DEFAMA

Retall - Property / Germany

DEFAMA continues on its way up

Earnings/sales releases - 24/11/2023

Against a generally deteriorating market backdrop, DEFAMA continues to
make progress, notably through a major and profitable acquisition. We
remain positive.

Fact

« Acquisition of a property complex generating €1.2m in additional rental
income. Price not disclosed.

» Thanks to acquisitions and indexation, rental income approached €6m in
Q3 23 vs. €5.2m in Q3 22. The contribution of indexation and organic
growth were not disclosed.

* FFO continued to rise in Q3 23 on a sequential basis to €2.5m vs. €2.3m in
Q2 23, reflecting the increase in EBITDA over the period. It rose by 15%
over 9M 23 (+16% yoy in H1 23).

e The LTV ratio remains at 58%.

« DEFAMA has achieved its annual targets, in particular an annualised FFO
in excess of €11m. It is continuing to explore profitable acquisition
opportunities to develop its portfolio towards the 2025 target of €350m of
assets under management (€285m today).

Analysis

Acquisition in Baden-Wirttemberg and sectoral considerations

The 10,000 sgm Reutter-Center is DEFAMA’s largest-ever acquisition. It
generates €1.2m in rental income. The target was converted in 2001 and
modernised in 2016, and does not require any major work. It is mainly let to
REWE, AWG Mode and Schuh Mann. The price is above €10m but probably
reflects an EV/net rents multiple at the lower end of the historical range (i.e. a
rental yield of above 10%), of we believe in the difference of €12m between the
GAV at September 2023 (€273m) and the GAV to date (€285m at 24 November,
both figures from the 9M 23 company’s presentation).

Compared with DEFAMA's historical assets, the price of €1,200/sqm seems high
(usually more like €700-800) but this is offset by a monthly rent/sqm that is also
much higher: €10 vs. usually more like less than €7 on the portfolio as a whole.
This of course also reflects the high quality of the asset, which will generate a net
yield in excess of 10% (our estimate) for a cost of debt that we estimate at less
than 5%.

The main tenants are already known to DEFAMA, which already leases space to
them at other sites. The average remaining lease term (WALT) has not been
disclosed but is likely to be favourable.

In our opinion, this good-quality acquisition reflects a change in market practice,
with a decline in the creditworthiness of potential buyers as a result of rising
interest rates. There are beginning to be bargains to be had in this buyer's
market. DEFAMA's balance sheet is solid enough to enable it to seize a couple of
opportunities of this type in the coming quarters, as long as the market prices do
not contaminate balance sheet valuations, via the GAV appraised by external
valuers. The slowdown in inflation is expected to result in a pause in rent increases
(indexation) by 2025 at the latest. The rent impact, which will have been positive in
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2022-23, will then cease to offset the risk of a further rise in interest rates (yield
impact), or simply of interest rates not falling rapidly, or the consequences of a
stronger-than-expected recession.

The ECB has continued to alert the market and banks to the risks hanging over
commercial property in Europe. We feel that the cycle has not yet bottomed out
and that there are undoubtedly still significant adjustments to be made. In this
context, DEFAMA’s financing method (long mortgages at fixed interest rates) can
be considered resilient. FFO will rise from €10.5m (annualised) at 30 June 2023 to
€11.1m today. With this transaction, DEFAMA has improved its consolidated risk
profile.

In the sector, we are awaiting publication of the results of the bond issue by FCR
Immobilien (listed, not covered), which sought to place an 09/2028 bond yielding
7.25%. This transaction reflects the rising cost of liquidity for small players, but
DEFAMA is not exposed to the bond market. As regards the banks, which are the
company’s usual lenders, the first write-downs are beginning to appear (see
PBB), although they are not yet cause for concern. However, we do not rule out a
sharp acceleration in risk over the next few quarters.

With classical mortgages, DEFAMA is not at immediate risk in the event of more
pronounced restrictions on bank lending (reduced liquidity, repricing of
mortgages, etc.). From our point of view, the best deals are still ahead of us. We
will continue to monitor the speed of saturation of DEFAMA'’s balance sheet, which
remains satisfactory for the time being.

Back to 9M 23

The building occupancy rates were little changed over the quarter, in line with Q1
and Q2 23, at around 94%. The announced acquisition should bring the
consolidated vacancy rate down to around 5%, suggesting a high occupancy rate
for this asset, coupled with improved occupancy in most recent delivered
extensions. For the time being, the economic crisis has not yet led to a significant
rise in vacancy rates in our portfolio of companies under coverage, but we will be
keeping a close eye on the consequences of the slowdown that is set to spread
over the coming months.

The company’s performance therefore continued to improve sequentially in Q3 23,
whether in terms of rents, EBITDA or FFO. The absence of any GAV revisions
this quarter meant that the LTV ratio remained at 58% (before financing the
acquisition of the Reutter-Center). The rise in operating indicators (rental revenue,
EBITDA) did not translate into strong leverage on Earnings Before Taxes in Q3 23
due, in our view, to a gradual rise in financial costs (average cost of debt from
2.32% in September 2022, 2.45% in June 2023 and 2.58% in September 2023).
Given DEFAMA's debt profile, this impact should be very gradual and smoothed
out over time. It will also be offset by the contribution of highly profitable
acquisitions. The FY 23 and, to a certain extent, FY 24 operational reports can
therefore be considered as safe.

Impact

Given the structure of its debt, DEFAMA is one of the few players able to
withstand a sharp fall in market values, as it will not have to refinance any bond
tranches at potentially high interest rates over the next few years. In our view, it
can therefore get through the crisis with LTV ratios at above 75%, which will not
be the case for everyone. We therefore see DEFAMA as a resilient player, like
some of the rare low LTV ratio players (using bonds financing) on the market.

Our positive recommendation on DEFAMA is confirmed, even though we do not



expect the share price to soar over the next few quarters. Its story continues to be
built brick by brick, in a sector where negative news flow could accelerate further
over the next few months. It is at the end of the cycle that the market will best
recognise the quality of DEFAMA's strategy. More than some other peers,
DEFAMA has time to react to any major crisis that may lie ahead. Time is
precious.



Sales by Geography

Consolidated P&L Accounts
Sales
Change in sales
Change in staff costs
EBITDA
EBITDA(R) margin
Depreciation
Underlying operating profit
Operating profit (EBIT)
Net financial expense

of which related to pensions
Exceptional items & other
Corporate tax
Equity associates
Minority interests
Adjusted attributable net profit
NOPAT

Cashflow Statement

EBITDA

Change in WCR

Actual div. received from equity holdi...
Paid taxes

Exceptional items

Other operating cash flows
Total operating cash flows
Capital expenditure

Total investment flows

Net interest expense

Dividends (parent company)
Dividends to minorities interests
New shareholders' equity

Total financial flows

Change in cash position

Free cash flow (pre div.)

Per Share Data

No. of shares net of treas. stock (year...
Number of diluted shares (average)
Benchmark EPS

Restated NAV per share

Net dividend per share

€M
%

%

€M
%

€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M

€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M

Mio
Mio

Il Germany (100.0%)

12/22A
20.2
18.1
5.59
12.7
62.8
-5.10
7.60
7.60
-2.90
0.00
2.48
-1.78

5.40
5.70

12.7
-1.18
0.00
-1.78
2.09

11.8
-45.2
-45.2
-2.90
-2.45

0.00

10.3

34.8

1.50
-36.2

4.80
4.61
1.17
20.2
0.54

12/23E
24.7
21.9
10.0
14.8
60.1
-6.08
8.74
8.74
-3.74
0.00
0.00
-0.80

4.20
6.55

14.8
0.00
0.00
-0.80
4.00

18.0
-25.0
-25.0
-3.74
-2.59

0.00

0.00

6.99

0.00
-10.7

4.80
4.80
0.87
21.9
0.56

12/24E
27.4
11.2
6.00
16.8
61.3
-6.72
10.1
10.1
-4.40
0.00
0.00
-0.91

4.77
7.56

16.8
0.00
0.00
-0.91
0.00

15.9
-25.0
-25.0
-4.40
-2.69
0.00
0.00
9.11
0.00
-135

4.80
4.80
0.99
23.2
0.58

Valuation Summary

Benchmarks Value
NAV/SOTP per share €29.6
Dividend Yield €20.9
DCF €275
PE based n/a
P/book based n/a
TARGET PRICE €273

NAV/SOTP Calculation

Balance Sheet

Goodwill

Total intangible

Tangible fixed assets

Financial fixed assets

WCR

Other assets

Total assets (net of short term liab.)
Ordinary shareholders' equity

Quasi Equity & Preferred

Minority interests

Provisions for pensions

Other provisions for risks and liabilities
Total provisions for risks and liabilities
Tax liabilities

Other liabilities

Net debt (cash)

Total liab. and shareholders' equity

Capital Employed
Capital employed after depreciation
Profits & Risks Ratios

ROE (after tax)

ROCE

Gearing (at book value)
Adj. Net debt/EBITDA(R)
Interest cover (x)

Valuation Ratios

Reference P/E (benchmark)
Free cash flow yield

P/Book

Dividend yield

EV Calculation

Market cap
+ Provisions
+ Unrecognised acturial losses/(gains)
+ Net debt at year end
+ Leases debt equivalent
- Financial fixed assets (fair value)
+ Minority interests (fair value)
=EV
EV/EBITDA(R)
EV/Sales

Weight
55%
20%
10%
10%

5%
100%

€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M
€M

€M

%
%
%

%

%

€M
€M
€M
€M
€M
€M
€M
€M
X

X

Largest comparables

12/22A

0.00
186

6.17

192
41.3

0.00
0.00

0.00

150
192

192

15.5
2.97

331
11.8
2.62

21.6
-29.9
2.93
2.14

121
0.00
0.00

150
0.00

0.00
271
21.4
13.4

12/23E

0.00
200

6.17

207
42.9

0.00
0.00

0.00

164
207

207

9.96
3.17

366
11.1
2.34

23.9
-10.7
2.34
2.68

100
0.00
0.00

164
0.00

0.00
264
17.8
10.7

12/24E

0.00
219

6.17

225
45.0

0.00
0.00

0.00

180
225

225

10.8
3.36
382
10.7
2.29

21.0
-13.5
2.23
2.78

100
0.00
0.00

180
0.00

0.00
280
16.7
10.2

Analyst : Christian Auzanneau, Chanages to Forecasts : 17/05/2023.
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Products) Regulations 2014. Persons who are not Wholesale Clients (as referred to in the FAA) may not act upon or rely on the information contained in this
Research Document. Any investment or investment activity to which this Research Document relates is available only to Wholesale Clients and will be engaged in
only with Wholesale Clients. You should speak to your legal advisor to confirm whether you are a Wholesale Client.

Baader Bank AG discloses that it is regulated by Bundesanstalt fir Finanzdienstleistungsaufsicht of Germany (BaFin) under German laws, which differ from New
Zealand laws. Baader Helvea Limited discloses that it is authorized and regulated by the Financial Conduct Authority of the United Kingdom (FCA) under UK laws
which differ from New Zealand laws. Neither Baader Helvea Limited nor Baader Bank AG are required to be registered under the Financial Service Providers
(Registration and Dispute Resolution) Act 2008 (NZ) (FSPR) due to the territorial scope of the FSPR.

This Research Document has not been and will not be lodged with the New Zealand Registrar of Financial Service Providers. This Research Document is not a
product disclosure statement for the purposes of the Financial Markets Conduct Act 2013 (NZ) nor an investment statement or prospectus for the purposes of the
Securities Act 1978 (NZ). The information contained in this Research Document is general information only.

Notice to Recipients in South Africa
Baader Helvea Limited is exempted from the provisions of the Financial Advisory and Intermediary Services Act, 2002 (FAIS) and is not a registered financial services
provider in terms of FAIS. Baader Helvea Limited will provide clients with confirmation of the exemption on request.

Notice to Recipients in Switzerland

This document has been prepared without regard to the disclosure standards for prospectuses under art 652a or art 1156 of the Swiss Federal Code of Obligations
("CO"), the Swiss Federal Act on Collective Investment Schemes ("CISA") or the disclosure rules of any stock exchange or regulated trading facility in Switzerland,
and does neither constitute a prospectus under such laws, nor a similar communication within the meaning of art 752 CO, nor a simplified prospectus under the
CISA.

Notice to Recipients in Taiwan

None of AlphaValue or any of the Group Companies is licensed by the Financial Supervisory Commission ("FSC") of Taiwan to conduct the securities advisory or
consulting business in Taiwan, The distribution of this Research Document from the jurisdiction outside of Taiwan has not been registered with or approved by the
FSC. Neither this Research Document nor the information contained in it is an offer or is intended to be an offer to make with any person, or to induce or attempt to
induce any person to enter into or to offer (or intent to offer) to enter into any agreement for or with a view to acquiring, disposing of, subscribing for or underwriting
securities.

Notice to Recipients in the United Kingdom

This communication is directed to persons in the United Kingdom who (i) are reasonably believed to be such persons as are described in Article 19 (“investment
professionals") or Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations, etc.") of the United Kingdom Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 or (ii) are persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as
"relevant persons"). Persons who are not relevant persons may not act upon or rely on the information contained in this communication. Any investment or
investment activity to which this communication relates is available only to relevant persons and will be engaged in only with relevant persons.

Notice to Recipients in the United States

This Research Document has been prepared outside the United States by AlphaValue. Neither AlphaValue nor any Group Company is registered with the U.S.
Securities and Exchange Commission as a broker-dealer in the United States or a member of the Financial Institutions Regulatory Authority ("FINRA"). Baader
Helvea Inc. (a Group Company that is a registered U.S. broker-dealer and a member of FINRA) did not contribute to the preparation of this Research Document. This
Research Document has been prepared and reviewed by research analysts employed by AlphaValue, who are not associated persons or employees of Baader
Helvea Inc., are not registered or qualified as research analysts with FINRA, and are not subject to FINRA rules.

This Research Document may be distributed in the United States by a Group Company only to "major US institutional investors" (as defined in, and pursuant to the
exemption provided by, Rule 15a-6 under the U.S. Securities Exchange Act of 1934). Neither any such Group Company nor any major US institutional investor
receiving this Research Document may distribute it to any other person in the United States.

Regardless of whether this Research Document is distributed by another Group Company or by Baader Helvea Inc., orders utilizing the services of Group Companies
for the purchase or sale of the securities that are the subject of this Research Document may be given only to Baader Helvea Inc.

Other Jurisdictions

The distribution of this Research Document in any other jurisdiction may be restricted by law, and persons into whose possession this Research Document comes
should inform themselves about, and observe, any such restrictions. This Research Document is not directed to, or intended for distribution to or use by, any person
or entity that is a citizen or resident of, or located in, any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.



