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ABSTRACT 

The underlying thesis examines the value drivers of direct investments in nursing home 

real estate in Germany. A survey among investors and operators is conducted in order to 

identify significant value drivers. Moreover, based on survey results, a framework for 

assessing German nursing home real estate is developed. This is applied in a case-study 

about the set-up of a nursing home value-add fund which will demonstrate the value 

creation process of redeveloping an existing nursing home real estate portfolio. Through 

a concluding analysis the sources of value creation, sensitivities and future prospects of 

direct investing into German nursing home real estate are concluded. 
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1 INTRODUCTION  

Real Estate in German core markets is gathering momentum in most recent years. 

Analogous to declining interest rate levels, capital allocation into direct and indirect real 

estate of institutional as well as private investors increased steadily.
1
 This resulted in a 

fastening cap rate compression and an increasing risk appetite of direct real estate 

investors.
2
 Apart of increasing investment activities in regional cities and developments, 

niche asset classes such as retirement living, healthcare and logistics real estate have 

become viable options for both, private and institutional investors (Morrison, 2015). 

Within the retirement living real estate niche, five sub asset classes can be identified. 

First are active-adult communities which are attached or detached homes with central 

organization and services. Second are independent living facilities with similar services 

and a high level of physical amenities and third, congregate care facilities that provide 

also housekeeping and light care services. Fourth are assisted living facilities which are 

usually close to nursing homes located and provide already medical nursing care. Fifth 

are skilled nursing homes which provide a full range of care services for seniors with 

more acute or intense medical care needs (Mueller, Glenn R. and Steven P. Laposa. 

1997).  

 This paper sets out to examine the value drivers of direct investments into skilled 

nursing home facilities within Germany. The research question – how to create value 

with direct investments into German nursing home real estate? – is answered by 

evaluating the results of a survey that was conducted among operators, investors and a 

concluding case study. Research focus is the analysis of value drivers regarding nursing 

                                                 
1
 See: Emerging Trends in Real Estate (ULL, 2015) 

2
 Cape Rate = ratio of property net operating income (NOI) to current market value (V)  
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home real estate (NHR) and the development of a basic framework concerning the 

assessment of direct nursing home real estate investments.  

In contrast to specialized real estate segments such as logistics (Hesse, 2003), there 

is a very limited amount of research dedicated to the segment NHR in Germany within 

common real estate literature. This seem to be caused by the size and the fact that real 

estate- as well as healthcare expertise is required to understand and to assess that asset 

class that is regulated and financed by sixteen different state specific laws. In the United 

States (US) and the United Kingdom (UK) retirement living institutions are largely 

privately financed and have a long tradition as established asset class for institutional 

real estate investors (Worzala et al, 2009). In contrast, nursing home facilities in 

Germany were in the past mostly owned by operating companies and financed by public 

welfare institutions. They started to emerge since the late 1990s asset class for 

institutional investors (Linsin J. and Hartweg, D, 2014). Due to shifting financing 

structures and increasing competition, a separation of operations and facilities has 

emerged. Nursing home operators (“operators”) emphasize on their core business and 

try to gain market share in order to take profit from scale economies in care operations 

rather than binding a significant share of capital in their facilities (Oppl et al, 2014).  

This thesis is divided into five sections: First, existing literature regarding value 

drivers, valuation methodologies and risks of skilled nursing homes and nursing home 

developments are discussed. Second, the research methodology and set-up is defined. 

Third, a strategic nursing home investment framework is developed and value drivers of 

German skilled nursing home real estate are identified in a qualitative survey among 

institutional investors and operators. The identified value drivers will then be further 
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analyzed. Fourth, a case study about the refurbishment of a German NHR portfolio will 

further analyze value drivers. Fifth, a final comparison of results of the case study and 

the value driver analysis will conclude the paper with an industry outlook. 

In order to gain data, board members of operators and decision makers of 

institutional investors were interviewed through qualitative in depth interviews. Due to 

the unique characteristics of both industries (operators and investors) comparable low 

rate of response was achieved (21% or 8 from 38 contacts). Therefore an assessment of 

a larger data sample was not feasible. 

2 LITERATURE REVIEW  

Various studies attempt to analyze the value creation process of directly held 

investments in existing nursing home facilities- and developments within the US and 

the UK (Worzala et al, 2009). To gain insight into the German NRH market, existing 

research publications of major real estate firms and statistics of the German federal 

statistics office were analyzed.  

Despite several market specific as well as structural differences, the key 

characteristics and learnings from both markets can be applied to the German market 

directly.  

Lamposa and Singer (1999) prove that direct senior housing and nursing home real 

estate can be characterized by higher ROI
3
 and commensurate lower risk figures than 

other, traditional real estate segments such as residential or lodging. They argue that (in 

1999) the existing awareness of institutional investors was supported by the availability 

of alternative, more liquid investment opportunities with similar return structures as 

                                                 
3
 ROI= Return on Investment 
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well as still existing problems of valuing NRH projects adequately which was mostly 

caused by the question whether the industry encompasses a real estate or a healthcare 

industry character.  

 Nursing home properties stand out through their heterogeneous structure, and a lack 

of third party usability. Due to a lack of comparable transactions and almost non-

existing structural standards, their wealth producing characteristics play a major role in  

considering the assessment of their value. Most common valuation method for nursing 

homes is the profits method, often combined with the traditional or the time weighted 

IRR-method. Sometimes these methods are applied in combination with the residual-

method in case of developments (French, 2004). The profits method considers the 

current, and future estimated annual net operating income, and deducts all owner´s and 

financing costs in order to calculate the projects Net Operating Income (NOI) drives the 

property value by multiplying the NOI with a multiplier that reflects current market 

conditions (Pagourtzi et al. 2003). 

Sidewell (1991) states that value drivers of nursing care facilities differ from 

residential real estate. Convenience, accessibility and prominence of location, as well as 

competition in the neighborhood, structure and attractiveness of the facilities are core 

value components.  

Other than industry specific value-creation, and valuation characteristics of existing 

properties, Jylhä, and Junnila (2014) state that core value drivers of nursing home 

developments, in a positive and negative way, are mostly caused by a lack of 

coordination with involved parties and a focus on prices rather than on the total costs of 

the construction process itself. On the basis of their real estate development framework 

Reyman, Dewulf and Blopkoel (2008) demonstrate that organization and cooperation 
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need to be carefully managed with fundamental rules, responsibilities and incentives 

among developers, investors and prospective tenants which need to be allocated 

adequately in order to manage the value creation process with its uncertainties and risks 

successfully. In the beginning of the century and the emergence of the European real 

estate capital markets, NRH became a valid option for value add and opportunistic 

direct real estate investors. As O´Roarty (2009) describes, those value add funds were 

ready to take risks as shown in Appendix 2a and aimed to achieve an annual IRR of 

approx. 12-16% with leveraging their transaction exposure up to 70% to 90%.  

This thesis extends existing research from the UK and the US and builds a unique, 

for the German market tailored, framework for assessing German nursing home real 

estate investment-opportunities that is applied in a redevelopment case study. 

3 METHODOLOGY  

This research thesis combines research logic with qualitative market experience. 

The gathered empirical evidence will be challenged with existing literature from other 

markets, market reports and laws on an ongoing basis. Research strategy is to gather 

data with the research methods of individual depth interviews according to DiCicco and 

Crabtree (2006) with a concluding case study.  

 

 

 

 

. 

 

Figure 1: Illustration of research- and case study design. Adapted from Yin (2003) 

and Jylhä and Junnila (2013) 
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The Case study approach is according to Eisenhardt and Graebner (2007), an 

efficient research methodology to build and to justify theory. In this case a single-case 

design according to Yin (2003) with several sub-samples will be applied. Figure 1 

illustrates the research strategy with a replication approach of the interviews was 

partially applied.  

According to the federal statistics office, approx. 800.000 stationary nursing care 

beds in approx. 12.000 nursing homes exist in Germany. As represented in Appendix 5, 

the largest operator controls approx. 2.5% of the total market regarding number of beds.  

Oppl (2014) states, that also the ownership of the property is highly fragmented as 

well. Due to these unique market characteristics, no quantitative data sample of more 

than 30 interviews was assessable. Therefore the qualitative survey and the case study 

approach were chosen.  

Survey – Structure of Interview Guideline 

Part 1: Market participant characteristics / Size / Track-Record in Nursing Home Real Estate 

Part 2: Research question – how to create value with German nursing home real estate? 

Part 3A: Please identify three value drivers of 

Nursing Home Real Estate in this categories:  

 

 

Part 3B: On a scale of 1-5, which impact on cash- 

and capital return of a Nursing home property do 

you attribute these value drivers? 

Location 

Structural and architectural fabric  

Lease contract 

Refinancing terms (of home) 

Real estate capital market environment 

Demographic development 

Regulatory environment 

Others 

Part 4: Industry Outlook – How do see the most important value drivers in 5 years from now?  

Figure 2: Interview-Structure  

 

There were N=38 investment professionals and managing directors of operators
4
 

being contacted and n=8 data sets were collected. Data Collection took place in 

                                                 
4
 See Appendix 1 
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individual 45 minutes lasting in-depth interviews. This methodology was seen as most 

efficient, due to the expected sample size and the required amount and quality of 

information. The basic research question and seven specific fields of discussion were 

communicated via email in advance to the interview according to the approach of 

qualitative research interviews from Di Cicco and Crabtree (2006).  

4 VALUE DRIVERS OF NURSING HOME REAL ESTATE  

4.1 MARKET STRUCTURE 

4.1.1 Stationary-and semi-stationary nursing care industry 

The German healthcare industry generated total revenues amounting more than 

EUR 314.9bln or approx. 11.5% of the German gross domestic product (GDP) in 2013 

(Figure 3). More than EUR 58.8bln or 18.7% of those were spent in the care sector 

where of EUR 27.5bln or 46.7% were spent on stationary and semi-stationary nursing 

care. Largest carriers of stationary and semi-stationary nursing care expenses are almost 

equal the public care insurance with 42.1% and private households with 42.5% (Federal 

Statistics Office, 2013).  

 

Figure 3: German Healthcare- and Nursing Industry  

 

Nursing homes that provide stationary and semi-stationary care are operated by 
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private owned organizations increased from approx. 35% to approx. 41% of the total 

nursing beds supply in Germany between 2000 and 2015 (Federal Statistics Office, 

2013).  

4.1.2 Nursing home real estate investment market 

Transaction volume
5
 of nursing home real estate that comprise stationary and semi-

stationary nursing facilities across Germany accelerated to EUR 811mln in 2014, which 

is approx. two thirds of the pre-crisis level in 2006. Prime yields
6
 declined by 75bps 

year over year to 6.25%. This reflects a positive premium of approx. 175 to 215 bps to 

prime office and retail rents and approx. 100bps to hotel rents (Richolt, D. and Linsin J. 

2015). The market is dominated by institutional investors
7
 (22% of the total transaction 

volume), foreign institutional investors (17%), REITS (13%), closed-end funds (10%) 

and operators (17%), whereby 42% of all transactions were portfolio deals, since single 

deals largely amount between EUR 5 and 15mln (Richolt, D. and Linsin J.,2015).  

The increasing interest of institutional investors in German nursing home real estate 

is also mentioned by the survey “Emerging trends in Europe”
8
 where nursing home real 

estate is seen as the asset class with the most positive outlook within German direct real 

estate.  

4.2 NURSING HOME REAL ESTATE INVESTMENT FRAMEWORK 

In order to analyze and to price direct nursing home real estate investments 

adequately, sector specific value drivers and risks require sector specific analysis. Holla, 

Ott and Riddiough (2000) argue that there are external as well as internal sources of 

                                                 
5
 At land register registered transactions 

6
 Please see Appendix 3 

7
 Insurance companies, pension funds, specialized funds 

8
 By Urban Land Institute, Morrison D. et al. (2015) 
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value creation and risk in real estate. The framework in figure 3 follows a bottom up 

approach of assessing direct real estate opportunities which is the case in 60% of all real 

estate investments in Europe according to Worzala, E., & Newell G. (1997).  

It is partly adapted from O`Roarty (2009) and French (2004) who developed 

frameworks for other asset classes within real estate. The framework depicts the stages 

of an analysis investors’ face when evaluating a nursing home property investment 

proposal.  

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4: Strategic framework for direct nursing home investments  

There can be distinguished between core, value-add and opportunistic real estate 
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in Appendix 2a and 2b, the framework in Figure 4 should be applied. Steps in analyzing 

a nursing home investment opportunity are (excluding investor-specific structuring and 

tax-issues):  

- Strategic Analysis: Analysis of location and price by investor 

- Operational Analysis: Operative and financial due diligence. Macro research 

- Technical Analysis: Technical due diligence. Fulfillment of legal 

requirements, state of construction, potential negotiation- / or development 

opportunities 

NHR returns contain a huge cash component
9
 and depending on the location and the 

state of the building (development or existing property) a capital gain component
10

. 

Therefore value drivers are analyzed from two perspectives. Most institutional investors 

follow a cash-return oriented investment strategy in B-locations which tend to have a 

very low upside potential regarding the property value, compared to core properties in 

A-cities that usually provide a third-use opportunities and rental value increases after 

the end of the existing lease contract. Another common business model within the 

market are joint ventures of developers and operators that aim to realize capital gains 

through developing new nursing homes and selling them to long-term investor’s right 

after. 

4.3 INTERNAL VALUE DRIVERS 

4.3.1 Location  

The prospective development of a properties location is generally seen as one of the 

most significant factors of real estate investing (Clayton J., 2009). In assessing German 

                                                 
9
 cash-on-cash-return: annual cash-flow before tax / cash invested 

10
 Increase of market value of property (Pigourtzi et al 2003) 
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nursing home property, key macro-factors are the catchment area, competition, current 

and future demand of nursing beds within a radius of 10 - 20km around a nursing home 

location. Towns with a minimum of 5.000-10.000 inhabitants and a positive balance of 

regional migration are premises of sustainable value creation. From a micro perspective, 

successful NHR is centrally located, close to the public life with access to public 

transportation. While in the past nursing homes were, due to lower land prices, often 

built in suburbs, customers tend to prefer paying premiums for central locations, close 

to public life or to residential areas were relatives stay. It can be concluded, that the 

effect of location mostly affects an investors capital return.  

4.3.2 Structural and architectural fabric 

Despite the real estate capital market environment technical aspects are as 

represented in Figure 4, in contrast to commercial or lodging property the most 

important sources of value creation and risk in NHR. Parallel to strong regulatory 

requirements regarding structure, fire safety and emergency exits which are analyzed in 

4.4.3, the appearance and quality of substance matter. Appearance, such as the façade, 

“coziness”, and quality of the kitchen are essential for a positive image of the institution 

in the local community and directly affect the rent-level, meaning the cash-return for the 

investor. Thus, efficient ground plots that allow care stations, a solid construction with 

high quality materials and modern, well maintained facilities such as elevators and 

bathrooms as well as the roof affect the property’s value directly.  

4.3.3 Operator and lease contract 

The German operator market is high segmented (Appendix 5); largest operator “Pro 

Seniore” has 130 homes and 18.919 beds under management which depict ~2.4% of the 

total German bed supply of ~800.000 beds (Federal Statistics Office, 2014).  
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Arith. average of survey results (scale 1-5, 5 

important)

Cash-Return-Relevance Capital-Return-Relevance

Loaction 3,2 4,1

Structural and architectural fabric 4,3 4,1

Lease contract 3,3 3,8

Refinancing terms (of home) 4,2 3,3

Real estate capital market environment 3,2 4,7

Demographic 2,5 3,3

Regulatory environment 3,5 4,5
 

 

Figure 5: Significance of value drivers of nursing home real estate   

Size, credit-worthiness and quality of care which is annually rated by the Medical 

Review Board of Stationary Health Insurance Funds (“MDK”) of operators are seen as 

another core value driver of NHR. 

The tenor of nursing home lease contracts is customarily 20 to 25 years with one or 

two prolongation options. They contain non standardized index-clauses, e.g. 80% of 

CPI with a 5% hurdle, first indexation after 5 years. Since the long tenor of leases, 

hieratic funding-agreements with insurance companies, social welfare institutions and 

steadily increasing operating costs, indexation amounts only a share of the total CPI and 

is part of negotiations between real estate owner and operator. 

Other and most significant value drivers are contractual specifications regarding 

repair and maintenance. Nursing home lease contracts are either “Triple Net Contracts”, 

also known as “Full Repair and Maintenance Lease” were the lessee covers any 

maintenance cost including roof and structure or “Double Net Contracts” were the 

lessee covers any maintenance except roof and structure. Double net contracts tend to 

bear fewer risks, since essential maintenance is covered owners duties. However – the 

regular duty of maintenance actions and the cooperation of operator and investor, no 

matter in who´s responsibility maintenance is, are core value drivers for a projects 

capital return and are mostly part of the responsibility of the asset management or the 

outsourcing controlling vehicle of the investor. 
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4.4 EXTERNAL VALUE DRIVERS 

4.4.1 Real estate capital markets 

The German real estate investment market achieved a nationwide turnover of EUR 

40.15bln year over year as of Q4 2014, which is the third highest ever recorded. 

(Colliers, 2015). As introduced in Chapter 4.1.2, also nursing home real estate increased 

accordingly even though it amounted only approx. 2% of total transaction volume. The 

current market developments are main value driver of NHR. Price increases take place 

at prime properties in good location that are long-term let to well-known operators. 

Prices for semi-well positioned NHR with shorter lease terms tend to remain more 

stable and are focus of cash-return oriented investors. Reason for the increasing interest 

is, despite the explained premium in Chapter 2, also an existing yield-gap to the UK and 

France, were NHR trades at prime yields of 5.25% - to 6.00%. Furthermore, single-

apartment-sales to retail investors, which depict a significantly lower price level, (for 

approx. 5% gross yield) decline the supply of investment opportunities and further 

increase the demand of foreign investors.  

Nevertheless structural changes of demand of other kinds of use can create “third 

use opportunities” of nursing homes. Those can bare capital gain potential, such as a 

future redevelopment and change of use the project to hotel, refugee-home, or student 

housing. Other value drivers are current interest rate levels and the availability of debt 

financing. 

4.4.2 Funding and demographics 

The funding structure of German nursing home operators has three core 

components: Funding for care, housing and provisions as well as investment costs 

(“IC”). Level of investment costs is directly negotiated with public health insurances 
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local authorities. Amount of investing costs largely depends on the financial strength of 

the municipality and land prices in the region. IC levels are between approx. 10 and 25 

EUR per night and depend on the nursing care level of the patients as well. It can be 

distinguished between the levels 0-3, depending on the intensity of care. The Annual 

gross operating income is in the market is calculated by the formula:  

Number of beds x investment costs per bed - 10% equipment reserves x 95% average 

utilization 

 Main value driver for investors in this sector are nursing homes were IC-levels are 

equal for all residents. This is caused by the fact that municipalities pay for welfare 

recipients directly pay nursing care expenses whilst the other main income stream of 

operators is collected from private individuals who could pay different rates than the 

others. Subsides from such individuals and private insurance receivers are indicators for 

future occupancy risks.  

 Further value driver is the current demographic environment (Appendix 4) which 

seems to be currently balanced by the markets. However – the steepening undersupply 

of nursing home beds, which is expected to peak in 2040, with a demand of a total of 

another 200.000 beds is currently taking up with approx. – 6.000 new units per year – 

which is approx. 2.000 less than the given demand prognosis. 

4.4.3 Regulatory environment 

Since the implementation of the German “federalism reform” in 2006, the 

legislative competence regarding nursing care for all areas that are covered by public 

law was handed over to the responsibility of Germany´s 16 federal states. Since then all 

states enacted individual laws with different standards regarding, structure, fire-safety 

and single room quotas which heavily affect the performance of NHR that were built 
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before that changes. Core regulations are minimum room-sizes, bathroom sizes, 

availability and size of common areas. Furthermore there exists  quotas that forces 

operators to employ more than 50% skilled workforce and single room quotas in the 

largest states such as in: Northern Westphalia, 80% single room quota starting on 

14.10.2018, Baden-Württemberg: 100% single room quota, Bavaria: 85% single room 

quota (will be adjusted soon), Schleswig Holstein: 75% single room quota (intended). 

Those quotas intend to lower deferred maintenance and increase the quality of care. On 

the other hand they can lead to a significant undersupply in prospective states if current 

new developments remain on existing levels. 

The regulatory environment was identified as core value driver of NHR. Single room 

quotas and further regulations regarding the structure of NHR can cause massive capital 

injections of investors for redevelopment and will lower the availability of nursing beds 

on a short term perspective.  

4.5 CASE STUDY: ACQUISITION OF A NURSING HOME PORTFOLIO  

This is a case study for the acquisition and redevelopment of a German nursing 

home real estate portfolio that contains four properties, two in small towns with ~5.000 

inhabitants in Schleswig Holstein and Western Pomerania (~25% of Portfolio), one 

close to Berlin (~50% of Portfolio) and one close to Hannover (~25% of Portfolio) is 

based on real conditions, projects and prices as of the second quarter of 2015.  

4.5.1 Project Description 

A Frankfurt based real estate fund manager is looking for new product innovations 

and detects return opportunities in existing nursing home facilities with a WALT
11

 

lower than 5 years. In order to realize those opportunities, cooperation with an 

                                                 
11

 WALT = Weighted Average Lease Term 
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experienced NHR developer is started and a portfolio of available properties is created. 

This case study reflects the impact of our previously analyzed value drivers on the 

pricing of a value add real estate private equity fund that intends to acquire the 

underlying portfolio. 

4.5.2 Pricing Assumptions 

The four properties of the portfolio can be acquired for a factor of 10.45 of their 

gross rental income with cap rate amounting to 9.57%. Total investment volume 

accounts for 26mln EUR according to the broker.  The net operating income at 

acquisition amounts to EUR 2.5mln, whereby the WALT of the portfolio is 1.44 years 

and a total of 394 beds at acquisition. The developer recommends to acquire and to 

refurbish the portfolio. During and after the redevelopment the developer aims to re-

lease the properties for better conditions. The developer expects, that refurbishment 

costs of the portfolio aggregate to EUR 16.10mln in order to fulfill regulatory structural 

standards, to increase the number of beds to 443, and to develop approx. 3.000m² office 

space in one of the homes as further explained in Appendix 7. Those developments are 

expected to escalate net operating income of the portfolio to EUR 3.2mln. Despite this 

increase in net operating income, a significant increase of the value of the portfolio 

through those refurbishments and new 20-year lease contracts with some of Germany´s 

largest operators is assumed. Conclusively an exit factor of 14.1 times of the NOI of the 

portfolio amounts to a sales volume of EUR 45mln within the base case exit scenario.  

4.5.3 Pricing and Sensitivity Analysis 

The pricing of the acquisition incorporates ~8% acquisition costs that cover due 

diligence for, tax, strategic, operational and technical research, structuring as well as a 

performance and development fees that makes up about 4.5% of the total sales volume 
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as displayed in Appendix 7. The funds loan to value will increase to approx. 90% of the 

initial acquisition value. Due to value increases of the collateral due to the 

refurbishment, a maximum LTV of approx. 60% will be achieved.  

Financing Structure: 

Debt-Financing  

Acquisition Loan   Construction Loan 

Tenor  10 years  Tenor Till Exit 

Amount EUR 8.2mln   Amount EUR 15.9 Mio. 

Annual debt service 0.0%  Annual debt service 5.0% 

Interest 2.50%  Interest Rate 2.5% 

Initial LTV  31.43%  Interest on credit line 1.5% 

Equity      

Single Investment of: EUR 20mln.    

Figure 6: Financing structure  

Taking the illustrated financing structure displayed in Figure 6, assumptions and the 

underlying portfolio, as reflected in Appendix 6 and Appendix 7 into account, a 10 year 

investment can achieve an IRR of 7.54%. The computed IRR includes 4.50% dividend 

distributions in years 1-5 and 5.50% in years 5-10 as analyzed in Appendix 7. The 

pricing of the portfolio acquisition (Appendix 7) was challenged by a sensitivity analysis 

(Figure 7) in order to identify potential risks and value drivers. Most significant factors 

that - in our case - need to be validated prior to closing the transaction are fixed lease 

contracts with prospective tenants in order to confirm NOI assumptions, as well as a 

confirmation of the availability and the price of NHR portfolio. From the financing side, 

a higher degree of initial leverage (Figure 6) seems to be possible since total LTV, 

including refurbishment-financing, does not exceed 60%.  

Figure 7: Sensitivity Analysis  

7,54% 0% 10% 20% 30% 40% 50% 60% 70%
1,50% 6,56% 6,85% 7,18% 7,58% 8,06% 9,09% 9,95% 11,07%
1,75% 6,56% 6,84% 7,16% 7,55% 8,03% 9,03% 9,88% 10,98%
2,00% 6,57% 6,83% 7,15% 7,53% 7,99% 8,98% 9,81% 10,88%
2,25% 6,57% 6,83% 7,14% 7,50% 7,95% 8,93% 9,74% 10,79%
2,50% 6,57% 6,82% 7,12% 7,48% 7,91% 8,88% 9,67% 10,69%
2,75% 6,57% 6,82% 7,11% 7,45% 7,87% 8,82% 9,59% 10,59%
3,00% 6,57% 6,81% 7,09% 7,42% 7,83% 8,77% 9,52% 10,50%
3,25% 6,58% 6,81% 7,08% 7,40% 7,79% 8,72% 9,45% 10,40%
3,50% 6,58% 6,80% 7,06% 7,37% 7,75% 8,66% 9,38% 10,30%
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Base Case IRR: 

7,54%
Base Case IRR

-20% 0% 20%
Worst

Case

Best 

Case

Exit Factor 11.13 13.91 16.69 5.07% 9.04%

Acquisition Factor 8.36 10.45 12.54 4.94% 9.89%

Operating income of 

new leases
2.3mln 2.9mln 3.5mln 4.51% 9.61%

Refurbishment-costs 13.2mln 16.5mln 19.7mln 6.63% 8.75%
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Under current market conditions debt financing of approx. 80 % to 90% debt financing 

is feasible.  

5 CONCLUSION  

The German nursing home real estate investment market is a minor, fragmented and 

diversified market. The research question – how to create value with direct investments 

into German nursing home real estate? – can be answered by applying an investment 

process that incorporates all analyzed factors within the proposed framework. Main 

identified value drivers are the current real estate capital market, the state specific 

legislation and technical specifications of individual properties. Despite those, soft 

factors such as quality of provided nursing care, size and efficiency of the operator are 

important in order to ensure the long-term sustainability of the property. The asset class 

German nursing home real estate continues to provide investors an existing attractive 

yield premium and bears risks that have to be valued adequately in order to achieve 

sustainable success. Given the market structure and the availability of market data, 

sector specific know-how and network are a key success factor for institutional 

investors entering the market. Within the German nursing home investment market, 

North Rhine-Westphalia is seen as the most attractive market for developers. Investors 

fancy Germany’s most populated state especially with respect to the upcoming single 

room quota which will lower the competition among nursing home facilities 

significantly.  

It can be concluded, that at the current market environment – of low interest rate 

levels, fastening demographic change and rapidly increasing real estate prices – nursing 

home real estate in Germany will remain the most attractive asset class within German 

restate. 
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7 Appendix  

Appendix 1:  

Survey Audience 

Company Position # of Homes / Beds / 

Track Record  

 

Business Model  

Operator Managing Director ~18 / 1.402  Expanding business in regional areas 

Operator Managing Director ~71 / 10.000 One of top 5 German operators 

Operator Managing Director ~14 / 1.090 Restructuring projects and current business 

Interim-Operator Partner ~10 / 1.200 Restructuring of nursing home operations 

Private Equity Investor Partner ~22 / 2.182 Operator private equity and developer 

Developer CFO EUR ~300mln  Developer, redevelopment specialist 

Real Estate Investor Partner EUR ~ 8bln Fund initiator, value add and opportunistic 

Real Estate Investor Asset Manager EUR ~270bln  Reinsurance, expanding property portfolio 

Appendix 2a:  

Characteristics of European value-add funds (O´Roarty, 2009): 

 

Appendix 2b:  

Characteristics of German nursing home real estate (own elaboration): 

Category Core/Core+  Value Add  Opportunistic   

IRR before tax < 6,0 % p. a.  6 % bis 12 % p. a. > 12 % p. a. 

Income Source Prevailing income 

return 

Equal distribution of 

income- and capital 

return 

Prevailing capital  

Predictability High Medium Low 

Holding Period > 10 years 5 to 10 years < 5 years 

Management Style Active Management  Adding value by active 

development actions 

Development 

Category Core/Core+  Value Add  Opportunistic   
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Appendix 3:  

Transaction volumes and yields for German nursing homes and senior residences 2005 

– 2014 (Source: CBRE, 2015) 

 

 

 

Appendix 4: 

Prognosis: Demographic environment, Germany (Source: Federal Statistics Office) 
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Appendix 5 

The 25 largest nursing home operating companies in Germany  

(Source: Care Invest, 2015) 
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Hamburg

Berlin
Hannover

Frankfurt

Dresden

Munich

Appendix 6:Location and portfolio description.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Refurbishment Idea
Construction of new building in garden and refurbishment of existing building (built in 

2002), major refurbishment of old building and change of operating concept

Expected Refurbishment Costs In total approx. EUR 6.75 million

Potential

Negotiation of new lease contract with operator started, by end of refurbishment, expected 

increase of annual gross income to approx. EUR 569,000 p.a. indicated (+53.4% increase), 

assumed exit multiplier: 14.5

Refurbishment Idea
Demolition of old building and replacement with new nursing home facilities. Interim 

manager for ongoing operations in newer building with 51 beds during construction period

Expected Refurbishment Costs In total approx. EUR 4.67 million

Potential

Operator change after completion of refurbishment, negotiations have started, increase of

annual gross rent to approx. EUR 679,000  p.a. indicated (+84.5% increase), assumed exit 

multiplier: 14.5
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Refurbishment Idea
Takeover of property during refurbishment which takes place due to safety and other 

regulatory issues, currently operated by interim manager

Expected Refurbishment Costs In total approx. EUR 4.80 million

Potential

Operator change after completion of refurbishment and increase of annual gross rent to 

approx. EUR 850,815 p.a. indicated 

(+4.80% increase), assumed exit multiplier: 14.5

Refurbishment Idea
Takeover of property during normal operations, optimization of energetic
and rorealization of cash-returns, preparation of change of care-concept 

Expected Refurbishment Costs In total approx. EUR 1.00 million

Potential
High cash returns, eventually change of care-concept at end of current 
lease contract. Assumed exit multiplier: 12.00
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Equity Investment -100,00% -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

Investor Distributions 50,76% 226.579                                                   898.929             898.929             898.929             898.929             1.098.691          1.098.691          1.098.691          1.098.691          1.098.691          824.018             

Sales Proceeds 139% -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         27.720.263        

Investor Cash Flow (before tax) IRR 7,54% 226.579                                                 898.929           898.929           898.929           898.929           1.098.691        1.098.691        1.098.691        1.098.691        1.098.691        28.544.281     

Income Tax Payments (132.355)                                                 (337.946)            (191.523)            (132.019)            (126.727)            (135.445)            (144.133)            (260.016)            (269.015)            (281.991)            (178.152)            

Investor Cash Flow (after tax) IRR 6,59% 94.225                                                   560.983           707.406           766.910           772.202           963.246           954.558           838.675           829.676           816.700           28.366.129     

 
Appendix 7: Pricing 12 12 12 12 12 12 12 12 12 12 12

Date / Year Ending 31. Dez 15 31. Dez 16 31. Dez 17 31. Dez 18 31. Dez 19 31. Dez 20 31. Dez 21 31. Dez 22 31. Dez 23 31. Dez 24 31. Dez 25

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Mortgage Loan Schedule

Loan Drawdown 8.237.449                                                -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

Loan Debt Service (127.729)                                                 (510.917)            (510.917)            (510.917)            (510.917)            (500.835)            (470.590)            (470.590)            (470.590)            (470.590)            (352.942)            

Loan Interest 51.008                                                     199.253             191.461             183.475             175.289             166.898             158.926             151.134             143.148             134.962             95.726               

Loan Principal (76.721)                                                   (311.664)            (319.455)            (327.442)            (335.628)            (333.937)            (311.664)            (319.455)            (327.442)            (335.628)            (257.216)            

Loan Debt Service through Sale -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         (4.981.199)         

Loan Balance 8.160.728                                             7.849.064        7.529.609        7.202.167        6.866.540        6.532.603        6.220.939        5.901.484        5.574.042        5.238.415        -                         

Refurbishment Loan Schedule

Loan Drawdown 11.274.168                                              -                         5.174.910          -                         -                         -                         -                         -                         -                         -                         -                         

Loan Debt Service -                                                              (25.220)              (374.479)            (773.710)            (1.043.260)         (1.043.260)         (1.043.260)         (1.043.260)         (1.043.260)         (1.043.260)         (782.445)            

Loan Interest 29.967                                                     281.872             368.046             410.266             398.541             382.500             366.016             349.120             331.802             314.053             223.625             

Loan Principal 29.967                                                     256.652             (6.433)                (363.443)            (644.720)            (660.760)            (677.245)            (694.141)            (711.458)            (729.208)            (558.820)            

Loan Debt Service through Sale -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         (11.689.470)       

Loan Balance 11.304.135                                           11.560.787     16.729.264     16.365.821     15.721.101     15.060.341     14.383.097     13.688.956     12.977.498     12.248.290     -                         

LTV (Investment Volume) 74,72% 74,51% 93,12% 90,47% 86,71% 82,89% 79,09% 75,20% 71,22% 67,13% 0,00%

LTV(Value Increase) 55,47% 54,99% 61,52% 60,21% 58,48% 56,68% 54,86% 52,95% 50,92% 48,78% 0,00%

KG Cash Flow Schedule

Rental Income 626.133                                                   2.275.342          2.414.761          2.788.468          3.040.724          3.040.724          3.040.724          3.273.580          3.273.580          3.273.580          2.455.185          

Loss of Rent Risk -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

Facility Management (18.784)                                                   (68.260)              (72.443)              (83.654)              (91.222)              (91.222)              (91.222)              (98.207)              (98.207)              (90.610)              (50.864)              

Property Valuation Cost (6.000)                                                     (24.360)              (24.725)              (25.096)              (25.473)              (25.855)              (26.243)              (26.636)              (27.036)              (27.441)              (20.890)              

Refurbishment Cost (31.541)                                                   (126.398)            (140.711)            (191.704)            (194.580)            (197.499)            (200.461)            (203.468)            (206.520)            (209.618)            (159.572)            

Reletting Cost -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

Vacancy Costs -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

KG Administration Cost (251.166)                                                 (17.462)              (17.724)              (17.990)              (18.260)              (18.534)              (18.812)              (19.094)              (19.380)              (19.671)              (14.974)              

Other Fund Expenses (3.213)                                                     (13.045)              (13.240)              (13.439)              (13.641)              (13.845)              (14.053)              (14.264)              (14.478)              (14.695)              (11.186)              

KG Audit (5.950)                                                     (24.157)              (24.519)              (24.887)              (25.260)              (25.639)              (26.024)              (26.414)              (26.811)              (27.213)              (20.716)              

Asset & Portfolio Management (21.160)                                                   (85.911)              (87.199)              (88.507)              (89.835)              (91.182)              (92.550)              (93.938)              (95.347)              (96.778)              (73.672)              

Operator Audit (10.000)                                                   (40.600)              (41.209)              (41.827)              (42.455)              (43.091)              (43.738)              (44.394)              (45.060)              (45.736)              (34.816)              

Other Non-Recoverable Expenses (522)                                                        (1.925)                (2.073)                (2.430)                (2.689)                (2.730)                (2.771)                (3.028)                (3.073)                (2.878)                (1.640)                

Interest on Undrawn Amount -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

VAT Refund 247.263                                                   6.150                 7.678                 7.790                 7.905                 8.021                 8.138                 8.258                 8.379                 8.502                 8.626                 

Mortgage Loan Debt Service (127.729)                                                 (536.137)            (885.395)            (1.284.627)         (1.554.177)         (1.544.095)         (1.513.850)         (1.513.850)         (1.513.850)         (1.513.850)         (1.135.388)         

Cash Available for Distributions 397.332                                                 1.343.238        1.113.199        1.022.097        991.037           995.052           1.019.140        1.238.544        1.232.197        1.233.593        940.094           

Interest on Liquidity Reserve -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

Withholding Tax on Interest Income -                                                              -                         -                         -                         -                         -                         -                         -                         -                         -                         -                         

Change in Liquidity Reserve 170.752                                                   444.309             214.270             123.168             92.108               (103.639)            (79.551)              139.853             133.506             134.902             116.076             

Balance of Liquidity Reserve 270.752 270.752                                                 715.062           929.331           1.052.500        1.144.608        1.040.969        961.418           1.101.271        1.234.777        1.369.679        1.485.754        

VAT Incurred (247.718)                                                 (7.594)                (7.705)                (7.819)                (7.933)                (8.050)                (8.168)                (8.288)                (8.409)                (8.533)                (6.493)                

VAT Refund 247.263                                                 6.150                7.678                7.790                7.905                8.021                8.138                8.258                8.379                8.502                8.626                


