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Develica Deutschland Limited is a 
London Stock Exchange AIM listed 
property company, focusing on German 
commercial real estate opportunities, 
adding value through active management.
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b	� Portfolio income continues to strengthen – generating annualised 
rents of €70.9 million with arrears of only 1% of rent roll

b	� Average unexpired lease length is 6.14 years with strong covenants 
accounting for more than 75% of portfolio with 6.5 years unexpired 
lease lengths

b	� Current outstanding debt is now €845.3 million – interest payment 
covenants met through strong income stream

b	� Adjusted operating profit for period was €8.2 million up 
from €6.6 million

b	� Revaluation write‑downs of €83 million resulted in pre‑tax 
loss of €59.2 million against pre‑tax profit of €7.9 million

b	� Net asset value reduced to 43.8 cents compared to 100.7 cents

b	� Outline terms for credit facility amendment agreed with principal lender

b	� Fund Manager’s fee to be reduced to 0.395% from 0.475% and 
in consideration the Manager will receive 24.375 million ordinary 
Develica Deutschland shares issued from treasury and a one‑off 
payment of €0.9 million, of which over half will be used to purchase 
further shares in the open market

b	 The Board continues to investigate further significant cost savings

Highlights
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I am pleased to present the Interim 
Report and Accounts for the period 
ended 30 September 2008. 

The period under review was one of 
unparalleled uncertainty in the global 
credit markets with high volatility in 
all asset classes and an almost total 
withdrawal of debt from the markets. 
Without exception these are 
unprecedented circumstances 
and whilst recent events point to the 
possible return to some normality the 
outlook is still far from certain and will 
remain so until such time as confidence 
and liquidity returns to the market. 
However the Board believe that relative 
to other European real estate markets, 
Germany is likely to be more resilient 
to a prolonged and sharp downturn. 

There has been a dramatic slow down 
in real estate markets across Europe, 
including Germany. In the recent year 
end report I commented that the valuation 
of our real estate portfolio had held up well 
but did state that values since the year 
end had declined further. The portfolio has 
been revalued at 30 September 2008, 
a time of considerable uncertainty in all 
markets coming less than two weeks after 
the largest one‑day gain for gold ever in 
dollar terms and high volatility in all asset 
classes. The portfolio has been revalued 
at €924.7 million, a fall of €83 million 
or 8.23% since 31 March 2008. 

The lack of liquidity in the banking 
markets continues to hamper 
investment transactions in the real 
estate markets and whilst values are 
still perceived to be falling, generally 
investors continue to be unwilling to 
commit. This means that there is little 
transactional evidence and therefore 
values continue to be based on sentiment. 

Chairman’s Statement

The Board continues to review the 
overall strategy of the Group to help 
ensure it reacts to the current economic 
environment. Where appropriate, strategic 
disposals will be undertaken to enhance 
shareholder value.

Summary of Chairman’s Statement 
b	� There has been a dramatic slow down 

in real estate markets across Europe, 
including Germany.

b	� Our rents are generated from more than 
500 tenancies and at present our arrears 
are low at about 1% of the total rent roll.

b	� The adjusted operating profit before tax 
for the six month period which excludes 
revaluation write downs and adjustment 
arising from the fair values of the hedging 
instruments and deferred tax was 
€8.2 million (2007 H1: €6.6 million).

b	� The Board continues to investigate other 
ways in which the costs of the Company 
might be reduced both at corporate 
and operating levels.
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Against that background the Company 
still holds a strong portfolio of properties 
generating annual rents of €70.9 million, 
up from €70.4  million at 31 March 2008. 
Vacancy levels are extremely modest, 
representing only 2.8% of potential 
rental income and 5% of the portfolio 
in terms of floor area. At a time when 
more than ever cash is king, the Manager 
continues to focus strongly on leasing 
the vacant space and protecting the 
current rental income. 

Our rents are generated from more than 
500 tenancies and at present our arrears 
are low at about 1% of the total rent roll. 
However the Board recognises that in 
a continuing recession our tenants will 
themselves be under financial pressure 
and considerable effort is being made 
by the Manager to keep this under 
constant review. The Manager is also 
pursuing appropriate asset management 
initiatives to preserve, as well as increase, 
the Company’s rental income. 

An example of this asset management 
strategy occurs with the Hanover portfolio 
where the annual income has been 
increased from €17.2 million at purchase 
a little over a year ago to €18 million now. 
The main driver has been new lettings; 
there have been fifteen, about one per 
month. One of the reasons this portfolio was 
purchased was for its income generating 
potential and we believe that the opportunity 
remains to grow the rents further through 
the dedicated asset and property 
management team that the Manager 
has working on the portfolio. 

The average unexpired lease length of 
the Company’s portfolio is 6.14 years 
C B Richard Ellis Limited (“CBRE”) in 
its valuation analysis classified more 
than three‑quarters of our tenants as 

strong with average unexpired lease 
lengths of 6.5 years and less than 10% 
as medium with average unexpired lease 
lengths of 4.1 years. Fewer than 2% were 
classified as weak with the remainder 
described as local or uncertain. The 
perceived strength of our tenants gives 
some comfort as does the fact that the 
majority of tenants who had lease expiries 
in recent months have chosen to take 
new leases, often at higher rents. 

We currently have through subsidiary 
companies eleven ring fenced facilities 
with our bankers. Total debt of 
€856.4 million had been arranged 
and through amortisation the current 
outstanding debt is now €845.3 million. 
All the facilities have loan to value (“LTV”) 
and interest cover covenants which 
have to be met. Due to the portfolio’s 
strong income stream, the latter 
covenant is not currently an issue 
nor likely to become one if the rent roll 
is maintained at current or enhanced 
levels. Any current concern revolves 
around the LTV covenants. A breach in 
one facility which existed in June 2008 
has been rectified. We believe that our 
positive cash flow should put us in good 
stead in any negotiations with our lenders. 

The adjusted operating profit before tax 
for the six month period which excludes 
revaluation write downs and adjustment 
arising from the fair values of the hedging 
instruments and deferred tax was 
€8.2 million (2007 H1: €6.6 million). 
The post tax profit for the six month 
period adjusted on the same basis 
was €7.6 million (2007 H1: €6.2 million). 

However, the impact of revaluation 
write downs resulted in a pre tax loss 
of €59.2 million (2007 H1: €7.9 million) 
and a post tax loss of €59.7 million 

(2007 H1: €5.6 million). Over the same 
period losses per share were 23.9 cents 
compared to earnings of 2.3 cents at 
the same time last year. 

It has been reported in the past that 
our interest rate payments have been 
swapped and fixed which was judged 
a prudent approach in seeking some 
element of de‑risking a leveraged real 
estate portfolio. It was also a 
pre‑condition of our facilities with 
our lenders to have a form of hedging. 
As at 30 September 2008 those swaps 
produced a positive value of €770,000. 
However in the current climate of falling 
interest rates those swaps since 
30 September 2008 have moved 
into negative territory with a current 
negative value in excess of €30 million 
which would only crystallise on disposal 
and reduce to zero over the life of the 
swap. The Board is considering its 
strategy if further interest reductions 
increase that figure. 

The impact of these results has been 
to reduce the net asset value (“NAV”) 
at 30 September 2008 to 43.8 cents 
(2007 H1: 100.07 cents). 

The Board engaged the services of 
Jamieson Corporate Finance during 
the summer initially to advise the Board 
on strategic options for the Company 
but more recently to advise and assist 
the Board and the Manager in the 
discussions which we have initiated 
with the Company’s Bankers. 

The Board believes that in view of 
the current market uncertainty and 
lack of transactions which are making 
accurate property valuations extremely 
difficult that LTV covenants will be under 
pressure until such time as stability 
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Chairman’s Statement continued

relationship and gives time for the market 
to stabilise so that we can work towards 
returning value for the shareholders. 
It is anticipated that the waiver and 
amendment will be concluded in 
January subject to final approvals, 
due diligence and documentation. 

The Board continues to review the 
overall strategy of the Group to help 
ensure that it reacts to the current 
economic environment. As highlighted 
in the year end results, where appropriate, 
strategic disposals will be undertaken 
to enhance shareholder value. In 
conjunction with the Manager, the 
Board continues to review this policy 
and progress has been made in 
identifying suitable properties. Actual 
sales will take time to come to fruition 
due to the lack of activity in the latter 
half of this year but we remain hopeful 
of achieving sales in the first half of 
2009 subject to market conditions. 
In addition, the Manager continues 
to seek development and lease 
restructuring opportunities to 
enhance value. 

The Board is reviewing ways in which 
the cost base of the Company can 
be reduced. In that regard agreement 
has been reached with the Manager, 
Develica Deutschland Management 
Limited (“DDML”), whereby the annual 
management fee will be reduced 
permanently from 0.475% to 0.395%. 
In consideration of this reduction 
DDML will receive 24.375 million 
ordinary shares of the Company. 
These shares will be transferred from 
treasury and are the shares recently 
bought in by the Company.The transfer 
of these treasury shares to DDML will 
be made at an equivalent price of 
10 cents, a 27% premium to the closing 
mid‑market price of the Company’s 
shares on 29 December 2008. In 
addition, a one‑off cash payment 
will be made to DDML of €0.9 million. 
Of this one off payment DDML has 
undertaken to acquire shares in the 
open market to the value of €0.5 million. 

DDML is an investment vehicle in which 
Grant Tromans, a non executive director 
of the Company has a beneficial interest. 
Mr Tromans abstained from the approval 
of the transaction. Prior to the share 
arrangements above Mr Tromans had 
beneficial interests in the Company 
of 7,500,000 or 3%. 

The Board believes that in view of 
the Company’s need to reduce its 
cash outgoings, partly to satisfy the 
requirements of its key lenders, and 
to help preserve group cash in these 
uncertain economic times that the 
proposed amendments will help to 
support the Company and is a strong 
indication of support from DDML. 
In addition the Board believes that 
the amendment will help to incentivise 
DDML in the future performance of 
the Company’s share price. 

The Board continues to investigate 
other ways in which the costs of 
the Company might be reduced 
both at corporate and operating levels. 

In the light of the current position the 
Board regrettably again consider that 
it is not in the Company’s best interest 
to pay an interim dividend at this time. 

Finally I would like to acknowledge 
the skill, determination and 
commitment of my Board colleagues 
and those particularly of the Manager. 
The Company, along with the global 
economy as a whole, is in uncharted 
waters but I am pleased to be supported 
by such a wealth of experience. I 
have considerable confidence that 
the management team is very well 
placed to navigate a safe passage 
for the Company. 

Derek Butler
Chairman
30 December 2008

The Manager 
continues to seek 
development and 
lease restructuring 
opportunities to 
enhance value.

returns to the world financial markets. 
As each of the facilities has different 
testing dates agreed with the 
respective Banks, each of the LTV 
covenants and measures to be taken 
on each portfolio will be addressed on 
a case by case basis considering the 
structure of the respective loan and 
underlying value within the property 
portfolio in question at that time. All 
portfolios continue to generate significant 
excess cash flow above their interest 
payment and amortisation requirements. 

During the last few months the Group 
has been in detailed negotiations with 
key lenders, including Citi, to seek 
to address any potential issues in its 
credit facilities that might arise from 
the uncertainty of valuations in the 
current market. 

In principle we have agreed to 
an outline of terms for a waiver and 
amendment to the credit facilities with 
our majority lender that we believe will 
ensure the continuation of the banking 
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Unaudited Consolidated Statement of Operations
for the period 1 April 2008 to 30 September 2008

			   1 April 2008 to	 1 April 2007 to 
			   30 September 2008	 30 September 2007 
		  Notes	 ¤	 ¤

Rental income			   35,985,121	 23,862,518
Property expenses			   (1,953,231)	 (483,363)

Net rental income			   34,031,890	 23,379,155
Fair value adjustment on investment property	 5	 (83,214,580)	 552,324
Profit on disposal of investment property	 	 31,550	 —
Administrative and other expenses		  4	 (5,076,223)	 (1,929,726)
Formation expenses			   —	 (31,429)

Operating (loss)/profit			   (54,227,363)	 21,970,324
Finance income			   2,045,362	 703,171
Fair value adjustment on interest rate swaps		  15,828,151	 759,471
Finance costs			   (22,842,827)	 (15,518,526)

Net (loss)/profit before tax			   (59,196,677)	 7,914,440
Taxation		  6	 (547,979)	 (2,287,379)

(Loss)/profit for the year attributable 
to equity shareholders			   (59,744,656)	 5,627,061

Basic and diluted (loss)/earnings per ordinary share	 	 (23.9) cents	 2.3 cents
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