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Where We Are At A Glance
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: Germany and its major cities.
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Our Assets At A Glance
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Sector analysis %

Offices 
Making up 55 per cent of the portfolio, 
offices are the largest sector in line with the 
Company’s investment strategy. The range 
of tenants includes Deutsche Telekom, 
Mercedes Benz and Hewlett-Packard. 

Industrial/logistics
24 per cent of the Company’s portfolio 
comprises industrial and logistics space, 
key tenants include Daimler AG, UPS 
and Pfenning. 

Retail
The portfolio incorporates 21 per cent of 
retail property, comprised of both stand alone 
units and small shopping centres with anchor 
tenants such as Aldi, Lidl, KIK and REWE.

55% 24% 21%
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Introduction and market commentary
I am pleased to present the Report and Financial Statements for 
the Group for the year ended 31 March 2009. The period under 
review has been one of massive economic uncertainty as the global 
economy continues to endure a deep down-turn as the fallout from 
the freezing of global credit markets continues.

This has seen unparalleled volatility with financial turmoil and market 
stress adversely affecting the German economy which has led to it 
recently suffering its largest quarter contraction since reunification 
as a result of falling export demand. This has had a profound effect 
on the commercial German property market resulting in challenging 
conditions with few transactions and outward shifts in yield values 
as the market reprices risk.

General market uncertainty and the continual revision of economic 
forecasts means that it is difficult to predict when there may be a 
possible return to normality or less market volatility, but there have 
been some encouraging signs in the recent record low Libor and 
Euribor rates indicating that credit markets may finally be beginning 
to thaw.

Against this uncertain economic backdrop, the Board and Manager 
have continued focusing their efforts on improving the current 
portfolio and income stream wherever possible, and have also 
made some decisive actions where appropriate, to help stabilise 
the business and position it for the future. I remain optimistic that the 
portfolio that we have created will continue to operate strongly and 
is positioned to return value back to shareholders when markets 
stabilise and strengthen.

Impact on valuation and portfolio
Following the upwards movements in German commercial property 
yields through 2008, the first quarter of this year has seen further 
increases. In line with these movements, as at 31 March 2009, the 
portfolio has been independently valued by CB Richard Ellis Limited 
at €855.0m which has resulted in a valuation deficit of €152.9m or 
a 15.2 per cent fall for the twelve month period under review. 

The lack of liquidity within global credit markets and continued pricing 
mismatch between buyers and sellers continues to hamper investment 
transactions across the German commercial real estate market with 
current annualised transaction volumes down approximately 80 per cent 
from their 2007 peak. This resulting lack of market activity means that 
value continues to be based on market sentiment and yield repricing 
rather than on a detailed comparable transaction analysis. 

Importantly, the Group’s investment portfolio still holds a strong 
portfolio of properties that generates annual rents of €70.9m, which 
represents a €600k uplift from 31 March 2008. At this level of rental 
income, total interest and amortisation charges for the year ended 
31 March 2009 of €53.11m are well serviced.

Vacancy levels continue to remain extremely modest, and despite 
a vacancy level of consistently under 3 per cent (by ERV), there have 
been twenty four new lettings generating additional income in excess 
of €289k. In addition, ten tenants have leased additional space, 
producing in excess of €262k. Through tight credit control, over 
97 per cent of all rents due to the Group have been collected and 
strategies are in place for collection of arrears. The Board expects 
property conditions to remain challenging, with rental values 
softening as vacancy rates increase in line with an increasing number 
of businesses failing. This is expected to put downwards pressure 
on the Group’s rent roll but considerable effort is being made by 
the Investment Manager to keep this under review.

Chairman’s Statement

b	� The Company has concluded negotiations with 
Citibank International PLC for the amendment 
to certain terms of their five facility agreements. 

b	� There has been unparalleled volatility with the 
financial turmoil and market stress adversely 
affecting the German economy, which has had a 
profound effect on the commercial property market.

b	� There have been some encouraging signs in recent 
record low Libor and Euribor rates indicating that 
credit markets are continuing to thaw.

b	� The Board and Manager have continued focusing 
its efforts on improving its current portfolio and 
income stream.

b	� Total cash balances at 31 March 2009 were 
€30.3m against €42.5m the previous year. 

b	� The Board and Manager will continue to review all 
opportunities for the strategic disposal of properties 
where they would enhance shareholder value.

b	� In the light of the current state of the market the 
Board has considered it not in the Company’s 
interest to pay a final dividend.
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During the year, the Group sold two properties for total proceeds 
of €0.32m resulting in a small loss on the two disposals. The Group 
did not enter into any contracts to acquire property during the year. 
As highlighted in the Interim Report, where appropriate, the Board 
and Manager will continue to review all opportunities for the strategic 
disposals of properties where such disposals will enhance shareholder 
value. However, due to the position of the Group’s interest rate swap 
arrangements and the level of depressed pricing within the current 
market, the disposal of properties continues to remain unlikely in 
the short term. 

Interest rate arrangements
Shareholders will be aware that the Group’s interest rate payments 
have been swapped and fixed, which was not only a pre-condition 
of the Group’s facilities with its lenders but was also deemed to be a 
prudent approach in seeking to de-risk a significant variable element 
of a leveraged real estate portfolio.

Under International Financial Reporting Standards, the swaps must 
be revalued at each reporting date to reflect the present value of 
future interest payments. The Group has chosen not to apply Hedge 
Accounting so valuation changes are taken against the Income 
Statement. Due to the dramatic reduction in interest rates, the value 
of interest rate swaps held by the Group has suffered a dramatic mark 
down in the period and at 31 March 2009, amounted to a liability of 
€65.4m, resulting in a fair value adjustment of €50.4m for the period. 

Shareholders should be aware that the balance sheet liability 
associated with the swaps will only crystallise on disposal of 
a property or if the 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 an individual specific 
special purpose vehicle to which each facility loan relates.

Results
After taking into account the significant fair value write downs on the 
portfolio and interest rate swaps as explained above, the operating 
loss before tax for the twelve month period was €199.8m compared 
to €69.3m for the period ended 31 March 2008. As a result, as at 
31 March 2009, after taking into account the negative effect of the swaps, 
the Group’s net asset value per share was negative 12.7 cents 
compared to a positive 67.7 cents per share as at 31 March 2008. 

The adjusted operating profit before tax for the 12 month period 
excluding revaluation write downs and adjustment arising from the 
fair values of the hedging instruments and deferred tax was €3.3m 
(2008: €12.0m). Similarly, NAV per share after adjusting for the 
non-cash effect of the financial liability arising from the hedging 
instruments of €65.4m stood at positive 13.5 cents per share at 
31 March 2009 (31 March 2008: 73.7 cents per share). The interest 
rate swap represents a 26.2 cents shift in net asset value which 
will only crystallize on disposal of assets. 

Type 

Example office portfolio
Sq m 

78,613
Tenants

Mercedes Benz Bank
Hewlett-Packard
Deutsche Telekom
Gross rent

€15.6m
Comment

Three premium office 
buildings located 
in Stuttgart, Munich 
and Bonn occupied 
by Grade A tenants.




