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German Residential Real Estate Corporates:

Consolidation Underway
Special Report

Deutsche Annington’s acquisition of Gagfah reflects the consolidation
trend in the German residential real estate sector

The takeover of Gagfah S.A. (Gagfah) by Deutsche Annington Immobilien
S.E. (Deutsche Annington) illustrates the consolidation underway in the
German residential property sector, driven by the search for size, economies
of scale and diversification. Financing of M&A’s in this sector is supported by
the low interest rate environment, and Scope Ratings expects this M&A
activity to continue if interest rates remain low.

Figure 1: TOP 10 publicly listed real estate corporates active in the German
residential sector (TOP 10)

Compan . ) Total Residential
pany MarketCap™  pssets? Units

(1) Deutsche Annington Immobilien S.E. EUR 8.0bn EUR 12.9bn 184,000

Deutsche Annington Immobilien S.E. + Gagfah S.A. (pro forma) EUR 12.1bn EUR 21.2bn 330,000

(2) Deutsche Wohnen AG EUR 6.5bn EUR 10.5bn 147,000
(3) Gagfah S.A. EUR 4.1bn EUR 8.3bn 146,000
(4) LEG Immobilien AG EUR 3.7bn EUR 5.8bn 97,000
(5) Grand City Properties S.A. EUR 1.5bn EUR 2.4bn 43,000
(6) TAG Immobilien AG EUR 1.4bn EUR 3.7bn 74,000
(7) GAG Immobilien AG EUR 0.9bn EUR 2.3bn 42,000
(8) Westgrund AG EUR 0.3bn EUR 0.6bn 11,600
(9) Adler Real Estate AG EUR 0.3bn EUR 1.3bn 21,000
(10) KWG Kommunale Wohnen AG EUR 0.1bn EUR 0.4bn 9,000
EUR 26.8bn EUR 48.3bn 774,600

Y Bloomberg 20.01.2015
Sources: Bloomberg and Annual Reports of the companies

82% increase in total asset volume of the TOP 10 German residential
real estate corporates since 2009

The German residential property segment experienced major consolidation
in the past few years. As a result, the total asset volume of the top 10
publicly listed residential property companies in Germany (TOP 10) rose by
82% to EUR 48bn between 2009 and 2014.

Figure 2: Changes in total assets of current TOP 10 German residential real
estate companies
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Source: Annual Reports of TOP 10

Total bond issuance of EUR 8.6bn since 2010 driven by low interest rate
environment

Buoyed by the record low interest rate environment, the TOP 10 issued a
total of EUR 8.1bn of bond debt between 2013 and 2014 (2014: EUR 4.5bn,
2013: EUR 3.6bn). This follows on a total issuance volume of EUR 0.5bn
from 2010 to 2012. The continuation of low interest rates would be beneficial
to further M&A activity.
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Share capital up EUR 3.5bn since 2010  Equity was also an important source of financing in the recent M&A

Figure 3: Issued bond debt of the TOP 10 (EURbnN)

transactions. Since 2010, the TOP 10 market players have increased their
share capital by EUR 3.5bn (2014: EUR 1.1bn, 2013: EUR 0.6bn, 2012:
EUR 1.4bn, 2011: EUR 0.4bn). This represents two-fifths of the total bond
issuance volume during the same period. Scope expects property investments
to remain an interesting investment option for investors if interest rates remain
low.

Figure 4: Equity raised via capital increases by the TOP 10
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Variable impact of M&A transactions
on credit ratings

Background

Deutsche Annington closes the gap

= Capital Raised

Source: Bloomberg 01/15

An M&A generally improves the business risk profile of the enlarged group,
thanks to the gains in size, economies of scale and/or diversification.
However, the impact on the company’s credit rating depends on the financing
of the transaction, which is reflected in the financial risk profile of the enlarged

group.

Scope has not seen credit ratings for European residential real estate
corporates attain the ‘A’ rating category. Nevertheless, this could be possible
for a company with a relatively larger scale, high profitability, strong
geographical diversification and lower leverage.

Deutsche Annington yesterday announced that it has attained the minimum
acceptance level for its public takeover offer to shareholders of Gagfah before
the end of the acceptance period. The consolidation will strengthen Deutsche
Annington position as Europe’s largest residential real estate company with a
total asset volume of EUR 21.2bn and 330,000 residential units. In addition it
closes the gap with Europe’s two largest real estate corporates Unibail
Rodamco S.E. and Klépierre S.A.

Figure 5: TOP 5 European publicly listed real estate corporates

with Europe’s largest real estate Company MarketCap® Total Assets®
corporates (1) Unibail Rodamco S.E EUR 23.6bn EUR 34.5bn
(2) Klépierre S.A. + Corio N.V.” EUR 16.2bn EUR 21.8bn
(3) Deutsche Annington Immobilien SE+ Gagfah S.A.? EUR 12.1bn EUR 21.2bn
(4) Gecina S.A. EUR 6.9bn EUR 10.4bn
(5) Deutsche Wohnen AG EUR 6.3bn EUR 10.5bn
 Merger announced July 2014 / Closing expected for 31st March 2015
2 Merger announced December 2014
3 Bloomberg 21.01.2015
Sources: Bloomberg and Annual Reports TOP 5
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Disclaimer

© 2014 Scope Corporation AG and all its subsidiaries including Scope Ratings AG, Scope Analysis GmbH, Scope
Capital Services GmbH (collectively, Scope). All rights reserved. The information and data supporting Scope’s ratings,
rating reports, rating opinions and related research and credit opinions originate from sources Scope considers to be
reliable and accurate. Scope cannot however independently verify the reliability and accuracy of the information and
data. Scope’s ratings, rating reports, rating opinions, or related research and credit opinions are provided “as is” without
any representation or warranty of any kind. In no circumstance shall Scope or its directors, officers, employees and
other representatives be liable to any party for any direct, indirect, incidental or otherwise damages, expenses of any
kind, or losses arising from any use of Scope’s ratings, rating reports, rating opinions, related research or credit
opinions. Ratings and other related credit opinions issued by Scope are, and have to be viewed by any party, as
opinions on relative credit risk and not as a statement of fact or recommendation to purchase, hold or sell securities.
Past performance does not necessarily predict future results. Any report issued by Scope is not a prospectus or similar
document related to a debt security or issuing entity. Scope issues credit ratings and related research and opinions with
the understanding and expectation that parties using them will assess independently the suitability of each security for
investment or transaction purposes. Scope’s credit ratings address relative credit risk, they do not address other risks
such as market, liquidity, legal, or volatility. The information and data included herein is protected by copyright and other
laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use for any such purpose
the information and data contained herein, contact Scope Ratings AG at LennéstraRe 5 D-10785 Berlin.
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