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Concrete Gold!?

For those new to Vonovia, allow us recap from last year:
“It is clear to us that (Vonovia) is a well-run company with an impressive asset base and
amanagement that seems to get capital allocation. Modest rental inflation and its organic
investments (i.e. doing-up old flats) are likely to compound its NAV at say c.4-6%. Secular
demand drivers are also high. So there is plenty for the specialists to debate and ruminate
on, But, and it’s a big but, this is all of marginal interest compared to the asset portfolio’s
sensitivity to interest rates.

As a reminder, a -200bp reduction in discount rates (from 5.8% to say, 3.8%) would
basically add €11.2bn to Vonovia’s NAV i.e. it would double the Dec 2015 adj NAV and
equate to 75% upside to today’s market cap (assuming 1x book value)...as all investors
seemingly see Japanese deflation analogies everywhere, just a couple of Fed rate hikes

il

might give us a better entry point once again.’

2016
A lot of macro (and political) water has passed under the bridge since last June when we last
wrote on Vonovia. Yet, with the stock having since given-up most of its mid-2016 gains, we find
ourselves today even more bullish than we were originally. We don’t normally attend Capital
Markets Days nor write on company quarterly results — yet we found ourselves doing both with
this company. That reflects an unusual keenness for us (and indeed, the fast pace with which
events are developing).

— Holland Views — Vonovia, Rising Tide — June

In summary, this is a business that today (post a Fair Value upward adjustment in Q316), is trading
at 0.9x NAV. That is a reasonable margin of safety. Indeed it is a margin of safety that is even
further reinforced by replacement building costs, which remain ¢.75% higher than is implicit in
the current NAV. As we said before, Sam Zell in his heyday would have been all over this. We
are bullish on the German property market and VVonovia.

Fig.1: NAV2 rising in the most recent quarter

Dec-15 Sep-16 Dec-16e
Management's Fair Value est £24 157 £23 851 £27 857
dizcount rate azsumption 5.8% 5.8% undisclozed
F\ zensitivity to -200bp discount ra” +£11,200

implied MAN £12 803 £12125 £16 131
Jan 2017 Mkt Cap £14 445
MNAN discount -10%

Source: Vonovia, Holland Advisors

The impact of the c¢.€4bn (+17%) uplift to the company’s Fair Value estimate, announced on
November 3", i.e. five days before the US election on November 8", got little attention. It was a
very interesting conference call by management too. For example, by its own estimates, more

! The increasingly popular German phrase betongold means Concrete Gold and is analogous to the English phrase
‘bricks and mortar’. Who said the Germans were not into property investments?!

2NAV here is not the balance-sheet derived EPRV NAV routinely cited in the sector. We are more interested in
looking at the forward-looking NAV and the implied discount rate it assumes.
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than half (€2.4bn specifically) of the fair value uplift was attributed to “yield compression” with
the remainder due to operational improvements and also acquisitions as per the table in Fig.2.
Please ask us for a copy of the highlighted transcript, it and the accompanying slides are very
transparent and detailed.

Fig.2: O3 2016 NAV drivers
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Total € 3500-3,900 >

We’ll have to wait for the annual report to see the precise discount rate assumption but based on
previous sensitivity (more on this later), we suspect in the order of ¢.5.3% (i.e. 50bp lower). The
company has guided to an end of year NAV of €36 per share for the CY16 year-end and €37-38
in December CY17 (the latter notably not including any further yield compression — which seems
extremely prudent). Yield compression is obviously another way of saying falling discount rate.
This NAV/share compares to today’s share price of €31.

Source: Vonovia

Management also did an impressive job during the Q3 analyst call in outlining their task at hand
which includes; financing the latest Conwert acquisition, the ongoing industrialisation of the core
business, the modernisation and expansion of the estate and the general tailwind that is, the
German property market with all its nuances.

Margins of Safety

Vonovia’s rental yields are currently 6.4% (see Appendix at the end of this report — this yield is
calculated as the inverse of ‘Fair Value multiple over annualised in-place rent” which is calculated
at 15.5x. In essence we are arguing for a reduction in this rental yield (aka the discount rate used
in valuing the asset!). Equity investors might see the analogy here in deciding on appropriate PE
multiples to use on an earnings stream. Simply put, when the earnings stream is predictable but
growing at multiples of inflation — we suggest a lower, not higher discount rate is warranted.
Here’s an excerpt from our last report:
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Disclaimer

This document does not consist of investment research as it has not been prepared in accordance with UK legal
requirements designed to promote the independence of investment research. Therefore even if it contains a research
recommendation it should be treated as a marketing communication and as such will be fair, clear and not misleading
in line with Financial Conduct Authority rules. Holland Advisors is authorised and regulated by the Financial Conduct
Authority. This presentation is intended for institutional investors and high net worth experienced investors who
understand the risks involved with the investment being promoted within this document. This communication should
not be distributed to anyone other than the intended recipients and should not be relied upon by retail clients (as defined
by Financial Conduct Authority). This communication is being supplied to you solely for your information and may
not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose. This
communication is provided for information purposes only and should not be regarded as an offer or solicitation to buy
or sell any security or other financial instrument. Any opinions cited in this communication are subject to change
without notice. This communication is not a personal recommendation to you. Holland Advisors takes all reasonable
care to ensure that the information is accurate and complete; however no warranty, representation, or undertaking is
given that it is free from inaccuracies or omissions. This communication is based on and contains current public
information, data, opinions, estimates and projections obtained from sources we believe to be reliable. Past performance
is not necessarily a guide to future performance. The content of this communication may have been disclosed to the
issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in general involve some degree of
risk therefore Prospective Investors should be aware that the value of any investment may rise and fall and you may
get back less than you invested. Value and income may be adversely affected by exchange rates, interest rates and other
factors. The investment discussed in this communication may not be eligible for sale in some states or countries and
may not be suitable for all investors. If you are unsure about the suitability of this investment given your financial
objectives, resources and risk appetite, please contact your financial advisor before taking any further action. This
document is for informational purposes only and should not be regarded as an offer or solicitation to buy the securities
or other instruments mentioned in it. Holland Advisors and/or its officers, directors and employees may have or take
positions in securities or derivatives mentioned in this document (or in any related investment) and may from time to
time dispose of any such securities (or instrument). Holland Advisors manage conflicts of interest in regard to this
communication internally via their compliance procedures.



