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CEE Real estate properties on the rise

¢ Takeovers remain in fashion: Financially sound comp

being taken over for liquidation
* Real estate investors should benefit more than deve

« Market development; We are entering a phase of yiel
e Top picks: Buy recommendation for Immofinanz and Sp

valuation

anies remain interesting targets, others are

lopers, as vacancies are still high
d convergence and rising property values

arkassen Immo due to attractive cash flow

“Analysis of CEE real estate markets shows that we will very likely enter a period of continuously rising
property values. The development will clearly be led by yield compression. Given the pretty high vacancy
rates across the region and the finalization of a number of development projects, a substantial property value
increase due to rising rent levels is still unrealistic for the next 4-6 quarters ahead”, says Gunther Artner, Co-
Head CEE Equity Research. “Given the economic outlook in Austria, Germany and the CEE region, P/BV
ratios of around 0.6x for plenty of property stocks are still rather cheap levels in a long-term comparison,
especially given the record-low level of interest rates. We regard an aggregate forward P/BV 2011e multiple
of around 0.63x as realistic as of year-end 2010 and a forward P/BV 2012e of around 0.72x as of year-end
2011°% This means that there would theoretically be only minor upside potential for the rest of 2010, but
around 20-25% upside until year-end 2011 — both figures just for the main Austrian real estate companies not
involved in a takeover process; thus, CA Immo, conwert, Immofinanz and Sparkassen Immo.”

Takeovers in fashion

CEE real estate stocks are currently in a phase of brisk
corporate action. Financially sound companies with
attractive assets are interesting takeover targets (e.g.
CA Immo Int.,, conwert), while other companies are
being taken over in order to use the rather low stock
valuation to liquidate assets and take profit (ECO
Business-Immo). Companies with stretched balance
sheets are still struggling (Orco Property Group). “The
stock prices of the major Austrian, German and UK
property stocks are still clearly below the levels where
they traded 10 years ago (see chart below), which puts
last year's increase into a somewhat different
perspective. The upside potential is certainly dependent
on a recovery of property prices, as, on the way down,
the fall in property prices was multiplied by the leverage
being used”, assumes Gernot Jany, CEE Real Estate
Analyst at Erste Group.

! based on 4.9% average ROE in 2011e
% pased on 6.4% ROE in 2012e

Long-term development of real estate stocks
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—Real estate FR (Rebased) = Real estate GER (Rebased)
= Real estate AU (Rebased) Real estate UK (Rebased)
Real estate FR: Unibail-Rodamco, Gecina, Fonciere des Regions, ICADE
Real estate GER: Deutsche Euroshop, IVG Immobilien, Deutsche Wohnen, Gagfah
Real estate AU: conwert, Sparkassen Immo, Immofinanz, CA Immo
Real estate UK: Land Securities Group, British Land, Hammerson, Capital Shopping Center Group, Segio
Stocks weighted by market capitalization.

Source. Factset
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Investments up by 70% y/y, mainly in the UK, German  and French markets
The European investment market saw an increase in
transaction volume of nearly 70% to EUR 43.8bn for
1H10 compared to the same period of last year. The
focus on quality assets seems to be prevailing due to 80,000
concerns over a sovereign debt crisis in the region. 62%
of the total transaction volume made up UK, German and
French markets. In these countries as well, the large-size 20000
deals (above EUR 100mn) increased, with

13 transactions in Germany and 25 in the UK. The ® oz s s or oo s s o102 oa s of o2 oa s ar o2
strongest g/g growth in investment activity could be  souce corenmatis uosan imesimont Quarery. 2010
observed in countries like Austria, Italy (+85%), Ireland

and the Czech Republic.

European property investment transaction volume

80,000 M Furopean Investment Turnover (€ million)
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“Although the quarterly investment volume in
2Q10 quadrupled in the Austrian market and

CEE property investment transaction turnover and number of transactions

reached a total volume of EUR 1,020mn in 1H10 4“33 » 100
(+28% yly), the property investment market in the 4000 1 No. of Trarsactions i . L 80
CEE region reported a far stronger growth of 5 a0 ] i - L 60
190% to EUR 1.7bn, which is still far below the E 25001 i
levels seen prior to 4Q08”, summarizes Artner. v 15001
Concerning asset classes, offices made 55% of ] [
the total turnover in Austria and 45% in CEE?, P VLS e e
h v 97% laced in Poland. Russi Sgg8gsEe888s8888g888¢8¢8¢888¢8s+3
o883606830C836083300335683038

and the Czech ReDUb"C' with BU|garia and ‘:ource'CBR/ga:Efs(ifaieﬁ/ieﬁ Szgprg)::yﬁvgngm 1H10
Romania being the next most important markets. U ’ - o

In 2Q10, prime yields went down in Austria in the

retail and office segment by 5bp g/q each. The prime yield compression in the major Western European
countries spilled over to the CEE region. While shopping center yields tightened already in 1Q, office yields
followed in 2Q. Combined with generally rather stable prime rents, this effect boosted capital values in Core
Central and Eastern European markets. In SEE, on the other hand, some cities showed a decrease in prime
rents at stable prime yields, which led to a reduction in capital values for this segment.

Office take-up in both Western and Central-Eastern Europe

The economic recovery is starting to positively affect office

take-up with 38% y/y in the first half of 2010 due to European prime office rents clock
improved demand in both Western and Central-Eastern
Europe. The vacancy rate remained at its pre-quarter level
of 10.2%. However, the divergence in vacancy rates across
Europe remains high, ranging from as low as 6.8% in Paris
to levels above 15% in cities like Amsterdam, Dublin,
Budapest and Moscow. The office segment recorded a

further stabilization in rent levels, with some major cities . P
even recording acceleration in rental growth on a quarterly | v eeeet? ST R
ba.SiS. London West End (+l33%), PariS (+71%) a.nd Sm/rcle theJO/‘?esLQnaLaSa/feoﬁmeum/wnyc/ack,2010

London City (5.3%) saw the strongest increase in office

rents. Demand for office space in CEE witnessed an

increase by 36% y/y to 1.38mn sgm with by far strongest

growth in Moscow, where take-up in 1H10 nearly reached pre-2008 levels. “For CEE as a whole, office
vacancy saw a first decline by 30bp to 15.5% in 2Q, after a period of hiking rates since 2H07. Looking at the
three sub-regions, however, different trends were recorded. While rates in CE and SEE were slightly

Rental Growth
Slowing

Rental Growth @ Madeid
Accslerating Bottoming Out ~ @——Rome
@~ Athens, Edinburgh, Hamburg

<lstanbul

3 with EUR 760mn in 1H10 four times higher than in 1H09
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increasing, EE vacancy rates have been declining by nearly 200bp to 16.3% compared to 2H09, which is
even below the SEE level of 17.1%", explains Artner.

EU27-Retail sales nearly at the same level y/yin 1 H10; HU, PL, RO and RUS accounted for the majority
of investment activity

The investment volume in the European retail

property market more than doubled y/y in 1H10, — o Lo
reaching EUR 10.6bn, reinforcing the increasing o oo Mo ——CEE Ve o —— CEE Vooner &
confidence. On the consumer level, potential tax
hikes and uncertainty about the effects of
governmental austerity measures dampen
expenditure. Hence, retail sales for the EU27
were nearly at the same level y/y in 1H10. Across
individual markets, however, sales growth shows
strong divergence. In 1H10, retail investments in -
CEE amounted to EUR 633mn, representing I I

CEE development completion, net absorption, vacancy rate

thousand sg m

2 800

growth of 5% relative to the previous half-year
and a remarkable 190% compared to the low
levels of 1H09. In terms of geographical markets,
Hungary, Poland, Romania and Russia accounted  Nel abseeption = ceropied stach (1=1) - ocoumied stock f=0) g " "
for the majorily of investment a.CtiViW. Regarding Source: CB Richard Ellis, CEE Office Investment, July 2010

the fields of investment, shopping centers

remained the most attractive segment. “In the current environment, strong competitors are more likely to
invest in new retail space, possibly buying out weaker market participants. Therefore, prime locations and
highly frequented shopping areas remain the main focus of interest”, comments Jany.

2007 2007 2008 2008 2009 2009 2010

Erste Group analyst’'s recommendation and target pri ce overview:

9/21/2010 Mcap Price (Ic) Recommendation Performance (EUR terms)
Curr. Current Target Upside NEW OoLD

Company (EURmn) NEW OLD potent. ™ 3M 6M 12M
CA IMMO EUR 920 1054 12.00 10.20 13.9% Accumulate  Accumulate 1449 1432 3258 6.36
CA IMMO Int. EUR 256 588 570 6.50 -3.1% Reduce Hold 500 -912 8.09 0.51
conwert EUR a78 10.36 11.50 10.70 11.0% Accumulate Buy 1473 1773 2333 1236
ECO Business-lmmo EUR 244 715 7.10 7.15 0.7% Reduce Hold 000 1102 6475 4386
GTC PLN 1,260 2266 2310 23.70 1.9% Hold Hold 121 -558 027 -558
Immafinanz EUR 2,984 286 360 3.00 26.0% Buy Buy 542 1859 1432 1432
Orco EUR 101 7.20 820 7.20 13.9% Accumulate Underreview 2698 3483 -7.10 -18.00
Sparkassen Immo EUR 378 555 6.90 6.50 24.3% Buy Buy 622 1611 1467 3.35

Source: Erste Group estimates

¢ CA Immo. Based on clearly better than expected Portfolio breakdown by region (1H10, fair value)
gains from the disposal of properties and a 100% 1 v
revaluation result coming in above estimates in 1H10, oo |
we increased our full-year forecast for 2010 70%
considerably and made moderate adjustments to our 60% 1
mid-term estimates. Accumulate . o]
« CA Immo Int . We downgrade our recommendation to bl
Reduce, with a target price of EUR 5.7 (previously 10%
EUR 6.5). 0% 4
¢ conwert . After fully including the successfully taken 0@\\
over ECO Business-Immo in our forecasts, we
increase the target price from EUR 10.7 to EUR 11.5. W CEE WSEE WGermany - Austria 1 CIS M Other

Accumulate Source” Company data
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¢ ECO Business-Immo . Following the successful takeover bid of conwert for ECO, we cut our
recommendation to Reduce with a new target price of EUR 7.10.

« GTC. We slightly lower our target price to PLN 23.1 per share (based on a DCF valuation), following the
weaker 2Q10 results, and maintain our Hold recommendation.

¢ Immofinanz . Based on the increased estimates we derive a 12-month target price of EUR 3.6 (previously
EUR 3.0) and therefore stick to our Buy recommendation.

¢ Orco. Our DCF model yields a EUR 8.2 per diluted share 12M target price. We thus have an Accumulate
recommendation on Orco shares, as its risk profile calmed significantly.

e Sparkassen Immo . Despite our somewhat reduced estimates, we keep our Buy recommendation for
Sparkassen Immo and increase our target price to EUR 6.9 (from EUR 6.5).

Group Research:

Glnther Artner, CFA (Co-Head CEE Equity Research) Tel: +43 50 100 - 11523 E-Mail: guenther.artner@erstegroup.com
Gernot Jany, CFA (Analyst CEE Real Estate) Tel: +43 50 100 - 11903 E-Mail: gernot.jany@erstegroup.com
Petr Bartek (Equity analyst) Tel: +420 2 2499 - 5227 E-Mail: pbartek@csas.cz

To read the full report, please follow the link below:
https://produkte.erstegroup.com/Retail/de/ResearchCenter/Overview/Research Detail/index.phtmI?ID_ENTRY=3322

If you have not activated your account yet or have forgotten your password, please use the following link:
https://produkte.erstegroup.com/Retail/en/Spezial/Login/index.phtml?mode=lostPw
(Examples for passwords are: VlennalO or TOmas666 or REsearch20)
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Alina Costache (Group Press Officer) Tel: +43 50100 - 11681 E-Mail: alina.costache@erstegroup.com
Doris Hartl (Group Press Officer) Tel: +43 50100 - 11676 E-Mail: doris.harti@erstegroup.com

Erste Group, 1010 Wien, Graben 21, Fax: +43 50100 — 19849
This release is also available on our website at www.erstegroup.com/pressrelease.

Erste Group is the leading financial provider in the Eastern EU. More than 50,000 employees serve 17.3 million clients in 3,200 branches in
8 countries (Austria, Czech Republic, Slovakia, Romania, Hungary, Croatia, Serbia, Ukraine). As of 30 June 2010 Erste Group has reached
EUR 209.1 billion in total assets, a net profit of EUR 471.9 million and cost-income-ratio of 48.8%. 4/4



