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Third Time Lucky
What’s Going On?

Following several news articles during the afternoon of May 24th, as well as an earlier breaking
story from financial blog Betaville dated May 18%, Vonovia (€62bn GAV, mostly spread across
Germany) announced late in the evening of May 24th that it had signed an agreement to purchase
Berlin-focused €27bn GAV Deutsche Wohnen (DWNI) for €18bn cash. The friendly takeover is
expected to launch in a month’s time and complete before the end of August. The combined
portfolio amounts to ~€9obn worth of 570k residential units across Germany, Austria, and
Sweden (excluding several tiny equity stakes in French and Dutch residential portfolios). The
agreed take-out price amounts to €52/sh in cash. DWNI shareholders will, in addition, be paid a
cash dividend of €1.03/sh that relates to the 2020 financial year. The cash offer is right on top of
DWNTI’s Mar-21 reported EPRA NTA of €52.50/sh, and only slightly below (~5%) Green Street’s
Spot NAV estimate of DWNI (€55.90/sh). Upon consummation of the deal, an equity rights issue
(of up to €8bn) is targeted, in addition to sizeable asset disposals. Vonovia’s credit rating (S&P
BBB+) seems secure.

Why Now?

There will be more to opine on once the offer document is made public in due course but suffice to
say that Vonovia and Deutsche Wohnen are joining forces at a highly sensitive time, politically
speaking. The national mood in Germany is tricky for landlords. An acute imbalance in the
housing demand/supply equation has led to extreme regulatory responses (e.g., Berlin) and
perhaps provided the wake-up call to Deutsche Wohnen’s Supervisory Board that in the current
environment, institutional landlords are better able to defend their economic interest by
increasing their clout with policymakers rather than trying to stay under the radar. Vonovia and
Deutsche Wohnen’s tie-up is a high-profile affair that will have wide-reaching implications for all
landlords of German Residential product. The two giants are promising, for example, to cap in-
place rent adjustments in their Berlin portfolio (c. 30% of Vonovia’s GAV pro-forma DWNI) to one
percent for three years, followed by inflation for two years after that (to 2026). Modernisation-
induced rental uplifts will be limited to a maximum of €2 per sqm per month, while more
affordable housing will be provided for young families. The two PropCos also intend to sell
thousands of apartments back to Berlin-based municipal housing companies, a measure that will
prove hugely popular for a majority of Berliners. To sum up the seriousness of the political
situation ahead of national elections in late September, VNA’s and DWNI’s
management teams are now willing to put personal egos aside and go all out on the
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public-relations front and try to win back the hearts and minds of politicians and
their voters, especially in Berlin.

Back-of-the-Envelope Deal Economics

Vonovia is guiding for rental EBITDA yield and Net Tangible Asset accretion. While the latter is
possible, the former is harder to achieve without material cost savings. Deutsche Wohnen’s
implied EPRA NIY at €52/sh is 2.5%, a touch below Vonovia’s 2.6% at its spot valuation. No
matter what, Vonovia will declare victory by reporting accretion on all fronts, even if it means
performing perfectly legal definitional gymnastics. As has been the case on many occasions in the
past when it comes to how Vonovia interprets economic reality, the financial merits of its M&A
deals are not as attractive as management purports them to be. Our initial take suggests moderate
day-1 pro-forma Spot NAV and FFO-per-share economic dilution, assuming no round-trip
deterioration in Vonovia’s capital structure (43% overall leverage; 12.5x Debt/EBITDA). Guided
gross synergies of €105m p.a. from 2024 (c.3% of pro-forma rent roll) are impossible to critically
evaluate from the outside but appear somewhat aggressive in light of how efficiently DWNI
operates, not to mention Vonovia’s promise to refrain from operational redundancies until after
2023. Perhaps it is pure coincidence that capitalising the gross synergies at around
four percent happens to be roughly in-line with the ~€2.5bn control premium
Vonovia is paying to acquire DWNI. Consequently, ~100% of the control premium agreed
per the cash offer is expected to flow to DWNI shareholders, a ratio that is largely consistent with
M&A history in the listed REIT/PropCo space in both Europe and North America. Vonovia
shareholders can console themselves knowing that at least they do not have to pay above private-
market pricing (i.e., Spot NAV) for the privilege of (mostly) owning a good-quality Berlin
residential portfolio.

Recommendations

Our take-out odds for Deutsche Wohnen are herein increased to effectively 100% at an ‘event’
price of €53.03/sh (moving to €52.0/sh after the dividend is paid next month) and we herein
upgrade Deutsche Wohnen to HOLD. Given the friendly nature of this deal, with both Boards
giving it their blessing, and the social charters included in the terms in order to appease local
politicians, the likelihood of this transaction closing by August is extremely high. There are
unlikely to be other suitors that could match Vonovia’s cheque book. As such, Deutsche Wohnen’s
share price is set to hover around the offer price starting on May 25th. Vonovia’s warranted share
price should be modestly lower, albeit if it were to underperform close peers by over ~500 bps
(i.e., trade below €50/sh), it could present an interesting entry opportunity. At current share
prices, though, our SELL recommendation of Vonovia remains unchanged.

Peter Papadakos, Managing Director
Andres Toome, Analyst

Prior to this report, our recommendation of DWNI was SELL, first published on May 4", 2021
Prior to this report, our recommendation of VNA was SELL, first published on November gh,
2020
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Green Street's Published Opinion (PO) History

Current Prior Prior PO First  Latest Closing
Company Symbol PO PO Published Share Price
AEDIFICA AED HOLD HOLD 18-May-21 €104.90
ASSURA AGR BUY BUY 18-May-21 74p
BIG YELLOW GROUP BYG BUY BUY 01-Feb-21 1,314p
BRITISH LAND BLND SELL SELL 01-Dec-20 520p
CAPITAL & COUNTIES CAPC HOLD HOLD 01-Apr-21 171p
CASTELLUM CAST HOLD HOLD 17-Feb-21 214 1 kr
CITYCON CTY1S HOLD HOLD 25-Feb-21 €7.51
COFINIMMO COFB BUY BUY 18-May-21 € 128.60
COVIVIO Ccov HOLD HOLD 24-Mar-21 €77.10
DERWENT LONDON DLN HOLD HOLD 01-Feb-21 3,462p
DEUTSCHE EUROSHOP DEQ HOLD HOLD 01-Apr-21 €18.53
DEUTSCHE WOHNEN DWNI HOLD SELL 04-May-21 €44.99
EUROCOMMERCIAL PROPERTIES ECMPA BUY BUY 25-Feb-21 €22.94
FABEGE FABG BUY BUY 01-Apr-21 133.9 kr
GECINA GFC HOLD HOLD 23-Feb-21 €129.75
GRAINGER GRI HOLD HOLD 09-Nov-20 283p
GREAT PORTLAND ESTATES GPOR BUY BUY 20-Feb-21 714p
HAMMERSON HMSO BUY BUY 25-Feb-21 37p
HUFVUDSTADEN HUFVA SELL SELL 04-Jan-21 139.5 kr
ICADE ICAD HOLD HOLD 04-Jan-21 €72.40
INMOBILIARIA COLONIAL COL HOLD HOLD 01-Dec-20 €8.84
KLEPIERRE LI SELL SELL 01-Feb-21 €22.94
KUNGSLEDEN KLED BUY BUY 01-Feb-21 105.2 kr
LANDSEC LAND HOLD HOLD 24-Mar-21 713p
LEG IMMOBILIEN LEG BUY BUY 17-Mar-21 €117.90
LONDONMETRIC PROPERTY LMP HOLD HOLD 24-Feb-21 230p
MERCIALYS MERY BUY BUY 31-Mar-20 €10.65
MERLIN PROPERTIES MRL BUY BUY 23-Feb-21 €9.04
PRIMARY HEALTH PROPERTIES PHP SELL SELL 18-May-21 153p
PSP SWISS PROPERTY PSPN HOLD HOLD 01-Feb-21 Fr 115.30
SAFESTORE SAFE HOLD HOLD 01-Feb-21 935p
SEGRO SGRO BUY BUY 02-Nov-20 1,033p
SHAFTESBURY SHB SELL SELL 25-Feb-21 599p
SWISS PRIME SITE SPSN SELL SELL 24-Mar-21 Fr90.20
TAG IMMOBILIEN TEG BUY BUY 04-May-21 € 24.31
TRITAX BIG BOX BBOX SELL SELL 24-Feb-21 195p
UNIBAIL-RODAMCO-WESTFIELD URW HOLD HOLD 11-Feb-21 €69.47
UNITE GROUP UTG BUY BUY 17-Mar-21 1,128p
VASTNED VASTN SELL SELL 04-May-21 €24.05
VONOVIA VNA SELL SELL 09-Nov-20 €52.10
WERELDHAVE WHA HOLD HOLD 04-May-21 €14.07
WIHLBORGS WIHL HOLD HOLD 01-Jul-20 185.8 kr
WORKSPACE GROUP WKP HOLD HOLD 01-Feb-21 871p
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% of Securities Rated

At any given time, Green Street publishes roughly the same number of “BUY” Green Street’s “BUYs” have historically achieved far higher total returns
recommendations that it does “SELL” recommendations. than its "THOLDs”, which, in turn, have outperformed its “SELLs”.
’, : 1,2
Recommendation Distribution (as of 5/1/2021) g1t Return of Green Street's Recommendations ™
eal Buy Hold Sell Universe
2021 YTD 17.1% 8.5% 5.6% 9.9%
2020 5.2% -26.6% -16.4% -14.4%
A8% 2019 40.8% 26.1% 235% 29.0%
2018 1.8% -6.9% -20.9% -8.5%
2017 30.9% 19.2% 11.1% 19.9%
2016 5.4% 21% -2.3% 1.9%
2015 22.8% 14.4% 10.5% 16.1%
o, 2014 35.6% 28.3% 24.1% 29.8%
30 % 30 Jl'ro 2013 16.3% 7.6% 9.4% 11.2%
2012 39.8% 29.3% 17.0% 29.8%
2011 -7.6% -8.2% -12.7% -9.2%
2010 13.1% 0.3% 7.9% 9.2%
2009 10.0% 5.5% 1.6% 7.0%
Cumulative Total Return 658.7% 125.6% 57.3% 213.1%
Annualized 19.1% 7.3% 4.0% 10.4%
BUY HOLD SELL
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The results shown above are hypothetical and for illustrative purposes only. Hypothetical results do not represent actual trading. Actual performance will vary
from the hypothetical performance shown above due to, but not limited to, (1) advisory fees and other expenses incurred; (2) transaction costs; (3) exchange
rate movements; (4) the inability to execute trades at the last published price (the hypothetical returns assume execution at the last closing price); (5) the
inability to maintain an equally-weighted portfolio in size (the returns above assume an equal weighting); and (6) market and economic factors that will almost
certainly cause one to invest differently than projected by the model that simulated the above returns. All returns assume reinvestment of dividends.
Hypothetical and past performance does not guarantee future results.

Results are for recommendations made by Green Street’'s European Research Team only. Since 5 July 2017, performance is calculated whenever a
recommendation is changed using the share price at the most recent market close. Previously, performance was based on recommendations provided in
Green Street’s “Real Estate Securities Monthly” (RESM) and assumed no change in recommendation between RESM publications. Results from 1 September
2009 through 4 January 2016 were independently verified by an international “Big 4” accounting firm. The accounting firm did not verify the stated results
subsequent to 4 January 2016. As of 4 January 2016, the annualised total return of Green Street’'s recommendations since 1 September 2009 was: Buy
+19.6%, Hold +11.4%, Sell +8.5%, Universe +14.1%.

Beginning 5 July 2017, all companies in Green Street’s European coverage universe are included in the performance calculation. Previously, inclusion in the
calculation of total return had been based on whether the companies were listed in the primary exhibit of Green Street's RESM.

From 1993 until 3 July 2017, the returns for each year cover the period following the first RESM issued in the respective year through the first RESM issued in
the following year and are not based on a calendar year. Subsequent to 5 July 2017, returns are based on calendar months.

Green Street has only three recommendations: BUY (“B”), HOLD (“H”) and SELL (“S”). The firm does not consistently publish price targets and therefore price
targets are not included in this graph. “Buy” = Most attractively valued stocks, in which we recommend overweight position; “Hold” = Fairly valued stocks, in
which we recommend market-weighting; “Sell” = Least attractively valued stocks, in which we recommend underweight position. “Not Rated” companies are
covered by the firm’s research department, but are not rated due to fundamental attributes related to business prospects and balance sheets that are deemed
to make the securities more option-like than equity-like.

Green Street (UK) track record will continue to be published monthly in RESM — Europe Edition. The results may not be relied upon in connection with any offer
or sale of securities. Neither Green Street Advisors (UK) Limited, its affiliates nor any of their respective directors, employees, agents or representatives makes
any implicit or explicit representation or warranty with regard to the accuracy or completeness of this information or accepts or assumes any responsibility for
the accuracy or completeness of this information or any loss whether direct or indirect, incidental, special or consequential that may arise from or in connection
with the use of this information or otherwise.
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