Deutsche EuroShop AG « Close Brothers

Recommendation: Risk: Price Target:

HOLD (HoLp) Low (ow) EUR 34.70 32.00 16 May 2014

Good 1Q14 results without surprises

" Yesterday, DES held its conference call concerning the 1Q14 results which
were in line with consensus and our expectations. The management
confirmed its guidance on revenue, EBIT, EBT excluding measurement
result and FFO for FY14E and FY15E.

Share price (dark) vs. MDAX

" Sales grew to EUR 50.0m (PY EUR 42.4m, +17.9% yoy) mainly driven by
the full consolidation of “Altmarkt-Gallerie Dresden” with effect from 1 May
2013. Like-for-like sales grew by 3.2% yoy. EBT excluding measurement
result went up to EUR 30.4m (PY EUR 27.2m, +11.7% yoy) and FFO per
share increased by around 10% yoy to EUR 0.55 from EUR 0.50.
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potential acquisitions. The management stated that there is too much EPS 243 219 282 223 259 i
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DES is under no pressure to do acquisitions and is not willing to overpay. WKN: 748020 ISIN: DE0007480204
Reuters: DEQGn.DE Bloomberg: DEQ GY
® Growth will come through increasing rental income and through the Short company profile:
extension of "Phoenix-Center, Hamburg” and “Galeria Baltycka, Gdansk, Deutsche EuroShop is Germany’s only public
p . . . 3 . on company, that invests solely in shopping centres in
Poland’. DES is confident to start construction work for "Phoenix-Center” in prime locations. The company has equity interests in
September 2014. The building permission could come in summer. European shopping centres, mainly in Germany and to
a small extent in Austria, Hungary and Poland.
0 5 . . . . Share data:
A peculiar point in the call was the presentation of a 2.3% decrease in its
tenant’s retail turnover. Interestingly, a similar figure was mentioned for the Share price (EUR, latest closing price): 35.74
. . . a Shares outstanding (m): 53.9
_retall turnover development |n. Germany. As DES ret?elved these flgures Market capitalisation (EUR m): 1928.0
just a couple of days ago it was too early to give a substantiated Enterprise value (EUR m): 3,312.6
explanation. However, even if there is a negative trend established, there 9 daily trading volume (3 m., no. of shares): 111,551

will be no severe impact for the rental income of DES as only a minor

portion of the rental income of around 1% is linked to retail turnover. Periormance date:

High 52 weeks (EUR): 36.32

. Low 52 weeks (EUR): 29.27

" Based on the FY13 and 1Q14 results we adjusted our forecasts thereby Absolute performance (12 months): 5.0%
estimating FFOs which are at the middle of the management guidance. Relative performance vs. MDAX

DES is a defensive investment, paying an attractive dividend (yield around ; EZ:::S 1;'4112;0

. 0

4%) and generating a reliable cash flow. However, we feel that this is well 6 months 7.6%

discounted in the share price and external growth possibilities are limited. 12 months -9.7%

We confirm our HOLD recommendation and increase our PT to EUR 34.70
(old: EUR 32.00).

Shareholders:

Otto family 15.9%
Key data Black Rock 3.0%
Hertie Foundation 3.0%
FY 12/31, EUR m 2012 2013 2014E 2015E 2016E Freefloat and others 78.1%
Sales 178.2 188.0 198.3 202.1 205.4
EBIT 151.6 165.8 174.0 177.3 180.2
EBT ex revaluation 89.5 131.6 121.6 126.6 130.6
Net result 122.5 171.0 131.0 136.0 140.0 Einancial calendar:
EPS 2.36 3.17 2.43 2.52 2.59
DPS 1.20 1.25 1.30 1.35 1.40 AGM 18 June 2014
EBIT margin 85.1% 88.2% 87.7% 87.7% 87.7%
ROE 7.0% (HE, 9.0% 8.9% 8.8% Author: Manuel Martin, CEFA (Analyst)
Dividend yield 3.6% 3.9% 3.6% 3.8% 3.9%
LTV 50.2% n.a. 49.0% 49.0% 49.0%
Price / NAV 1.50 n.a. 1.29 1.24 1.19
EV/EBIT 18.5 19.1 19.0 18.7 18.4 Close Brothers Seydler Research AG
P/E 21.2 10.0 14.7 14.2 13.8 Phone: +49 (0) 69-977 84 56 0
Email: research@cbseydlerresearch.ag
www.cbseydlerresearch.ag

Please notice the information on the preparation of this document, the disclaimer, the advice regarding possible conflicts of interests, and the mandatory information required by § 34b WpHG (Securities Trading Law) at
the end of this document. This financial analysis in accordance with § 34b WpHG is exclusively intended for distribution to individuals that buy or sell financial instruments at their own account or at the account of others
in connection with their trading activities, occupation, or employment.
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Profit and loss account

IFRS EURM 1Q 2013 1Q 2014 change % change
Sales 42.4 50.0 7.6 17.9%

Property operating costs -1.6 -1.7 -0.1 -8.8%

Property management costs -2.2 -2.7 -0.4 -19.0%
Net operating income (NOI) 38.6 45.6 7.0 18.2%

Other operating income 0.5 0.1 -0.4 -88.5%
Gross income 39.1 45.7 6.6 16.9%

Other operating expenses (corporate costs) -1.8 -1.5 0.3 18.0%
EBIT 37.3 442 6.9 18.6%

in % of sales 87.9% 88.4%

Financial result -10.1 -13.8 -3.8 -37.3%

Measurement gains -1.4 -1.1 0.3 24.6%
EBT 25.8 29.3 3.5 13.7%

in % of sales 60.8% 58.6%

EBT excl. measurement gains 27.2 30.4 3.2 11.7%

in % of sales 64.1% 60.7%

Taxes 5.7 -6.7 -1.0 -18.5%

as % of EBT -22.0% -22.9%

Net income attributable to shareholders 20.1 22.6 2.5 12.3%

in % of sales 47.4% 45.2%

Shares outstanding (in millions) 53.9 53.9 0.0 0.0%
Earnings per share (EUR) 0.37 0.42 0.05 12.3%
FFO 27.2 29.4 2.2 8.3%
FFO per share (EUR) 0.50 0.55 0.05 9.3%
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Deutsche EuroShop AG

Profit and loss account

IFRS EURmM 2012 2013 2014E 2015E 2016E

Sales 178.2 188.0 198.3 202.1 205.4
YoY growth -6.2% 5.5% 5.5% 1.9% 1.7%
EBIT 151.6 165.8 174.0 177.3 180.2
in % of sales 85.1% 88.2% 87.7% 87.7% 87.7%
Financial result -62.1 -34.1 -52.4 -50.7 -49.6
Measurement gains 13.9 56.0 29.6 30.1 30.6
EBT 103.4 187.6 151.2 156.7 161.1
in % of sales 58.0% 99.8% 76.3% 77.5% 78.4%
EBT excl. measurement gains 89.5 131.6 121.6 126.6 130.6
in % of sales 50.2% 70.0% 61.3% 62.7% 63.6%
Net income attributable to shareholders 122.5 171.0 131.0 136.0 140.0
in % of sales 68.7% 91.0% 66.1% 67.3% 68.1%
Shares outstanding (in millions) 51.9 53.9 53.9 53.9 53.9
Earnings per share (EUR) 2.36 3.17 2.43 2.52 2.59
FFO 87.0 112.0 116.6 120.0 123.7
FFO per share (EUR) 1.68 2.08 2.16 2.22 2.29
Dividend per share (EUR) 1.20 1.25 1.30 1.35 1.40
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Deutsche EuroShop AG

Balance Sheet

IFRS EURmM 2012 2013 2014E 2015E 2016E
Assets

Noncurrent assets 3,176.4 3,339.2 3,399.4 3,477.4 3,558.1
as % of total assets 94.9% 98.4% 98.6% 97.9% 97.2%
Intangible assets 0.0 0.0 0.0 0.0 0.0
PP&E 0.1 0.4 0.0 0.0 0.0
Investment properties 2,824.1 2,962.2 3,006.8 3,056.9 3,107.4
Financial assets 30.3 34.5 24.0 24.0 24.0
Investments in equity-accounted associates 321.5 341.9 367.9 395.9 425.9
Other noncurrent assets 0.3 0.2 0.7 0.7 0.7
Current assets 171.2 55.7 48.7 76.3 102.6
as % of total assets 5.1% 1.6% 1.4% 2.1% 2.8%
Accounts receivables 3.8 5.6 3.5 3.5 3.5
Receivables from other investees & investors 0.0 0.0 0.0 0.0 0.0
Other current assets 6.4 6.3 8.3 8.3 8.3
Other financial investments 0.0 3.0 0.0 0.0 0.0
Cash and cash equivalents 161.0 40.8 36.9 64.5 90.8
Total Assets 3,347.6 3,3949 3,448.1 3553.7 3,660.7

Total equity and liabilities
Total equity 1,321.9 1,428.9 1,492.5 1,558.5 1,625.4
as % of total equity and liabilities 39.5% 42.1% 43.3% 43.9% 44.4%
Issued capital 53.9 53.9 53.9 53.9 53.9
Capital reserve 962.0 962.0 962.0 962.0 962.0
Retained earnings 306.0 413.0 476.6 542.6 609.5
Noncurrent liabilities 1,783.7 1,842.6 1,854.9 1,893.4 1,932.4
as % of total equity and liabilities 53.3% 54.3% 53.8% 53.3% 52.8%
Financial liabilities 1,276.3 1,389.6 1,404.1 1,427.5 1,451.1
Deferred tax liabilities 180.5 198.5 211.4 224.5 237.9
Right to redeem of limited partners 284.2 213.4 215.4 217.4 219.4
Other liabilities 42.7 41.1 24.0 24.0 24.0
Current liabilities 242.0 123.4 100.6 101.8 102.9
as % of total equity and liabilities 7.2% 3.6% 2.9% 2.9% 2.8%
Financial liabilities 191.3 97.2 69.2 70.4 71.6
Trade accounts payables 2.1 3.4 7.0 7.0 7.0
Liabilities to other investees and investors 0.0 0.0 0.0 0.0 0.0
Tax liabilities 24.6 1.4 1.4 1.4 1.4
Other provisions 12.5 6.8 9.5 9.5 9.5
Other liabilities 11.5 14.6 13.5 13.5 13.5
Total equity and liabilities 3,347.6 3,3949 34481 3,553.7 3,660.7
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Cash flow statement

IFRS EURmM 2012 2013 2014E 2015E 2016E

Cash flow from operating activities 121.9 99.4 114.3 108.8 110.5
Cash flow from investing activities -197.4 -78.6 -5.3 -20.8 -20.8
Cash flow from financing activities 178.9 -136.8 -113.0 -60.4 -63.3
Total change in cash and cash equivalents 103.4 -120.2 -3.9 27.6 26.3
Cash and cash equivalents at the start of the period 57.6 161.0 40.8 36.9 64.5
Cash and cash equivalents at the end of the period 161.0 40.8 36.9 64.5 90.8
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Disclaimer and statement according to § 34b German Securities Trading Act
(“Wertpapierhandelsgesetz”) in combination with the provisions on financial analysis
(“Finanzanalyseverordnung” FinAnV)

This report has been prepared independently of the company analysed by Close Brothers Seydler Research AG
and/ or its cooperation partners and the analyst(s) mentioned on the front page (hereafter all are jointly and/or
individually called the ‘author’). None of Close Brothers Seydler Research AG, Close Brothers Seydler Bank AG or
its cooperation partners, the Company or its shareholders has independently verified any of the information given in
this document.

Section 34b of the German Securities Trading Act in combination with the FinAnV requires an enterprise preparing a
security analysis to point out possible conflicts of interest with respect to the company that is the subject of the
analysis.

Close Brothers Seydler Research AG is a majority owned subsidiary of Close Brothers Seydler Bank AG (hereafter
"CBS’). However, Close Brothers Seydler Research AG (hereafter "CBSR") provides its research work independent
from CBS. CBS is offering a wide range of Services not only including investment banking services and liquidity
providing services (designated sponsoring). CBS or CBSR may possess relations to the covered companies as
follows (additional information and disclosures will be made available upon request):

a. CBS holds more than 5% interest in the capital stock of the company that is subject of the analysis.

b. CBS was a participant in the management of a (co)consortium in a selling agent function for the issuance of
financial instruments, which themselves or their issuer is the subject of this financial analysis within the last
twelve months.

c. CBS has provided investment banking and/or consulting services during the last 12 months for the company
analysed for which compensation has been or will be paid for.

d. CBS acts as designated sponsor for the company's securities on the basis of an existing designated
sponsorship contract. The services include the provision of bid and ask offers. Due to the designated
sponsoring service agreement CBS may regularly possess shares of the company and receives a
compensation and/ or provision for its services.

e. The designated sponsor service agreement includes a contractually agreed provision for research services.

f. CBSR and the analysed company have a contractual agreement about the preparation of research reports.
CBSR receives a compensation in return.

g. CBS has a significant financial interest in relation to the company that is subject of this analysis.

In this report, the following conflicts of interests are given at the time, when the report has been published: d

CBS and/or its employees or clients may take positions in, and may make purchases and/ or sales as principal or
agent in the securities or related financial instruments discussed in this analysis. CBS may provide investment
banking, consulting, and/ or other services to and/ or serve as directors of the companies referred to in this analysis.
No part of the authors compensation was, is or will be directly or indirectly related to the recommendations or views
expressed.

Recommendation System:
CBSR uses a 3-level absolute share rating system. The ratings pertain to a time horizon of up to 12 months:

BUY: The expected performance of the share price is above +10%.

HOLD: The expected performance of the share price is between 0% and +10%.

SELL: The expected performance of the share price is below 0%.

This rating system is only a guideline. Therefore, deviations from this system may apply.

Recommendation history over the last 12 months for the company analysed in this report:

Date Recommendation Price at change date Price target
16 May 2014 HOLD EUR 35.74 EUR 34.70
24 March 2014 HOLD EUR 31.93 EUR 32.00
26 November 2013 HOLD EUR 33.05 EUR 32.00
21 August 2013 HOLD EUR 31.60 EUR 32.00
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13 June 2013 HOLD EUR 31.92 EUR 32.00

Risk-scaling System:
CBSR uses a 3-level risk-scaling system. The ratings pertain to a time horizon of up to 12 months:

LOW: The volatility is expected to be lower than the volatility of the benchmark
MEDIUM: The volatility is expected to be equal to the volatility of the benchmark
HIGH: The volatility is expected to be higher than the volatility of the benchmark

The following valuation methods are used when valuing companies: Multiplier models (price/earnings, price/cash
flow, price/book value, EV/Sales, EV/EBIT, EV/IEBITA, EV/EBITDA), peer group comparisons, historical valuation
approaches, discounting models (DCF, DDM), break-up value approaches or asset valuation approaches. The
valuation models are dependent upon macroeconomic measures such as interest, currencies, raw materials and
assumptions concerning the economy. In addition, market moods influence the valuation of companies.

The figures taken from the income statement, the cash flow statement and the balance sheet upon which the
evaluation of companies is based are estimates referring to given dates and therefore subject to risks.

These may change at any time without prior notice.

The opinions and forecasts contained in this report are those of the author alone. Material sources of information for
preparing this report are publications in domestic and foreign media such as information services (including but not
limited to Reuters, VWD, Bloomberg, DPA-AFX), business press (including but not limited to Bdrsenzeitung,
Handelsblatt, Frankfurter Allgemeine Zeitung, Financial Times), professional publications, published statistics, rating
agencies as well as publications of the analysed issuers. Furthermore, discussions were held with the management
for the purpose of preparing the analysis. Potentially parts of the analysis have been provided to the issuer prior to
going to press; no significant changes were made afterwards, however. Any information in this report is based on
data considered to be reliable, but no representations or guarantees are made by the author with regard to the
accuracy or completeness of the data. The opinions and estimates contained herein constitute our best judgment at
this date and time, and are subject to change without notice. Possible errors or incompleteness of the information do
not constitute grounds for liability, neither with regard to indirect nor to direct or consequential damages. The views
presented on the covered company accurately reflect the personal views of the author. All employees of the author's
company who are involved with the preparation and/or the offering of financial analyzes are subject to internal
compliance regulations.

The report is for information purposes, it is not intended to be and should not be construed as a recommendation,
offer or solicitation to acquire, or dispose of, any of the securities mentioned in this report. Any reference to past
performance should not be taken as indication of future performance. The author does not accept any liability
whatsoever for any direct or consequential loss arising from any use of material contained in this report. The report
is confidential and it is submitted to selected recipients only. The report is prepared for professional investors only
and it is not intended for private investors. Consequently, it should not be distributed to any such persons. Also, the
report may be communicated electronically before physical copies are available. It may not be reproduced (in whole
or in part) to any other investment firm or any other individual person without the prior written approval from the
author. The author is not registered in the United Kingdom nor with any U.S. regulatory body.

It has not been determined in advance whether and in what intervals this report will be updated. Unless otherwise
stated current prices refer to the closing price of the previous trading day. Any reference to past performance should
not be taken as indication of future performance. The author maintains the right to change his opinions without
notice, i.e. the opinions given reflect the author’s judgment on the date of this report.

This analysis is intended to provide information to assist institutional investors in making their own investment
decisions, not to provide investment advice to any specific investor.

By accepting this report the recipient accepts that the above restrictions are binding. German law shall be applicable
and court of jurisdiction for all disputes shall be Frankfurt am Main (Germany).

This report should be made available in the United States solely to investors that are (i) "major US institutional
investors" (within the meaning of SEC Rule 15a-6 and applicable interpretations relating thereto) that are also
"gualified institutional buyers" (QIBs) within the meaning of SEC Rule 144A promulgated by the United States
Securities and Exchange Commission pursuant to the Securities Act of 1933, as amended (the "Securities Act") or
(ii) investors that are not "US Persons" within the meaning of Regulation S under the Securities Act and applicable
interpretations relating thereto. The offer or sale of certain securities in the United States may be made to QIBs in
reliance on Rule 144A. Such securities may include those offered and sold outside the United States in transactions
intended to be exempt from registration pursuant to Regulation S. This report does not constitute in any way an offer
or a solicitation of interest in any securities to be offered or sold pursuant to Regulation S. Any such securities may
not be offered or sold to US Persons at this time and may be resold to US Persons only if such securities are
registered under the Securities Act of 1933, as amended, and applicable state securities laws, or pursuant to an
exemption from registration.

This publication is for distribution in or from the United Kingdom only to persons who are authorised persons or
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exempted persons within the meaning of the Financial Services and Markets Act 2000 of the U nited Kingdom or any
order made there under or to investment professionals as defined in Section 19 of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 and is not intended to be distributed or passed on, directly or
indirectly, to any other class of persons.

This publication is for distribution in Canada only to pension funds, mutual funds, banks, asset managers and
insurance companies.

The distribution of this publication in other jurisdictions may be restricted by law, and persons into whose possession
this publication comes should inform themselves about, and observe, any such restrictions. In particular this
publication may not be sent into or distributed, directly or indirectly, in Japan or to any resident thereof.

Responsible Supervisory Authority:

Bundesanstalt fir Finanzdienstleistungsaufsicht (BaFin, Federal Financial Supervisory Authority)
Graurheindorferstral3e 108

53117 Bonn

and

Marie-Curie-Str. 24-28
60439 Frankfurt
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Schillerstrasse 27 - 29

60313 Frankfurt am Main
www.cbseydlerresearch.ag
Tel.: 0049 - (0)69 - 97 78 45 60
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