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This management report highlights the financial and operational performance of ProLogis European Properties FCP (óPEPRô) during the half year 
ended 30 June 2011.  
 
Highlights 

Á Portfolio values remained broadly stable, with net portfolio value down 0.6% from 31 December 2010, excluding currency impacts 
(decrease of 1.25% including currency impacts)  

Á EPRA
(1)

 net asset value remained at ú6.32 per ordinary unit (31 December 2010: ú6.32 per ordinary unit), as retained earnings were 
offset by negative unrealised exchange differences on translating foreign operations 

Á IFRS net asset value increased to ú5.64 per ordinary unit (31 December 2010: ú5.62 per ordinary unit) 

Á Continued strong leasing activity, with 81 transactions completed covering 745,900m
2
 

Á High level of portfolio occupancy at 93.2%, in line with expectations  

Á Further progress on deleveraging initiatives as loan-to-value ratio improves to 51.1% (31 December 2010: 53.0%) 

Á EPRA earnings ú0.19 per ordinary unit (30 June 2010: ú0.21 per ordinary unit) 

Á IFRS earnings ú0.02 per ordinary unit (30 June 2010: ú0.01 per ordinary unit) 
 
Business review 
 
PEPR has delivered financial results in line with guidance and sustained strong operating performance, with over 745,000 square metres of leasing 
completed. Overall portfolio occupancy reduced to 93.2% from 94.5% at 31 December 2010, in line with PEPRôs forecasts and remains well above 
the market average.  
 
Good progress has been made in reducing outstanding debt, in-line with stated objective of strengthening the balance sheet and returning to an 
investment grade credit rating. Over the six months to 30 June 2011, loan-to-value has reduced further to 51.1% from 53.0% at the end of 2010. 
During the quarter Moodyôs improved PEPRôs corporate credit rating outlook to positive from stable.  
 
PEPR reported an increase in IFRS net asset value per ordinary unit to ú5.63 (31 December 2010: ú5.62) driven by retained earnings of ú0.02 per 
ordinary unit, ú0.04 per ordinary unit unrealised gain on the mark-to-market of cash flow hedges offset by a ú0.04 per ordinary unit negative impact 
of weakening foreign exchange rates. The net asset value of the class A(1) convertible preferred units remained at ú5.93. 
 
EPRA net asset value per ordinary unit,  which makes adjustments to IFRS NAV for cash flow hedges and deferred tax movements, remained at 
ú6.32 as at 30 June 2011 (31 December 2010: ú6.32) given the continued stability of property values across Europe and as retained earnings were 
offset by negative unrealised exchange differences on translating foreign operations. 
 
IFRS earnings increased to ú7.6 million (HY 2010: ú6.7 million), primarily due to a ú10.1 million lower unrealised portfolio valuation decline recorded 
in HY 2011 and a ú3.3 million reduction in operating and finance expenses. These impacts were offset by a ú3.9 million higher tax charge, a ú3.0 
million decline in rental income due to lower market rents on new lease agreements and the marginal decline in portfolio occupancy, and ú2.9 
million of professional advisory fees incurred in Q2 2011 related to the Prologis, Incôs (óPrologisô) tender offer. In addition, the prior period included 
the non-recurring receipt of ú2.6 million of insurance proceeds. 
 
Adjusted EPRA earnings for ordinary unitholders decreased to ú36.1 million (HY 2010: ú40.4 million) mainly due to a ú3.8 million higher tax charge 
and ú3.2 million lower total revenue, offset by a ú2.8 million reduction in operating and finance expenses. 
 
Distributable cash flow of ú33.6 million or ú0.18 per ordinary unit (HY 2010: ú43.2 million or ú0.23 per unit) will be retained in the business to further 
deleverage the balance sheet. 
 
Dividend distributions for holders of its Class A(1) convertible preferred units totalled ú0.313055 per unit for the period from 1 January 2011 to 30 
June 2011. 
 
Market review 
 
The European economic recovery has slowed, leading to downward revisions to forecast European growth rates to less than 2% in 2011 and 2012.  
The recovery remains susceptible to concerns over sovereign wealth defaults within the Eurozone. 
 
Occupier demand remains steady as the migration from older, obsolete properties into modern facilities continues, although the economic 
uncertainty has dented customer confidence leading to a delay in customers taking additional space. As a result, prime rent levels and lease 
incentives have remained broadly stable in most markets, with incentives on lease renewals decreasing noticeably. 

Investment flows into Europeôs core logistics property markets have moderated during the second quarter, particularly in the UK. The majority of 
investor interest continues to be focused on prime, long-leased assets with low activity in core-plus or value-add opportunities which remain more 
difficult to debt finance. Prime yields in most markets have remained stable, with some improvement in strongly performing countries such as 
Germany and Sweden. The general absence of yield movement and the moderation in transaction activity suggests investors are reassessing the 
identifiable value at the prime end of the market while also reflecting the lack of available product. 

Portfolio review 

At 30 June 2011, the portfolio comprised 232 distribution facilities, covering 4.9 million square metres across 11 European countries with a net 
market value of ú2.8 billion. The portfolio risk profile remains attractive, with above market average occupancy of 93.2% and a diversified customer 
base. On average the portfolio has 3.3 years to lease break or 5.2 years to lease expiry with over 55% of leases set to expire in 2015 or beyond. 
  

                                                           
(1)

 European Public Real Estate Association Best Practices Recommendations, issued October 2010 after PEPR specific adjustments 
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Portfolio review continued 
 
The entire portfolio was independently valued at 30 June 2011, with net market value decreasing 0.6%, excluding foreign exchange adjustments, 
from the valuation carried out at 31 December 2010. Property values across all regions fell by less than 1.0%, demonstrating the continuing stability 
in the logistics markets. However, the weakening of the sterling and Swedish krona exchange rates, led to an overall net market value decline of 
1.25% to ú2,786.8 million compared to ú2,822.0 million at 31 December 2010. 
 
The net initial yield of the portfolio at 30 June 2011 decreased to 7.4% compared to 7.7% at 31 December 2010 mainly as a result of slightly lower 
occupancy during 2011. 

Debt review 

PEPRôs financing structure utilises a mix of secured and unsecured debt sources, with all secured debt pledged against specific pools of assets with 
no recourse to another debt instrument or assets elsewhere in the business. At 30 June 2011, PEPR was in compliance with all financial covenants 
contained within its credit facilities.  

Total outstanding debt as at 30 June 2011 was ú1,496.7 million, a ú73.9 million decrease since 31 December 2011 (ú1,570.6 million), primarily due 
to the repayment of a ú51.1 million secured debt facility, originally due to mature in October 2014, the repayment of ú10.0 million drawn under the 
revolving unsecured credit facility and amortisation on certain secured debt packages. PEPR has no outstanding debt maturities until December 
2012. 

The weighted average interest rate for first half 2011 was 5.6% compared to 5.4% for the comparable period in 2010 and 5.6% for 2010 as a whole. 
The year-on-year increase reflects the impact of increases in the Eurozone base rate during 2011 on PEPRôs floating rate debt. At 30 June 2011, 
83.3% of debt was at fixed rates of interest. 

Outlook 
 
PEPR maintained its guidance for 2011, with EPRA earnings expected to be between ú0.37 and ú0.42 per ordinary unit and distributable cash flow 
expected to be between ú0.33 and ú0.38 per ordinary unit. 
 
PEPR has retained distributable cash flow since December 2008 as part of the businessô strategic initiatives to improve liquidity and intends to 
continue to do so for the foreseeable future in order to deleverage the balance sheet further. 
 
During the second half of 2011, PEPR will strive to improve its financial metrics further and continuing to reduce leverage. In addition, PEPR will 
ensure that it remains well placed to capture the benefits of any improvements in occupier demand, maintaining high portfolio occupancy through 
consistently strong leasing performance and driving cash flow from the portfolio through proactive asset management and exemplary customer 
service. 
 
Prologis tender offer 
 
On 21 April 2011, Prologis announced an increase in its ownership of PEPR to approximately 39% and a mandatory tender offer to acquire all of 
the outstanding ordinary units and convertible preferred units it did not own. The initial offer price of ú6.10 per unit for both ordinary and class A(1) 
convertible preferred units was increased to ú6.20 per unit on 6 May 2011. 
 
At the end of the offer period, Prologis owned 89.6% of the ordinary units and 94.6% of the class A(1) convertible preferred units. At 30 June 2011, 
Prologis owned 92.3% of the ordinary units and 94.6% of the class A(1) convertible preferred units. 
 
Offer of up to ú97.5 million new ordinary units and subsequent upgrade of credit rating to Baa3 with stable outlook 
 
On 24 August 2011, PEPR announced that it would raise up to ú97.5 million through the issue of new ordinary units, at ú6.20 per unit, to existing 
holders of ordinary units that are known to the management company and hold a stake in excess of 1% of the ordinary units. The offer is expected 
to commence on 29 August and end on 2 September 2011. Prologis, Inc. has provided an irrevocable undertaking to subscribe to the offer in 
relation to its 92.4% holding in PEPR and to increase its subscription to up to 100% of the offer depending upon the take-up of new ordinary units 
by other unitholders. Net proceeds of the offering will be used to accelerate the deleveraging of the business. 
 
Subsequent to the PEPR announcement, on 24 August 2011, Moody's Investors Service upgraded PEPRôs corporate credit rating to Baa3, with 
stable outlook, from Ba1. This upgrade immediately reduces the borrowing margin of the ú280 million senior unsecured credit facility to +245 basis 
points over Euribor/Libor (from +270 basis points) and the margin on the ú50 million unsecured revolving credit facility to +225 basis points (from 
+240 basis points). More significantly, the interest rate on PEPRôs ú500 million Eurobond will decrease by 1.75% to 5.875% (from 7.625%) on the 
23 October annual reset date, resulting in an almost immediate material interest expense saving. 
 
Composition of the board 
 
On 16 June 2011 Mr Ted Antenucci resigned his role as a Prologis appointed board member to the PEPR board and he was replaced on that date 
by Mr Philip Dunne who is President of Prologisô business in Europe. 
 

 

 
Peter Cassells 
Chief executive officer 
30 August 2011 

David Doyle 
Chief financial officer 
30 August 2011 
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   30 June 30 June 

  2011 2010 

  Unaudited 
Unaudited and 

restated 

  Notes ú000 ú000 

Rental income   119,117 122,111 

Other property income  166 2,962 

Total revenue  119,283 125,073 

Ground rents paid  (1,135)  (1,149) 

Property management fees  7 (6,630) (6,723) 

Other property rental expenses  (5,346)  (6,220) 

Cost of rental activities  (13,111)  (14,092) 

Gross profit  106,172 110,981  

Fund management fees 7 (2,209)  (2,241) 

Fund custodian fees  (65)  (60) 

Other fund expenses  (5,297)  (3,585) 

Fund expenses  (7,571)  (5,886) 

Gross valuation gains on property  14,309 29,446  

Gross valuation losses on property  (42,168)  (65,532) 

Purchasers costs  1,457 (470)  

Property fair value movements  (26,402)  (36,556) 

Earnings/(losses) before net financial cost and tax   72,199  68,539 

Finance income  52 196  

Finance expense  (49,621)  (50,878) 

Net profit/(loss) before tax  22,630  17,857 

Benefit/(charge) for taxation 6 (15,027) (11,132)  

Net profit/(loss) for the period   7,603  6,725 

Profit/(loss) for the period attributable to:      

Unitholders  6,956  6,044 

Non-controlling interest  647  681 

    7,603  6,725 

       

   ú ú   

Profit/(loss)  per unit      

Basic  0.02     0.01    

Diluted   0.03    0.01    
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    30 June 30 June 

  2011 2010 

  Unaudited 
Unaudited and 

restated 

   ú000 ú000 

Net profit/(loss) for the period  7,603 6,725 

Other comprehensive income/(loss)    

Exchange difference on translating foreign operations  (7,986) 17,083  

Net gain/(loss) on cash flow hedges  8,893 (21,993)  

Non-controlling interest on other comprehensive income  40 (499)  

Other comprehensive income/(loss) for the period, net of tax   947 (5,409)  

Total comprehensive income/(loss) for the period  8,550 1,316 

Total comprehensive income/(loss) attributable to:      

Unitholders  7,863 1,134 

Non-controlling interest  687  182 

    8,550  1,316 
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  30 June 31 December  

  2011 2010 

  Unaudited Audited 

  Notes ú000 ú000 

Assets     

Non-current assets     

Investment in property as stated in consolidated statement of investment in properties  2,786,761 2,821,961 

Deferred tax asset  3,383 4,693 

   2,790,144 2,826,654 

Current assets     

Accounts receivable, net   39,708 40,797 

Due from related parties  - 1,963 

Other current assets   18,933 18,549 

Cash and cash equivalents 4 11,182 22,766 

  69,823 84,075 

Total assets  2,859,967 2,910,729 

Equity    

Ordinary capital  1,911,810 1,911,810 

Preferred capital  61,070 61,070 

Capital contributions   1,972,880 1,972,880  

Costs of raising capital  (44,705)   (44,705) 

Net capital contributed  1,928,175 1,928,175 

Net retained losses  (656,298)   (660,030) 

Cumulative foreign currency translation adjustment  (125,168)  (117,182) 

Cash flow hedge valuation reserve  (10,750)   (19,643) 

Equity attributable to unitholders  1,135,959 1,131,320 

Non-controlling interest in subsidiaries  2,462 1,775 

Total equity  1,138,421 1,133,095 

Liabilities     

Non-current liabilities     

Interest bearing notes and bank loans, net of current portion 5 1,470,353 1,537,878 

Hedging instruments   10,750 19,643 

Deferred tax liability 6 116,095 111,078 

   1,597,198 1,668,599 

Current liabilities    

Interest bearing notes and bank loans, current portion 5 3,577 4,585 

Accounts payable  959 2,857 

Due to related parties  421 - 

Income and other taxes payable 6 10,317 11,528 

Accrued expenses and other current liabilities  69,123 47,646 

Deferred income  39,951 42,419 

   124,348 109,035 

Total liabilities  1,721,546 1,777,634 

Total equity and liabilities  2,859,967 2,910,729 
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Capital 
contributions 

Costs of raising 
capital 

Net retained 
earnings / (losses) 

Cumulative foreign 
currency 

translation 
adjustment 

Cash flow hedge 
valuation reserve 

Total equity 
attributable to 

unitholders 
Non-controlling 

interest Total equity 

 ú000 ú000 ú000 ú000 ú000 ú000 ú000 ú000 

Balance as at 31 December 2009 
(Audited and restated) 

1,972,880 (44,718) (673,401) (131,535) (5,687) 1,117,539 2,266 1,119,805 

Other comprehensive income/(loss) - - - 14,353 (13,956) 397 (1,120)  (723) 

Profit for the period - - 19,874 - - 19,874 629 20,503 

Total comprehensive income/(loss) - - 19,874 14,353 (13,956) 20,271 (491) 19,780 

Issue of preferred units - 13 - - - 13 - 13 

Preferred distributions for the period    (6,503)   (6,503)  (6,503) 

Balance as at 31 December 2010 
(Audited) 

 1,972,880   (44,705)  (660,030)  (117,182)  (19,643)  1,131,320   1,775   1,133,095  

         

Balance as at 31 December 2010 
(Audited) 

 1,972,880   (44,705)  (660,030)  (117,182)  (19,643)  1,131,320   1,775   1,133,095  

Other comprehensive 
income/(loss) 

- - - (7,986) 8,893 907 40 947 

Profit for the period - - 6,956 - - 6,956 647 7,603 

Total comprehensive income/(loss) - - 6,956 (7,986) 8,893 7,863 687 8,550 

Preferred distributions for the 
period  

- - (3,224) - - (3,224) - (3,224) 

Balance as at 30 June 2011 
(Unaudited) 

1,972,880 (44,705) (656,298) (125,168) (10,750) 1,135,959 2,462 1,138,421 
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  30 June  31 December  

 2011 2010 

 Unaudited Audited 

  ú000 ú000 

Historic cost    

Cost at the beginning of the period 3,122,711 3,058,985 

Capital expenditure 4,261 11,926 

Leasing commission 1,382 3,875 

Rent levelling 4,597 3,918 

Effect of unrealised currency movements (22,053) 44,007 

Cost at the end of the period 3,110,898 3,122,711 

Net unrealised gains related to property   

Net unrealised losses at the beginning of the period (300,750) (219,738) 

Gross valuation gains on investment in property during the period 14,309 37,804 

Gross valuation losses on investment in property during the period (42,168) (108,713) 

Adjustment for purchasers costs 1,457 1,102 

Effect of unrealised currency movements 3,015 (11,205) 

Net unrealised losses at the end of the period (324,137) (300,750) 

Fair value at the end of the period 2,786,761 2,821,961 

Fair value of investment property   

Gross market value at the end of the period 2,926,138 2,963,841 

Purchasers costs (139,377) (141,880) 

Fair value at the end of the period 2,786,761 2,821,961 

Third party assessed fair value as a percentage of net assets 245% 249% 

   

Fair value of investment property subject to security   

Total fair value of investment property subject to security ï secured bank loans 1,563,766 1,588,464 
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  30 June  30 June  

  2011 2010 

  Unaudited Unaudited 

  Notes ú000 ú000 

Net cash flow from operating activities 10 60,343 59,250 

Cash flow from investing activities     

Capital expenditure and other expenditure on investment property  (5,643) (3,242) 

Proceeds from insurance claims  - 2,573 

Net cash used for investing activities  (5,643) (669) 

Cash flow from financing activities     

Repayment of secured notes  -   (90,590) 

Repayments of bank loans  (81,027) (395,564) 

Proceeds from bank loans  18,000 397,656 

Distributions to preferred unitholders  (3,206) (1,761) 

Net cash used for financing activities  (66,233) (90,259) 

Effects of exchange rate changes  (51) (96) 

Net increase in cash and cash equivalents  (11,584) (31,774) 

Cash and cash equivalents at the beginning of the period  22,766 64,530 

Cash and cash equivalents at the end of the period  11,182 32,756 
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  30 June  30 June  

  2011 2010 

EPRA earnings per unit  Unaudited 
Unaudited and 

restated 

  ú000 ú000 

Earnings/(losses) attributable to unitholders  6,956 6,044 

Adjustments for:     

Revaluation movements on investment properties and development properties  26,402 36,556 

Deferred tax effects arising on revaluation of investment properties  3,127 3,074 

Non-controlling interest in respect of the above  (97) 21 

EPRA earnings for the period  36,388 45,695 

Preferred dividend  (3,224) (3,226) 

EPRA earnings attributable to ordinary unitholders  33,164 42,469 

Weighted average number of ordinary units  190,522,441 190,522,441 

EPRA earnings per ordinary unit for the period  ú0.17 ú0.22 

    

PEPR specific adjustments    

Income received not in the ordinary course of business  - (2,573) 

Expenses incurred not in the ordinary course of business  2,916 500 

PEPR specific adjusted earnings  36,080 40,396 

Weighted average number of ordinary units  190,522,441 190,522,441  

PEPR specific adjusted earnings per ordinary unit  ú0.19 ú0.21 

    

  30 June  31 December 

  2011 2010 

EPRA net asset value  Unaudited Unaudited 

 Notes ú000 ú000 

Net asset value attributable to unitholders per IFRS financial statements  1,135,959 1,131,320 

Adjustments for:    

Cash flow hedge valuation reserve  10,750 19,643 

Deferred tax  6 118,884 114,907 

EPRA net asset value  1,265,593 1,265,870 

Attributable to:    

Ordinary unitholders  1,204,523 1,204,800 

Preferred unitholders  61,070 61,070 

EPRA net asset value  1,265,593 1,265,870 

Number of ordinary units outstanding  190,522,441 190,522,441 

EPRA net asset value per ordinary unit  ú 6.32 ú 6.32 

Number of preferred units outstanding  10,298,510 10,298,510 

EPRA net asset value per preferred unit  ú 5.93 ú 5.93 
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1 General information  
 
ProLogis European Properties ("PEPR") a fonds commun de placement (ñFCPò), was established on 10 September 1999 under the laws of 
Luxembourg in the form of an unincorporated contractual co-ownership scheme and is now governed by the law on undertakings for collective 
investment of 17 December 2010 and by its specific management regulations, which were last amended on 20 May 2010 (the "Management 
Regulations") and are included in the prospectus dated 13 November 2009 as amended by its supplements dated 23 August 2010, 01 November 2010 
and 23 August 2011. Full details of the Management Regulations are available on the PEPR website: www.prologis-ep.com 
 
PEPR is an externally managed real estate investment fund organised as a Luxembourg closed-ended FCP and regulated in Luxembourg by the 
Commission de Surveillance du Secteur Financier (ñCSSFò).  PEPR owns a portfolio of high quality Distribution Facilities located in 32 submarkets 
within 11 European countries.  PEPR is managed by ProLogis Management S.à r.l. (the "Management Company"), a limited liability company organised 
under the laws of Luxembourg (registration number B 70 940) having its registered office at 34-38 Avenue de la Liberté, L-1930 Luxembourg. 
 
The Management Company has the exclusive right to manage PEPR and is vested with broad powers to administer and manage PEPR in the name of 
and on behalf of the unitholders subject to the rules and regulations set out in the Management Regulations. 
 
2 Basis of preparation and accounting policies 
 
Basis of preparation 
 
The interim condensed consolidated financial statements for the six months ended 30 June 2011 have been prepared in accordance with IAS 34 Interim 
Financial Reporting. 
 
The interim condensed consolidated financial statements do not include all the information and disclosures required in the annual consolidated financial 
statements, and should be read in conjunction with the PEPRôs annual consolidated financial statements for the year ended 31 December 2010. 
 
The interim condensed consolidated financial statements for the six months ended 30 June 2011 have been authorised for issuance on 30 August 2011 
by the Management Company. 
 
Significant accounting policies 
 
The accounting policies adopted in the preparation of the interim condensed consolidated financial statements are consistent with those followed in 
the preparation of the PEPRôs annual consolidated financial statements for the year ended 31 December 2010. 
 
Significant accounting estimates and judgments 
 
The significant accounting estimates and judgments applied in the preparation of the interim condensed consolidated financial statements are 
consistent with those applied in the preparation of the PEPRôs annual consolidated financial statements for the year ended 31 December 2010.   
 
Investment in properties - The property assets within PEPR have been appraised as of 30 June 2011 by the independent appraisers. Independent 
appraisers are remunerated on a fixed fee basis per property. 
 
Restatement 
 
PEPR determined that its deferred tax liability was understated as per 30 June 2010 as a result of errors in the historic calculation of deferred 
taxation on investment properties. The majority of the adjustment relates to the tax depreciation and the subsequent measurement of the deferred 
tax exemption on the initial recognition of investment properties. Since this restatement took place in the annual financial statements dated 31 
December 2010, the impact is therefore only on the income statement for 30 June 2010 and results in an increased charge for taxation in the 
comparative period by ú 5,172 thousand giving a revised charge for taxation of ú 11,132 thousand. 
 
3 Seasonality of operations 
 
Rental income, other revenues and costs are received and incurred smoothly over the accounting period.  No additional disclosure, therefore, needs to 
be made in the interim condensed consolidated financial statements as a result of seasonality. 
 
4 Cash and cash equivalents 
 

  30 June 31 December 

 2011 2010 

 Unaudited Audited 

  ú000 ú000 

Restricted cash 1,079 662 

Unrestricted cash 10,103 22,104 

  11,182 22,766 

 
Restricted cash is cash held in the bank accounts of the asset owning companies under secured financings that is restricted until the interest 
payment date in the following month. 
  

http://www.prologis-ep.com/
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5 Interest bearing notes and borrowings 
 

     30 June 31 December 

    2011 2010 

    Unaudited Audited 

  Maturity Currency Interest rate ú000 ú000 

      

Unsecured notes       

Eurobonds Oct 2014 EUR fixed according to rating, 
5.875% or 7.625% 

493,750 493,750 

     493,750 493,750 

Unsecured credit facilities      

Tranche II loans Dec 2012 EUR one month Euribor + 270bps 109,000 109,000 

Tranche II loans Dec 2012 GBP one month Libor + 270bps 140,421 145,243 

Revolving credit facility Aug 2013 EUR one month Euribor + 240bps - 10,000 

    249,421 264,243 

Secured bank loans      

Deutsche Pfandbriefbank AG Mar 2013 EUR three month Euribor + 250bps 126,000 126,000  

Eurohypo AG Jul 2013 GBP three month Libor + 250bps 97,948 101,311 

Landesbank Hessen-Thüringen Girozentrale Oct 2014 EUR three month Euribor + 244bps - 15,107  

Landesbank Hessen-Thüringen Girozentrale Oct 2014 SEK three month Stibor + 288bps - 36,107 

Crédit Agricole CIB Mar 2013 GBP three month Libor + 250bps 48,891 50,570 

Landesbank Hessen-Thüringen Girozentrale Jan 2013 EUR three month Euribor + 210bps 45,300 45,300 

Berlin-Hannoversche Hypothekenbank AG Jan 2014 EUR three month Euribor + 167bps 73,075 73,445 

Goldman Sachs syndicated loan Jan 2014 EUR three month Euribor + 277bps 296,250 297,750 

Deutsche Pfandbriefbank AG Dec 2013 EUR three month Euribor + 250bps 38,487 38,487 

Deutsche Pfandbriefbank AG Dec 2013 EUR three month Libor + 250bps 27,578 28,525 

    753,529 812,602 

Total proceeds from notes and borrowings   1,496,700 1,570,595 

Less transaction costs    (22,770) (28,132) 

Total notes and borrowings    1,473,930 1,542,463 

Less current portion    (3,577) (4,585) 

Total long term notes and borrowings   1,470,353 1,537,878 

 
6 Taxation 
 
PEPR is an unincorporated contractual co-ownership scheme governed by Part II of the law on undertakings for collective investment of 
17 December 2010. 
 
According to legislation currently in force, PEPR is not subject to corporate income or capital gains taxes in Luxembourg. It is, however, liable to an 
annual subscription tax based upon the net asset value of the fund. This tax is 0.05% per annum on the net assets attributable to unitholders. The tax, 
payable quarterly, is assessed on the last day of each quarter. 
 
Real estate revenues, or capital gains derived from real estate, may be subject to taxes by assessment, withholding or otherwise in the countries where 
the real estate is situated. 

PEPR's subsidiaries depreciate their historical property cost in accordance with applicable tax regulations. Depreciation is deducted from taxable profits 
in determining current taxable income. 

Deferred tax liabilities are calculated according to the full liability method, and mainly arise on timing differences generated by fair value adjustments 
occurring post acquisition in the case where an acquisition does not qualify as a business combination. In the case of acquisitions which are classified 
as business combinations deferred tax is recognised on the timing differences between the carrying value of real estate investments in these financial 
statements and the respective tax basis at the date of acquisition, and is subsequently remeasured in each period. 

No deferred tax liabilities have been accrued in respect of unremitted profits contained in direct and indirect subsidiaries of PEPR as it is unlikely that 
these profits will be remitted to the parent in a manner which will attract income tax.  
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6 Taxation continued 
 

  30 June 31 December 

 2011 2010 

 Unaudited Audited 

  ú000 ú000 

Deferred tax liability     

Opening balance 111,078 109,663 

Effect of revaluations of properties to fair value post acquisition 3,127 5,244 

Deferred tax on capital gains eligible for netting against tax losses carried forward 1,890 (3,829) 

Movements on deferred tax liability 5,017 1,415 

Closing balance 116,095 111,078 

Made up of:    

Revaluation of investment properties to fair value 118,884 114,907 

Netting against deferred tax asset (2,789) (3,829) 

Total deferred tax liabilities 116,095 111,078 

 
At 30 June 2011 the unrecognised portion of deferred tax assets related to property fair value movements was ú4.7 million (31 December 2010: ú4.0 
million) and the unrecognised deferred tax asset on losses carried forward was ú11.0 million (31 December 2010: ú8.0 million).  
 

  30 June 31 December 

 2011 2010 

 Unaudited Audited 

  ú000 ú000 

Deferred tax asset     

Opening balance 4,693 10,381 

Related to tax losses carried forward (3,200) (1,859) 

Deferred tax on carried forward losses eligible for netting against capital gains 1,890 (3,829) 

Movements on deferred tax asset (1,310) (5,688) 

Closing balance 3,383 4,693 

Made up of:   

Deferred tax asset on tax losses carried forward 6,172 8,522 

Netting against deferred tax liabilities (2,789) (3,829) 

Total deferred tax asset 3,383 4,693 

 

  30 June 31 December 

 2011 2010 

 Unaudited Audited 

  ú000 ú000 

   

Income and other current taxes payable    

Opening balance 11,528 22,845 

Tax expense 8,644 13,767 

Tax paid (9,855) (25,084) 

Closing balance 10,317 11,528 
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6 Taxation continued 
 

 30 June 2011 30 June 2010 

 Unaudited Unaudited 

 ú000 ú000 

   

Current tax expense    

Income taxes 7,880 7,858 

Other taxes 464 632 

Subscription taxes 300 300 

Current tax expense 8,644 8,790 

Deferred tax expense/(benefit)   

Arising from liabilities 5,017 3,011 

Foreign exchange translation of deferred tax asset or liability 56 - 

Arising from assets 1,310 (669) 

Deferred income tax expense 6,383 2,342 

Charge for taxation reported in the consolidated income statement  15,027 11,132 

 
7 Transactions with related parties 
 
7.1    Prologis fees 

  30 June 2011 30 June 2010 

 Unaudited Unaudited 

  
ú000 ú000 

Prologis management fee represented as property management fee (45bps) 6,630 6,723 

Prologis management fee represented as fund management fee (15bps) 2,209 2,241 

Prologis management fee (60bps) 8,839 8,964 

Cash management fee 13 12 

Tax fee 363 363 

Legal fee 140 90 

Total Prologis fees 9,355 9,429 

 

Fund management fees 

Since the initial public offering of PEPR, the Management Company is entitled to charge the following management fees: 
 
(i) a management fee equivalent to 60bps per annum of the gross property value of the portfolio, excluding any interest in the real estate of any 

Prologis private equity funds or Prologis joint ventures; 
(ii) a cash management fee equal to 10bps per annum of unrestricted amounts held on deposit accounts, money market instruments or debt 

securities; and 
(iii) an incentive fee of 20% of IFRS net income per unit above a hurdle rate of an annual return of 9% of net assets over an average of three years. 
 
The Management Company has entered into investment management agreements with ProLogis Belgium Management BVBA, ProLogis Czech 
Republic Management II Sro, ProLogis Management Services II SAS, ProLogis Germany Management II GmbH, ProLogis Hungary Management II Kft, 
ProLogis Italy Management II S.r.l., ProLogis Management B.V., ProLogis Poland Management II Sp zoo, ProLogis Spain Management II SL, ProLogis 
Sweden Management AB and ProLogis Developments Limited respectively incorporated under the laws of Belgium, Czech Republic, France, Germany, 
Hungary, Italy, the Netherlands, Poland, Spain, Sweden and the United Kingdom (the "Investment Managers"). Under the terms of these agreements, 
the Investment Managers carry out property management functions on behalf of PEPR. Fees paid to local non related investment managers are 
deducted from the base management fee received by the Management Company. 

Incentive fee 

As detailed in the Management Regulations and summarised in point (iii) above, PEPR shall pay the Management Company an incentive fee on 31 
December 2008 and every year thereafter calculated on a rolling three years basis. The incentive fee becomes payable if PEPRôs IFRS earnings per 
unit for the year exceeds a hurdle rate of 9% of the opening IFRS NAV per unit for that year. Where this is the case, the incentive fee payable would be 
20% of the excess over the hurdle. The incentive fee, if any, is due for payment in the following year. No incentive fee was accrued or due. 
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 7 Transactions with related parties continued 

7.1    Prologis fees continued 

Legal and tax compliance fees 

Under the terms of the Management Regulations, Prologis related parties are entitled to receive fees in return for legal and tax compliance services 
provided to PEPR. These fees are calculated on an hourly basis in the case of legal fees, and on a per tax return basis for tax compliance fee, approved 
by the board annually. 

Development fee 

Prologis entered into a number of contracts with indirect subsidiaries of PEPR to manage, on behalf of those subsidiaries, significant redevelopment or 
extension projects. Dependant on project size Prologis received a development fee of varying from 3.25% to 12% of the construction cost of the project. 
These fees are included within the cost basis of real estate investments. Under the terms of the revised Management Regulations, the Board of PEPR 
will annually approve Prologis development fee rates based upon evidence in the respective local markets. 

7.2    Leasehold agreements 

PEPR has leased real estate to some of the Investment Managers on an arm's length basis. Rent charged for the period ended 30 June 2011 
amounted to ú64 thousand (2010: ú66 thousand). 

7.3    Insurance 

The Management Company has, on behalf of PEPR, entered into an insurance contract with a related party under which the first US$1 million of any 
claim is settled by that related party. The remainder of any claim is met by a syndicate of insurers who are not related parties. 

7.4    Leasing commissions 

Under the terms of the Management Regulations, the Board of PEPR must approve annually the leasing commission rates to be charged by Prologis 
based upon evidence in the respective local markets. These commissions can only be charged by Prologis in situations where no outside broker is 
involved in the lease negotiations. 

7.5    Private equity fund investment agreement 

Under the Private Equity Fund Investment Agreement, Prologis has granted to PEPR the right to participate in offers for subscription of equity securities 
and securities convertible into equity securities by any Prologis private equity funds or Prologis joint ventures in Europe, on the condition that these 
investments fulfil certain criteria. 

8     Independent board members compensation 

The board includes four independent members who are also members of the audit committee. Each independent member receives a óone-time feeô of 
ú75,000 upon their appointment in the form of PEPR units. Each year, compensation based on each memberôs meeting attendance is also made to 
independent Board members. In addition, a pro-rata annual allocation of ú25,000 of PEPR units is made to each independent Board member. 

 30 June 2011 30 June 2010 

 Unaudited Unaudited 

 ú000 ú000 

One-time allocation of PEPR units upon appointment - - 

Annual fee based on meetings attended 101 101 

Annual allocation of PEPR units 50 50 

  151 151 

 
Each allocation of units to the independent Board members has a two year vesting period, at which point they vest in full. 

9     Prologis appointed board members and PEPR senior management team compensation 

The PEPR Board also contains two members appointed by Prologis. No compensation is paid to Prologis or to either Prologis appointed Board member 
in connection with their Board activities. 

The senior management team of PEPR are employees of Prologis and as such their remuneration and pension contributions are expenses of Prologis. 
No compensation is paid by PEPR for their management services as their costs are incorporated within the overall management fee paid to Prologis. 

The PEPR CEO receives the equity portion of his annual bonus in the form of PEPR units, as opposed to the Prologis units received by the other senior 
management team. Each allocation of units has a three year vesting period. Since his appointment as CEO he has been granted 80,000 ordinary units 
of which 30,000 have vested. 
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10       Net cash flow from operating activities 

  
30 June 2011 30 June 2010 

  ú000 ú000 

Profit before tax 22,330 17,857 

Adjustments for non-cash items:   

Reversal of rent levelling adjustment (4,597) (707) 

Reversal of interest expense 43,644 45,032 

Amortisation of transaction costs relating to debt 1,625 3,996 

Unrealised change in value of fair value hedges - (627) 

Other net unrealised foreign currency losses 593 655 

Net unrealised loss on the investment in real estate 26,402 37,264 

Gain on property insurance settlements - (2,573) 

Changes in working capital:   

Decrease/(increase) in accounts receivable 1,089 535 

Decrease/(increase) in other assets (383) (2,670) 

(Decrease)/increase in accounts payable (1,898) 3,703 

Change in amounts from and due to related parties 2,384 (5,567) 

(Decrease)/increase in accrued expenses and other current liabilities 6,901 (4,560) 

(Decrease)/increase in deferred income (2,468) 563 

Payment of income tax (9,457) (12,634) 

Payment of interest (26,122) (21,018) 

Net cash generated by operating activities 60,343 59,250 

 
11      Subsequent events 

Offer of up to ú97.5 million new ordinary units and subsequent upgrade of credit rating to Baa3 with stable outlook 
 
As detailed in the management report on page 3, PEPR announced on 24 August 2011 that it would raise up to ú97.5 million through the issue of 
new ordinary units, at ú6.20 per unit, to existing holders of ordinary units with a stake in excess of 1% of the ordinary units that are known to the 
management company and subsequently on the same day Moody's Investors Service upgraded PEPRôs corporate credit rating to Baa3, with stable 
outlook. 


