Impact in Friedrichshain

Introduction

The Vorkaufsrecht (pre-emption right) is a significant factor in Berlin's real estate market, particularly
in popular districts like Friedrichshain. This right allows municipalities to purchase property at the
same price as a third-party buyer, potentially delaying or even preventing investment deals. This
article presents a case study analyzing the impact of Vorkaufsrecht on a real estate investment in
Friedrichshain during 2024, examining the legal framework, consequences for investors, and
strategies for mitigation.

The Legal Framework of Vorkaufsrecht

The Vorkaufsrecht in Germany is primarily governed by the German Civil Code (Burgerliches
Gesetzbuch — BGB) and, in the context of municipal pre-emption rights, by state-level regulations. In
Berlin, the relevant laws empower the local authorities to exercise this right in areas designated for
urban development or where the sale threatens public interests, such as preserving affordable
housing. The municipality must demonstrate a legitimate public interest to justify exercising the
Vorkaufsrecht.

The process typically involves the municipality reviewing the purchase agreement between the seller
and the investor. If the municipality decides to exercise its right, it steps into the investor's shoes,
purchasing the property at the agreed-upon price and conditions. This decision must be made within
a specified timeframe, usually a few months, creating uncertainty for investors.

Case Study: A Friedrichshain Investment in 2024

In early 2024, an investment firm, 'Alpha Investments,' planned to acquire a multi-family residential
building in Friedrichshain. Alpha intended to renovate the building and reposition it in the market,
attracting higher-paying tenants. A purchase agreement was reached with the seller, but the
Friedrichshain-Kreuzberg district office subsequently initiated a review to determine whether to
exercise its Vorkaufsrecht.

The justification cited by the district office was the preservation of affordable housing in the area. The
building contained a significant number of rent-controlled apartments, and the municipality feared that
Alpha's renovation plans would lead to displacement of existing tenants. The review process lasted



for nearly three months, during which Alpha Investments was unable to proceed with its plans. This

delay resulted in:

e Increased financing costs: Alpha had secured financing for the acquisition, and the delay

incurred additional interest charges.

e Lost opportunity costs: The firm was unable to deploy its capital into other potentially profitable

ventures during this period.

e Legal expenses: Alpha incurred legal costs to analyze the municipality's justification and explore

potential legal challenges.

Ultimately, the municipality did exercise its Vorkaufsrecht, acquiring the property and effectively
blocking Alpha's investment. The case highlights the significant risks associated with real estate

investments in Berlin due to the Vorkaufsrecht.

Impact on Investors

The Vorkaufsrecht presents several challenges for real estate investors:

e Uncertainty: The possibility of municipal intervention creates uncertainty and discourages
investment, particularly in areas where the right is frequently exercised.
e Delays: The review process can significantly delay transactions, leading to increased costs and

lost opportunities.

e Financial losses: Investors may incur substantial financial losses if the municipality exercises its
right after they have already invested time and resources in the deal.

e Due Diligence Complications: Investors must factor in the risk of the Vorkaufsrecht when
assessing potential investments, requiring thorough due diligence to evaluate the likelihood of
municipal intervention. This includes analyzing the property's location, existing tenant structure,
and the municipality's urban development policies.

Strategies for Mitigation

Due Diligence: Conduct thorough due diligence
to assess the risk of Vorkaufsrecht. Analyze the
property's location, zoning regulations, and the
municipality's urban development plans. Review
past cases where the municipality has exercised
its right.

Communication: Engage in early and proactive
communication with the local authorities to
understand their concerns and potential
objections. Transparency and willingness to
address their concerns can increase the chances
of a favorable outcome.

Contractual Clauses: Include clauses in the
purchase agreement that protect the investor in
case the Vorkaufsrecht is exercised. These
clauses can include provisions for compensation
for incurred expenses or the right to terminate the
agreement without penalty.

Alternative Investment Structures: Consider
alternative investment structures, such as forward
funding agreements or joint ventures with local
partners, to mitigate the risk of Vorkaufsrecht.
These structures can provide greater flexibility
and control over the investment.



Conclusion

The case study of Alpha Investments in Friedrichshain underscores the significant impact of the
Vorkaufsrecht on real estate investments in Berlin. While the right aims to protect public interests, it
can create uncertainty and financial risks for investors. By conducting thorough due diligence,
engaging in proactive communication with local authorities, and implementing appropriate contractual
protections, investors can mitigate these risks and navigate the complexities of Berlin's real estate
market more effectively. As Berlin continues to grow and evolve, understanding and adapting to the
Vorkaufsrecht will be crucial for successful real estate investment strategies.



