficient system of incentives.  The use of the portfolio theory 
approach as well as project management techniques based on private-sector exemplars 
help exploit available efficiency potential.  Finally, the programme increases the scope 
for implementing a larger number of urban development projects over a longer period of 
time. 

JESSICA Berlin Project 
 
20080429 Study JESSICA Berlin - Executive Summary EN.doc Page 16 of 17 



  
 

   
 
 

 There is nevertheless a danger of attributing too much importance to the economic 
aspects when selecting, designing and managing projects.  Care must therefore be 
taken to ensure that at the fund level a balance is always struck with the political 
objectives.  A further weakness can also be seen in the fact that exploitation of the 
economic potential requires resources, know-how and structures that are unlikely to be 
readily available.  The organisational problems and frictional losses that can be 
expected in this connection will take time to resolve and will tie up capacity, as it must 
be assumed that an optimum outcome will not be achieved solely on the basis of the 
existing situation or on that of a completely new structure. 
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