REAL ESTATE

Investing in Swiss
Commercial Properties

Low-risk assets are in high demand. Also assets such as real estate — they offer return potential and
protection against inflation. However, not every property is suited as an investment. Luciano Gabriel,
CEO of PSP Swiss Property, favours top commercial properties in Switzerland’s economic centres.

Interview with Luciano Gabriel
CEQO PSP Swiss Property

PRivATE: Mr. Gabriel, the financial mar-
kets just won't settle down. How has
business been for PSP Swiss Property
in 2011 and in the first half of 2012?
Gabriel: More than satisfying, par-
ticularly against the backdrop of a per-
sistently difficult economic environ-
ment. With a net income of 149 million
francs excl. net changes in fair values,
we achieved the best result in our Com-
pany’s history in 2011; our property
portfolio’s value has reached 6 billion
francs and the share price continues on
a strong course. In the first half of 2012,
nothing out of the ordinary occurred,
which is good news in our line of busi-
ness.

PRivATE: Were you able to lower your
overall vacancy rate?

Gabriel: Yes. At the end of March 2012,
the overall vacancy rate was down to
7.4% after 8.3% at the end of 2011. A
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significant part of the vacancies is due
to ongoing renovations and improve-
ments on various properties; this in-
evitably leads to vacancies and dimin-
ished rental income. Of course we could
lower the vacancy rate relatively fast,
but that would not be our goal. We aim
at optimising the vacancy rate in the
long run, not reducing it at any cost. We
will not “buy” additional short-term
rental income by compromising on the
properties’ or the tenants’ quality; we
want sustainable growth with top
tenants in premium properties.

Private: PSP Swiss Property has a solid
balance sheet, a good liquidity ratio and
access to the capital market. Why aren'’t
you more active in purchasing addi-
tional properties?

Gabriel: We have, indeed, been very
reluctant with regard to purchases in
recent years. On the other hand, we
again sold a number of smaller proper-
ties last year to further streamline and
optimise our portfolio. In any case,
substantial credit lines from various
banks offer us the option to react quick-
ly, if special purchasing opportunities
would arise. They are also proof of the
trust PSP Swiss Property enjoys on the
capital market. However, in the current
environment we prefer developing our
sites and renovating and improving our
properties.

PRivATE: As a real estate company, PSP
Swiss Property has been benefiting
from record-low interest rates for quite
some time. What would happen, if or
when interest rates rise again?

Gabriel: We are well prepared: First,
because we have always pursued a con-
servative financing policy; our debt
ratio is a low 32% of total assets. Sec-
ond, because we hedge our liabilities
against rising interest rates by means of

interest rate swaps which, increasingly,
include forward starting interest rate
swaps, i.e. swaps, which start in a year
or two and fix interest rates from that
point in time for several years.

PRrvATE: How important is sustain-
ability for PSP Swiss Property?
Gabriel: Sustainability has always
been a major topic, although we never
made a lot of noise about it. Today,
however, sustainability is an integral
part of our reporting. In our sustain-
ability report inside the annual report,
we deal with both ecological sustain-
ability, i.e. the way we take the environ-
ment into account at all stages of our
business activities, as well as economic
and social sustainability. We intend to
implement energetic optimisation mea-
sures in most of our buildings, if tech-
nically feasible, by 2015. Finally, we
created a special new position of an en-
vironmental officer who is specifically
responsible for sustainability at our
properties.

PRivVATE: Let’s focus on environmental
sustainability: PSP Swiss Property owns
more than 160 properties throughout
Switzerland. How can you be sure that
your efforts with regard to sustainabil-
ity are implemented in all of them?

Gabriel: We surveyed and analysed
virtually all of our properties with a
view to their sustainability in the past
two years. The result was that all major
environmental key figures — i.e. energy
consumption, water consumption and
CO: output — were excellent, in 2011
even better than in 2010. To keep track
of our sustainability efforts overall, we
began installing a central monitoring
system with data recording devices last
year. This allows us to monitor opera-
tions respectively energy and water
consumption over the Internet and to
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PSP Swiss Property: Facts and Figures

PSP Swiss Property is one of Switzerland’s leading real estate companies. Throughout the country, the Company owned
167 office and other commercial properties with a carrying value of 5.7 billion francs at the end of March 2012. The
properties are mainly in top locations in Zurich, Geneva, Basel, Bern and Lausanne. In addition, PSP Swiss Property has
10 development sites and individual properties for conversions and new constructions valued at 278 million francs. With
shareholders’ equity totalling 3.3 billion francs — corresponding to an equity ratio of 55% — PSP Swiss Property has an
extraordinarily strong equity base. Interest-bearing debt amounts to 1.9 billion francs, which is a mere 32% of total assets.
The difference consists primarily of deferred taxes which do not activate any interest charges. Further proof of the Com-
pany’s capital strength are its open credit lines of 820 million francs from various banks.

A core investment for the Swiss commercial property market

The PSP shares have been listed on the SIX Swiss Exchange since the Company’s initial public offering (IPO) in March 2000.
The shares’ liquidity is high: In 2011, an average of 109,124 shares worth 8.3 million francs were traded each day; the total
trading volume of the PSP shares reached 2.1 billion francs. In the same period (January to December 2011), the shares
gained 4.8% despite a distribution of 3.7% on the year-end share price 2010; the cash payment to the shareholders was made
in June 2011 in the form of a nominal value reduction. (In April 2012, the Company made a cash payment to its shareholders
out of the capital contribution reserves corresponding to 3.8% of the year-end share price 2011.) PSP Swiss Property thus
confirmed its shareholder-friendly distribution policy. The Company’s shares are known as a predictable and stable core
investment for the Swiss commercial property market. From 7 March 2000 (the day of its IPO) until 19 June 2012, the PSP
share delivered a performance of 122%.

act immediately in the case of irregula-
rities or malfunctions. By the end of
2012, the facility managers at all our
properties should be able to regularly
record consumption and enter the data
into the central database over the Inter-
net. The control system will then verify
the data with regard to its plausibility
and signal any deviations from the norm.

Private: How exactly did the environ-
mental key figures improve from 2010
to 20117

Gabriel: We were able to further re-
duce energy consumption and, conse-
quently, CO: output overall. This was
mainly possible due to our targeted
renovation and optimisation measures
— e.g. by installing new heating sys-
tems or improvements in building en-
gineering. Furthermore our efforts to
sensitise our staff and tenants to use
energy more economically probably
also contributed to the positive devel-
opment. And another interesting piece
of information: How successful we are
in our efforts with regard to ecological
sustainability can also be seen in the
fact that, over the portfolio as a whole,
our energy savings more than com-
pensated the higher market prices for
energy — which also proves that eco-
logical sustainability can directly and
positively impact the bottom line.
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Private: To which extent do you take
sustainability into account in new con-
structions and conversions?

Gabriel: In new constructions and con-
versions energy efficiency is crucial.
Basically, we follow the “Minergie”
standard to be able to build as environ-
mentally friendly and, consequently, as
cost efficiently as possible in the long
run. The planning for our new con-
struction project Grosspeter Tower in
Basel even goes so far that there should
be zero greenhouse gas emissions after
completion.

PrvATE: Do you worry about the new
buildings which will come on the mar-
ket in the near future, particularly in
and around Zurich?

Gabriel: No. You are right that sub-
stantial new office and retail spaces
will come on the market in the next
year or two. However, part of this new
space will likely be absorbed by the
expansion of existing firms and the
arrival of new foreign companies. Fur-
thermore, most of the new office and
retail space is developed in peripheral
areas, which hardly affects our loca-
tions in the city centres. If you want to
have an office or a shop in the city
centre — even if it’s just for prestige —,
you don’t move to the outskirts of town
just to save a few francs.

PRrivatE: What is your outlook for Swit-
zerland’s commercial property market
in general and PSP Swiss Property in
particular?
Gabriel: We are not in a booming mar-
ket, in which every property can be let
just like that, particularly with regard
to badly located or poorly maintained
buildings. On the other hand, demand
for properties in good locations in eco-
nomic centres — and those are the ones
PSP Swiss Property is interested in —
remains brisk. All in all, I am guard-
edly optimistic about 2012. Even if
Switzerland has been able to avoid the
bigger problems of many Eurozone
countries so far, the international sov-
ereign debt crisis and the strong franc
will probably continue to affect the
country’s economy in the coming
months. Therefore it is all the more im-
portant that we keep to our prudent ac-
quisition strategy and our conservative
financing policy. PSP Swiss Property
has a well-established market position,
a strong capital base and a high-quality
property portfolio. With all these facts
in mind, I am confident about the
medium- and long-term prospects for
both the Swiss commercial real estate
market as a whole and for PSP Swiss
Property in particular.
luciano.gabriel@psp.info
www.psp.info
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