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Colonia Real Estate (CRE 37.40) presented its interim Q2 results on 15 August 2006.

CRE continued to create an integrated real estate service provider in Q2 2006. Q2 net profit came in at

4.87m, some 10% below our estimate. While basically all line items came in as expected (IFRS 40

adjustments were reported at 7.04m vs our estimates of 6.8m, fee income reached 1.44m vs our estimates

of 1.594m), rental income was 1.8m lower than anticipated at 2.26m. We understand that this difference

lies in the fact that the purchase date and the date at which CRE accounted for the assets differed by more

than anticipated. This should, however, not alter the annualised rental income run rate.

The company provided an optimistic outlook of an investment volume of 500m until the end of the year, up

from current levels of 200m. This suggests very active portfolio trading in H2 2006, coupled with attractive

returns.  We now rate CRE a Buy, with a target price of 43 (both previously under review).

Q2: focus on building up the portfolio

CRE bought two portfolios in April this year. A 925 unit portfolio was acquired for 18.4m, yielding above 10% (annual rental
income 1.9m). The buildings are in Aachen (western Germany), Erfurt, Dresden and Cottbus (eastern Germany).

Also in April, CRE bought an asset in Cologne with 56 units (in addition to four commercial units) for 4.8m (residential
vacancy rate less than 2%, commercial sites fully let with an average lease length of 4.8 years). Based on the annual rental
income of 580,000, the investment has an initial yield of 12.1%. Another smaller additional investment had been made in
Brake, where CRE bought another 114 units for 2.7m, yielding 11.1% (vacancy rate less than 5%).

On 30 June CRE bought a 2,478 unit portfolio in Berlin for 83.2m. While the purchase price is only due to be paid in
January 2007 – i.e. no cash drain for 2006 – rental revenues are accounted for as of September 2006. The annual rental
income amounts currently to 6.65m, despite a 22% vacancy rate, i.e. yielding 8%. CRE would therefore receive four
months of rent, which would reduce the final purchase price by another 2.22m. CRE expects to halve the vacancy rate in
the next two years, pushing the annual rental income to at least 7.6m. The transaction underlines CRE’s ability to acquire
what we believe to be very attractive portfolios.

Overall, CRE has acquired assets worth around 200m in H1 2006 and expects to acquire a further 300m in assets in H2
2006. This would lead to a total number of units between 10,000-15,000 within the next 12 months, up from a current
holding of 8,300 units.

Outlook statement optimistic

Following the best H1 in the company’s history, CRE expects to boost revenues further in H2. CEO Rind confirmed that the
company is close to dispose of a partial portfolio in the coming weeks. He also re-confirmed that CRE is active in building up
a new business field: retail real estate. In the press conference, Rind said that there are very intense discussions with a
third party to build up a retail real estate group within CRE. These activities are not part of the 300m investment
programme for H2 2006. We have not included any retail activities into our accounts so far.

CRE also issued a very optimistic outlook for its asset management unit Resolution: the business had been consolidated in
the Q2 results of CRE and contributed sales of 1.43m to sales (under German GAAP accounting), with a pre-tax margin of
68%. CRE expects to achieve new third party asset transactions in the coming quarter, boosting the revenues considerably
in H2 2006. So far, we have included only 100m in additional assets under management (AUM) in H2 2006, up from
700m currently. If CRE achieves the large transactions, we would need to adjust our Resolution estimates considerably for

2006 and beyond.

Equity Research
Company update

Real Estate

Germany

Colonia Real Estate Buy
KBU GR Equity  (from u.r.)

Q2 results in line, positive outlook

15 August 2006

For important disclosure information please see page 7 and 8

www.cbksec.com/rsh/real_estate.html


Colonia Real Estate

2 15 August 2006

CRE also remained optimistic on the development of its new fund management business. The group started operating in
Q2 with the creation of the ‘CareInvest I’ fund (investing in nursing homes. Invested already in one asset, in close
negotiations on two further assets, which aims to be launched by Q4 2006. The total fund volume is expected to reach
55m, which should – we believe – lead to fee income of around  1.9m in 2006.

The company re-iterated its 2006 earnings guidance of 25m in net profits. We regard this as being very conservative.
Based on the run rate in rental income ( 26.6m) and the current yields (at around 8%) against very low interest costs
( 1.2m for Q2 2006), the strong asset management pipeline and returns and the indicated portfolios deals we would
expect the company to further upgrade its estimates, once the transactions on the portfolio side and the asset
management side materialise. CEO Rind said in the analyst conference call that once key deals on the asset
management side and on the retail asset side have been signed, he might need to upgrade the company’s 2006
earnings guidance. CEO Rind stated that the current company guidance of 25m in net profits for 2006 includes IFRS 40
revaluation to the tune of 12m. In the first six months of the year, CRE added 12.8m in re-valuation. However, these
increases do still not reflect the true valuation.

The Delmenhorst portfolio, which CRE aims to sell in the next four weeks, has been bought for less than 50m. In H1
2006, CRE has adjusted the valuation to slightly above 50m. Most recent bids for the portfolio reached levels of more
than 60m. This suggests that Q3 would at least see a profit from asset sales to the tune of 8m- 10m.

Currently, we assume CRE will reach net profits of 29.4m (excluding IFRS 40 adjustments) and around 49m including
such adjustments. These earnings levels should also be seen as conservative, as we assume a higher rental income
than the current run rate given by the company. This is the result of a higher number of apartments remaining in the
current year within the CRE accounts, rather than CRE becoming a more active asset trader in H2 2006. In addition, we
have not accounted for a major asset management deal.

Changes to previous estimates

We have re-assessed our expectations for 2006 and beyond. As the company expects a run rate for residential rental
income of 26.6m from the current portfolio, we assume that the rental income this year would reach some 23m
(down from previous estimates of 29m). At the same time we increased our purchasing volume to 8,000 units (for the
rest of the year) from 5,000 units to reflect the company’s intention to reach a holding of 10,000-15,000 units by the end
of 2007.

We have so far not included any additional new businesses, which have been indicated by CEO Rind at the conference
call, namely new asset management deals or retail asset deals.

TABLE 1: Profit & loss

Year end Dec. ( 000) 2003 2004 2005 2006E 2007E 2008E

Sales            0.25            0.82          20.95        137.31        215.63        293.64
Cost of goods sold           (0.30)           (0.82)           (2.20)         (84.89)       (122.30)       (174.08)
Gross profit           (0.06)           (0.00)          18.75          52.42          93.33        119.55
Total op. expenses           (0.40)           (1.27)           (3.73)       (100.01)       (145.35)       (207.10)
EBITDA           (0.15)           (0.45)          17.22          41.36          77.21          93.80
Depreciation & amortisation           (0.01)           (0.01)           (1.80)           (0.30)           (0.40)           (0.40)
EBIT           (0.15)           (0.46)          15.42          41.06          76.81          93.40
Pre-tax profit            0.18           (0.87)          17.01          62.79          93.78        114.43
Income taxes            0.00            0.24           (6.46)         (21.97)         (28.13)         (34.33)
Income tax rate -1.1% 27.6% 38.0% 35.0% 30.0% 30.0%
Reported net income (incl IFRS 40)         (18.62)           (0.63)          10.54          39.39          61.46          73.59
Net income (excl. IFRS 40)         (18.62)           (0.63)            6.93          21.88          46.83          61.36
No. of shares (m)          2,250          2.610        15.704        15.704        15.704        15.704
EPS ( ) (incl IFRS 40)           (0.01)           (0.24)            0.67            2.51            3.91            4.69
EPS ( ) (cash)           (0.01)           (0.24)            0.44            1.39            2.98            3.91

Source: Commerzbank Corporates & Markets
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TABLE 2: Balance Sheet

Year end Dec. ( 000) 2003 2004 2005 2006E 2007E 2008E

Cash & equivalents            0.41            0.02          28.12          57.61          73.17          92.07
Receivables            0.00            1.45            3.20            5.50          21.00          28.00
Inventories            3.66          26.22          89.17        182.13        245.70        184.96
Total current assets            4.50          27.67          99.27        209.03        300.00        252.96
Total assets            4.84          28.48        139.72        342.70        463.55        440.69
Total equity           (0.00)            3.22          32.71          93.10        123.82        161.62
Financial debt            4.53          23.69          89.81        190.42        251.65        177.41
Other debt items                  -            1.57          17.19          59.18          88.08        101.66
Balance sheet total            4.84          28.48        139.72        342.70        463.55        440.69

Source: Commerzbank Corporates & Markets

Valuation

Given the changes in the accounts, we assume that rental income as % of EBITDA would reach about 44% throughout
the next years, as the portfolio would be built up initially in 2006 and 2007, but face privatisation in the following years.

Overall, the changes in EPS estimates are very mild, reflecting slightly less trading activities in 2006 and rental income in
2006, but a stronger earnings trend in 2007, due to higher assets in the residential business segment.

CHART 1: Rental income
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TABLE 3: EPS changes

2005 2006E 2007E 2008E 2009E 2010E

Cash EPS old 0.44 1.47 2.94 3.85 3.98 4.24
new 0.44 1.39 2.98 3.91 4.04 4.30

Reported EPS old 0.67 2.67 3.87 4.63 4.81 4.94
new 0.67 2.51 3.91 4.69 4.86 4.99

Source: Commerzbank Corporates & Markets
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Peer group valuation

We have used our estimate for reported earnings for CRE. Using cash earnings, CRE would trade at a 2007E P/E of 14.4.
This valuation would still be comfortably below market average levels.

TABLE 4: Peer group

Company P/E 05 P/E 06E P/E 07E

Deutsche Wohnen AG (DWAG) 64.4 46.7 39.3
Tag Tegernsee (TAG) -16.1 -597.5 367.2
Patrizia 20.8 12.4 12.4
Franconofurt 287.5 19.2 11.5
Ivg Immobilien AG 32.1 24.9 23.3
MLP AG 37.7 24.2 19.6
AWD Holding AG 35.3 20.2 15.8
Mpc (Munchmeyer Petersen Ca 13.5 13.3 12.2
Silic 44.3 41.1 31.4
Immofinanz Immobilien Allag 38.6 31.5 27.0
Vivacon AG 14.2 10.3 9.2
Colonia Real Estate 76.4 13.5 8.7
Average (exlc. DWAG and TAG) 66.7 23.4 19.0
Colonia Real Estate at TP of 43 17.1 11.0

Source: Commerzbank Corporates & Markets, JCF, Bloomberg

PEG valuation

Another way of looking at CRE’s earnings and valuation prospects might offers the PEG ratio valuation. Assuming a PEG
ratio of 1.0 in each of the following years, CRE’s shares should reach levels around 41/ 42 – we believe.

PEG (incl.IFRS) 2003 2004 2005 2006E 2007E 2008E 2009E 2010E

EPS growth 11 28 2.84 5.68 1.56 1.20 1.04 1.03
EPS  (incl. IFRS) -0.01 -0.24 0.44 2.51 3.91 4.69 4.86 4.99
Fair Price at PEG=1 -0.95 -67.11 1.25 142.51 61.06 56.11 50.48 51.24
Year  factor 9.00% 1.000 0.917 0.842 0.772 0.708 0.650
Discounted price 1.25 130.74 51.40 43.33 35.76 33.30
Average  price 66.00 91.07 47.36 39.54 34.53
Current P/E at average prices 36.31 12.10 8.44 7.10
Average discounted price 58.91

Source: Commerzbank Corporates & Markets, JCF, Bloomberg

DCF valuation

We use a 9% discount rate in our DCF model. We arrive at a fair value of 3.96.
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CHART 2: Colonia Real Estate price chart

 SDAX Close (14/08/06) Target price

4

14

24

34

44

54

3900

4200

4500

4800

5100

5400

5700

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug

E
U

R

B
uy

U
nd

er
 r

ev
ie

w

Source: Commerzbank Corporates & Markets

From 7 January 2005 Commerzbank Corporates & Markets changed its equity rating system from a sector-relative to an absolute system.  Buy =
>10% appreciation over a 12-month period; Hold –10%-+10%; Sell <–10%.  For further details, please see www.cbksec.com/research/legal.htm  

TABLE 7: Stock rating allocation

Buy Hold Sell

No. of companies under coverage with this rating 49 21 3
% of companies under coverage with this rating 69% 27% 4%

Source: Commerzbank Corporates & Markets
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For each company covered in this report, the views presented accurately reflect the personal views of the analyst. No part of the
analysts’ compensation was, is or will be directly or indirectly related to the recommendations or views expressed.
For important disclosure information please see www.cbksec.com/research/legal.html  

Equity Recommendation Definitions

Commerzbank Corporates & Markets Research fundamental equity analysts rate the shares of the companies they cover on
an absolute basis using a 12-month target price.  Stocks showing implied share price upside of more than 10% from the
current price to the 12-month target price are rated Buy. Stocks with more than 10% downside from the current share price
to the 12-month target price are rated Sell. Stocks where the current share price is within a 10% range of the 12-month
price target are rated Hold.  For further details, please see <http://www.cbksec.com/research/legal.html>
Additional information available on request

This document has been created and published by the Corporates & Markets division of Commerzbank AG, Frankfurt/Main
or the group companies mentioned in the document ("Commerzbank"). The document is intended for distribution to the
bank’s professional and institutional clients and not to its private clients.
Commerzbank Corporates & Markets (CBCM) is the investment banking division of Commerzbank AG, integrating debt,
equities, interest rates and foreign exchange, with specific expertise in corporate risk and capital structuring.
Any information in this report is based on data obtained from sources considered to be reliable, but no representations or
guarantees are made by Commerzbank Group with regard to the accuracy or completeness of the data.  The opinions and
estimates contained herein constitute our best judgement at this date and time, and are subject to change without notice.
This report is for information purposes, it is not intended to be and should not be construed as a recommendation, offer or
solicitation to acquire, or dispose of, any of the securities mentioned in this report.

Commerzbank Group may provide banking or other advisory services to interested parties.

This report is intended solely for distribution to professional and business customers of Commerzbank Group.  It is not
intended to be distributed to private investors or private customers. Not for distribution to third parties. Commerzbank
Group accepts no responsibility or liability whatsoever for any expense, loss or damages arising out of or in any way
connected with the use of all or any part of this report.

Commerzbank AG, its affiliates and/or clients may conduct or may have conducted transactions for their own account or for
account of another with respect to the financial instruments mentioned in this report or related investments before the
recipient has received this report. Commerzbank AG, its executives, managers and employees may hold shares or positions,
possibly even short sale positions, in securities included in this report or related investments.

Specific notices of possible conflicts of interest with respect to issuers or securities forming the subject of this

report (No. 1-8 acc. to German law, no. 9-11 acc. to UK/US law, no.12-14 acc. to US law – NYSE Rule 472(k) and

NASD Rule 2711(h)(2)):

3. Commerzbank AG and its affiliates regularly hold shares of Colonia Real Estate in their trading portfolios.

6. Commerzbank AG, or its affiliates, acts as sponsor for the analysed securities of Colonia Real Estate on stock
exchanges or in markets.
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Additional note to readers in the following countries:

Germany: Commerzbank AG is supervised by the German regulator Bundesanstalt für Finanzdienstleistungsaufsicht
(BaFin). This report is intended to help customers make their own independent investment decisions, and is no substitute
for investor and investment-based consulting. The information contained in this report was compiled with care. In
compliance with statutory and regulatory provisions, Commerzbank has made internal organisational arrangements so as to
prevent as far as possible any conflicts of interest in preparing and transmitting analyses. These include, in particular, in-
house information barriers (Chinese walls). These barriers prevent giving analysts access to information that may cause
conflicts of interest for Commerzbank AG with regard to the analysed issuer or its financial instruments. These information
barriers also apply to any information not in the public domain to which Commerzbank AG may have access from a business
relationship with the issuer. For statutory or contractual reasons, this information cannot be used in an analysis of the
securities and are therefore not included in this report.

United Kingdom: This report has been issued or approved for issue in the UK to professionals and business customers
only, by Commerzbank AG, London Branch, which is authorised by the German regulator Bundesanstalt für
Findanzdienstleistungsaudsicht (BaFin) and by the Financial Services Authority, regulated by the Financial Services Authority
for the conduct of business in the UK, and is a member firm of the London Stock Exchange and incorporated in Germany
with limited liability. It is not for distribution or the use of private customers.

United States: ���������	
����
�������
����������������������	�������
�
��� of Commerzbank AG) is a U.S. registered
broker-dealer and has accepted responsibility for the distribution of this report in the United States under applicable
requirements. Any transaction by US persons must be effected with Commerzbank Capital Markets Corp. Under applicable
US law; information regarding clients of CCMC may be distributed to other companies within the Commerzbank Group.

Italy: You should contact Commerzbank AG London Branch if you wish to use our services to effect a transaction in any of
the securities mentioned in this publication.  This report has been issued for distribution in Italy only to professional
customers as defined in article 31 of Consob regulation 11522/98 and later modifications.

© 2006 No part of this report may be reproduced or distributed in any manner without permission of Commerzbank Group.
In particular Commerzbank Group does not allow the redistribution of this report to non-professional investors and cannot be
held responsible in any way for any third parties who effect such redistribution.
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