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 “A company that grows 
 must change.”

Interview with the executive Board
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 “A company that grows 
 must change.”

the past financial year was better than expected for Deutsche euroShop. 
Although the property crisis continues to claim victims, the Company has a positive 
future. Ceo Claus-Matthias Böge and CFo olaf g. Borkers talk to Dr. ruth Vierbuchen, 
editor-in-chief of handelsimmobilien-report
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Dr. ruth Vierbuchen: why does DeS 
invest exclusively in shopping centers 
and not in specialty stores or discount-
ers, which also benefit from the difficult 
economics phases?

Claus-Matthias Böge: we have dis-
cussed the subject over the previous 
year and realised that it is not suitable for 
us because a) the risk-yield profile is not 
attractive and b) the rental agreements 
are a long way from the quality to which 
we are accustomed. For our shopping 
centers, we look for prime locations, 
properties with a wide industry mix and 
a wide risk diversification. we set store 
in long-term rental agreements and 
fully indexed rental agreements. our  
business is robust and planable.

Dr. ruth Vierbuchen: Keyword shop-
ping center: the large centers are not 
infrequently regarded critically in con-
nection with the subject of city devel-
opment and its effects in urban retail. 
As an investor, what is your take on the 
subject?

Claus-Matthias Böge: looking at the 
development in many cities the phe-
nomena is apparent that the actual 
anchor, which has ensured that peo-
ple come to the city for decades – the 
 traditional department store – no longer 
works. And on the other hand, there 
are many successful retail concepts that 
move in the medium sized area. retail-
ers who require 1,000 or 1,500 m2 floor 
space cannot find retail space of a suit-
able size in small adjacent buildings 
in city centres. the result is that attrac-
tive retail offers do not make it into the 
city. And with them potential custom-
ers stay away from the city centres.  
It makes sense therefore to consider 
revitalisation of city centres with shop-
ping centers. they offer new, flexible 
floor space in prime locations which can 
be adapted to the changing require-
ments of the retailers. I am thinking 
particularly of the many medium-sized 
cities in germany.

Dr. ruth Vierbuchen: Is the credit crisis 
having an effect on DeS? If yes, in what 
way?

olaf g. Borkers: we have a conserva-
tive financing structure. this protects us 
against credit risks because it makes us 
more independent of banks and inter-
est changes. For many, this used to be 
rather an obstacle to investing in Deut-
sche euroShop, but since the summer of 
2007 at the latest it has proved itself as 
obviously advantageous for us. we can 
therefore say that the credit crisis has not 
affected us. however, we are expecting 
that the banks will demand increasing 
margins – even for a low-risk business 
such as Deutsche euroShop. 

In the first half of 2007, we renegotiated 
loans with a volume of around 3160 mil-
lion, partly as extensions and partly as 
refinancing with very long terms at favour-
able conditions. Credit will become a 
talking point for us in 2009 at the earliest 
– to a relatively small extent. 

“we have a conservative financing structure. 
this protects us against credit risks because it makes us 
more independent of banks and interest changes.”
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Dr. ruth Vierbuchen: Did the credit crisis 
have an effect on the valuation of the 
portfolio?   

Claus-Matthias Böge: Valuation is  
certainly an issue. however, we do not 
believe we are currently exposed to 
too much risk since the valuation of our 
portfolios is tangibly below the current, 
in our view overheated, market level.  
I can foresee a yield increase of perhaps 
15 to 20 basis points.
 
Dr. ruth Vierbuchen: Following the 
market  changes in the wake of the credit  
crisis, since the summer of 2007, you 
have initially been reserved where  
further transactions are concerned.  
how in your view did the climate  
change towards the end of 2007?

olaf g. Borkers: we made our last 
investment in December 2006, i.e. for us 
the prices for shopping centers were too 
high and the yields too low at the begin-
ning of 2007. In our high-priced segment, 
there are relatively few transactions 
and these are in turn never transparent 
and involve incomprehensible prices.  

overall, we can see that the competi-
tion has relaxed since the summer of 
2007. Investors who operate with a high 
degree of financial leverage are active 
only to a limited degree. this means 
that today we have other competi-
tors. these are equity strong investors,  
primarily the open-ended german 
property funds.

Dr.  ruth Vierbuchen: how did the finan-
cial year go for DeS? were the forecasts 
met?  

Claus-Matthias Böge: we actually 
exceeded them slightly. our forecast 
declined slightly in 2007 because we 
sold two shopping centers in 2006 and 
only in october did we acquire a new 
one. however, we finally generated a 
pleasing 3% increase in revenue, which 
was also the result of the indexing and 
turnover rent. For eBIt, i.e. the earnings 
before interest and tax, we had recently 
forecast between 372 million and 374 
million and achieved 377.2 million. this 
was essentially connected to the fact 
the investment costs to be treated as 
expenses – a dimension difficult to 
comprehend – did not occur in the full 
amount. the normal operating costs are 
relatively stable. of the rent, approxi-
mately 12% to 13% include the oper ating 
companies’ costs. 

these measurement gains are included 
in profit after tax i.e. consolidated profit. 
this was pleasing at 350.8 million. All 
centers have been upgraded in value 
on average by 3.1%. the corporation tax 
reform helped us, since we were able to 
release 330 million in tax provisions. this 
helped in one instance. overall, at 394.2 
million we are below the 3100.3 million 
profit we had in the record year of 2006. 
we are better than we had forecast and 
therefore very satisfied.

Dr. ruth Vierbuchen: how did Deutsche 
euroShop fair in 2007?

olaf g. Borkers: Very well initially. we 
began at 328.08. we reached our all-
time high in March at 330.68. the divi-
dend in June was raised to 31.05. then 
the subprime crisis hit in the summer, 
which also affected our shares. It must 
be noted however, that Deutsche euro-
Shop shares fell much less than those 
of its competitors. It was essentially 
quite contagious, affecting all property 
stock corporations. we ended the year 
at 323.50. that was a performance of 
-13% against +23% on the previous year. 
looking at a five-year period, our share-
holders have doubled their stake. 

Dr. ruth Vierbuchen: Do you have 
new projects planned for 2008? Also 
abroad?

Claus-Matthias Böge: we have a lot 
planned. however, there is not price tag 
attached yet. we have been thinking 
about whether we should start on these 
projects much earlier than previously. 
previously we had only invested if there 
is planning permission and pre-letting 
of 40-50%. with a general contractor 
contract signed, the risks are relatively 
manageable. however, since the last 
time we acquired such a product was 
15 months ago, we are considering 
whether or not to enter into the actual 
property development risk, i.e. collabo-
ratively sponsor property development 
in a joint venture with eCe. the risk must 
not be allowed to overturn the Com-
pany or unsteady the ability to distrib-
ute dividends. however, it can certainly 
result in small losses in individual cases. 
Initially, we want to limit ourselves to 
one or two properties. the problem 
is simply starting this kind of business. 
the first properties have to work. If we 
hit the rocks in both cases, then we can 
really forget the idea. If both properties 
are successful, then we can talk about 
more. however, we still prefer the low-
risk properties. 
 

olaf g. Borkers: Awe are also prepared 
to accept firesales – forced sales by 
investors who leave the german mar-
ket disappointed or perhaps experi-
ence other problems. when they leave, 
we’re waiting. the question is: what 



do we really want? what can we do as 
small Deutsche euroShop against large 
competitors? one advantage is that we 
are in a position to make quick deci-
sions. And we have the cash necessary 
to make a rapid acquisition. 

Dr. ruth Vierbuchen: going back once 
more to this possible development. 
would that be in germany or abroad?

Claus-Matthias Böge: we are pursuing 
both avenues.

Dr. Vierbuchen: how will the market in 
eastern europe develop? how far will 
you go along with it? what must an 
investor especially take note of in these 
markets?

Claus-Matthias Böge: our current view 
is not to go further than previously, i.e. 
poland and hungary, as Central europe, 
are the eastern limits. we could include 
the Czech republic, however, that is a 
small market. poland is a larger market 
and we have a lot of interest in it. how-
ever, it is important that the best loca-
tions are acquired in a city, to reduce the 

pressure when competition increases. 
we have two properties in poland. the 
galeria Baltycka in gdańsk for example 
is not only a unique location, but also a 
unique offer. with a catchment area of 
1.1 million people, the property is to a 
large extent unrivalled when it comes 
to product range. even in hamburg or 
Düsseldorf this property would be a 
genuine highlight. It really has no com-
petition. that will not be the case for-
ever. that is where the location plays a 
role. And the location is good – as are 
all our locations.

Dr. ruth Vierbuchen: what value 
enhancement potential do you see in 
your current portfolio?

olaf g. Borkers: our shopping centers 
generate increasing rents by means of 
rental indexing. rising rents should lead 
to increased values. however, the valu-
ation is also dependent upon external 
factors over which we have no influ-
ence. we plan very much in the long 
term and our shopping center portfolio 
is still young, so we expect rental and 
value enhancement potential.

Dr. ruth Vierbuchen: In your view, what 
potential does the german market still 
have for retail property?

Claus-Matthias Böge: that question can-
not be answered generally. If we look 
at the area of shopping centers, we 
believe that this area has a clear future 
since there is a need for floor space 
in many cities. there is a great deal of 
the wrong kind of floor space, i.e. the 
divergence between good and bad is 
becoming wider and more empty build-
ings will be seen in the 1b locations.  
A prosperous future is only assured in 
the prime locations.  

Dr. ruth Vierbuchen: what role will for-
eign competitors play on the german 
market over the coming years?

Claus-Matthias Böge: the german mar-
ket is very international and will remain 
so. there will be investors who keep 
their commitments here long term,  
as is necessary from a diversification 
perspective for example. Many are  
currently moving towards Asia. In my 
view, these are particularly the rather 

“our property’s great advantage 
is that we can relatively easily 

adapt it to the changing require-
ments of the retail industry. “
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short-term orientated funds, financed to 
a high degree with outside capital.

Dr. ruth Vierbuchen: Do you have the 
impression that the german market for 
retail property, which was previously 
in the background, has changed much 
since 2005? If yes, in what way?

Claus-Matthias Böge: retail property is 
certainly not just something for special-
ists. however, many international inves-
tors focusing on retail property did  
not have germany on the radar until 
just a few years ago. they have now 
become more interested. Strate-
gic investors are currently not yet 
active. overall, it can be said that the  
german market has woken up after a 
long sleep. the most serious develop-
ment was the introduction of auctions 
in the professional property market. 
projects are no longer given a price 
tag which can be negotiated; each bid-
der writes his or her own price tag and 
hopes to have submitted the highest 
offer. the is not what a businessman 
wants, since he wants to do business 
not buy art.

Dr. ruth Vierbuchen: what is your view 
of the corporate tax reform? have you 
been negatively affected by the interest  
barrier?

olaf g. Borkers: of course we welcome 
tax reductions, even if they involve an 
extension of the basis for taxation. we 
have benefited, and will benefit, from 
the tax reductions. we have released 
deferred taxes amounting to around 
330 million – a one-off effect. our tax 
rate will be lower in future. the corpo-
rate tax rate was reduced from 25% to 
15%.

the interest limit is a significant and dif-
ficult issue for the property industry. 
According to intensive examination, we 
are currently not affected since we ben-
efit from the escape clause. however, 
this is an examination which we have to 
repeat every year for a group which is 
always changing. not all changes are 
manageable for us. I am thinking in par-
ticular of the market value of our shop-
ping centers. 
 
Dr. ruth Vierbuchen: why does this 
escape clause apply?

olaf g. Borkers: the escape clause 
states that the equity ratio of the sub-
sidiaries must at least approximate that 
of the group. Since we are a company 
that finances more or less everything 
with 50% equity and 50% outside capi-
tal, the equity ratios of our subsidiaries 
are approximately identical to that of 
our group. A 1% deviation in the equity 
ratio is permissible and in our view we 
move within this range.

Dr. ruth Vierbuchen: what are your fore-
casts for 2008 for revenue, eBIt and earn-
ings before tax (eBt)?

olaf g. Borkers: positive. revenue will 
increase to 3110 million to 3113 million, 
against 395.8 million in 2007. eBIt should 
rise from 377.2 million to 390 million to 
392 million, eBt from 337.7 million to 343 
million to 345 million. Since we are una-
ble to forecast the measured gains, they 
are not always included in these operat-
ing forecasts.

Dr. ruth Vierbuchen: Finally, your Annual 
report carries the motto the changing 
face of retail what kind of change can 
we expect from DeS?

Claus-Matthias Böge: As our retailers 
change, our shopping centers also 
change. our property’s great advan-
tage is that we can relatively easily 
adapt it to the changing requirements 
of the retail industry. 

we remain conservative, even if we are 
perhaps entering into somewhat more 
risky business with the project devel-
opment in peripheral areas. however, 
when a company grows it must also 
change. we are convinced that we will 
have one or two interesting ideas we 
can realise.

Dr. ruth Vierbuchen: Many thanks for 
the interview.
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Manfred Zaß, Chairman of the Supervisory Board
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Dear Shareholders,

During the 2007 financial year, the Super-
visory Board performed the duties 
incumbent on it according to the law and 
the Articles of Association and closely 
followed the performance of Deutsche  
euroShop Ag. It monitored and advised 
the executive Board in  its management 
of the business.the executive Board 
informed us regularly, promptly and in 
detail of business developments.

Focus of advisory activities

we examined our Company’s net assets, 
financial position and results of opera-
tions, as well as its risk management, 
regularly and in detail. In this context, 
we checked that the formal conditions 
for implementing an efficient system of 
monitoring our Company were met and 
that the means of supervision at our dis-
posal were effective. we ensured that 
all significant factors affecting the busi-
ness were reported to us. our discus-
sions focused on the development of the 
portfolio properties, their sales trends, 
outstanding accounts, occupancy rates, 
construction measures and liquidity as 
well as investment cost trends for our 
new development projects.

particularly intensive and repeated 
discussions with the executive Board 
focused on the Company’s strategy in 
light of increased prices for shopping 
centers.

In these discussions, the executive  
Board also presented various invest-
ment options and alternatives to the 
Super visory Board. In addition, based  
on drafts prepared by external consul t-
ants, the impact of the german business 
tax reform was also discussed.

Current topics were discussed by the 
Chairman of the Supervisory Board and 
the executive Committee of the Supervi-
sory Board together with the executive 
Board if required. transactions requiring 

the approval of the Supervisory Board 
were discussed and resolved in the rel-
evant meetings. All resolutions in the 
period under review were approved 
unanimously.

Meetings

During the 2007 financial year, four regu-
larly scheduled Supervisory Board meet-
ings took place. no Supervisory Board 
member participated in less than half of 
the Supervisory Board’s meetings.

In the first meeting on 19 April 2007, 
we completed the annual review 
of the efficiency of the Supervisory 
Board and approved the agenda for 
the Annual general Meeting. In this  
context, we selected the auditor who 
was proposed to the shareholders for 
election. As a result of the high meas-
urement gains on our real estate port-
folio in relation to operating profit at 
the end of 2006, we again set particular 
store by the explanations of the exe-
cutive Board provided in this respect. 
once again, we determined that meas-
urement gains and losses have a very 
significant influence on the income 
statement for our Company, as for all 
other real estate companies preparing 
their financial statements in accord-
ance with IFrSs. Moreover, these mea-
surement gains and losses are also 
determined by factors beyond the 
control of the executive Board. Another 
topic of discussion was the reIt  
legislation in germany and its subse-
quent advantages and disadvantages 
for our Company.

In addition to discussing business per-
formance in the meeting on 21 June 
2007, we discussed individual recom-
mendations of the german Corporate 
governance Code and their appli-
cation to our Company. In so doing,  
the decision was taken not to establish 
any age limitations for the corporate 
entities.  

In the third meeting, on 13 September 
2007, we focused more intensely on 
developments regarding construc-
tion progress on the galeria Baltycka  
in gdansk, poland; the Stadt-galerien 
in the german cities of hameln and 
passau, as well as expansion plans for 
the Main-taunus-Zentrum near Frank-
furt am Main. In addition, the peculiari-
ties of the market for specialist retailer 
properties were discussed in order to 
deduce potential effects on the strat-
egy of our Company.

the last meeting, on 23 november 2007, 
focused primarily on investment pos-
sibilities presented by the executive 
Board with regard to project develop-
ments in their early stages.

A brief discussion also focused on the 
impact of the subprime crisis on our 
Company’s situation. Fortunately, the 
executive Board was able to report that 
no negative impact is foreseeable. this 
was presented in a plausible manner 
based on loan agreements concluded 
at the start of the year as well as current 
negotiations.

Committees

the Supervisory Board has formed two 
separate committees, an executive Com-
mittee and an Audit Committee, each 
with three members. we consider this 
to be appropriate, given the size of the 
Company and the number of Supervi-
sory Board members. During the period 
under review, both committees met on 
29 March 2007, and the executive Com-
mittee met additionally on 13 September 
2007. the members of these entities also 
consulted with one another by telephone 
as well.

Corporate governance

In December 2007, together with the 
executive Board, we issued an updated 
declaration of conformity with the  

“particularly intensive and repeated discussions 
with the executive Board focused on the Company’s strategy 
in light of increased prices for shopping centers.”
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recommendations of the government 
commission pursuant to Article 161 of 
the Aktiengesetz (Aktg – german public 
Companies Act) and made this perma-
nently available on the Deutsche euro-
Shop website on 18 December 2007. A 
separate report on implementation of 
the german Corporate governance 
Code is included in this Annual report. 
At the end of 2007, the Supervisory 
Board members declared in writing that 
no conflicts of interest arose. the mem-
bers of the executive Board did the 
same at the start of 2008.

Financial statements of Deutsche 
euroShop Ag and the group for the  
period ended 31 December 2007  
At the Audit Committee meeting on  
9 April 2008 and the Supervisory Board 
meeting on 17 April 2008, the Audit 
Committee and the Supervisory Board 
examined in detail the annual financial 
statements of Deutsche euroShop Ag 
in accordance with german commer-
cial law, and the consolidated financial 
statements in accordance with Interna-
tional Financial reporting Standards 
(IFrSs), each as at 31 December 2007, 
as well as the management report and 
group management report for financial 
year 2007. 

the documents relating to the finan-
cial statements, the auditor’s reports 
and the executive Board’s proposal for 
the appropriation of the unappropri-
ated surplus were presented to us in 
good time. the auditor elected by the 
Annual general Meeting on 21 June 
2007 – hamburg-based BDo Deutsche 
warentreuhand Ag wirtschaftsprü-
fungsgesellschaft – had audited the 
previous sets of financial statements 
and issued an unqualified audit opinion 
in each case. the auditor also confirmed 
that the accounting policies, assessment 
and consolidation methods in the con-
solidated financial statements complied 
with relevant accounting provisions. 
In addition, the auditor determined  
in the course of his assessment of  
the risk management system that the  

executive Board has undertaken all 
required measures pursuant to Article 
91, (2) of the Aktg in order to identify 
risks promptly which could jeopard-
ise the continued existence of the  
Company.

the auditor’s representatives took part 
in the discussion on the annual financial 
statements and the consolidated finan-
cial statements on the occasions of the 
Audit Committee meeting on 9 April 
2008 and the Supervisory Board meet-
ing on 17 April 2008 and explained their 
main findings.

Following its own examination of the 
annual financial statements of Deutsche 
euroShop Ag, the consolidated financial 
statements and the management reports 
appertaining thereto, the Supervisory 
Board did not raise any objections, 
agreed with the findings of the auditor’s 
examination and approved the annual 
financial statements of Deutsche euro-
Shop Ag and the consolidated financial 
statements. the annual financial state-
ments have thus been adopted. the 
Supervisory Board endorses the execu-
tive Board’s proposal for the appropria-
tion of the unappropriated surplus.

the 2007 financial year was character-
ised by a considerable deterioration 
of overall conditions for the real estate 
sector. the Company’s conservative 
strategy has proven itself successful. 
the efforts of the executive Board and 
the staff also enabled our Company 
to enjoy a very positive performance. 
thus, the Supervisory Board thanks the 
executive Board and all employees for 
their successful accomplishments in the 
2007 financial year.

hamburg, 17 April 2008

Manfred Zaß, Chairman

“the Company’s conservative strategy has proven itself successful.” 
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