EDISON
Grand City Properties

Growth continues ahead of forecasts

Grand City Properties (GCP) continues to grow its portfolio ahead of
expectations. At end July it owned c 35k units, up from 30k at end March
and 26k at end 2013. Its core strategy of buying undermanaged properties,
and with financial and human investment improving occupancy and rental
levels, continues to deliver good revaluation gains. We have raised
estimates to reflect the above-expected growth in H114.

Year end Revenue PBT* EPS* DPS PIE  EPRANAV

(€m) (€m) (c) (c) (x) (€/share)
12112 60.4 13.8 27.2 0.0 35.0 3.98
12113 169.6 518 50.6 0.0 18.8 6.90
12/14e 235.8 85.5 66.4 0.0 14.3 8.98
12/15e 326.9 122.5 95.9 0.0 9.9 10.54

Note: *PBT and EPS are normalised, excluding intangible amortisation, exceptional items
and share-based payments.

Q214 key features

GCP has continued to grow its portfolio (now 35k units up from 30k at end Q114)
through the acquisition of undermanaged properties. Rental and operating income
grew to €49.1m (from €17.6m in Q213 and €45.7m in Q114) with the year-on-year
increase also aided by the acquisition of a modest property management company.
Q214 did not see any properties sold (the policy is to sell up to 10% acquired).
Property expenses grew to €21.7m, largely unchanged on Q114 (€21.6m), albeit
well up on Q213 (€8.1m). Finance costs grew to €6.6m (Q213 €2.5m, Q114 €5.2m)
reflecting higher volumes of finance and the mix including long-term bonds (coupon
6.25%) against the average cost of bank funding of just 3%. The group also issued
€290m of convertible bonds (€150m in February and €140m in June) at a coupon
of 1.25% and a strike price of €9.72. The end-June loan to value was 46% (32% if
the convertible is exercised). Funds from operation (FFO) were €17.4m (Q114
€16.4m) and the EPRA NAV was up to €1bn (from €941m at end March).

Outlook

The core strategy continues to deliver good gains and good growth. For the
foreseeable future this is likely to continue and we have modestly raised estimates
to reflect the faster than expected growth. Relative to most property companies,
GCP has an attractive countercyclical quality as the number of undermanaged
properties in periods of economic weakness tends to increase.

Valuation: Approach average €12.6

Our discounted “funds from operation” model indicates a value of €12.9 (from €9.2),
while our Gordon’s growth model (GGM) is unchanged at €12.2. The former has
increased since our with the higher earnings feeding through the better
cash generation. The impact on our 2015 NAV is modest and so the GGM is less
affected.

Q214 results

Real estate
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Net debt (€m) at June 2014 865
Shares in issue 115.4m
Free float 62%
Code GYC
Primary exchange Frankfurt
Secondary exchange N/A
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Business description

Grand City Properties is a specialist turnaround
company focused primarily on investing in and
managing German residential properties. As of end
July 2014, the group’s real estate portfolio
consisted of ¢ 35,000 units offering 2.75m square
metres of lettable space.
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H114: Results in more detail

Some other key financial and operational issues are:

Rental and operating income increased with unit growth (end May 31,000, end March 30,000,
end July 35,000); a 3.1% like-for-like increase in occupancy; and a 2.7% like-for-like increase in
rent per square metre. The proportion of the portfolio that is now stabilised (ie vacancy below
5%) is now 37%. The annualised run rate for rental and operating income (from July) is now
over €200m.

Property operating costs were stable on Q114 and administration expenses were €1.36m,
against Q114 €1.3m, showing the operational gearing in portfolio.

Revaluation gains. By its nature this line will be volatile and unpredictable. The key business
message for us is that the group continues to see significant revaluation gains supporting the
proposition that its regeneration model is working. Q114 saw an exceptional large €49.7m,
while Q214 was €29.1m (our full year estimate of €150m implies €37.5m per quarter). We also
note that the bargain purchase (profit arising when buying property companies) was stable in
nominal terms (Q114 €6.8m, Q214 €7.1m), but fell sharply as a percentage of investment
properties added through business combination (Q114 20%, Q214 7%, Edison FY14 estimate
18%). This number is highly volatile and no one quarter should be taken as indicative of trend.

Finance expenses were €6.6m in Q214 vs €5.2m in Q114. Gross finance expenses grew
primarily to fund the larger portfolio. The cost of the series B is reduced to an effective 3.8% as
the 6.25% coupon is significantly offset by the amortisation of the premium on issue (7.25%).
There is also a reduction to the 1.5% coupon paid on the convertible bonds.

Q214 saw a further large credit in the other finance results (€2.5m, Q114 €2.8m) driven by a
positive gain on derivatives (in the balance sheet, non-current liabilities derivatives fell from
€14.8m to €11.0m). GCP manages a portfolio of pay fixed, receive variable swaps, which see a
gain when the relevant interest rate falls. This line also includes market gains on the traded
securities portfolio but these positive features were offset by the amortised bond expenses.

The adjusted EBITDA increased from €23.0m in Q114 to €26.3m in Q214.

FFO | was €17.4m (Q114 €16.4m) or 15c per share (Q114 14c), while FFO Il (which includes
property disposal gains) was €17.4m (Q114 €18.0m).

The EPRA NAV saw a further increase to €1bn (6%) in Q214, having increased 10% in Q114.

Gearing, using the company-defined loan to value, increased to 46% (Q114 39%), but this falls
to 32% if the convertible bond is exercised. The company has a conservative trigger of 50%
LTV. 43% of assets are unencumbered.

The mix of the portfolio continues to show a greater proportion in the stabilised category (ie
where vacancy is under 5%) with that part now accounting for 37% of the portfolio (end March
35%, end 2013 33%). This is an important metric as the company values its acquired
properties on the assumption that there will be an improvement in occupancy under its
management. The assumptions used have been conservative as evidenced by ongoing
revaluation gains. The overall average vacancy is 14.5%.

The company issued €150m in a convertible bond Series C issue in February and made a
further €125m (nominal value) issue in June. The June issue was at 111.25% of face value
(strike price kept at €9.72), resulting in a gain to equity of €7.3m (based on an external valuer’s
calculation) and deferred income in other long-term liabilities of €6.7m. The coupon on this debt
is 1.5%.

In the quarter, the group also made a tap issue with a nominal value of €150m in its Series B
bonds. These were issued at 107.25% of principal and carry a yield to call of 3.85%. The above
par issuance sees a deferred income in other long-term liabilities.
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Growth in portfolio

As can be seen in Exhibit 1, GCP has delivered strong sequential growth in a controlled manner.
We believe it is very important that this growth has been steady and in line with control functions
and central processing capacity to ensure that new acquisitions can be effectively integrated. We
note that the centralised call centre means that sales are highly scalable and with the acquisition of
a property management company, GCP has further built its expertise in this area.

Exhibit 1: Number of units owned by GCP
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Source: GCP, Edison Investment Research.

The geographic mix also shows the portfolio is managed closely and that growth has been in line
with the historic portfolio mix, ie ¢ two-thirds focus on North Rhine Westphalia and Berlin.

Exhibit 2: Geographic mix end 2013 Exhibit 3: Geographic mix H114

Other Mannheim Others
24% 5% 16%
Bremen/

Hamburg
4%
Bavaria Dresden/
9% Leipzig
4%
North Rhine- N““rﬂem.b‘;]rg’ North Rhine-
Westphalia unic Westphalia
% 41%

42%

Berlin
25%

Berlin
23%

Source: GCP, Edison Investment Research

Source: GCP, Edison Investment Research
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Valuation

EPRA NAV

The increase in fair value gains sees the EPRA NAV increase. We now forecast an end-2014 EPRA
NAV of €8.98 per share against out previous estimate of €8.81. Given the growth of the company,
this rises rapidly (2015e EPRA NAV per share €10.54). The current share price is in line with our
expected EPRA by summer next year.

Discounted funds from operations

We use our 2014/15 explicit funds from operation forecasts, grow them at 5% for 10 years, apply a
10x multiple for terminal value and discount back at cost of equity (we estimate 9.5%). On these
assumptions the fair value would be €12.9 per share (up from €9.2 in our last report, reflecting the
higher cash generation from increased earnings).

Gordon’s growth model (GGM)

We use a GGM to capture both the likely value added by the business (ie its returns above cost of
capital) and the growth. Assuming a 10.5% sustained long-term return on equity, a 9.5% cost of
equity and growth at 5%, GCP should trade at 1.2x book value. 2014/15 ROE is below the long-
term assumptions, leading to a modest (5%) discount to this implied value. Using the end-2015
EPRA NAV, this methodology leads to a fair value of €12.2 per share. This is only marginally raised
from our last report — the increase in EPRA NAV is small and the increase in valuation is thus lost in
the roundings.

Financials

Changes to estimates — summary

Exhibit 4: Changes to forecasts

Revenue (€m) %  Adjusted pre-tax %  Adjusted EPS (€) % FFO 2 per share (€) %
profit (€m)

Old New Change Old New Change Old New Change Old New Change

2245 2358 5% 75.7 85.5 13% 0.60 0.66 1% 0.64 0.68 6%

300.7 326.9 9% 103.5 1225 18% 0.82 0.96 17% 0.85 0.98 15%

Source: Edison Investment Research

Exhibit 5: Changes to forecasts

Portfolio units % Investment % EPRA NAV per % Loan to value %
(no 000s) Properties (€m) share (€)

Old New Change Old New Change Old New Change Old New Change

38 42 1% 2,013 2,021 0% 8.81 8.98 2% 436 457 5%

50 55 10% 2,613 2,616 0% 10.40 10.54 1% 47.0 48.0 2%

Source: Edison Investment Research

Changes to estimates — detail
The detail of changes in estimates is given below:

Rent: We have increased 2014 rent and other income to €206m from €194m. Our revised
estimate is in line with the annualised run rate at the end of July. 2015 has been increased from
€270m to €297m. We have left our sale proceeds unchanged at €30m in each year. The
increase is driven by the higher number of units now forecast following above run rate growth
through Q114 and Q214.
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There has been a reduction in the average property value based on our simple mathematical
average over the period. We have carried this forward so the growth in the value of the portfolio
is lower than the growth in the number of units. This has resulted in an increase in the rental
yield (2014 was 10.7%, now forecast at 11.3%) as we forecast rent income from the number of
units not their value.

Revaluation gains are unchanged for 2014. The slightly larger portfolio sees a slight increase in
this in 2015 (€118m to €123m). Profit arising on business combinations has been cut by a
similar amount given the H114 mix of business being weighted more to property purchase than
company purchase.

We have corrected our treatment of (i) the amortised premium on issue (now a credit to interest
expense) and (ii) the amortised expenses related to bond issues (ie in “other finance expense”
not “finance expense”). Finance expense thus reflects the effective rate of 3.8% on Series B
bonds not the coupon of 6.25%. Amortised expenses are now included in “other finance
expense”, which is a negative going forward as we continue to assume no change in derivative
values or trading gains from the debt securities portfolio.

Property expenses have been increased to reflect the higher portfolio (2014 up from €78m to
€82m and 2015 €107m to €117m).

Relative to our previous estimates we have also reduced our gross cash and securities
balances for end 2015, thus reducing the need for incremental financing at a negative spread.
We still forecast over €100m (previously ¢ €200m), a level that should prove quite comfortable
in terms of giving potential sellers certainty that GCP can complete further acquisitions.
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Exhibit 6: Financial summary (€000s)

Year end December

Rent & ancillary income

Revenue from sale of buildings

Other operating income

Revenue

Total Capital gains, property revaluations, & other income
Share of profit from equity accounted investments
Maintenance and refurbishment

Total property operating expenses
Cost of buildings sold

Administrative & other expenses
Operating profit

Net finance expense

PBT

Adjusted PBT

Tax

Profit after tax

Non-controlling interests

Net attributable profit

Average number of shares in issue (m)
Reported EPS - diluted (€)

Adjusted EPS - diluted (€)

Balance sheet:

Equipment & intangible assets
Investment property
Advanced payments for investment property
Equity accounted investments
Other LT assets (inc def tax)
Total non-current assets

Cash & equivalents

Traded securities at fair value through P&L
Trade & other receivables
Assets held for sale

Total current assets

Total assets

Liabilities

Loans & borrowings
Convertible bond

Bond series B

Other LT liabilities (inc def tax)
Total non-current liabilities
Trade & other payables

Total current debt

Other current liabilities

Total current liabilities

Total liabilities

Net assets

Non-controlling interests
Shareholders' equity

LTV company basis

Net debt (co basis)

Cash flow from operations
Cash flow from investing activity
Cash flow from financing activity
Other (inc debt on acquisition)
Change in net debt

FFO per share (€)
FFO Il per share (€)
FFO (€)

FFO Il (€)

Source: Grand City Properties, Edison Investment Research
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2012
39,872
19,989

511
60,372
98,043

8,384
(2,195)

(21,709)

(18,301)
(2,228)

122,366

(13,284)

109,082
13,841

(16,166)
92,916

(11,085)
81,831

4397
1.890
0.272

(351,777)
202,943
(18,685)
184,258

43%

(186,069)

34437
(51,739)
90,132
(126,309)
(53,479)

0.22
0.62
9,753
27,162

2013
99,580
70,000

50
169,630
236,846

470
(5,463)

(37,248)

(54,914)
(3,339)

305,982
(3,542)

302,440
51,791

(36,388)

266,052

(39,777)

226,275

76.12
2972
0.508

4,383
1,368,281
7,169
7,354
15,308
1,402,495
132,542
34,258
81,792

0
248,592
1,651,087

(461,753)

(883,162)
767,925
(63,001)
704,924

36%

(500,192)

61,401
(410,863)

401,016
(365,677)
(314,123)

0.30
0.50
23,058
38,143

2014e
192,798
30,000
13,000
235,798
176,266
200
(11,900)
(82,047)
(24,090)
(5,300)
288,927
(24,142)
264,785
85,519
(36,800)
227,985
(18,239)
209,746
115.43
1817
0.664

8,500
2,023,636
0

0

17,817
2,049,953
230,631
65,000
140,801

0

436,431
2,486,384

(926,858)

120,551
(478,318)

455 855
(524,755)
(426,666)

0.62
0.68
72,053
77,963

2015¢
281,396
30,000
15,000
326,896
150,828
200
(16,975)
(118,318)
(24,090)
(6,430)
312,111
(38,736)
273,375
122,547
(37,073)
236,302
(18,904)
217,398
115.43
1.883
0.959

10,000
2,615,695
0

0

17,817
2,643,512
50,167
65,000
184,595
0
299,762
2,943,274

1,238,639
(120,144)
1,118,495

48%

(1,257,322)

149,029
(386,120)

56,627
(150,000)
(330,464)

0.93
0.98
106,833
112,743
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2014 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Grand City Properties and prepared and issued by Edison for publication globally. All information used in the
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition
of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or
attempt to effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and
habitual investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell,
subscribe, or underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any
securities mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence
of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2014. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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