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significant positive cash flow and our
stated target was that about 85% of
recurring distributable profits would
be paid out in semi-annual dividends.

In the period up to 31 December 2006,
the Group acquired almost €1.7 billion
of properties in 29 portfolios spread
through 191 towns in Germany.

In November 2006, the Company
completed a secondary placing raising
gross proceeds of €300 million but

it soon became clear that the prices
being asked for suitable properties were
overheating and the positive yield gap
on new properties was being eroded

by increasing interest rates and margins.
Between January and June 2007, from
which point property valuations started
to decline, further property acquisitions
of €326 million were completed and,

by the end of December 2007, the
portfolio size was €2.4 billion, including
revaluation surpluses of €55 million.
The Group commenced its share
buyback programme in July 2007,
rather than purchasing more properties.

The global credit crisis started to gather
momentum from August 2007 and
liquidity in the banking markets declined
rapidly. Concerns over our gearing
level combined with expectations that

property valuations would fall, led to

a significant decline in the Company’s
share price through the first half of 2008
and prompted the Board to announce

a strategic review on 9 June 2008 to
seek ways to protect shareholder value.
As reported in my interim statement,
JPMorgan Cazenove was appointed

to carry out the review with a remit to
consider all options available, ranging
from returning funds to shareholders
following asset disposals to a sale

of the whole Company. The other
principal advisers to the Company were
Norton Rose LLP and Ernst & Young LLP.
As this review progressed, sentiment

in the financial markets deteriorated
further and one of the most significant
corporate failures reported within the
UK in mid-2008 was that of companies
owned by the Dawnay, Day group.
Dawnay, Day was a diverse and complex
set of companies and, as well as being
significant shareholders in, and the
original promoters of, Treveria, owned
the asset management and property
management entities responsible for
managing the Group’s portfolio. At that
time, the Group’s asset manager was
Dawnay, Day Treveria Real Estate Asset
Management Limited (‘“DDTREAM”) and
the property manager was Dawnay, Day
Property Investment GmbH (“DDPI”).

Much of my time and energy, and that
of our teams of advisers, through the
second half of 2008 was spent looking
for a solution to a very complex

set of challenges generated by the
declining share price and the collapse
of Dawnay, Day and the outcome is
reported below. | believe that, as a result
of the very significant amount of time
and effort expended by your Board
and senior management, we have
reached the best possible outcome

in difficult circumstances.

Results

Gross rental income for the year was
€155.1 million (2007: €130.0 million).
The comparative figure was lower as
the portfolio was still being assembled
during 2007. Net rental income for
the year was €122.8 million (2007:
€109.9 million) reflecting an increase
in direct property costs to €32.3 million
from €20.1 million in 2007. Of this
increase, €2.7 million of costs were
recognised in 2008 relating to the
finalisation of 2007 service charge
reconciliations, where irrecoverable
costs proved much higher than
previously expected. After adjusting
for this, irrecoverable service charge
expenditure represented 4.8% of
gross rents against 5.0% for 2007.
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Chairman’s statement continued

Results continued

Further cost increases occurred because
many of the properties acquired in late
2007 were leasehold; the cost of ground
rents in 2008 was €5.6 million against
€3.1 million in the prior year.

After allowing for property revaluation
movements, the operating loss for the
year was €167.2 million (2007: profit of
€100.0 million). It should also be noted
that the prior year benefited from €7.1 million
of surrender premiums. The adjusted
operating profit for the year, which excludes
profits on sales of properties, revaluation
movements and surrender premiums

as well as the non-recurring costs of

the strategic review and the termination
of management arrangements with
Dawnay, Day was €116.2 million

(2007: profit of €103.6 million).

Loss before tax for the year was
€283.6 million (2007: profit of

€33.6 million). The adjusted profit
before tax, which excludes revaluation
movement, strategic review and
management reorganisation costs,
surrender premiums, profits on sales
of properties, fair value movements on
interest rate hedging and accelerated
finance costs on the sale of properties
was €23.4 million (2007: €38.5 million).
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Basic and adjusted EPS were a loss

of 44.4c and a profit of 3.4c, respectively
(2007: earnings of 5.1c and 5.3c,
respectively). Adjusted EPS excludes
revaluation movement, strategic review
and management reorganisation costs,
surrender premiums, profits on sales of
properties, fair value movements on interest
rate hedging and accelerated finance costs
on the sale of properties and deferred tax.

Property sales of €76.2 million completed
during 2008 giving rise to a gross profit
before taxation of €3.9 million after allowing
for sales costs and the costs incurred in
avoiding the contracted capital commitments
detailed below. The net profit on sale was
partly offset by swap breakage costs of
€2.0 million and accelerated amortisation
of loan arrangement costs of €0.7 million.

Revaluation and net asset value

Property values have fallen significantly
in Germany in the last year, though
declines in value in the UK and some
other markets have been more dramatic
still. As at 31 December 2008, the
portfolio was valued by DTZ Debenham
Tie Leung Limited at €2,017 million
reflecting a revaluation deficit of
€282.9 million for the year or about
12.3% of the portfolio value after
allowing for acquisitions and disposals.

The net asset value of the Group
attributable to equity holders of Treveria plc
has fallen to €379.8 million as at the year
end (2007: €683.4 million). As a result,
the adjusted net asset value per share
has fallen by 39% to 68.4c (2007: 112.9¢).
Property yields have moved out
considerably and the average net yield
of the portfolio as at 31 December 2008
was 6.9% (2007: 6.2%); the net fully

let yield was 7.5% (2007: 6.6%).

Property acquisitions and disposals

The Group did not enter into any new
contracts to acquire property during
2008; owing to purchase commitments
made in 2007, the Group completed

the acquisition of properties totalling
€35.2 million including fees and purchase
costs. The average net initial yield on
the new properties purchased was 6.6%.

The Group has sold properties during
the year for total proceeds of €76.2 million;
this price reflects a premium, including
sale costs, of €5.3 million to the book
value as at 31 December 2007. Further
to these sales, contracts have been
notarised over two additional properties
for total sale proceeds of €4.2 million.
Whilst the very significant fall in European
interest rates is attractive for new
purchasers of property, the costs



associated with unwinding swap
arrangements has created an additional
factor when assessing the feasibility

of property sales.

During the year the Group negotiated
the withdrawal from the €75.5 million
planned acquisition of a shopping centre
in Cottbus. Subsequent to the period
under review, an agreement was
reached in February 2009 to withdraw
from the forward commitment to acquire
a €25.0 million shopping centre in
Bremerhaven. The Group incurred total
costs of €1.4 million in withdrawing

from these commitments; in the current
environment it was considered that
incurring these costs to walk away
was in the best interests of the Group.

Portfolio performance

Portfolio rental income was affected

by the failure of two of our larger tenants,
Hertie GmbH and Sinn Leffers AG.
Together, they contributed combined
rental income of €6.8 million at the

start of 2008. At the balance sheet date,
the leases all remained in place but as at
the date of this statement this contracted
rental income had reduced to €2.3 million
per annum following termination of
leases by the administrators.

In a challenging market environment,
our asset managers negotiated 294 new
leases and lease renewals during 2008,
with a total annual rent of €7.4 million
compared to historic rental levels of
€6.8 million. The rent was increased

in 415 leases due to indexation and
stepped rent uplifts resulted in additional
rental income of €1.4 million per annum.
The annualised gross rent for the
portfolio as at the beginning of 2009
was €152.7 million.

As noted above, the portfolio has
experienced an increase in landlord
non-recoverable costs during the year.
The improvement of service charge
lease recovery rates, the letting of
vacant space and the implementation
of property management initiatives are
major objectives of the Group’s asset
management team for 2009.

Strategic review and stabilisation

of management

The strategic review was a significant
exercise. Many third parties performed
detailed due diligence on the Group and
a number of indicative offers was made,
some of which would have involved the
appointment of new asset managers.
After careful review with our advisers
and consultation with major shareholders,
none of these indicative offers was
considered by the Board to represent
an attractive outcome for shareholders.

Stabilising the day-to-day management of
this extensive portfolio was our other main
priority. From the end of August 2008,

a number of key DDTREAM staff were
made redundant by Dawnay, Day and
we had to act quickly to preserve

an effective management team for

our business. This led to us setting up
a wholly owned subsidiary company,
Treveria Asset Management Limited
(“TAML’) in the UK and its own
subsidiary in Germany, Treveria

Asset Management GmbH (“TAMG”),
to employ these key staff on a basis
that would safeguard the business whilst
maximising our flexibility pending the
outcome of the strategic review which,
at that time, was still underway. It was
also paramount to ensure continuity

of the property management function
which, under the guidance of the asset
manager, involved managing around
2,800 tenancies in about 444 properties.
The urgent need to stabilise the
management added additional
complexity to the strategic review
process and the actions we could take
to ensure such stability and reorganise
the management functions were
constrained by being in an offer period
and thereby having to comply with

the rules of the Takeover Code. It is
regrettable, but also inevitable, that the
whole process took almost six months
and necessitated significant expenditure
by the Company in advisory fees and
other expenses.

Against this background, on

3 December 2008, | was pleased

that we were able to announce the
internalisation of the asset management
function through the appointment

of TAML as asset manager. Cushman
& Wakefield LLP was also appointed as
exclusive property manager, replacing
DDPI. As Dawnay, Day had sold its
shareholding in the Company prior

to this, the Group’s relationship with
Dawnay, Day thus ended. To recognise
this, it was also announced that the
Company would change its name to
Treveria plc and, following an EGM on
12 January 2009, this became effective.
The relationship between Dawnay, Day
and Treveria was confusing for many,
not least our tenants and suppliers in
Germany, and this separation enables
us to demonstrate and explain our
independence with clarity.

The cost of extracting the Group from its
management relationship with Dawnay,
Day was approximately €2.6 million.
This included a termination fee to
DDTREAM of circa €1 million, equating
to about one and a half months’ notice,
and a fee to DDPI of almost €1 million,
equating approximately to the fee DDPI
would have received had the contracted
three months’ notice of termination
been given. In addition, the total cost

of the advisers’ fees in relation to the
management solution was about
€600,000. Total fees in relation to

the strategic review were €1.8 million,

including an award by the Board to
myself and David Hunter of additional
fees for our work in connection with

the strategic review and management
solution. David Hunter also took on

the role of chairman of TAML from
September 2008 and, in his capacity as

a member of the Investment Committee,
has been instrumental in helping to
maintain sound investment and divestment
decisions through the intervening period.
Following the internalisation of the asset
management function, the overall annual
cost of asset and property management
within the Group is expected to be
between €2.5 million and €3 million less
than under Dawnay, Day’s management.
In addition, the new management
structure should enable closer alignment
between the interests of managers

and shareholders and reduce potential
conflicts of interest. Our domestic asset
management team in Germany is being
strengthened further with the recruitment
of several new asset management
personnel and additional appointments
within the finance function. We recognise
clearly that it is essential our asset
managers work closely with the

local property managers to optimise
portfolio performance.

In order for it to be commercially feasible
for Cushman & Wakefield to take on

the employment contracts and other
commitments to deliver a relatively
seamless property management solution,
it was necessary to agree a minimum
contract period of three years with
guaranteed fee levels set at €5 million in
the first year, €4.5 million in the second
year and falling to €4 million in the third.
In addition, the Group has guaranteed
letting fees to Cushman & Wakefield
over these three years, but we expect
that these will be within the amounts
earned by them from lettings during

the period.

As the asset manager is now a Treveria
subsidiary, the report of the asset
manager, which was previously a
separate report, has been incorporated
within the Chairman’s statement.

Finance, banking and cash resources

| would also like to highlight the
importance that the Board and the
asset management team attach

to the Group’s banking arrangements,
its debt facilities and its cash in
particular. With our advisers, we have
looked at ways of strengthening the
Group’s balance sheet but, given the
scale of the Group’s borrowings and
the weak share price, have concluded
for now that a rights issue or similar
initiative is not in the best interests of
existing shareholders. The Group has
been structured in a way that holds
properties and debt within separate
‘silos’. There are five silos with external
funding issued by Citi, Deutsche Bank,
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