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Colonia gets headwind from several sides; prelim Q3 
08 figures burdened by valuation loss of EUR44m 
Negative news about Colonia Real Estate accumulated in recent months, and 
incorporating preliminary Q3 08 results the company announced on 10 November, we are 
significantly changing our outlook on the stock. After the company already reduced its 
full-year guidance following H1 results to net profit of EUR20-25m from EUR73-75m, 
the company now reduced guidance a second time, to –EUR55-60m, mainly due to 
negative valuation (non-cash) movement of the portfolio stock of EUR44m. We are 
adjusting our net profit forecast to a total loss of EUR54m (previously +EUR11.8m) and 
EBIT to –EUR30.2m (HSBC EBIT of EUR13.8m, excl. valuation). Due to our estimate 
changes, we do not expect any dividend payout. Based on the cost-cutting program 
launched in the last month, we expect that the company will be in the black on an adjusted 
basis (excluding valuation) in H1 09. 

Downgrading rating to Neutral (V) from Overweight (V) 
and reducing target price to EUR2 from EUR8 
Based on our adjusted forecasts, we are reducing our 12-month target price to EUR2 from 
EUR8, which leads us to downgrade our rating to Neutral (V) from Overweight (V). Our 
new fair value for Colonia Real Estate shares reflects our more cautious view of the 
German investment market, as well as the low cash-generating business model. Although 
we appreciate the step by management to a leaner corporate structure by reducing 
administrative costs of 50% by end-2009, we question Colonia’s business model. From 
our perspective, the business model must be scrutinized in general, as we believe that in 
the current economic environment, the company needs a clearly focused, cash flow-
positive business model. In our view, the company has critical mass with c20,000 
residential units, which should generate positive cash flow in 2009, assuming continuing 
cost reductions and a focus on its key competencies. 

Neutral (V) 
Target price (EUR) 2.00 
Share price (EUR) 1.89 
Potential total return (%) 5.8 
Performance 1M 3M 12M 
Absolute (%) -12.9 -74.6 -88.9 
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Colonia Real Estate

Difficult year draws to a close; cutting target price to EUR2 
from EUR8, downgrading to Neutral (V) from Overweight (V)

 Announced preliminary Q3 08 figures are burdened by 
unrealized valuation loss of EUR53m (non-cash-items) 

 Total business model has to be scrutinized, in our view  

 We are cutting our target price to EUR2 from EUR8 and 
downgrading our rating to Neutral (V) from Overweight (V) 
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Changes in our estimates 
Colonia Real Estate: Forecast changes 

(EURm)  2007 2008e 2009e 

Reported EBIT Old 83.4 46.9 52.2 
 New 83.4 -30.2 -1.5 
 Chg (%) na -164% -103% 
PBT Old 53.6 30.9 28.5 
 New 53.6 -64.1 -22.3 
 Chg (%) na -307% -178% 
PBT adjusted (before valuation) Old -7.0 15.9 20.5 
 New -7.0 -20.1 2.7 
 Chg (%) na -226% -87% 
PAT Old 67.2 22.9 21.1 
 New 67.2 -54.0 -18.0 
 Chg (%) na -335% -185% 
PAT adjusted Old 6.6 11.8 15.2 
 New 6.6 -10.0 6.2 
 Chg (%) na -184% -60% 
Source: HSBC estimates 
 

Outlook uncertain 
EBIT line strongly impacted by unrealized valuation movement of EUR44m 
We are cutting our full-year reported EBIT estimate to –EUR30.2m from EUR46.9, which is reflected by 
the following changes in our estimates for 2008. 

 Our previous forecasts incorporated a trading profit of EUR10.8m, which was in line with the guided 
trading profit of EUR10-13m that the company made following its H1 08 report. Meantime, 
investment turnover in the German real estate market has been significantly reduced, and 
management has commented cautiously on that issue. Therefore, our new estimate excludes any 
trading profit. 

 The company’s reporting structure incorporates valuation movements of the investment portfolio 
already on the EBIT line. Therefore, given management’s expectation of a valuation loss of 
EUR44m, which represents a c4.7% value adjustment of the total investment portfolio, we are cutting 
our EBIT estimate to –EUR30.2m (-164%). Changes in capital values are based on higher discount 
rates (equivalent yields), which also reflect the higher cost of debt and not lower estimated rental 
value. 

PBT is impacted by revaluation losses on hedge instruments of EUR9m 
Profit before tax is impacted by valuation losses of EUR44m from lower market values of interest hedge 
instruments that the company uses to hedge 90% of their debt position. After revaluation gains of 
EUR16.6m in Q2 08 and a revaluation loss of EUR8.5 in Q1 2008, the company now announced a further 
loss of EUR9m, which burdened the financial results. 

Dividend estimate cut as result of expected negative EPS of –EUR2.40  
Based on our new PAT forecast of –EUR54m, we are cutting our previous dividend estimate of 
EUR0.25/share to zero. 
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Besides non-cash items, top and bottom lines are hurt by lower-than-expected 
operating performance 
Although the financials are mostly impacted by non-cash items (EUR53m valuation movement in total), 
the operating performance was also below the company’s and our expectations. We are incorporating a 
more cautious outlook on the real estate market, not in terms of rental value, but rather on investment 
turnover, which mainly affects the asset management business. 

Segment forecast 
Colonia Real Estate: Forecast changes 

  2008e 2009e 2010e 

Investment Old 41 48 52 
 New 33 37 38.5 
 Chg (%) -12% -21% -27% 
A&F Old 4.5 6.2 6.8 
 New 1.8 2.0 4.2 
 Chg (%) -57% -42% -38% 
Source: HSBC estimates 
 

Investment portfolio 
Despite a significant increase in gross rental income in Q3 2008 to EUR16.6m (EUR14.1m in Q2 08), we 
are reducing our net rental income forecast to EUR32.8m (-12%) due to higher-than-expected property 
operating costs. As most modernization measures in the Hamburg and Aachen portfolio are completed, 
we expect a significant increase in 2009 NOI (+12 y-o-y) but in general on a level lower than primarily 
expected. 

Asset & Funds Management (incl. privatisation) 
The A&F segment once again couldn’t generate a significant contribution to earnings. Based on the 
preliminary figures of net EUR0.9m (-422% y-o-y), we are reducing our outlook for 2008-2010. As we 
do not expect a fast rebound by the investment market, lower-than-expected transaction fees lead to our 
segment forecasts of EUR1.8m for 2008 and EUR2.0m for 2009. 

Colonia starts cost-cutting program: Admin costs reduced by 53.5% q-o-q 
Due to market concerns about the company’s cost structure, we believe that management seems to 
perceive this problem. The management plan indicates a 50% reduction in total admin costs by end-2009, 
based on the 2007 number of EUR31m. The first results of the program are visible in the Q3 08 figures. 
According to management, admin costs have been reduced by 53.5% to EUR4.3m, compared to 
EUR9.1m in the previous quarter. We are incorporating that cost development by reducing our total 
admin estimate to EUR23.9m for 2008 and EUR17.5m for 2009. The cost savings imply a restructuring 
of the subsidiaries and reductions of external consulting expenses. In light of the significant reduction in 
AuM (canceled Oaktree mandate of EUR1.5bn) beginning in 2009, we believe that the restructuring 
measures will not worsen asset management quality. As result, the company intends to generate positive 
cash flow without trading profits and service fees. We appreciate that step by management, as we believe 
that a leaner corporate structure in light of the cautious market outlook is essential. 
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Comfortable debt maturities 
Equity markets’ major concerns in terms of German real estate companies include lower expected capital 
values, and in particular the financing situation. Colonia’s debt structure looks comfortable to us in the 
current market environment. By incorporating the sold Marriott hotels on 12 November, the company has 
no short-term refinancing risk. The average duration of 6.7 years is financed with an average cost of debt 
of 4.8%. In terms of covenants, only two portfolios (Maximilian and Berlin) have LTV covenants of 80%. 
According to management, the actual LTVs amount to 65% and 69%, respectively. Furthermore, 90% of 
total debt is hedged via corresponding instruments. 

Valuation 
We value Colonia Real Estate using a DCF model based on adjusted cash flow from operations for 
discounting purposes (beta 1.175 provided by Bloomberg, WACC of 7.9%, and free cash flow growth 
3.25%). Our DCF valuation generates a new fair value of EUR2, which we are setting as our new target 
price, down from EUR8. The decrease mainly reflects cuts in our segment forecasts, our more cautious 
outlook on capital values, and the low cash-generating business model. 

On an NAV basis, Colonia trades at an 87% discount to our adjusted NAV of 14.5EUR (basic NAV of 
EUR12.3). 

Under our research model, for stocks with a volatility indicator, the Neutral band is 10 percentage points 
above and below our hurdle rate for German stocks of 8.5%, or -1.5% to +18.5% around the current share 
price. Our new target price of EUR2 indicates a potential total return of 5.8%, which is within the Neutral 
band; therefore, we are downgrading our rating to Neutral (V) from Overweight (V). 

Colonia Real Estate: Scenario analysis 

________________________________Perpetuity growth rate ________________________________ 
Beta 3.0% 3.25% 3.5% 
0.95 4.3 5.6 7.1
1.00 3.5 4.7 6.1 
1.10 2.0 3.1 4.3 
1.18 1.0 2.0 3.1 
1.20 0.7 1.6 2.7 
1.25 0.1 1.0 2.0 
Source: HSBC estimates 
 

Risks 
To the downside 

 Stronger-than-expected decline in capital values, leading to higher yields 

 Weaker-than-expected letting performance, which leads to higher vacancy rates and lower top line 

 Slower-than-expected implementation of the cost-cutting program 

To the upside 
 A faster-than-expected rebound by the German real estate investment market  

 Stronger-than-expected letting performance 
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Financials & valuation 
Financial statements 

Year to 12/2007a 12/2008e 12/2009e 12/2010e

Profit & loss summary (EURm)    

Revenue 47.6 62.0 63.0 63.5
EBITDA 22.8 13.8 23.5 25.8
Depreciation & amortisation 0.0 0.0 0.0 0.0
HSBC EBIT 22.8 13.8 23.5 25.8
Net interest -29.8 -33.9 -20.8 -23.8
PBT 53.6 -64.1 -22.3 2.0
HSBC PBT -7.0 -20.1 2.7 2.0
Taxation 13.6 10.1 3.5 -0.3
Net profit 67.2 -54.0 -18.8 1.7
HSBC net profit 6.6 -10.0 6.2 1.7

Cash flow summary (EURm)    

Cash flow from operations 22.8 13.8 23.5 25.8
Capex 0.0 -2.0 -2.0 -2.0
FCF enterprise 36.4 22.0 25.0 23.5
Dividends -5.0 0.0 0.0 0.0
Change in net debt 434.7 110.5 -7.0 -4.0
FCF equity 6.6 -12.0 4.2 -0.3

Balance sheet summary (EURm)   

Tangible fixed assets 918.9 777.3 754.3 756.3
Current assets 115.0 222.0 218.0 221.0
Cash & others 26.2 22.0 18.0 21.0
Total assets 1060.2 1021.3 990.3 998.3
Gross debt 565.8 672.0 661.0 660.0
Net debt 539.5 650.0 643.0 639.0
Shareholders funds 320.8 277.3 264.3 266.3
Invested capital 918.9 777.3 754.3 756.3

 
Ratio, growth and per share analysis 

Year to 12/2007a 12/2008e 12/2009e 12/2010e

Y-o-y % change    

Revenue 132.2 30.2 1.7 0.8
EBITDA 156.2 -39.4 70.1 9.8
EBIT 156.2 -39.4 70.1 9.8
PBT 26.1 -219.6  
HSBC EPS  -251.0  -73.0

Ratios (%)    

Revenue/IC (x) 0.1 0.1 0.1 0.1
ROIC 4.5 1.4 2.6 2.9
ROE 3.1 -3.3 2.3 0.6
ROA 3.6 -2.8 -0.9 0.1
EBITDA margin 47.9 22.3 37.3 40.6
Operating profit margin 47.9 22.3 37.3 40.6
EBITDA/net interest (x) 0.8 0.4 1.1 1.1
Net debt/equity 168.2 234.4 243.3 240.0
Net debt/EBITDA (x) 23.7 47.0 27.4 24.8
CF from operations/net debt 4.2 2.1 3.7 4.0

Per share data (EUR)    

EPS reported (fully diluted) 2.99 -2.40 -0.84 0.07
HSBC EPS (fully diluted) 0.29 -0.44 0.28 0.07
DPS 0.25 0.00 0.00 0.00
NAV 16.12 12.34 11.76 11.85
NAV (adjusted) 16.68 14.52 13.95 14.03 

 
 
Valuation data 

Year to 12/2007a 12/2008e 12/2009e 12/2010e

Premium/ (discount) to NAV 0.1 0.2 0.2 0.2
Premium/ (discount) to NAV (adj) 0.1 0.1 0.1 0.1
FCF yield (%) 15.3 -27.7 9.8 -0.7
Dividend yield (%) 13.2 0.0 0.0 0.0
Note: * = Based on HSBC EPS (fully diluted) 
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 HSBC Global Research website
To maximise your access to HSBC Global Research please visit 
our website at www.research.hsbc.com where you can: 

 View the latest research and access archived reports 

 Visit the dedicated product pages, including Emerging Markets and Climate 
Change 

 Filter estimates for more than 1,000 companies under equity coverage 

 Set up personal filters to put your research interests at your fingertips 

 Look up HSBC research analyst contact details 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

E-mail subscriptions 
You can receive research directly via e-mail as soon as it is published. To set up subscriptions 

to research reports, contact your Relationship Manager. 

 

If you are having problems or need assistance with the website service, please contact your 

HSBC Relationship Manager or e-mail: ecare@hsbcib.com. 

http://www.research.hsbc.com 

http://www.research.hsbc.com/
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Disclosure appendix 
Analyst certification 
The following analyst(s), who is(are) primarily responsible for this report, certifies(y) that the opinion(s) on the subject 
security(ies) or issuer(s) and any other views or forecasts expressed herein accurately reflect their personal view(s) and that no 
part of their compensation was, is or will be directly or indirectly related to the specific recommendation(s) or views contained 
in this research report: Thomas Martin 

Important disclosures 
Stock ratings and basis for financial analysis 
HSBC believes that investors utilise various disciplines and investment horizons when making investment decisions, which 
depend largely on individual circumstances such as the investor's existing holdings, risk tolerance and other considerations. 
Given these differences, HSBC has two principal aims in its equity research: 1) to identify long-term investment opportunities 
based on particular themes or ideas that may affect the future earnings or cash flows of companies on a 12 month time horizon; 
and 2) from time to time to identify short-term investment opportunities that are derived from fundamental, quantitative, 
technical or event-driven techniques on a 0-3 month time horizon and which may differ from our long-term investment rating. 
HSBC has assigned ratings for its long-term investment opportunities as described below. 

This report addresses only the long-term investment opportunities of the companies referred to in the report. As and when 
HSBC publishes a short-term trading idea the stocks to which these relate are identified on the website at 
www.hsbcnet.com/research. Details of these short-term investment opportunities can be found under the Reports section of this 
website. 

HSBC believes an investor's decision to buy or sell a stock should depend on individual circumstances such as the investor's 
existing holdings and other considerations. Different securities firms use a variety of ratings terms as well as different rating 
systems to describe their recommendations. Investors should carefully read the definitions of the ratings used in each research 
report. In addition, because research reports contain more complete information concerning the analysts' views, investors 
should carefully read the entire research report and should not infer its contents from the rating. In any case, ratings should not 
be used or relied on in isolation as investment advice. 

Rating definitions for long-term investment opportunities 
Stock ratings 
HSBC assigns ratings to its stocks in this sector on the following basis: 

For each stock we set a required rate of return calculated from the risk free rate for that stock's domestic, or as appropriate, 
regional market and the relevant equity risk premium established by our strategy team. The price target for a stock represents 
the value the analyst expects the stock to reach over our performance horizon. The performance horizon is 12 months. For a 
stock to be classified as Overweight, the implied return must exceed the required return by at least 5 percentage points over the 
next 12 months (or 10 percentage points for a stock classified as Volatile*). For a stock to be classified as Underweight, the 
stock must be expected to underperform its required return by at least 5 percentage points over the next 12 months (or 10 
percentage points for a stock classified as Volatile*).  Stocks between these bands are classified as Neutral. 

Our ratings are re-calibrated against these bands at the time of any 'material change' (initiation of coverage, change of volatility 
status or change in price target). Notwithstanding this, and although ratings are subject to ongoing management review, 
expected returns will be permitted to move outside the bands as a result of normal share price fluctuations without necessarily 
triggering a rating change. 

*A stock will be classified as volatile if its historical volatility has exceeded 40%, if the stock has been listed for less than 12 
months (unless it is in an industry or sector where volatility is low) or if the analyst expects significant volatility.  However, 
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stocks which we do not consider volatile may in fact also behave in such a way.  Historical volatility is defined as the past 
month's average of the daily 365-day moving average volatilities.  In order to avoid misleadingly frequent changes in rating, 
however, volatility has to move 2.5 percentage points past the 40% benchmark in either direction for a stock's status to change. 

Prior to this, from 7 June 2005 HSBC applied a ratings structure which ranked the stocks according to their notional target 
price vs current market price and then categorised (approximately) the top 40% as Overweight, the next 40% as Neutral and 
the last 20% as Underweight. The performance horizon is 2 years. The notional target price was defined as the mid-point of the 
analysts' valuation for a stock. 

From 15 November 2004 to 7 June 2005, HSBC carried no ratings and concentrated on long-term thematic reports which 
identified themes and trends in industries, but did not make a conclusion as to the investment action that potential investors 
should take. 

Prior to 15 November 2004, HSBC's ratings system was based upon a two-stage recommendation structure: a combination of 
the analysts' view on the stock relative to its sector and the sector call relative to the market, together giving a view on the 
stock relative to the market. The sector call was the responsibility of the strategy team, set in co-operation with the analysts. 
For other companies, HSBC showed a recommendation relative to the market. The performance horizon was 6-12 months. The 
target price was the level the stock should have traded at if the market accepted the analysts' view of the stock. 

Rating distribution for long-term investment opportunities 
As of 13 November 2008, the distribution of all ratings published is as follows: 
Overweight (Buy) 48% (31% of these provided with Investment Banking Services) 

Neutral (Hold) 34% (33% of these provided with Investment Banking Services) 

Underweight (Sell) 18% (23% of these provided with Investment Banking Services) 

   

Share price and rating changes for long-term investment opportunities 
Colonia Real Estate (KBUG.DE) Share Price performance EUR Vs HSBC 

rating history 
 

 

Source: HSBC 

 

  

Recommendation & price target history 

From To Date 
N/A Overweight (V) 06 August 2008 
Target Price Value Date 
Price 1 8.50 06 August 2008 
Price 2 8.00 18 August 2008 
Source: HSBC 

HSBC & Analyst disclosures 
Disclosure checklist 

Company Ticker Recent price Price Date Disclosure

COLONIA REAL ESTATE KBUG.DE 1.89 12-Nov-2008 6, 11
Source: HSBC 

1 HSBC* has managed or co-managed a public offering of securities for this company within the past 12 months. 
2 HSBC expects to receive or intends to seek compensation for investment banking services from this company in the next 
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3 At the time of publication of this report, HSBC Securities (USA) Inc. is a Market Maker in securities issued by this 
company. 

4 As of 31 October 2008 HSBC beneficially owned 1% or more of a class of common equity securities of this company. 
5 As of 30 September 2008, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of investment banking services. 
6 As of 30 September 2008, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of non-investment banking-securities related services. 
7 As of 30 September 2008, this company was a client of HSBC or had during the preceding 12 month period been a client 

of and/or paid compensation to HSBC in respect of non-securities services. 
8 A covering analyst/s has received compensation from this company in the past 12 months. 
9 A covering analyst/s or a member of his/her household has a financial interest in the securities of this company, as 

detailed below. 
10 A covering analyst/s or a member of his/her household is an officer, director or supervisory board member of this 

company, as detailed below. 
11 At the time of publication of this report, HSBC is a non-US Market Maker in securities issued by this company and/or in 

securities in respect of this company 
  
Analysts are paid in part by reference to the profitability of HSBC which includes investment banking revenues. 

For disclosures in respect of any company, please see the most recently published report on that company available at 
www.hsbcnet.com/research. 

* HSBC Legal Entities are listed in the Disclaimer below. 

Additional disclosures 
1 This report is dated as at 13 November 2008. 
2 All market data included in this report are dated as at close 12 November 2008, unless otherwise indicated in the report. 
3 HSBC has procedures in place to identify and manage any potential conflicts of interest that arise in connection with its 

Research business. HSBC's analysts and its other staff who are involved in the preparation and dissemination of Research 
operate and have a management reporting line independent of HSBC's Investment Banking business. Chinese Wall 
procedures are in place between the Investment Banking and Research businesses to ensure that any confidential and/or 
price sensitive information is handled in an appropriate manner. 

4 HSBC Trinkaus & Burkhardt acts as a designated sponsor to the following companies, and as such has an agreement with 
such companies to engage in market making activities and/or to publish research in connection with the securities of the 
following company(ies): COLONIA REAL ESTATE 
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