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The Group management report was subsumed into 

the management report of PATRIZIA Immobilien AG 

in accordance with Section 315 paragraph 3 of the 

Handelsgesetzbuch (HGB – German Commercial Code) 

in conjunction with Section 298 paragraph 3 of the 

HGB. The subsumed management report contains all 

1.  BUSINESS SEGMENTS AND ENVIRONMENT

1.1  BUSINESS ACTIVITIES AND STRUCTURE 

OF PATRIZIA

PATRIZIA Immobilien AG specializes in buying high-

quality real estate at commercially attractive locations 

in Germany with the aim of increasing their value and 

subsequent reselling of the real estate. We thus cover 

the entire real estate value-added chain. Our business 

model is oriented to increasing value and prompt 

placing of real estate.

MANAGEMENT REPORT OF THE COMPANY AND THE GROUP

presentations of the earnings, net asset, and financial 

situation of the Company and the Group as well as 

other details that are required according to German 

commercial law. All monetary amounts are stated in 

EURO. 

With over 20 years’ experience and over 330 employ-

ees, PATRIZIA Immobilien AG is one of the market-

leading real estate companies in Germany. PATRIZIA 

is active on the German real estate market both as 

investor and service provider with headquarter in 

Augsburg and branches in Berlin, Cologne, Dresden, 

Frankfurt/Main, Hamburg, Hanover and Munich. These 

form the two business segments of Investments and 

Services.
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In the Investments segment, PATRIZIA buys real estate 

resources, raises their value itself by working on the 

real estate – e.g. by implementing construction 

projects or by reducing vacancy – and sells the im-

proved real estate. Comprising the lines of Residential 

Property Resale, Asset Repositioning and Project 

Development, PATRIZIA thus always works on its own 

account or via joint ventures in project development.

In the Services segment, PATRIZIA offers long-term 

oriented investors all services associated with real 

estate. The service range thus covers advice on pur-

chase, asset management and property management 

and the sale of real estate. The service package for 

institutional investors was supplemented by the in-

itiation of fund products with the establishment of 

PATRIZIA Immobilien Kapitalanlagegesellschaft mbH 

in April of 2007. We are therefore able to offer tailored 

solutions for individual investor requirements. 
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Eight subsidiaries are active on the market and are 

responsible for the operating business of PATRIZIA. 

They are wholly-owned subsidiaries of PATRIZIA Immo-

bilien AG. The real estate portfolios are managed via 

special purpose vehicles (real estate companies). 

PATRIZIA Acquisition & Consulting GmbH is respon-

sible for purchasing real estate including the necessary 

research for our own investments, the review of the 

fund products for purchase and also acts as a service 

provider for third parties.

PATRIZIA Advisory & Sales GmbH is the sales com-

pany for individual properties or real estate portfolios 

with the aim of placing the real estate in the best 

possible way on the market. It conducts both the 

transactions for its own real estate as well as the sales 

consultation for third parties. Furthermore, our com-

mercial real estate team is headquartered here, which 

implements all services from purchase consultation 

and processing through asset management to resale 

of a property.

PATRIZIA Asset Management GmbH assumes the 

value-oriented management of the real estate, both 

for its own investments as well as owner representa-

tion for third parties, and manages all areas associated 

with the optimization process.

PATRIZIA Bautechnik GmbH evaluates the technical 

substance of the buildings, develops property-specific 

solutions and manages the construction projects to 

be implemented.

PATRIZIA Immobilienmanagement GmbH specializes 

in professional property management of residential 

and commercial real estate of all sizes of its own or in 

third-party ownership.

PATRIZIA Immobilien Kapitalanlagegesellschaft mbH 

establishes special real estate funds for institutional 

investors and is responsible for the entire fund mana-

gement.

PATRIZIA Projektentwicklung GmbH provides all ser-

vices involved in commercial and residential project 

development, from conception through purchase 

of suitable plots or property to the resale of the de-

veloped property.

PATRIZIA Wohnungsprivatisierung GmbH is the sales 

company for the individual sale of apartments to 

tenants, owner-occupiers and private investors.

1.2 COMPANY GOALS AND STRATEGY

PATRIZIA is one of the pioneers of tenant-oriented 

Residential Property Resale. In the past, our business 

focus was on privatization, i.e. on the purchase of real 

estate and its split into individual residential units 

and subsequent resale to tenants, owner-occupiers 

and private investors. The cash inflows from the IPO 

of the 2006 fiscal year and the capital increase of 

January 2007 have provided PATRIZIA with new growth 

opportunities, such as the participation in larger port-

folio bids. The Company has also developed signi-

ficantly with an almost seven-fold increase in the real 

estate volume and respectively an almost ten-fold 

increase in number of units within just one year.

Residential Property Resale is, and will remain, a very 

important sales opportunity and will stay in our focus; 

other opportunities arise for us however in the place-

ment of real estate portfolios on the market. As a 

result of the Company’s improved equity situation, 

we have extended other high-earning business seg-

ments. Firstly, we are strengthening both of the other 

business segments of Investments, Asset Reposition-

PATRIZIA
Acquisition 
& Consul-
ting GmbH

PATRIZIA
Advisory & 
Sales 
GmbH

PATRIZIA
Asset 
Manage- 
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ing and Project Development. The associated process 

of increasing the value of real estate portfolios already 

forms the basis of all our activities. Secondly, we have 

developed our services segment during the 2007 

fiscal year and will in future be concentrating on 

Investment and Asset Management. The establish-

ment of PATRIZIA Immobilien Kapitalanlagegesell-

schaft mbH and the setting up of two open-ended 

funds means we offer institutional investors further 

investment options in German and European residen-

tial real estate. Furthermore, co-investment with two 

long-term oriented pension funds in German com-

mercial real estate enables us to further expand our 

Investment and Asset Management in the commercial 

sector. This will generate regular, recurrent and stable 

earnings for PATRIZIA. The basis is, and remains, the 

real estate; however, our options for product design 

and placement are becoming more varied. 

INVEST. OPTIMIZE. REALIZE.

Today, we regard ourselves more than ‘real estate 

industry’: Our focus lies on the greatest increase in 

value of acquired real estate and its most favorable 

and prompt resale. The corresponding transaction 

types – which may take the form of private resale, 

global sales as part of asset repositioning or another 

sales strategy – primarily depend on the target return. 

We are able to manage all tasks arising during this 

process due to our comprehensive expertise in the 

value-added chain for real estate investment with our 

own staff. They operate within a network as estab-

lished industry experts and engage their combined 

knowledge for the benefit of our own projects as well 

as those of our clients. Our regional orientation via 

our branches across Germany enables us to have 

direct contact to our customers. 

1.3  BUSINESS DEVELOPMENT AND 

SIGNIFICANT TRANSACTIONS

1.3.1  GENERAL CONDITIONS AND THE 

MARKET

In 2007, German GDP grew in real terms by 2.5 %; after 

adjustments for working-day variations, this figure 

was 2.6 %. The German economy has therefore grown 

significantly for the second successive year, despite a 

lower growth rate than in 2006 (+2.9 %). The positive 

economic trend also led to an upswing on the labor 

market with sinking unemployment figures. 

National income climbed during 2007 by 4.2 %, al-

though private households’ disposable incomes in-

creased by just 1.6 %. In contrast, private consump-

tion expenditure developed negatively, decreasing by 

0.3 % in real terms. It should be noted in this regard 

that significant pull-forward effects came about as a 

result of the value added tax increase as of January 1, 

2007. At the end of 2007, momentum reduced as 

a result of turbulence on the international financial 

markets and economic activity noticeably slowed. The 

higher costs of energy and food, as well as increasing 

inflation rates, have squeezed purchasing power in 

general, reducing consumers’ readiness to make larger 

purchases. Accordingly, private households increased 

savings over the year as a whole to 10.8 %, equivalent 

to a rise of 0.3 percentage points against the pervious 

year.

B

PURCHASING

Research

Due Diligence

Acquisition

PRODUCTION

Renovation / Refurbishment

Optimization Cash Flow

Asset and Property Management

PLACEMENT

Unit by unit sale

Bloc sales

Further exit strategies

Real Estate Industry

INVESTMENTS AND SERVICES



 B 5  B 6

PATRIZIA Immobilien AG | Fiscal Year 2007 | Annual Report52 | Management Report

According to the Federal Statistical Office, invest-

ments in construction rose in 2007 by 2.0 %, although 

this rise is almost exclusively due to investments in 

non-residential buildings. Investments in residential 

construction in real terms increased by only 0.3 % and 

remained clearly below the growth rate of the pre-

vious year (+4.3 %). After residential construction in-

vestments recorded negative rates of change for six 

consecutive years from 2000, more was invested in 

residential construction for the first time in 2006 than 

in the previous year. 

The German real estate market differs from other 

European residential markets both with regard to 

ownership structure and price development. With a 

share of house and apartment ownership of 43 %, 

Germany occupies one of the lowest ranks in a Euro-

pean comparison. Real estate prices are significant-

ly more stable than in other European countries, al-

though there are strong regional differences. Prices, 

particularly for residential real estate, have remained 

almost constant over the past 10 years in contrast to 

other European countries.

1.3.2  KEY TRANSACTIONS IN THE INVEST-

MENTS SEGMENT

An important event during the 2007 fiscal year was 

certainly the transfer of ownership of around 9,000 

residential and 500 commercial units which had 

already been notarized in November and December 

of 2006. The approximate 9,500 high-quality units 

with a residential and floor space of around 695,000 

sqm are all at attractive locations in metropolitan 

areas of western Germany. As soon as they were 

purchased, the individual properties were allocated 

to the Residential Property Resale and Asset Re-

positioning business units according to utilization 

options.

PRIVATIZATION OF RESIDENTIAL PROPERTY

In the 2007 fiscal year, a portfolio of 66 residential 

units in Berlin Charlottenburg-Wilmersdorf was ac-

quired for Residential Property Resale, characterized 

by its low vacancy rate of 1.5 % and its excellent loca-

tion. The property was constructed in 1976 and offers 

total living space of more than 4,500 sqm.
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As at December 31, 2007, around 3,000 of the 13,127 

residential and commercial units held by us were in 

the sales process of individual privatization. At the 

comparable time of the previous year (December 31, 

2006), around 1,200 residential units were in the pri-

vatization process. Of these 1,200 residential units 

the majority of the 487 units sold in 2007 were sold 

individually to tenants, owner-occupiers and private 

investors. The lower resale figures arose predomi-

nantly from delays in sales, meaning that individual 

sales of a large part of the approximate 2,000 apart-

ments made available for the privatization process in 

2007 could only be begun in September. The delay in 

the sales start was not only due to delays in the legal 

separation of the properties into individual residen-

tial units, but primarily to the adaptation of internal 

processes and structures which have become essen-

tial as a result of the growth. 

ASSET REPOSITIONING

Asset repositioning is becoming ever more important 

for the PATRIZIA business model, a fact reflected in 

increased numbers of purchases of asset reposition-

ing portfolios in 2007. In most cases, asset reposition-

ing properties require higher investment in construc-

tion measures or a longer timeline for the optimum 

added-value as privatization properties e.g. with re-

duction of vacancy. The acquisition of properties for 

asset repositioning is reflected clearly in the Group’s 

balance sheet. As at December 31, 2007, the invest-

ment property recognized under non-current assets 

on the asset side of the balance sheet and the invest-

ment property under construction amounted to 

around EUR 731.8 million.

The resale of this real estate, mostly to institutional 

investors, takes place following implementation of all 

measures to increase value en bloc. The asset reposi-

tioning enables us therefore to make use of additional 

sales strategies with comparable margins (EBT). In 

asset repositioning, we see great potential and signi-

ficant competitive advantage, since we can manage 

the entire optimization and realization process with 

our own employees’ expertise.

2,020 residential units and 80 commercial units were 

acquired during the last fiscal year for asset reposition-

ing. The individual portfolios in overview according to 

regional distribution:

Munich – total acquisition of 932 residential units

The portfolio located in the suburb of Ludwigsfeld 

comprises 679 residential units and 17 commercial 

units with a residential and a total commercial floor 

space of approximately 30,000 sqm and a vacancy 

rate of less than 5 %. The buildings in need of resto-

B
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As at December 31, 2007

MUNICH

COLOGNE/DUSSELDORF

HAMBURG

LEIPZIG 7,5 %

FRANKFURT/MAIN 
7,2 %

BERLIN 6,9 %

DRESDEN 4,3 %

REGENSBURG 3,6 %

HANOVER 3,4 %

FRIEDRICHSHAFEN 0,9 %

ration are being modernized with large-scale con-

struction projects with an investment volume of around 

EUR 18 million. The average rent is currently EUR 2.61 

per sqm. In addition to the structural development 

potential, the portfolio also has viable upside rental 

potential. PATRIZIA has given its agreement to the 

vendor of the portfolio, the Federal Agency for Real 

Property, not to split up the residential facility for the 

next 15 years and to individually privatize it as resi-

dential units. Furthermore, the tenants with existing 

tenancy agreements were granted life-long protection 

from eviction. The large-scale renovations by PATRIZIA 

comprise in particular the installation of an insulation 

system on the facades and insulation of the lowest 

and highest floor ceilings and the fitting of modern 

insulating windows, the strengthening of the elec-

tro-risers and installation of a central heating system. 

PATRIZIA aims not only to increase the value of the 

property, but also to significantly improve living com-

fort for residents.

A further 174 residential units have been purchased in 

Sendling Westpark. The buildings, which date back to 

the early 1950s and offer total living space of around 

9,600 sqm, are in a good state of construction and 

maintenance. Following realization of this value-in-

creasing potential of the rent inflows, the almost com-

pletely rented property is resold.

A residential facility in the suburb of Thalkirchen of 79 

residential units and 6 commercial units let in its en-

tirety has been acquired, which is primarily character-

ized by its potential for rent review. The average rent 

of the approximately 7,800 sqm property dating back 

to 1927 and 1947 is currently EUR 6.28, thus below the 

market average. 

Leipzig – total acquisition of 907 units

The properties acquired comprise 782 residential 

units and 53 commercial units dating from 1925 to 

1933, more than 80 % of which are fully modernized, 

some of which are of an equivalent quality to new 

buildings. For PATRIZIA, the crucial factor in deciding 

in favor of purchase was the attractive location of the 

real estate in addition to the good condition of the 

building. The properties acquired as part of an in-

solvency process had a vacancy rate of 22 %. There is 

significant value-added potential by means of inten-

sified re-letting due to stable rental income. We will 

also be carrying out value-enhancing measures in the 

units that have been modernized partially or not at all, 

whilst around 2,000 sqm of extra space can still be 

developed in the upper floors of the buildings. With 

the portfolio in Leipzig another 70 residential units 

and 4 commercial units in the Ruhr region dating back 

to 1957 and in need of renovation were transferred 

into our ownership.

Another 72 residential units with around 5,700 sqm 

residential space in primarily listed buildings were 

purchased also in Leipzig. The properties, which were 

completely renovated at the end of the 1990s are 

therefore in a very good condition, were up to 60 % 

vacant due to restructuring at the vendor’s. In re-

ducing the vacancy, we see far-reaching potential for 

the optimization of income from the portfolio.

Furthermore, 59 residential units with a total floor 

space of around 5,600 sqm were acquired in Münster 

as well as 105 residential units in the immediate 

vicinity of Nuremburg with a total floor space of 

6,800 sqm. In both asset repositioning portfolios, the 

implementation of comprehensive value-enhancing 

measures has begun.

PATRIZIA Premium Portfolio – breakdown accor-
ding to region
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Munich 5,652 387,144

Cologne/Dusseldorf 1,627 140,894

Hamburg 1,418 94,940

Leipzig 981 64,391

Frankfurt/Main 951 60,047

Berlin 903 58,166

Dresden 561 48,190

Regensburg 473 32,387

Hanover 444 30,494

Friedrichshafen 117 7,548

TOTAL 13,127 924,201

Region/city
Number of units 

(Dec. 31, 2007)
Area in sqm 

(Dec. 31, 2007)

The PATRIZIA portfolio in detail

PROJECT DEVELOPMENT

Conversion of the historic water tower in Hamburg 
completed

With PATRIZIA Projektentwicklung GmbH taking the 

lead role, PATRIZIA has built a 4-star hotel with 226 

rooms in the listed water tower in Hamburg, con-

structed in 1910. After two and a half years of con-

struction, the hotel was transferred to the leasehol-

der, Mövenpick Hotels & Resorts, in June 2007. The 

investment volume, including acquisition costs, totaled 

around EUR 30 million. The water tower was sold to a 

German special real estate fund. PATRIZIA generated 

revenues of EUR 34.4 million from this project.

The conversion of the derelict water tower, not used 

since 1961, into a high-category hotel with 21 floors 

was a complex architectural task. The renovation of 

the octagonal listed industrial building won recogni-

tion in Cannes at the largest international real estate 

trade fair, the MIPIM (Marché international des pro-

fessionnels de l’immobilier). The property was nomi-

nated for the 2008 MIPIM award in the hotels and 

leisure facilities category. 

Land purchases in Frankfurt/Main, Munich and 
Augsburg 

PATRIZIA has acquired a development plot covering 

8,000 sqm in a premium central location in Frankfurt/

Main – on Feuerbachstrasse in the Westend district. 

The purchase price was EUR 41 million, with further 

investment of EUR 60-80 million planned for the 

construction of a mixed-use residential and commer-

cial development with gross floor space of around 

27,000 sqm. Approximately 70 % of the usable space 

created as part of the project will be used for residen-

tial units, with office premises accounting for the 

remaining 30 %. The rebuilding of the site, which is 

currently primarily covered with commercial proper-

ties dating back to the 1960s, is scheduled to start in 

early 2008. The planned project development, which 

is expected to be completed in four to five years, is 

characterized by its significant value enhancement 

potential and the anticipated high level of demand 

among commercial and private users.

In September 2007, PATRIZIA Immobilien AG also 

entered into a strategic cooperation with Landesbank 

Baden-Württemberg for selected projects in its 

Project Development business line. Under the terms 

of this arrangement, PATRIZIA sold a 50 % interest in 

the aforementioned site to LBBW Immobilien Develop-

B
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ment Beteiligungen GmbH, a subsidiary of Landes-

bank Baden-Württemberg. The Feuerbachstrasse pro-

ject is thus regarded as a common joint venture. It is 

thus recognized as an investment at equity in account-

ing. The Company plans to expand this cooperation 

on a project-specific basis to include other selected 

locations in future.

PATRIZIA has also acquired an undeveloped site of 

around 900 sqm space for a new construction of 

mixed use, also in a premium inner-city location in 

close proximity to Munich’s Viktualienmarkt. With a 

total investment volume including the purchase price 

between EUR 25-30 million, half of the approximate 

3,700 sqm will be used for apartments in addition to 

shop space and high-quality office space. Construc-

tion at the site in Zwingerstrasse is scheduled to 

begin in the third quarter of 2008, meaning that the 

project should be completed at the earliest in 2010.

A site of around 2,800 sqm was purchased in the city 

center of Augsburg, where PATRIZIA is headquartered. 

The planned new construction with gross floor space 

of 3,300 sqm will be used exclusively for residential 

units. The Am Schwalbeneck development project has 

a total investment volume between EUR 9-10 million, 

including the purchase price. Construction is expected 

to begin in the first half of 2008, with the project 

scheduled for completion at the earliest in 2010. 

1.3.3  KEY TRANSACTIONS IN THE SERVICES 

SEGMENT

Over the course of the 2007 fiscal year, we developed 

our Services business segment. Firstly, the two large 

portfolio transfers made it necessary to recruit 

more personnel for the property management area. 

Secondly, we supplemented our service range with 

the investment management area. We support our 

customers in identifying, valuing and investing in 

direct and indirect real estate.  

First fund of PATRIZIA Immobilien Kapitalanlage-
gesellschaft mbH

By establishing the subsidiary PATRIZIA Immobilien 

Kapitalanlagegesellschaft mbH, PATRIZIA Immobilien 

AG has added special real estate funds to its range of 

services for institutional real estate investors. Estab-

lishment of the company was approved back in April 

2007 by the German Federal Office for Financial 

Services Supervision (BaFin), and the first fund, the 

PATRIZIA German Residential Fund 1, was launched in 

June 2007. Residential real estate worth around EUR 

30 million has already been acquired for the special 

fund, which operates solely as a letting agent. It in-

vests in German real estate and has a total investment 

volume of EUR 400 million. Another EUR 400 million 

is to be invested in PATRIZIA Euro City Residential 

Fund 1, which will comprise European residential real 

estate. In addition to Germany, this fund is aimed at 

Sweden, Finland, France, the Czech Republic and the 

Netherlands. PATRIZIA is still currently identifying suit-

able properties; no specific real estate has yet been 

selected or acquired. There are no conflicts of interest 

between the purchasing for either the German, or the 

Euro City Residential Fund 1, and the proprietary 

purchase by PATRIZIA, since the purchase criteria for 

the real estate are very different from one another. We 

will also ensure that conflicts of interest are avoided 

in the case of initiation of future fund products.

By initiating fund products, PATRIZIA can make tailored 

real estate products available to its customers. The 

PATRIZIA Group assumes the entire service spectrum 

for the fund, from acquisition appraisal, through fund 

management to asset management. Due to the ser-

vice commission generated as a result, stable and 

recurring income is created for the Services segment.

B

Augsburg 2,800 sqm 3,300 sqm EUR 9–10 million 2010

Frankfurt/Main 8,000 sqm 27,000 sqm EUR 100 – 120 million 2011 – 2012

Munich 900 sqm 3,700 sqm EUR 25–30 million 2010

City Size of site
Gross floor 

space planned
Investment 

volume planned
Planned

completion
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Co-investment with two international pension 
funds

Furthermore, we have concluded a co-investment 

with Stichting Pensionsfonds ABP from the Nether-

lands and ATP Real Estate from Denmark. PATRIZIA 

has an equity interest of 6.25 % in the co-investment 

and is responsible for the entire purchase process 

and the return-oriented asset management via the 

common investment vehicle, PATRoffice Real Estate 

GmbH & Co. KG. PATRoffice Real Estate GmbH & Co. 

KG’s total investment volume should comprise EUR 

700 million and be primarily invested in German com-

mercial real estate, allowing no conflict of interest 

with the original investment activities of PATRIZIA 

Immobilien AG. By the end of 2007, EUR 261 million 

had already been invested, including in commercial 

real estate in Essen, Frankfurt/Main, Hanover, Karls-

ruhe, Munich and Saarbrücken. The co-investment 

should be fully invested by early 2009.

As well as participating in this co-investment with its 

share in the equity, PATRIZIA Immobilien AG will also 

take on the purchasing of commercial real estate and 

asset management for the entire portfolio. This joint 

co-investment with prestigious international, long 

term-oriented partners enables PATRIZIA to further 

expand its Asset Management line in the commercial 

sector. 

 

1.3.4 OTHER SIGNIFICANT EVENTS

Changes to the Managing Board of PATRIZIA 
Immobilien AG

The Supervisory Board of PATRIZIA Immobilien AG has 

extended the Managing Board contracts of Chairman 

of the Board Wolfgang Egger and Chief Investment 

Officer Alfred Hoschek by another 5 years. Egger and 

Hoschek have thus been appointed as the Managing 

Board until the end of April 2012.

2. 2.   NET ASSET, FINANCIAL AND 

EARNINGS SITUATION

2.1 EARNINGS SITUATION OF THE GROUP

Development of significant items in the Group’s profit and loss account
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OTHER

PROPERTY RESALE

PROJECT
DEVELOPMENT

RENTAL REVENUES

SEGMENT SERVICES 5 %

During the 2007 fiscal year, PATRIZIA generated con-

solidated revenues of EUR 193.3 million (previous 

year: EUR 237.6 million). The decline of 18.7 % is main-

ly the result of the lower resale figures for apartments. 

We posted a block sale of 1,000 apartments in the 

2006 fiscal year, which could not be realized in 2007. 

Even in privatization, the resale of 487 individual resi-

dential units did not meet our expectations. Overall, 

purchase price revenues of EUR 64.5 million resulted 

from residential property resale; these contrast with a 

decrease in inventories of EUR 49.5 million. For the 

apartments sold in the 2007 fiscal year, there was an 

average resale price of around EUR 132,500, equi-

valent to an average price per square meter of EUR 

1,990. In this regard it must be noted that to a large 

extent apartments were sold at much more favorable 

prices, for example in Friedrichshafen. The higher 

priced apartments, for example in Munich and Cologne, 

were put on the market at the end of September 2007, 

so we are expecting initial revenues as a result in the 

current fiscal year 2008. 

The wide extension of our real estate portfolio, to-

gether with the first realized rental growth following 

ownership transfer, led to significantly higher rental 

income. Significant potential has already been raised 

in the property at Dresden Altmarktkarree in parti-

cular: since acquiring the property, rental increases of 

up to 50 % have been realized for renovated apart-

ments, meaning that up to EUR 7 per sqm were gene-

rated on new lettings. Overall, looking at the entire 

portfolio, PATRIZIA generated funds from letting of 

EUR 62.5 million (previous year: EUR 12.9 million).

In Project Development the purchase price revenues 

of the Hamburg water tower could be booked in 

December. PATRIZIA has been receiving the lease in-

come from the hotel leaseholder since its transfer 

in June. At EUR 9.0 million, the revenues from the 

Services segment are within our expectations. 

The portfolio changes in the fiscal year amounted to 

EUR 666.7 million. These comprise the decrease in 

inventories and increases from real estate purchases 

classified as inventories and capitalized renovation 

services. This includes parts of the large portfolios 

already notarized in 2006, which only transferred to 

our ownership in the first quarter of 2007. The surplus 

purchases in relation to PATRIZIA’s sales are an in-

dication of the further expansion of our real estate 

portfolio.  

EUR’000 EUR’000 %

Purchase price revenues from property resale 64,507 152,158 – 57.6

Purchase price revenues from asset repositioning 0 58,864 – 100

Purchase price revenues from project development 34,414 0 + 100

Rental revenues 62,524 12,873 + 385.7

Services segment revenues 8,998 8,823 + 2.0

Other 22,810 4,893 + 366.2

Consolidated revenues 193,253 237,611 – 18.7

2007 2006 Change

Revenues breakdown
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An increase in material costs of EUR 201.8 million to 

EUR 778.8 million also arises from the increased 

purchases. In addition to the expenses for the pur-

chase of properties, including ancillary procurement 

costs, these include expenses for renovation and pro-

ject planning costs, as well as rental ancillary costs 

and lease expenses. 

As a result of the increased number of staff over the 

course of the fiscal year, personnel expenses rose 

from EUR 14.9 million to EUR 19.9 million, equivalent 

to an increase of 33.8 %. Of this, EUR 17.2 million was 

attributable to salaries and wages and EUR 2.7 million 

was attributable to welfare contributions. The number 

of employees on a fixed contractual basis, plus trai-

nees, grew in the same period by 49.8 % from 223 

employees to 334 by the end of the year. On average 

during 2007, PATRIZIA employed 287 staff.

The remuneration of the Managing Board included in 

the personnel costs comprises performance-related 

and non-performance-related components. The non-

performance-related components comprise fixed 

basic compensation that is paid as a monthly salary, 

pension contributions and other agreed payments. 

Performance-related, variable compensation com-

ponents include one-time and annually payable com-

ponents linked to the performance of the Company. 

The total remuneration of the Managing Board was 

EUR 1.9 million in the 2007 fiscal year. The Supervisory 

Board’s remuneration also comprises fixed and vari-

able components. Detailed information on the re-

muneration structure of the Managing Board and the 

Supervisory Board can be found in the notes to the 

consolidated financial statements and the corporate 

governance report.

Results from fair value adjustments to investment 

property amounted to EUR 69.5 million in the 2007 

fiscal year. This includes EUR 3.2 million attributable 

to the Dresden Altmarktkarree 1 property, whose mar-

ket value has increased due to rental increases imple-

mented and the associated higher revenues. Further-

more, a write-up to fair value of EUR 66.3 million was 

made in the third quarter of 2007, which relates to 

parts of the portfolios transferred to our ownership 

in February and March 2007. This was based on an 

external expert report generated upon the request of 

one of the financing banks by a neutral, internationally 

recognized appraiser and which arrived at a higher 

value for the property. 

 B 12  B 13



PATRIZIA Immobilien AG | Fiscal Year 2007 | Annual Report61 | Management Report

EUR’000 EUR’000 %

Administrative expenses 11,748 8,012 + 46.6

Selling expenses 5,397 6,902 – 21.8

Other expenses 3,398 1,792 + 89.6

Other operating expenses 20,543 16,706 + 23.0

2007 2006 Change

Balance sheet value of the portfolio 2007 in EUR million

Fair value adjustments

Investment property

Investment property under construction

Inventories

Other operating expenses rose by EUR 3.8 million, or 23.0 %, and at EUR 20.5 million were significantly higher 

than in the previous year (2006: EUR 16.7 million). This item was extraordinarily impacted, in particular by tax 

and legal consulting costs of EUR 2.5 million and expenses of EUR 1.2 million which arose in connection with 

the purchase and integration of the large portfolios into our holdings. 
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   The income ratios improved despite lower revenues 

in comparison with the previous year, since in these 

items the changes in the fair value adjustments to in-

vestment property are taking effect. EBITDA rose to 

EUR 111.8 million due to the changes in the fair value 

adjustments to investment property in the amount 

of EUR 69.5 million; EBIT – a key management para-

meter in the Group – climbed to EUR 111.0 million, 

which is equivalent to a doubling in comparison with 

2006. The Investments segment contributed to EBIT 

with EUR 117.2 million, the Services segment with EUR 

1.1 million, equivalent to a percentage share of 1 %. 

The Corporates segment by contrast, in which pre-

dominately the earnings and expenses of PATRIZIA 

Immobilien AG are presented, reduced EBIT by EUR 

7.3 million. Without the value adjustments to invest-

ment property, EBITDA of EUR 42.3 million and EBIT of 

EUR 41.6 million would have arisen. 

The financial result amounted to EUR – 47.9 million 

and is not comparable with the previous year’s value 

(EUR – 4.1 million) due to the massive extension of our 

An overview of the key items in the profit and loss account

EUR’000 EUR’000 %

Revenues 193,253 237,611 – 18.7

Total operating performance 861,863 285,082 + 202.3

EBITDA 111,817 51,718 + 116.2

EBIT 111,045 51,274 + 116.6

EBT 63,170 47,200 + 33.8

Net profit 48,041 32,400 + 48.3

2007 2006 Change 

real estate portfolio. It was primarily the extension of 

our borrowing volume as part of the large-scale real 

estate purchases which came into effect. The financial 

expenses of EUR 68.2 million include interest costs 

for the servicing of bank loans in the amount of EUR 

59.5 million and expenses due to the market valua-

tion of the interest rate hedging instruments in the 

amount of EUR – 8.7 million. The financial income of 

EUR 20.4 million also includes income from the mar-

ket valuation of interest rate hedging instruments of 

EUR 14.8 million.

This results in earnings before taxes (EBT) of EUR 63.2 

million. Compared with last year, this is an increase 

of EUR 16.0 million, or 33.8 %. Our tax rate amounts 

to around 24 %. After tax, PATRIZIA closed the 2007 

fiscal year with consolidated net profit for the year of 

EUR 48.0 million (previous year: EUR 32.4 million). 

We have therefore achieved our forecast of EUR 48 

million and realized an increase over the previous 

year of 48.3 %. The corresponding earnings per share 

rose from EUR 0.71 to EUR 0.92.
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2.2  NET ASSET AND FINANCIAL 

SITUATION OF THE GROUP

Changes in our balance sheet were strongly character-

ized in 2007 by the portfolio purchases of around 

11,700 units. As at December 31, 2007, PATRIZIA re-

corded total assets of EUR 1,643.2 million, thus 

quadrupling its total assets (previous year: EUR 374.7 

million).   

On the assets side of the balance sheet, real estate 

assets, composed of investment property, investment 

property under construction and inventories, grew 

from EUR 228.4 million to EUR 1,525.2 million. As al-

ready described in the Asset Repositioning business 

line, PATRIZIA also holds selected properties for a 

longer time to generate stable rental income and 

to more fully participate in its further development. 

The investment property is recognized at fair value in 

profit or loss in accordance with IAS 40. As already 

explained elsewhere, changes to fair value of EUR 

69.5 million took place on the fair market value of 

the investment property as a result of submission of 

external expert reports during the fiscal year for a part 

of our real estate portfolio. In total, the Investment 

property item amounted to EUR 711.6 million. In addi-

tion to partial portfolios from the inventories notarized 

at the end of 2006, the Dresden Altmarktkarree 1 

asset repositioning project is also recognized under 

this item.

The future utilization of the Dresden Altmarktkarree 

2 project development property and the Munich-

Ludwigsfeld asset repositioning project is oriented 

toward achieving sustainable rental income and in-

creasing value. It is therefore carried at amortized 

cost in accordance with IAS 16 in the Investment 

property under construction item. At the end of 2007, 

this amounted to EUR 20.2 million. Both properties 

were only acquired in 2007, meaning there are no 

grounds for comparison with the previous year. 

As at December 31, 2007, the Company’s participations 

amounted to around EUR 2.0 million. PATRIZIA Immo-

bilien AG’s interest in PATRoffice Real Estate GmbH & 

Co. KG, our joint venture with both pension funds ABP 

and ATP, which was entered into in 2007 is also pri-

marily accounted for under this item. Furthermore, we 

are reporting our 50 % share in the Frankfurt Feuer-

bachstrasse project development site under the In-

vestments in joint ventures balance sheet item. At the 

end of the 2007 fiscal year, this amounted to EUR 5.1 

million.

The real estate intended for sale as part of ordinary 

business operations, are reported in the inventories 

and exceeded the value of the previous year more 

than 3 times over: inventories increased from EUR 

228.4 million to EUR 793.4 million. In addition to the 

properties acquired during the current fiscal year, the 

strong rise of 247.4 % or EUR 565.0 million is also 

associated with the ownership transfer of the port-

folios notarized at the end of 2006 with an approxi-

mate total of around 9,500 units in February and 

March 2007.

Bank balances and cash reduced as at December 31, 

2007 from EUR 83.2 million to EUR 54.0 million. It 

must be taken into account that in the previous year 

the cash inflows from the IPO in March 2006 were, for 

the most part, not yet invested and were therefore still 

available as bank balances. 
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On the liabilities side of the balance sheet, 

PATRIZIA’s shareholders’ equity rose from EUR 191.7 

million to EUR 336.6 million, particularly due to the 

increase in capital in January 2007 and the consoli-

dated profit. The capital ratio is currently at 20.5 %. At 

group level, we are striving at least a capital ratio 

between 25-30 %.

The financing of the real estate purchases takes place 

at the project level. Our equity interest is between 10 % 

and 30 %. The duration of the loan agreements con-

forms to the duration of utilization and the underlying 

business plan. As at December 31, 2007, the non-cur-

rent and current liabilities toward banks totaled EUR 

1,262.0 million (previous year: EUR 125.5 million). This 

is due to the wide extension of our business activities 

and the more comprehensive investment and financ-

ing volume associated with this. The composition and 

residual terms of our bank loans are broken down un-

der point 5.2 in the notes to the consolidated financial 

statements. As at December 31, 2007, there were 18 

loan agreements with various banks, concluded ex-

clusively in euro. The qualification of loans as short-

term also takes place for long-term loans in the case 

of financing of current assets. Around 47.0 % of our 

loans have a term of 2 years or longer, equivalent to 

loans with a volume of EUR 593.1 million as at Decem-

ber 31, 2007. In accordance with the loan agreements 

with the lending banks and our business model, 

we are permitted in the case of some agreements to 

reduce the loan during the project – according to the 

sales status. When selling the real estate or individual 

units, between 85-90 % of the sales proceeds flow 

into repayment. Interest rate change risks are in large 

parts hedged using interest swaps and collars. De-

tailed explanations in this respect can be found in 

points 4.5 and 5.8 of the notes to the consolidated 

financial statements.

Liquidity management ensures that PATRIZIA is sol-

vent at all times. Most of the individual Group com-

panies are directly linked to and monitored by the 

automatic cash pooling system of the Group. On a 

same-day basis, account surpluses are transferred to 

the parent company and account deficits are offset 

by it. To ensure the solvency of the Group, a liquidity 

reserve is maintained in the form of credit lines and 

cash.

From the current business activities, we are posting 

cash outflow of EUR 62.6 million, since more cash has 

flowed into the purchase of real estate portfolios and 

value-enhancing measures implemented, than was 

recognized from the operating business. A cash out-

flow also arises from the difference between outgoing 

payments for investments, in particular for the de-

velopment of and from the purchase of investment 

property (EUR 595.0 million), and incoming payments 

from raising long-term loans. This proves that signi-

ficantly more real estate was acquired than resold. 

The cash inflows from the financing activities com-

prise for the most part the assumption of long-term 

loans (EUR 543.2 million) and the inflows from the 

capital increase implemented in January 2007 (EUR 

104.1 million). Overall, cash amounted to EUR 54.0 

million as at December 31, 2007, equivalent to a re-

duction of EUR 29.2 million or 35.1 % in comparison 

with 2006.

EUR’000 EUR’000

Consolidated profit after taxes 48,041 32,400

Cash outflow from operating activities – 62,603 – 48,460

Cash outflow / inflow from investing activities – 604,212 1,307

Cash inflow from financing activities 637,617 113,887

Change in operating activities of a cash nature – 29,198 66,734

Cash and cash equivalents (Jan. 1) 83,211 16,477

Cash and cash equivalents (Dec. 31) 54,013 83,211

2007 2006 

Summary of the 2007 Cash Flow Statement
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2.3 GENERAL STATEMENT ON THE 

EARNINGS, NET ASSETS AND FINANCIAL 

SITUATION OF THE PATRIZIA GROUP AND 

THE PARENT COMPANY 

General statement on the Group

The 2007 fiscal year was a year of growth for the 

Group in the operating business. The large portfolio 

purchases are to be integrated into the organization 

and structures and processes adapted to this growth. 

The results nevertheless remain qualitatively be-

low our expectations. After just nine months, we ex-

ceeded the consolidated net profit for the year of EUR 

45 million forecast at the beginning of the year and 

have achieved the subsequently adopted forecast of 

EUR 48 million. However, we are not satisfied with the 

quality of the earnings. At 487 residential units, the 

resale figures in residential property resale are signi-

ficantly below our expectations. Planned block sales 

of around 1,000 units could also not be realized du-

ring the past fiscal year. Conversely, under considera-

tion of the market environment as a whole, the real 

estate purchases were pleasing with a total of 2,166 

notarized units.

The Services segment only generated another posi-

tive result from the third quarter of 2007 by means of 

increased investment in the extension of this area, 

connected with start-up costs for PATRIZIA Immobili-

en Kapitalanlagegesellschaft mbH. The strengthening 

of the Investment Management was an important 

step in serving the rising needs of our institutional 

customers. We are now in a position to generate more 

stable, recurring revenues and earnings.

We believe that we are well equipped for future pro-

jects in both segments. In the Investment segment, 

we hold around 13,000 high-quality units on which 

we can work and which we can put on the market in 

agreement with the respective utilization plan. In the 

Services segment, we can fall back on our many years 

of experience as owner and our expertise to offer our 

customers the best possible real estate investment 

type.

General statement on PATRIZIA Immobilien AG

The position of the parent company PATRIZIA Immo-

bilien AG is essentially determined by the activities of 

the operating companies of the Group.

As a purely holding and service company for the 

Group companies, PATRIZIA Immobilien AG generated 

revenues of EUR 6.7 million, composed mostly of 

management cost allocations of the subsidiaries. The 

staff costs amounted to EUR 4.9 million (previous 

year: EUR 4.8 million), an increase of 2 %. Other 

operating expenses decreased by 17.4 % to EUR 10.9 

million, due primarily to lower consulting costs, which 

arose in 2006 in connection with the IPO. The parent 

company’s profit consists of the operating profit of 

the Company itself and income from participations as 

well as profits and losses of the subsidiaries with 

which a profit and loss transfer agreement exists. 

Start-up losses of PATRIZIA Immobilien Kapitalan-

lagegesellschaft mbH, which arose in connection with 

establishment, have negatively impacted the parent 

company’s results in the amount of around EUR 1.0 

million. The earnings from profit transfers, in particu-

lar the wholly owned subsidiary Stella Grundver-

mögen GmbH, totaled EUR 22.2 million (previous 

year: EUR 16.7 million) including profit distribution of 

EUR 12.9 million. PATRIZIA Immobilien AG’s net profit 

for the year was EUR 14.6 million in the 2007 fiscal 

year (previous year: EUR 12.4 million). In addition to 

the profit carried forward of EUR 4.9 million, the net 

profit for the year comprises the Company’s distri-

butable profit. These retained earnings amounted to 

EUR 19.5 million, a rise of 53.5 % in comparison with 

the previous year.

2.4  TRANSACTIONS WITH RELATED 

COMPANIES AND INDIVIDUALS

The Managing Board submitted a dependent com-

pany report to the Supervisory Board, to which it adds 

the following statement:

“As the Managing Board of the company, we hereby 

declare that to the best of our knowledge at the time 

when the legal transactions listed in the report on re-

lationships with affiliated companies were carried out 

and when measures were taken, the Company re-

ceived appropriate consideration and was not dis-

advantaged as a result of any action taken.”

Detailed information on business relationships with 

related companies and persons can be found in the 

notes to the consolidated financial statements under 

point 9.3.
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2.5  DISCLOSURES IN ACCORDANCE WITH 

SECTION 289 PARAGRAPH 4 AND 

SECTION 315 PARAGRAPH 4 HGB 

(GERMAN COMMERCIAL CODE) 

As at December 31, 2007, the share capital of the com-

pany consisted of 52,130,000 no-par-value registered 

shares. Further rights and duties conform to the 

Aktiengesetz (AktG – German Stock Corporation Act). 

All shares are admitted for trading on the official 

market in the Prime Standard of the Frankfurt Stock 

Exchange.

First Capital Partner GmbH notified us in accordance 

with the legal regulations in November 2007 that it 

holds directly and indirectly 50.16 % of the shares 

issued by the company.

The appointment and dismissal of the members of 

the Managing Board conforms to section 84 f. of the 

AktG in connection with section 31 of the MitbestG 

(German Co-Determination Act). Changes to the artic-

les of association take place in accordance with sec-

tion 179 ff. of the AktG in connection with Article 16 of 

the Articles of Association of PATRIZIA Immobilien AG.

As at December 31, 2007, the Managing Board did not 

have the right to buy back shares in the Company. 

With the consent of the Supervisory Board, the Mana-

ging Board is entitled to increase the share capital 

on one or more occasions by up to a total of EUR 

26,065,000 in exchange for cash contributions or 

contributions in kind by issuing new no-par-value 

registered shares (Authorized Capital) until June 12, 

2012. In certain cases, the Managing Board is autho-

rized, with the approval of the Supervisory Board, to 

exclude the legal subscription rights of the share-

holders.

Furthermore, the Managing Board is authorized on 

one or more occasions, with the approval of the Super-

visory Board to grant until June 12, 2012, in accordance 

with strict conditions of the bonds, convertible bonds, 

and/or bonds with warrant, made out to the bearer or 

registered and/or participatory rights with or without 

conversion privileges or option right or conversion 

obligation (referred to together in the following as the 

‘bonds’) in the aggregate principal amount of up to 

EUR 750,000,000 with a term of up to 20 years and to 

grant the bearer or the creditor of bonds, conversion 

privileges or option rights to new, registered no-

par-value registered shares of the Company with a 

pro rata amount of the share capital of up to EUR 

26,065,000.

2.6 EMPLOYEES

Due to the extension of our real estate portfolio, the 

number of employees grew at an above average rate 

in 2007. As at December 31, 2007, PATRIZIA employed 

334 staff, including 18 trainees – 49.8 % more than at 

the end of 2006 (223 staff). Because of the rapid 

growth of our real estate portfolio, we have created 

new jobs in the area of Property Management. Additi-

onal personnel requirements arose with the estab-
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lishment of PATRIZIA Immobilien Kapitalanlagegesell-

schaft mbH and the extension of our business opera-

tions, for example in project development. Wherever 

possible, it is our aim to fill these further positions 

with personnel we already employ. To this end, we are 

investing in the development of, and advanced trai-

ning for, our employees, both internally and externally.

 

PATRIZIA remains on a course of growth. For the pur-

poses of getting qualified new personnel, we increased 

the number of trainees during the 2007 fiscal year. 

At the beginning of the new training year, 18 young 

people learned a profession at PATRIZIA. The training 

PATRIZIA offers covers the following professional 

fields: real estate purchaser, office clerk, trained clerk 

for office communication, and IT specialist. Further-

more, there has been long-standing cooperation with 

the Faculty of Real Estate Management at the Stutt-

gart Berufsakademie (University of Cooperative Edu-

cation), for whose students 5 training placements are 

available at PATRIZIA.

Staff development by functions
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3. RISK REPORT

Risk policy principles

For PATRIZIA, risk management means the targeted 

securing of existing and future success potential as 

well as improving the quality of the planning pro-

cesses within the Company. Our target is to ensure 

sustained growth and further increase the value of 

the Company. With this in mind, PATRIZIA has imple-

mented a unified risk management system through-

out the Company. Our risk management is based on a 

systematic process of early risk detection as well as 

risk ascertainment, analysis, control and monitoring. 

Opportunities are also analyzed at the same time in 

order to identify and utilize their associated potential. 

Our business activities are based on the premise of a 

balanced ratio of opportunity and risk. Without the 

willingness to take risks, we would pass up potential 

opportunities as well. Our method is to enter into 

appropriate risks if there is a strong likelihood of re-

alizing the associated sustained value enhancement 

potential of PATRIZIA. We do not enter into risks with 

which we do not expect sustained value enhance-

ment or which appear unlikely to result in value en-

hancement. If they are unavoidable, we hedge them 

via risk instruments.

The risk management organization

The strategic alignment defined by a set of corporate 

objectives significantly determines the manner in 

which we handle risks within our Group. Thus, risk-

oriented goals are derived from the economic perfor-

mance factors and financial and societal objectives 

set by the Company. Thus, propositions are made with 

regard to the general orientation toward risk and/or 

the specific risk strategy. 

The task of Group-wide risk management and its uni-

form representation for all affiliated entities is assig-

ned to the PATRIZIA Immobilien AG as the holding 

company. A risk management working group which is 

organizationally assigned to the Controlling depart-

ment is responsible for implementation and reports 

directly to the Managing Board. This group is account-

able for the conceptional structure of the identifying 

process as well as the allocation of risk-related 

responsibilities. Risks which are attributable solely 

to individual subsidiaries are also compiled within 

PATRIZIA Immobilien AG’s central risk management 

system. Each employee of PATRIZIA Immobilien AG 

and its subsidiaries is obliged to be mindful of poten-

tial risk in the course of his or her dealings. The direct 

responsibility for early detection of risks and for re-

porting these to the next level of management is assig-

ned to the operating supervisors and managing direc-

tors of the relevant entities. Within PATRIZIA Immo-

bilien AG’s Managing Board, the chief financial officer 

is responsible for the risk management process.

The risk management process

Both the efficiency and effectiveness of the PATRIZIA 

risk management system are assessed twice a year by 

means of an internal risk audit. The results appear in 

a risk report which presents the organizational 

measures and regulations that are to be observed re-

garding risk recognition, quantification, communica-

tion, supervision and control. At the same time, the 

comprehensive documentation of this report ensures 

an orderly assessment which is conducted by the re-

sponsible departments as well as by the Supervisory 

Board. In addition to the Managing Board, all ma-

nagement-level individuals from operating com-

panies as well are informed of the risk inventory’s 

results.

All employees are instructed to report risks to risk ma-

nagement department. Risks are assessed according 

to their probability of occurrence and their magni-

tude. Overall risk is calculated and updated over a 

specific period of time by linking the various para-

meters. By monitoring our risk management system, 

we are able to continually advance and adapt its 

structures and processes.

Individual risks

Individually, or in conjunction with other situations, 

occurrence of the individual risks described below 

can impair the operating activities of PATRIZIA and 

negatively impact the net asset, financial and earn-

ings situation of the Company. The risks listed may 

not be the only risks to which PATRIZIA is exposed. 

Other risks of which the Company is not currently 

aware or risks that we regard as immaterial at present 

could also impair our operating activities
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MARKET-RELATED RISKS

Macroeconomic development risks

Although PATRIZIA only operates within the German 

real estate market, pan-European and/or global eco-

nomic developments could impact the Company’s 

performance in a positive as well as a negative manner. 

We continue to expect positive economic growth in 

Germany. However, another expansion of the liquidity 

squeeze on the financial markets caused by the U.S. 

real estate crisis could threaten this growth. A worse-

ning of economic prospects in Germany could nega-

tively impact consumer and investment behavior. A 

decrease of demand for residential real estate could 

be the result.

We can rule out any direct impact from foreign-

exchange fluctuations through our domestic focus in 

the operating segment as well as in financing. All sub-

sidiaries and property development companies are 

located within the European Monetary Union (Germany 

or Luxembourg) so that no foreign-exchange risks 

currently exist. 

Demographic risk

According to forecasts by Germany‘s Federal Office for 

Building and Regional Planning, the country’s popula-

tion figure will decrease to 80 million from its current 

level of 82 million by the year 2020. In the long term, 

the reduction in population could result in a risk of 

higher vacancy rates and a lower demand for residen-

tial real estate. In contrast, opportunities can be re-

cognized in the current trend toward growing living-

space requirements per capita from the current figure 

of 41 sqm to 45 sqm and a lower number of persons 

per household. This will lead to an increase in the 

number of households from a current figure of 39.4 

million to 40.5 million. Over the long term, a decline in 

construction of new buildings and required demoli-

tions will far outweigh the risks arising from the lapse 

in population figures. Even within individual German 

states (Länder), strong waves of internal migration 

due primarily to searches for employment contribute 

to regionally characterized shifts in the composition 

of households. 

Risks of the German real estate market

A decline in conditions on the German real estate 

market, such as a fall in real estate prices, could also 

negatively impact PATRIZIA’s operating activities. We 

constantly analyze price levels and integrate these 

into our planning. We limit the risk of declining market 
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attractiveness by purchasing only high-quality pro-

perties in economically appealing locations with 

significant population influx and good prospects for 

the future. 

Increasing competition regarding demand for real 

estate could raise prices for portfolio acquisition can-

didates. Lower margins or the loss of market shares 

for PATRIZIA could be the result. We estimate market 

entry barriers for new domestic and international de-

mand to be low. We currently observe increased in-

volvement of equity-strong investors. In this case, 

however, a distinction must be made between the 

various magnitudes of portfolios and the potential 

competitors showing interest. Thanks to our nation-

wide network of branch offices, we not only have mar-

ket access, but also the local know-how to acquire 

both smaller portfolios of 50 units and more as well as 

large portfolios. Increased competition could lower 

prices for services provided in the service segment 

encompassing real estate. In order to strengthen its 

competitive position, for example, PATRIZIA Immobi-

lienmanagement GmbH has submitted its quality ma-

nagement for clients to certification according to ISO 

9001:2000 with a view to sustained assurance and 

continued optimization of the quality of its products 

and services. Competitive risks could have a negative 

impact on the earnings position of both the Invest-

ments and Services segments.

B

BUSINESS RISKS 

Due to the risks already illustrated which could arise 

from shifts in the market or in prices, from competi-

tion and/or political-influence factors, we are ex-

posed to internal and external risks in every segment 

of the value-added chain. We limit business risks by 

means of insurance to the extent that this is econo-

mically reasonable.

Investment risk

Shifting general conditions could hamper PATRIZIA’s 

acquisition of suitable real estate at reasonable prices 

and lead to lower margins subsequent to relatively 

higher purchase prices. Assumptions made upon the 

purchase of real estate could prove inaccurate due 

to various overall economic, political or market-re-

lated developments and could delay or derail the 

resale of the real estate or individual residential units. 

Delays in construction, failure to meet deadlines or 

cost overruns could burden the Company’s earnings 

position. Furthermore, risks exist due to conditions 

upon which PATRIZIA has no influence, such as weather 

damages. 
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Financial risks

The extensive use of external financing in connection 

with our business activities means that we are ex-

posed to interest rate fluctuations and refinancing 

risks. Besides the external components of market in-

terest rate volatility, PATRIZIA’s own credit standing 

also influences financing options. Increased expenses 

for existing variable-rate loans as well as for future 

financing would have to be reckoned with if a rise in 

the interest rate level in Germany were to occur. This 

would negatively impact the financing costs of the 

Company. We employ interest rate hedges in order to 

reduce risk. We have entered into interest rate hedges 

for over 80 % of our bank loans, more than 90 % 

of which have a term in excess of five years. Deriva-

tive financial instruments are employed only in the 

hedging of risks from operating business activities. 

Dealings for the purpose of trade or speculation are 

not conducted. Our stable financing structure has 

benefited from long-term, trustworthy cooperation 

with exclusively German banks.

Furthermore, with regard to the maturity of existing 

loans, PATRIZIA relies on an extension or refinancing 

of these loans. In the same way, the acquisition of 

further real estate portfolios requires additional 

borrowing. Due to the U.S. real estate crisis and its 

impact on the entire capital market, financing options 

can be hampered in light of the increasing size of the 

volume to be financed. In both of the previously cited 

cases, there is a risk that external capital may not be 

available to PATRIZIA at all times to the necessary ex-

tent and at financially attractive conditions or that the 

equity required for financing increases significantly. 

This could adversely affect PATRIZIA‘s competitiveness 

as well as its earnings, financial, liquidity and net 

asset position. At the present time, the Company can-

not foretell how future financing will transpire, due to 

the ongoing sub-prime crisis.

Likewise, higher interest rates can hamper individual 

private resales since the interest burden would rise 

for interested purchasers. We have countered this risk 

by expanding our business activities so that privati-

zation as a marketing channel is only one of our real 

estate’s placement forms.

For the purpose of further diversifying risks, we have 

expanded our business activities in order to generate 

stable, recurrent earnings in the service sector.

As of December 31, 2007, bank balances and cash 

posted amounting to EUR 54.0 million were available 

to PATRIZIA in order to cover its refinancing and liqui-

dity requirements. In order to minimize refinancing 

and liquidity risks, PATRIZIA optimizes and supervises 

the Company’s liquidity centrally in the form of a cash 

pool by means of its holding. A credit check in the sense 

of a rating does not exist with regard to PATRIZIA.

Dependence upon a few large-scale projects

Global sales of comprehensive real estate portfolios 

comprise a marketing strategy which is embedded in 

PATRIZIA’s business model. If a global sale does not 

succeed or is delayed, this can have an impact on the 

Company’s financial and earnings situation. Our ven-

tures in the Project Development business area are 

also among large-scale projects, each of which is sub-

ject to its own stringent time schedule. Delays in draw-

ing up and accepting construction projects can also 

adversely impact the financial and earnings situation. 

Marketing risks

Due to the timely placement of properties on the mar-

ket, PATRIZIA is subject to marketing risks. For the 

most part, PATRIZIA’s stringent acquisition criteria re-

duce the risk of poor marketability of properties to be 

marketed. Rising marketing costs are regarded in the 

planning stage. 

Partner risks

Partner risks are those arising from business relation-

ships with customers and suppliers. In order to di-

versify risks, we maintain a comprehensive stock of 

clients and suppliers. Monitoring on a regular basis as 

well as purchasing-policy measures are intended to 

minimize risk in this area. In this respect, we highly 

value the creditworthiness and reliability of our busi-

ness partners. Even so, non-adherence to supplier 

deadlines and/or insufficient quality of supplier ser-

vices, for example, pose risks that could negatively 

impact PATRIZIA’s business development. Loss of rent 

and subsequent bad-debt losses can negatively im-

pact PATRIZIA’s revenues and earnings as well. As a 

consequence, the position of a receivables depart-

ment has been established. 
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IT risks

Any fault or impairment of the reliability or security of 

the IT system could lead to an interruption of opera-

ting activities and thus to increased costs. To protect 

our IT-based business processes, the information 

technology deployed is constantly subject to exami-

nation, enhancement and adaptation.

Personnel risks

The knowledge and competence of our employees 

are a decisive factor in the development of our Com-

pany. A risk of knowledge loss exists resulting from 

staff fluctuations as well as due to vacancies of qua-

lified experts which have not been sufficiently re-

cruited for the Company. In both cases, we would thus 

sacrifice competitive advantages on the market. On 

the one hand, we minimize these risks by means of 

qualified promotion of junior staff development. Thus, 

we have increased the number of trainees in the 

course of the financial year. On the other hand, we 

implement focused employee-retention measures, 

primarily with respect to key positions.

Regulatory and legal risks

In the context of our operating activities, PATRIZIA 

could become involved in legal disputes. At present, 

there are no major legal disputes and/or claims for 

compensation so that we do not expect any signi-

ficant negative effects on PATRIZIA’s economic or 

financial position. 

Amendments to laws and regulatory requirements 

such as tenancy law or construction permit proce-

dures could negatively impact our business develop-

ment in the future. The effects and the related oppor-

tunities and risks of the interest limitations introduced 

as part of the corporate taxation reform are presented 

in the Report on Expected Developments.

CONSIDERATION OF OVERALL RISK

Risk management at PATRIZIA is a continuous process 

which adapts relevant factors with respect to iden-

tified changes in risk to prevailing circumstances. In 

2007, PATRIZIA expanded the circle of staff engaged 

in the semi-annual risk audit. Representatives from 

specific business areas are invited to every meeting in 

order to incorporate new recommendations and re-

cognition of specific needs into the risk management 

system as well as to strengthen the risk awareness of 

each individual employee. Likewise, evaluation cate-

gories for the potential magnitude of damage were 

increased in 2007. It was necessary to redefine the 

assessment of risks due to the Company’s growth, 

particularly with respect to the emergence of new 

requirements resulting from PATRIZIA’s IPO. 

As already explained above, PATRIZIA has taken all 

necessary measures and established processes for 

detecting known risks as well as countering and mini-

mizing negative developments. Under consideration 

of all relevant individual risks and a possible cumula-

tive effect, it can be said that assumptions always 

applicable in the past indicate that PATRIZIA’s overall 

risk is limited and manageable and currently does not 

threaten the existence of the Company. Furthermore, 

after taking the applicable assumptions into account, 

the Managing Board is not currently aware of any risks 

that may jeopardize the existence of the Company in 

the future. At the same time, the Managing Board of 

PATRIZIA is organizationally well structured in order to 

recognize and advantageously seize opportunities.

B
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4. SUPPLEMENTARY REPORT

PERSONNEL CHANGES TO THE MANAGING 

BOARD OF PATRIZIA IMMOBILIEN AG

The Supervisory Board of PATRIZIA Immobilien AG 

has appointed Arwed Fischer to the position of CFO 

of PATRIZIA with effect from March 1, 2008. Arwed 

Fischer therefore succeeds Dr. Georg Erdmann, who 

left the Company for family reasons on December 31, 

2007 upon mutual agreement. Alfred Hoschek was 

temporarily responsible for financial affairs during the 

interim. Arwed Fischer was most recently a member 

of the management board of KarstadtQuelle AG. At 

PATRIZIA, he is now responsible for the areas of Con-

trolling, IT, Accounting and Tax, Risk Management and 

Investor Relations. 

5. REPORT ON EXPECTED DEVELOPMENTS

5.1 FUTURE ORIENTATION

As already explained in the strategy part of this ma-

nagement report, PATRIZIA has further extended its 

business model: using the cash inflows from the IPO 

and the capital increase, PATRIZIA has again strength-

ened other high-return areas such as asset reposition-

ing and project development. The focus of business 

operations is therefore no longer exclusively on resi-

dential property resale, although it remains an essen-

tial business area. The real estate acquired in 2007 

indicates sufficient portfolios suitable for individual 

sale to tenants, owner-occupiers and private inves-

tors to be able to continue privatizing these in the 

coming years. Our strengthened commitment in asset 

repositioning has its roots in the increasing impor-

tance of portfolio optimization, which is derived from 

rising building costs associated with declining buil-

ding permits. We currently see positive future oppor-

tunities for PATRIZIA particularly in the area of asset 

repositioning of real estate. Not only wide-ranging ex-

pertise on the real estate and its location is necessary 

for the modernization of portfolio real estate, but also 

the optimum interplay of various disciplines. We are 

able to offer nearly all these skills within PATRIZIA with 

our own employees across Germany.

As a transaction-oriented company, it is our aim to 

execute purchases and sales in a balanced relation-

ship. However, in the light of the above-average port-

folio development during the 2007 fiscal year, the 

focus in the current fiscal year 2008 is on the resale of 

real estate.

We take on individual, selected projects in project 

development where our high investment and return 

criteria are met. All decisions are based on the opti-

mum balance between risk, capital employed and the 

timing of the realization of income. In project deve-

lopment, we are striving towards completing at least 

one project each year.

The Services segment will become ever more impor-

tant, something which will be reflected in rising earn-

ings contributions. We are anticipating a medium-

term share of the segment of 10 % of the net profit for 

the year. At the same time, the Investment Manage-

ment and Asset Management business lines should 

contribute to a greater degree to the service result. 

We are able to offer our customers tailored real estate 

products as a service provider for third parties. This 
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should not just involve the further development of our 

range of fund products. Particularly in the area of co-

investments with reputable partners we see signi-

ficant growth potential for the PATRIZIA Group.

5.2 FUTURE ECONOMIC CONDITIONS

Economic forecast

Economic research institutes are predicting a slacken-

ing of economic momentum in Germany in 2008 and 

have amended their original growth forecasts down-

wards. The continued crisis on the financial markets is 

likely to remain a burden on economic develop-

ment and restrain investment confidence in Germany. 

However, the upward trend remains intact. The ifo 

(Institut für Wirtschaftsforschung – German Institute 

for Economic Research) is expecting real GDP growth 

of 1.8 % for the current year, while the IfW (Institut für 

Weltwirtschaft – Kiel Institute for the World Economy) 

predicts growth of 1.9 %. Positive influences are ex-

pected from higher employment rates and the associ-

ated improved purchasing power among private 

households. By contrast, stricter financing conditions 

and associated possible higher financing expenses 

will become apparent and will have a dampening 

effect. The experts expect a rise in the inflation rate of 

2.3 % following 2.1 % in 2007.

The forecasts are subject to the high risk of the US 

mortgage crisis worsening further. Particularly the 

further devaluation of the US dollar against the euro 

could also significantly cloud economic prospects in 

Germany. 

Price trend on the German real estate market  

The German real estate market will develop with 

strong price differentiation according to region. We 

have already been able to post attractive rental prices 

at attractive locations with increasing population 

figures and positive economic prospects. Experience 

shows that sales prices will follow this development 

with a certain delay. The expected average increases 

in rents and sales prices per year until 2010 are inclu-

ded in the following table. It should be noted that this 

represents expected developments for properties of 

average quality in average locations. Higher increase 

rates can also be achieved for real estate of good or 

very good structural quality in above-average loca-

tions in these regions.

Munich 5,652 7.8 % up to 2 % 2.75 % 2.75 %

Cologne 1,627 – 1.3 % up to 2 % 2.25 % 2.25 %

Hamburg 1,418 2.8 % up to 2 % 2.25 % 2.25 %

Leipzig 981 1.8 % 6 % and over 2.25 % 1.75 %

Frankfurt/Main 951 – 3.0 % 2 to 3 % 2.25 % 2.00 %

Berlin 903 – 0.5 % 5 to 6 % 2.00 % 2.00 %

Dresden 561 3.1 % 6 % and over 2.75 % 2.00 %

Regensburg 473 4.3 % 2 to 3 % 2.25 % 2.25 %

Hanover 444 – 1.8 % 5 to 6 % 1.75 % 1.75 %

Friedrichshafen 117 0.3 % up to 2 % 2.25 % 2.25 %

Region / city
Number of units 
(Dec. 31, 2007)

Population 
growth till 2020

Residential real 
estate vacancy rate

Expected average 
rental growth 
p.a. till 2010

Expected average 
growth in 

selling prices 
p.a. till 2010

Source: PATRIZIA Immobilien AG (Bertelsmann Stiftung, Empirica, Feri)
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The frequent scarcity of apartments will lead to higher 

prices in the medium term, especially since new con-

struction is also likely to be in decline in 2008. As the 

Statistisches Bundesamt (German Federal Statisti-

cal Office) announced, the construction of around 

155,000 apartments had been approved by Novem-

ber 2007, while significantly less than 200,000 are 

expected for 2008 as a whole. The number of appro-

vals granted for construction therefore falls below the 

requirement for an estimated 336,000 new residen-

tial units per year until 2010. It can therefore be 

assumed that there will be a clear correction to aver-

age house prices in Germany. In the economic centers 

of the south and west of the country, this trend can 

already be felt. If employment prospects continue to 

improve, this trend may also be seen in other loca-

tions.

Rising inflation rates in Germany are also likely to spur 

demand for sound investment vehicles such as real 

estate.
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Intense competition can already be felt for the ac-

quisition of high-quality portfolios in commercially 

attractive locations. Equity-strong investors in parti-

cular continue to demonstrate great interest in acquir-

ing German real estate. On the other hand, an in-

crease in the interest rate level ensures that financing-

driven investments which primarily exploit the dif-

ference between real estate return and interest on 

debt capital are becoming less attractive. The number 

of opportunistic investors has fallen as a result.

5.3 EXPECTED EARNINGS SITUATION

As at January 1, 2008, around 3,000 residential units 

were in the sales process of privatization and another 

1,400 residential units are due to be added from the 

third quarter of 2008. Compared with January 2007, 

we are therefore able to sell the apartments individu-

ally on a significantly wider basis. An increase in the 

resale figures in privatization for 2008 is thus ex-

pected. The aim is to sell at least 20 % to 25 % of the 

units available for privatization. Furthermore, we are 

intending to place entire sub-portfolios in the form of 

block sales to institutional investors. In turn, we want 

to extend our portfolio only on a selective basis. Due 

to our current portfolio volume, we are not forced to 

acquire other portfolios at short notice. Resale of real 

estate will be in the foreground in 2008.

None of the projects currently being implemented in 

the project development area will be completed in the 

2008 fiscal year. If everything goes to schedule, the 

properties in Munich and Augsburg should be conclu-

ded in year 2010 and the joint venture property 

in Frankfurt/Main will be concluded by 2012. Our aim 

is to be able to conclude at least one project per 

year in future. Joint ventures for project development 

measures within Europe are conceivable in this re-

gard.

Our business activity remains clearly earnings oriented. 

Given a constant and steady market environment, we 

are expecting consolidated profit before income taxes 

for the 2008 fiscal year of between EUR 25 million and 

EUR 30 million. According to our current estimates, 

we also expect an earnings contribution of around 

10 % from the Services segment. 

The forecast provided for 2008 of between EUR 25 

million and EUR 30 million profit before income taxes 

is below the consolidated profit before tax for 2007, 

but does not include effects from the revaluation of 

real estate portfolios or from interest hedging trans-

actions. Due to the continuing US mortgage crisis and 

its much stronger effect on the German real estate 

market than was recognizable in the fall of 2007, we 

have reduced our 2008 forecast given in March 2007. 

For the 2008 fiscal year, our forecast solely covers the 

result from rental income, the resale of real estate 

portfolios and fees from the Services segment. 

Because of our already acquired portfolios, the growth 

in the Services segment and the planned purchases in 
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2008, we believe we are well-equipped for the future. 

For the 2009 fiscal year, we therefore expect rising 

income in comparison with 2008 given non-worse-

ning market conditions and constant macroeconomic 

influence factors.

5.4 EXPECTED FINANCIAL SITUATION

Maturity of outside capital

The above-average growth rate of our real estate port-

folios in the last two years was possible by optimum 

financing. Due to the high quality of our real estate 

and the good and long-term business relationship 

with our principal banks, we have financed some 

the real estate purchases by up to 90 % with outside 

capital. Our bank liabilities of EUR 1,262.0 million are 

offset by real estate with a carrying amount of EUR 

1,525.2 million.

Of our current bank liabilities of EUR 1,262.0 million 

reported as at December 31, 2007, 48.1 % or EUR 606.4 

million have a residual term of one year or longer. We 

are currently working with only inter-regional banks 

operating across Germany. At the end of 2007, there 

were 18 loan arrangements for real estate financing, 

in which a total of 9 banks were participating. The 

composition and residual terms of our bank loans are 

broken down under point 5.2 in the notes to the finan-

cial statements. 

Due to the effects of the US real estate crisis and the 

associated cash flow scarcity, we are currently expec-

ting a general rise in financing costs and increased 

capital requirements for new financing in 2008. 

Effects of the interest limitations

On January 1, 2008, the corporate tax reform came 

into force in Germany. This provides amongst others 

for a reduction in corporation tax from 25 % to 15 %. 

At the same time, a claim for a tax deduction for net 

interest expenses can only be made up to 30 % of 

EBITDA. Interest limitations are not applicable in 

the case of a fiscal unit for corporation tax purposes. 

PATRIZIA Immobilien AG forms such a fiscal unit for 

corporation tax purposes with its German subsidia-

ries, with which a profit and loss transfer agreement 

was concluded. This is not legally possible for our real 

estate companies based in Luxembourg, meaning 

that the interest limitation is applied here. As a con-

sequence, we will not be able to benefit from the cor-

poration tax reform in 2008. We are therefore expec-

ting a corporation tax rate of around 35 % for 2008. 

5.5 APPROPRIATION OF NET PROFITS 

With regard to the results source and strengthening of 

the Company’s equity in a currently unpredictable 

market environment, the Managing Board will make 

the proposal to the Supervisory Board that the net 

profit of the year be entirely reconsidered.

5.6 NUMBER OF EMPLOYEES

Sufficient staff was hired during the 2007 fiscal year 

for the current financial volume, for us to be able to 

deal with the requirements we face. Only a lower 

number of persons can therefore be expected to be 

hired for the current fiscal year. As a result of the 

numerous new employees hired necessary due to 

the growth, we believe we are now well positioned to 

develop our market position. We believe that number 

of trainees will remain at the current level.

5.7 OPPORTUNITIES

Of particular importance for our investment decisions 

is our experienced and excellent research, which 

identifies opportunities and minimizes risks. We are 

very clear about which portfolios we want to use to 

develop our position on the German real estate market 

and we subject every acquisition to strict real estate 

and location-specific criteria.

The German real estate market, on which we are focus-

ing, also remains viable in the future at selected loca-

tions. Total population will decline, but the number of 

households will increase. This is due on the one hand 

to lower numbers of persons per household and on 

the other, due to the fact that the living space for each 

person is rising. Frequently, used real estate is pre-

ferred, partly because it is usually more central than 

new buildings and partly because it is cheaper. Rising 

construction costs associated with declining building 

permits mean that portfolio optimization is becoming 

increasingly important. This is also the reason for our 

increased commitment to asset repositioning. Signi-

ficant price increases in rents and residential owner-

ship are expected in attractive economic areas with 

high population influx. These kinds of properties, with 

long-term value-added potential, are included in our 

portfolio.

B
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We regard the increasing interest in residential real 

estate as an investment category for private pension 

provision as a driver for our Residential Property 

Resale business line. Positive impulses could arise 

from the involvement of owner-occupied residential 

real estate in state-sponsored pension provision. 

According to a cornerstone agreement for the intro-

duction of the so called Wohn-Riester (subsidy instru-

ment containing a state subsidy for the purchase of a 

property), up to 75 % of the state-sponsored private 

pension provision should be used for purchase and 

Riester contributions can be used in repayment of the 

loan. The final version of the law should be passed 

mid-2008. 

There are currently positive conditions for real estate 

financing for private individuals. We believe this is 

partly due to a risk diversification of the banks within 

the framework of their lending. 

A decisive factor in real estate companies’ success 

will be the intensive management and return-oriented 

asset management. Companies which operate on the 

market as we do both as investor and as service pro-

vider have various options for capitalizing real estate 

and the essential resources to offer the customer a 

comprehensive service. The development of our Ser-

vices segment means we are raising the share of stable 

and recurring earnings.

5.8 GENERAL STATEMENT

We regard it as a clear competitive advantage to be 

able to offer all services along a property’s value-

added chain and to concentrate on our strengths: our 

emphasis is on the active work on real estate, since 

the largest contribution to the return comes from the 

property itself.

In addition to Residential Property Resale, we have 

also developed the other business lines during the 

2007 fiscal year, meaning that possible risks could be 

diversified. We are now better positioned to exploit 

opportunities on the real estate market. It is our aim 

to generate continuous income for PATRIZIA in the 

Services segment.

Due to our high-quality real estate portfolio in attrac-

tive locations throughout Germany, our wide ranging 

knowledge of real estate, our track record, and our 

experienced asset and property management, we be-

lieve we are well positioned beyond the current fiscal 

year. 

This report contains specific forward-looking statements that relate 

in particular to the business development of PATRIZIA and the ge-

neral economic and regulatory environment and other factors to 

which PATRIZIA is exposed. These forward-looking statements are 

based on current estimates and assumptions by the Company made 

in good faith, and are subject to various risks and uncertainties 

that could render a forward-looking estimate or statement in-

accurate or cause actual results to differ from the results currently 

expected. 


