4

Develica Deutschland Limited
Annual Report and Accounts 2010













Develica Deutschland Limited
Annual Report and Accounts 2010 03

Geographical analysis

Sector analysis

1IRUWK 28.0% 21AFHV 55.0%
CHVW 26.0% ,QGXVWULDO ORJLVWLFV 24.0%
&HQWUDO 26.0% 5SHWDLO 21.0%
BRXWK 19.0%
(DVW 1.0%

Industrial/logistics
) Son




Develica Deutschland Limited
Annual Report and Accounts 2010

04

Chairman’s statement
The Company is focused on delivering shareholder value and
| am confident that the measures taken over the last two years,
which are continuing, to secure our funding streams will stand
the Company in good stead as markets begin to strengthen.

# QOur portfolio as at 31 March 2010
at €803.9m, almost unchanged
from our last valuation six months
earlier. The value of the portfolio at
30 September 2009 was €807.2m,
only €3.3m higher, or 0.4%, than
the latest valuation.

# Through its subsidiary companies,
the Company had eleven ring-fenced
loan facilities totalling €830.4m as at
31 March 2010 and through capital
repayments, we reduced our debt
position by €8.0m during the year.

# Cash and cash equivalents at
31 March 2010 amounted to €23.9m
(2009: €30.4m) with €17m under the
control of the lenders (2009: €18.9m).

# |n the present circumstances the
Board remains focused on the
preservation of cash balances
within the Company and has
again concluded that it would
not be in the Group’s best interest
to pay a dividend at this time.

# During the past 18 months, the
Company has adopted a pro-active
restructuring approach to ensure
the ongoing and future ability to
refinance loan facilities and to return
shareholder value.

# \We are encouraged that German
commercial real estate values appear
to have stabilised and that we are now
beginning to see the initial signs of
growth coming back to the market.

Introduction and market commentary

I am pleased to present the Annual Report

and Accounts for Develica Deutschland Limited
("the Company”) for the year ended 31 March 2010.
The period under review saw the turbulence in
global financial markets slowly begin to stabilise
and towards the end of the year there were the
beginnings of increased activity in the German
commercial real estate market. | believe that this
improvement will continue in the current year and
that Germany, with its more risk averse investment
culture, will see a slower but more sustainable
recovery than in other European economies.

I believe that as transactions in the market increase
it will also become easier 1o assess the true inherent
value of our properties and that values will start

to increase accordingly. The Company is focused
on delivering shareholder value and | am confident
that the measures taken over the last two years,
which are continuing, to secure our funding streams
will stand the Company in good stead as markets
pegin to strengthen.

Valuation and portfolio

Our portfolio was independently valued by

CB Richard Ellis ("CBRE") as at 31 March 2010
at €803.9m, almost unchanged from our last
valuation six months earlier. The value of the
portolio at 30 September 2009 was €807.2m,
only €3.3m higher, or 0.4%, than the latest valuation.
This reflects the more stable market conditions

in the German real estate investment market,
particularly since the start of 2010. In contrast,
the year on year decline is approximately 6% as the
value of the portfolio at 31 March 2009 was €854.8m.

For the first time in eight consecutive quarters

the CBRE valuation indicated there was little change
in the underlying valuation drivers — rental values
and vields. The Group's rental values held up well
over the period although, as I reported at the time
of our half year statement, we have suffered two
major lease terminations. But in spite of this our
annualised gross rental income for the twelve months
was €68.4m against €70.9m a year earlier with
the portfolio’s estimated rental value standing

at €65.1m against €65.7m in March 2009.

Interest rate arrangements

As previously reported in accordance with
prudence and best practice, the Group's interest
rate payments have been swapped and fixed in
order to de-risk a significant variable element of
our leveraged property portfolio.

Under International Financial Reporting Standards
("IFRS") the swaps must be re-valued at each
reporting date to reflect the present value of future
interest payments. The Group has decided not

to apply hedge accounting so valuation changes
are taken to the Consolidated Statement of
Comprehensive Income. Due to the current low
level of interest rates the value of interest rate
swaps held by the Group at 31 March 2010 gave
rise to a liability of €62.9m (2009: €65.4m).

However the year end liability arising from the
swaps will only crystallise on disposal of a property
or if a swap is cancelled before its expiry date
otherwise the liability will be reduced to zero over
the life of the loan. Each swap arrangement is held
in the individual special purpose vehicle to which
each facility loan relates.

Results

International Financial Reporting Standards
(“IFRS”)

The operating loss before tax for the year ended

31 March 2010, after taking into account the
significant fair value write downs on the portfolio
and interest rate swaps, was €34.51Tm (2009:
€199.85m). Including the negative effect of the
swaps, the Company’s net asset value per share
was negative 25.71 cents compared to negative
12.66 cents as at 31 March 2009.

European Public Real Estate Association
(“EPRA”)

EPRA defines NAV differently from IFRS as can
be seen in the financial statements. Movements
in derivatives and deferred tax provisions are
excluded from EPRA NAV calculations and

the Board believes that the EPRA basis more
accurately reflects the true underlying value of
the property portfolio.
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EPRA NAV per share was negative 0.45 cents
compared to a positive 14.04 cents at 31 March 2009.
EPRA profit per share for the year to 31 March 2010
was 5.76 cents compared to a negative 1.75 cents
at 31 March 2009.

Banking facilities and Group cash position
As | previously outlined in the year's Interim Report,
the Group's property valuation at that time indicated
that the loan to value ("LTV") ratio would, in certain
cases, exceed LTV covenants and, based on the
valuation at 31 March 2010 that remains the same.
However, at the year end date, some of these
covenants as set out in the facility agreements
remained untested by the debt providers.

Through its subsidiary companies, the Company
had eleven ring-fenced loan facilities totalling
£€830.4m as at 31 March 2010 (net of unamortised
loan arrangement fees) and through capital
repayments, we reduced our debt position

by €8.0m during the year. Each of these facilities
has LTV and interest cover or debt servicing
covenants which have to be met.

As reported last year, the Group has been notified I{IF‘j L
of two LTV breaches relating to the Group’s loan ; __,F"i.-"' |
faciliies now standing at €113.7m. In each case, ' TYPE P 0
the lender has requested a valuation under the Grade A office ? [
terms of the facility agreements and the Group "" 4
continues to have positive discussions with SIZE ‘
the lenders to seek to remedy these breaches. 1 6,730 m2
No further notifications of LTV breaches have been
served on the Group by its other lenders although LOCATION
we continue in discussion with all our lenders with Bonn
regards to the loan facilities.

TENANT
The two facilities that have been notified of their Deutsche Telekom

respective LTV breaches have triggered cash
traps. Excluding the five loan faciliies with our r COMMENT

largest lender Citibank International PLC that have A well located modemn
currently amended LTV covenants, the remaining bUIldlng with parking
four facilities would trigger LTV breaches if the Hfor 269 cars

lenders were to request an external valuation. 1 :
The gross LTV (gross debt against property
assets) was 103.7% (2009: 98.4%).
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Chairman’s statement continued

We are increasing our focus In the coming year on the stabilisation
of the Company's financial position by pursuing all possible
avenues to improve the capital structure of the Company.

Banking facilities and Group

cash position continued

Loan interest and amortisation continues to be
well serviced through rental income with only one
exception. As | reported at the interim date, one
of the smaller loan facilities has an Interest Cover
Ratio ("ICR") covenant which is not being met.
The Company continues in discussions with the
relevant bank to remedy the breach. All other ICR
covenants are currently being met.

I mentioned at the interim date that we were hopeful
to be able to announce further restructuring of some
of our loan facilities with the intention of stabilising
our Group's debt. We are still in negotiations with
our lenders conceming the restructuring and will
announce the outcome as soon as we can.

Cash and cash equivalents at 31 March 2010
amounted to €23.9m (2009: €30.4m) with €17m
under the control of the lenders (2009: €18.9m).
None of the €6.7m cash held at Parent level was
held in controlled accounts.

Dividend

In the present circumstances the Board remains
focused on the preservation of cash balances
within the Company and has again concluded that
it would not be in the Group's best interest to pay
a dividend at this time.

Board and management

Alan Gravett, who had been a Director of the
Company since inception, stood down during the
year in order to concentrate on his other business
activities and | thank him for his contribution during
his time in office and wish him well for the future.

As was announced on 1 February 2010, the Board
welcomes the appointment of Lars Licking as
Managing Director of the Investment Manager,
Develica Deutschland Management Limited
and looks forward to the benefits his extensive
experience in asset management and debt
restructuring in European real estate will bring.

He has a strong skill set to lead the Investment
Manager and ensure that the Company is in a
position to take full advantage of the anticipated
upturn in the German economy and the consequent
revival in the German real estate market.

Company secretary and administrator

The Secretary of the Company at 31 March 2010
was State Street (Guemnsey) Limited (“State Street”)
(formerly Mourant Guemsey Limited). As part of
our ongoing commitment to continually review and
contain costs, a number of selected providers
were invited to participate in a tendering process
to undertake the role of Company Secretary

and Administrator to the Company. Following a
successiul fee quote and interview process it
has been decided to change from State Street
to Elysium Fund Management Limited (“Elysium”)
with effect from 1 August 2010.

The Guernsey Financial Services Commission has
been notified of this change. We thank State Street
for their services over the last two years and look
forward to working with Elysium in the future.

Strategy and outlook

Strategy

We are increasing our focus in the coming year
on the stabilisation of the Company's financial
position by pursuing all possible avenues to
improve the capital structure of the Company.
This combined with ongoing asset management
initiatives and the anticipated upswing of the
German real estate market, should, we hope,
lead to an improved financial situation for the
Company in 2010/11.

Despite a more positive outlook in terms of

the investment climate, the Company’s strategy
in terms of asset disposal has not materially
changed. Itis not planned to sell properties at
the bottom of the market. However, individual
asset sales in cooperation with a significant debt
reduction could improve the Company’s overall
financial strength and as such would be
considered on a case by case basis.
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During the past 18 months, the Company has
adopted a pro-active restructuring approach to
ensure the ongoing and future ability to refinance
loan facilities and to return shareholder value.
This process is ongoing and remains, together
with the active asset management the main focus
of the Company. The restructuring instruments

to improve the Group's capital structure vary from
proposed debt/equity swaps, waiver (covenants),
loan extensions, raise new debt and equity or

a combination of those instruments.

Outlook

We are encouraged that German commercial real
estate values appear to have stabilised and that
we are now beginning to see the initial signs of growth
coming back to the market. The unprecedented
turmoil in the markets over the last two years has
clearly been damaging to the Company but we
continue to investigate all available options to
address that situation and restore shareholder
value over the medium to long term.

As | announced on 4 January 2010, the recent
purchase of shares by the Directors and Manager | Lo
demonstrates their support of the Company and J8E~ ¥
their belief that the current share price underestimates
both the current value of the Company and its

! TYPE
potential for future growth on a recovery in the 9 \ixed use |eisure, l'@t&”, office
German economy.

SIZE
| am grateful for the continued support of our 25,451 ma
shareholders through what has been a difficult
period and for the wise counsel and unstinting LOCATION
commitment of the Board and the Manager. Hannover
| thank them for that and believe that we are
well placed to withstand the challenges that ANCHOR TENANTS
lie ahead as the German real estate market Andor Plaza Hotel,
moves towards recovery. KCM CinemaxX
COMMENT
City centre development
A s Denefiting from extensive
— refurbishment works 10
Derek Butler ! the public areas by the
Chairman

City of Hannover,
22 July 2010 -






