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1.

Group overview

1.1.

Business and Group structure

1.1.1.

Description of business model

Orco Germany is a real estate group founded in 2004 with a portfolio located in Germany and mainly in Berlin. It
invests in, manages, develops and leases out commercial properties.

1.1.2.

Group structure

Orco Germany is a real estate company that has its registered seat in Luxembourg and that is listed on the Prime
Standard of the Regulated Market of Frankfurt Stock Exchange. The Orco Germany Group, which operates under
the uniform registered trademark Orco Germany, has been pursuing its activities in Germany since 2004.
Orco Germany S.A. is a subsidiary of Orco Property Group. Established in 1991, Orco Property Group has its
registered seat in the Grand-Duchy of Luxembourg and is listed on the Euronext Paris, Prague, Budapest and
Warsaw stock exchanges. It operates primarily in the Czech Republic, Hungary, Poland, Russia, Croatia, the
Slovak Republic and Germany.
Orco Germany was listed on the Open Market in 2006. It was transferred to the Prime Standard at the Frankfurt
Stock Exchange on 13 November 2007.

1.1.3.

Group strategy

In 2008 Orco Germany has started its transition from an expanding cash-requiring developer/investor active in
most German regions into a focused positive cash flow-generating investor capable of seizing development
opportunities. In 2009 the restructuring efforts initiated by the closing of branches were expanded to the
headquarter and the core business of Orco-GSG.
Going forward, the Group will focus on commercial investments with a geographic focus on Berlin where it enjoys
a strong positioning. Additional services like the high-speed glass fibre network “Hofnetz” have been fostered and
on 30 September already 16 assets have been connected. More than 900 tenants are already using the
possibilities the new “Hofnetz” is offering, thus producing additional income. Non-core assets, mainly residential
apartment blocks, were disposed of, opportunities in project development will only be taken based upon a case
by case decision.
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1.2.

Business segments

Asset Management
Asset Management is the core segment of Orco Germany and comprises investments in commercial properties,
in particular through acquisition and rental of properties and property portfolios. As part of its core segment, Orco
Germany is interested in long-term ownership of the properties.
The investment portfolio comprises 856,000 sqm of lettable area.
With the acquisition of GSG in 2007, Orco Germany became the largest owner of commercial real estate in
Berlin. Orco-GSG is the backbone of Orco Germany’s investment activities with around 815,000 sqm of total
lettable area. Orco Germany’s total lettable area for commercial tenants amounts to 838,000 sqm.
Development
The segment Development comprises development of predominant commercial projects. This includes property
acquisition, planning and obtaining building rights, project implementation and sale/rental of the realised projects
to investors and tenants.
Development activities have mainly been concentrated on the markets of Berlin and North Rhine-Westphalia.
Following ORCO Germany’s decision to mainly focus on Asset Management, the Development business line has
been progressively ran-down although opportunistic development chances will be seized in a case by case study.
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2.

Group earnings performance

2.1

The Stock of Orco Germany S.A. on 30 September 2010

ISIN
Market Cap
Segment
Number of shares
Stock Exchange
Free float

2.2.

LU0251710041
[23,897,953 EUR] (30 September 2010)
Prime Standard
48,771,333
Frankfurt Stock Exchange
13.00%

Key figures
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2.3.

Overview of major events in the nine months 2010

The safeguard plan of Orco Germany’s parent company Orco Property Group was approved on 19 May 2010 by
the Commercial Court of Paris (Tribunal de Commerce de Paris). This decision puts an end to the observation
period that began on 25 March 2009. Orco Property Group’s Board of Directors chooses to request the opening
of a safeguard procedure in order to accelerate the company’s financial restructuring due to the difficult real
estate market and credit conditions.
Orco Germany’s third quarter 2010 ended with a consolidated profit attributable to the Group of €6.1 million (€108.2 million for 2009) and therefore marked a turning point as for the first time since the financial crisis the
company was able to realize profits. The diluted earnings per share moved from €-2.22 (nine months 2009) to
€0.13 (first three quarter 2010). The main drivers of the gains consisted of fair value profits on investment
properties and increasing rental revenues from GSG.
Revenues increased by 136,0% to end up at €120.9 million. Mainly due to the combined sales of the Healthcare
portfolio and H2 Office, which boosted development revenues to €79.1 million (a € 67.2 million increase vs Q3
2009). The total Asset Management revenues increased from € 41.5 million to € 41.8 million. Although several
non-strategic income producing assets were disposed of GSG could compensate the loss in rental income.
The adjusted EBITDA (Net gain or loss on fair value adjustments – Amortisation, impairments and provisions –
Correction of costs of goods sold being the reversal of past non cash valuation adjustments and impairments –
Net gain or loss on the sale of abandoned developments included in inventories – Net gain or loss on disposal of
assets or subsidiaries) increased by 56% in comparison to Q3/2009 to end up at €25.1 million, mainly thanks to a
positive margin on development sales and also improving GSG performance.
Most investment properties and inventories were evaluated by the independent valuer DTZ as at 30 June 2010.
The corresponding revaluation gains added up to €23.8 million.
The operating result (EBIT) increased by €133.9 million to €46.3 million (€-87.6 million for Q3/2009) mainly
thanks to:
 Decreased amortization, impairments and provisions (€-2.7 million versus €-35.9 million for Q3/2009)
 Fair value profits recognized on investment properties (€23.8 million versus €-60.1 million for September
2009)
The announced plan to dispose €230 million non strategic, mainly non cash producing assets, is progressing
according to plan. In the first nine month the Group managed to sell and transfer 14 properties worth €138.2
million at non distressed prices. The total sales price exceeded the corresponding loans (€99.0 million) by €38.9
million. These non-strategic asset sales will help to further strengthen the Group’s liquidity.
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In November 2010, ORCO and High Gain House Investments GmbH (HGHI) have confirmed signing a LOI aimed
at selling and co-developing the plot of Leipziger Platz. Both parties are working on concluding the transaction, for
a start of the project that could take place as early as year end.
In order to build a sustainable free cash flow producing business, the restructuring program was accelerated.
Reorganisation, cost cutting and redundancies led to the closure of all branches outside of Berlin. In the short
term restructuring costs exceeded the savings in headquarter costs. In the mid term run the initiated restructuring
program will increase savings and synergies will be exploited.
In line with Orco Germany’s announcement to reduce debts and to strengthen its equity basis, the total amount of
liabilities decreased by €105.9 million from €926.9 million (31 December 2009) to €821.0 million (30 September
2010). As at 30 September 2010, the non-current liabilities amounted to €478.9 million, the current liabilities
amounted to €256.2 million and the deferred tax liabilities amounted to €85.7 million.
The profit achieved in the first nine months of €6.1 million boosted the equity from €44.3 million to €50.4 million.
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2.4.

Turnover

Revenues amounted to € 120.9 million compared to € 51.2 Mio. in Q3/2009, mainly driven by development
revenues of €79.1 million, including € 72.9 million revenues from sales of non-strategic development
projects, comprising among others the Health Care Portfolio and H2 Office.
ORCO Germany’s core business did well in a challenging market and managed to increase rental revenues
slightly up to €41.8 million.

2.4.1.

Asset Management Segment

Orco Germany’s leasing income increased from €41.5 million in the first three quarters of 2009 to €41.8 million in
2010 based upon the increased rental income achieved by GSG over compensating the loss of rental income
from the sale of non-strategic assets.
Orco-GSG with its 815,000 sqm of lettable area contributed €37.7 million to leasing income (compared to €36.0
million Q3/2009). Orco-GSG’s leasing income increased by 4.7%.
In the first nine months of 2010, ORCO-GSG managed to increase the occupancy rate by 0.7% to 77.2% and
succeeded to elevate the average net rental income per sqm from €4.80 to €4.85. The net take-up in the first
three quarters of 2010 amounted to 7,297 sqm (sale of Geneststraße excluded; 55,165 sqm since take-over in
July 2007) compared to 7,714 sqm recognized in the first nine months 2009. A breakdown of the net leasing
result shows that the overall economic difficulties translate in a decrease of new lettings compared to the same
period last year (-4,932 sqm). This could almost be compensated by a better performance in retaining existing
tenants.
As per 30 September 2010, the region East once again proved top concerning net-take up with more than 5,800
sqm, followed by the region Northwest with approximately 1,100 sqm and Middle-Southwest with approximately
330 sqm.
Top performer in the third quarter 2010 was the asset Schwedenstraße in Berlin-Mitte where amongst others
1,800 sqm commercial space were rented to an educational training company. The occupancy rate consequently
increased from 59,4% (as per 31.12.2009) to currently 77,5%.
Second best performing asset was Plauener Straße in Berlin-Lichtenberg with a current net-take up as per 30
September 2010 of 3,146 sqm backed by ORCO GSG’s efforts taken to foster letting of the eastern assets and to
retain existing tenants. Amongst others an existing tenant running an online-shop for outdoor articles of all kind
additionally rented app. 1.470 qm.
Followed by the asset Gneisenaustraße in Berlin-Kreuzberg with more than 1,100 sqm rented by companies from
the creative and service industry sector.
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2.4.2.

Development Segment

Decline in line with strategy of disposing non strategic development projects
Development revenues increased from €11.9 million to €79.1 million in the first three quarters 2010 and were
mainly composed of the sale of the Health care portfolio (leading to €40.2 million revenues), H2 Office in
Duisburg (€32.8 million), and rents recognized on development projects (€3.9 million). The sales conducted were
in line with Orco Germany’s strategy to dispose of non strategic development assets.
H2-Office, a modern architectural building consisting of 6 floor levels, is located in the most attractive office
location in Duisburg, the inner harbour. It was constructed under consideration of the highest environmental
standards and is equipped with geothermic heating and cooling, photovoltaic systems, a green roof and rainwater
collection. The sales price realised was €32.8 million generating a gain of € 3.8 million compared to DTZ
valuation at € 29.0 million. The Company has a ‘kicker’ of up to € 3 million related to the leasing performance.
One part of the healthcare portfolio (Gütersloh, Rostock, Oranienburg, Trudering and one inventory holding
company) were transferred in the first half year 2010. Furthermore the healthcare project Danzigerstrasse, was
transferred in the third quarter 2010. The transaction volume for the assets amounted to €40.2 million (€1.6 m
respectively 4.1% above DTZ Valuation of Q4/2009) compared to bank liabilities of €27.8 million.
As at 30 September 2010 the development portfolio primarily includes the project Sky Office in Düsseldorf, where
letting activities were enforced and with every new lease contract closed interior works for unrented spaces were
gradually accomplished. As at 30 September 2010 the occupancy rate was 69.5% leading to a gross rental
income of €3.7 million. The Company intends to dispose of Sky Office within 6-9 months once the occupancy of
the building is further increased.
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2.5

Net result from Fair value adjustments on investment properties and Amortisation,
Impairments and Provisions

The values appraised by the independent valuer DTZ on 30 June 2010 substantially improved due to rent
increases achieved by ORCO Germany’s core business GSG and better market conditions.
Asset values improved by €23.8 million versus €-60.1 million for September 2009 and only recognized the
revaluation of those assets allocated in investment property. The 2009 impairments (€-35.9 million) mainly
resulted from revaluation losses realized on Sky Office (€-26.7 million) and H2 Office (€-6.0 million). Ongoing
development projects and properties under construction were allocated in inventories and valued at cost
decreased by depreciation and impairment. They were not subject to fair value adjustments.
The most important contributors to the revaluation profits were Orco-GSG properties (€25.0 million), GustavMeyer-Allee (€2.2 million), Helmholzstraße (€1.5 million), Lübarser Str. (€1.1 million), Plauener Str. (€1.6 million),
Reuchlinstraße (€1.8 million), Sophie-Charlotten-Straße (€1.0 million), Wolfener Str. 32-34 (€1.3 million) and
Voltastraße (€2.0 million).
The main contributors of revaluation losses (€1.2 million) were Max-Planck Straße (€0.4 million), Wupperstraße
(€0.2 million), Feurigstraße (€0.2 million) and Lobeckstraße (€0.3 million).
.
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2.6

Adjusted EBITDA

In the first nine months 2010 the adjusted EBITDA was €25.1 million, up 56% from €16.1 million for the same
period 2009 while revenues increased from €51.2 million to €120.9 million in the first three quarter 2010.
The two business lines of Orco Germany contributed as follows:
 The adjusted EBITDA of the asset management segment, mainly consisting of Orco-GSG, increased by
24% to €22.0 million compared to €17.7 million (9 months 2009). Other operating expenses in the first
three quarter 2010 were diluted by special effects and are expected to decrease in the upcoming
quarters thanks to restructuring measures taken.
 The adjusted EBITDA of the development segment rose to €3.1 million compared to €-1.7 million (9
months 2009). The four health care properties transferred in the first three quarter of 2010 contributed €
2.7 million and the sale recognized on H2 Office € 2.1 million.
Orco Germany’s strategic refocusing on the profitable Asset Management will lead to an EBITDA covering the
interest expenses once the restructuring measures taken will show their full impact.

2.7.

Operating result improving
The first nine months 2010 closed with a positive operating result of €46.3 million vs. €-87.6 million in
September 2009.
The cumulated operating result 2010 was mainly composed of:
 Asset management revenues of €41.8 million in September 2010 versus €41.5 million in September
2009. H2 Office and the Health Care projects were disposed of and created sales revenues of €72.9
million while corresponding costs of goods sold amounted to €66.4 million.
 Fair value profits recognized on investment properties amounting to €23.8 million compared to €-60.1
million.
 Impairments, amortisation and provisions amounting to €-2.7 million in comparison to €-35.9 million as at
September 2009 (mainly dedicated to Sky Office (€-26.7 million) and H2 Office (€-6.0 million)).
 Other operating income of €3.0 million (mainly resulting from cancellations of provisions especially on a
legal settlement fixed (€0.9 million) and cancellations of provisions referring to former years (€ 1.1
million). Asset sales of 65.5 were conducted on the level of the corresponding net book values leading to
a neutral profit contribution.
 Staff costs totalling €7.2 million as at September 2010 compared to €6.9 million as at September 2009.
The current period was effected by a provision (€0.8 million) settled for further restructuring measures.
After the finalization of the restructuring measures the sustainable staff costs are expected to strongly
decrease.
 Other operating expenses increased slightly from €-22.2 million (first nine month 2009) to €24.1 million.
Special effects (€3.5 million) and recurring effects recognized for the first time on Sky Office (€1.2
million) led to higher operating expenses exceeding savings achieved by the restructuring process.
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Although the other operating expenses increased in total, the restructuring process led to substantial savings of €
1.7 million in the first nine months 2010.
Following effects of € 3.5 million diluted the savings achieved on other operating expenses:
 Leasing and rents: Releases of provision in 2009 for the closing of the branch in Essen of €265 k. The
full impact of branch closures will substantially reduce the operating expenses within the next few years.
 Building Maintenance: Intensified efforts to preserve the property substance lead to higher building and
maintenance costs of €685k.
 Commission, fees, consultancy: One off effects for the engagement of corporate consultants
accompanying the restructuring process (€ 1.0 million) and legal advisory costs linked to asset sales
(€408 k).


Utilities supplies: For the first time additional costs for supplies of H2 Office (€180 k) overcompensated
the discontinuation of supplies for sold assets. Higher occupancy rates on investment assets produced
higher utilities supplies which were partly compensated by higher reimbursable recoverable charges.

 Taxes other than income taxes: In 2009 ground rents on development projects (€ 0.8 million) were
capitalized. In 2010 a one off VAT payment referring to 2008 (€ 124 k) occurred.
Effects recognized for the first time amounted to € 1.2 million:
 Utilities supplies: For the first time additional costs were produced on Sky Office (€849 k), which were
partly reimbursable.
 Administration costs: For the first time asset and property management services for tenants on Sky
Office resulted in additional costs of approximately €314 k.
Over the course of 2011, the restructuring process will be completed aiming at recurrent economies of
approximately €10 million from 2012 onwards excluding financial charges.
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2.8.

Financial result

The net financial result amounted to €-32.2 million compared to €-36.6 million in the first three quarter 2009.
The financial result comprised interest expenses of €-31.5 million (versus €-24.5 million in September 2009) and
constant interest income of €0.2 million. In 2009 interest expenses were positively impacted by the capitalization
of interests on Sky Office during its construction phase (+ €5.1 million). The effects generated from asset sales
conducted in 2009 on interest expenses in 2010 were over compensated by higher interest expenses on health
care projects, H2 Office and Sky Office. Especially on these projects the financing volume reached its peek in the
first half year 2010, which caused higher interests expenses of approximately €1.0 million.
The amount of bank loans was mainly reduced by repayments of loans conducted on assets sold (€99 million).
The other net financial results amounted to €-1.0 million (vs. €-12.4 million in September 2009) and was mainly
driven by:
•

Financial charges of €3.8 million (vs. €1.2 million in 2009) mainly composed of costs for cancellation of
swaps on Ku´damm 103 and Brunnenstr. 25 (€1.5 million) and equity bridge fees charged mainly for Sky
Office (€1.2 million) and H2 Office (€0.4 million).

•

Gains on trading investments (€ 2.4 million) mainly caused by the revaluation of embedded derivative on
bonds €-3.4 million and interest rate derivatives €5.8 million (i.e. swaps/collars/caps).

In the first nine month 2009 the other net financial result was severely affected by losses on trading investments
(€-10.5 million) due to decreasing interest rates.
In the first nine month 2010 the cost of debt after hedging amounted to 4.69%. Excluding the bond, the cost of
debt (after hedging) were 4.83%. Variable loans accounted for 84% of which 66% were hedged against interest
rates changes through derivative instruments, i.e. cap, collar and swaps.

•

The net interest expenses over Q3 2010 amounted to € 31.5 million to be compared to a total
adjusted EBITDA of € 25.1 million. It is a management priority to achieve a full coverage of interest
expenses by adjusted EBITDA after the finalization of all restructuring measures.

Most of the loans of Orco Germany were hedged in a phase of high interests. These loans, especially
the loan for GSG, will expire in the upcoming years. We expect the new loan agreement on a lower
interest level, which will help to exceed the Adjusted EBITDA.
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2.9.

Tax

Total income taxes amounted to €-8.0 million compared to €+16.0 million in September 2009. Current income
taxes of €+0.7 million, including a release of provision for property transfer taxes referring to the acquisition of
Viterra €+1.2 million, were compensated by deferred tax expenses of €-8.7 million.
Deferred taxes represent mainly the impact of revaluation differences between local GAAP and IFRS on tax
calculation not leading to payments or reimbursements.

2.10.

Net result

Marking a turning point, the consolidated profit was €6.1 million after a negative result of €-108.2 million in
September 2009.
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Consolidated financial statements

Profit & Loss Statement as at September 2010
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Balance Sheet as at September 2010

16

___________________________________________________________________________

Condensed consolidated interim statement of changes in equity
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Notes to the consolidated financial statements
1. General Information
Orco Germany S.A., société anonyme (the “Company”) and its subsidiaries (together the “Group”) is a real
estate group with a portfolio mainly located in Germany. It is principally involved in leasing out investment
properties under operating leases as well as in the development of properties for its own portfolio or intended
to be sold in the ordinary course of business
The Company is a limited liability company incorporated for an unlimited term and registered in Luxembourg.
The address of its registered office is 40, Parc d’activités Capellen, L-8308 Capellen.
As at 30 September 2010, the Company is 58.9% owned by Orco Property Group S.A., Luxembourg, and its
shares are listed on the Open Market of the Frankfurt Stock Exchange since May 2006, now listed on the
Prime Market since November 2007.
The ultimate parent company of Orco Germany S.A. preparing consolidated financial statements, Orco
Property Group S.A., includes in its consolidated financial statements those of Orco Germany S.A.. Orco
Property Group S.A. is incorporated under Luxembourg law. Consolidated financial statements for Orco
Property Group S.A. can be obtained at its registered office, 40, Parc d’Activités Capellen, L-8308 Capellen.
The consolidated financial statements have been approved for issue by the Board of Directors on 25th of
November 2010.
2. Summary of significant accounting policies
The consolidated financial statements have been prepared in accordance with international financial
reporting standards (IFRS) as adopted by the European Union. The accounting policies for the quarterly
report have been consistently applied by the Group’s entities and are consistent with those used in the
previous year except for the application of the revised and new standards and interpretations effective as of 1
January 2010. The application of those amendments and interpretations did not result in substantial changes
to the Group’s accounting policies. A detailed description of the accounting policies will be included in the
notes to the financial statement for 2010.
The quarterly report has been established according to IAS 34.
3. Segment reporting
The Board of Directors is the responsible body making decisions for all acquisitions and disposals of
projects. The Board of Directors assesses the performance of the operating segments based on measure of
adjusted earnings before interests, tax, depreciation and amortisation (adjusted EBITDA as defined below).
The Group is organised into two main segments determined in accordance with the type of activity:
•

Development: development of projects meant to be disposed off unit by unit, the land bank for which
the future destination is still under study and project management.

•

Asset Management: leased-out residences, offices or retail buildings, property management and
asset management. This segment was previously named “ Commercial Investment Properties”.
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Adjusted EBITDA is the recurring operational cash result calculated by deduction from the operating result of
non-cash elements and non recurring elements (Net gain or loss on fair value adjustments – Amortisation,
impairments and provisions – Correction of costs of goods sold being the reversal of past non cash valuation
adjustments and impairments– Net gain or loss on disposal of assets) and the net results on sale of assets or
subsidiaries

4. Earnings per share

5. Credit and financial risk
The financial situation of the Company is depending on the successful implementation of the ongoing
restructuring process. As outlined in the annual financial statement 2009 the achievement of both, asset
disposals and debt restructuring, are decisive for the successful continuation of the business.
6. Currency risk
The Group has no significant currency risk exposure, as the local and functional currency in almost all Group
companies is the Euro.
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7. Related party transactions
The Company was granted an “equity loan” by Orco Property Group S.A. bearing interest at an annual fixed
rate of 8%. This loan, including accrued interests, amounted to EUR 18.2 million as at 30 September 2010.
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