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Stress-testing the challenges

Phoenix Spree Deutschland’s (PSD’s) core rental business continues to
perform well as the demand-supply balance for Berlin rented residential
accommodation remains tight. However, the challenging economic
backdrop has negatively affected property values, NAV and condominium
sales. While DPS has been paused to maintain cash flow for value-creating
portfolio investment, PSD remains conservatively financed, with 83% of
debt costs fixed/hedged and no debt maturities until 2026.

PBT* EPS* NAV*/ DPS PIE PINAV Yield
Year end (€m) (c)  share (€) (c) (x) (x) (%)
1221 453 39 5.65 75 5.6 0.42 32
12/22 (17.5) (17 5.10 24 N/A 0.46 1.0
12/23e*** (59.1) (54) 4.37 0.0 N/A 0.54 0.0
12/24e*** 0.8 1 438 0.0 229.5 0.54 0.0

Note: *As reported on an IFRS basis including realised and unrealised gains. **Measured as
EPRA net tangible assets per share. ***IFRS forecasts are highly sensitive to portfolio
valuations, which remain highly uncertain, and for which we provide a sensitivity analysis.

Rental growth but weaker valuations and asset sales

The end-FY22 portfolio value was €775.9m (vs €801.5m at end-FY21), reflecting a
gross fully occupied yield of 3.0% (FY21: 2.8%) and including a like-for-like
negative valuation movement of 3.1%. Like-for-like rents increased by 3.9% with
EPRA vacancy remaining at a low 2.4%. Although condominium sales volumes
weakened, positively, the premium to book value (22.4%) continued. EPRA NTA per
share was 10% lower at €5.10. We expect continued growth from low volatility core
rental activities, but our earnings forecasts are highly sensitive to property valuation
movements (we assume -7.5%), and cash to disposal proceeds (we assume €5m
pa of condominium sales, similar to FY22). Our sensitivity analysis indicates that
the balance sheet would remain robust under a range of more challenging
assumptions and that rental growth will substantially offset the higher borrowing
costs implied by market interest rate expectations from 2026 onwards.

Focus on accretive portfolio investment

Given the significant excess demand for rental accommodation in Berlin, we expect
PSD’s reversion strategy will continue to generate rental income growth, even if
growth in free market rents were to stall, given the large premium of market rents to
in-place rents in the highly regulated German market. Splitting apartments into
selected individual condominiums for sale has made a significant contribution to
PSD’s property valuations in recent years and, partly crystalised by selected sales,
cash flows. While condominium sales remain subdued, PSD intends to focus its
resources on investment in the portfolio, continuing to unlock rent reversion, and
reinstating dividends a sustainable basis. So long as a share price discount to NAV
persists, surplus cash will be used for share buy-backs rather than acquisitions.

Valuation: Discounting a worst case?

Share price performance across quoted German real estate has been weak over the
past year, with an average decline of ¢ 50%. PSD’s performance is slightly stronger
over one year and noticeably so over three years. As a result, PSD shares trade at a
P/NAV of 0.46x compared with the average for German listed peers of 0.30x.
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Stress testing the challenges

In this note we review the FY22 results and business trends as well as stress-testing our forecasts
for a range of assumptions on property valuation and asset disposal proceeds. The market appears
to be discounting significant challenges to the market environment and business model from the
end of the ‘zero interest rate world’. However, despite the near-term headwinds, there are a number
of positive indicators that appear not to be recognised in the current valuation. In particular, we
highlight:
While real estate valuations remain uncertain, the fundamental demand-supply balance in the
Berlin market continues to support rental values. The Berlin housing shortage has been built
over many years by demographic trends, including net migration and insufficient new
development. If anything, these drivers have recently strengthened, with more than a million
Ukrainian refugees entering Germany and higher construction prices, disrupted supply chains
and materials shortages adding to the existing drag on development from strict planning laws.

So far in FY23, the economic outlook for Germany has been improving. Inflation is declining at
a faster rate than had been expected, driven by a sharp reduction in energy prices, while GDP
has been supported by the government’s fiscal support package. The European Commission
now expects the German economy to show slight growth in 2022, of 0.2%, compared with its
autumn forecast of a negative 0.6%.

We expect the core rental operations to remain stable and forecast continuing rental growth.
The ¢ 30% re-letting premium is a key driver of this growth, while highlighting the embedded
value within the portfolio.

It is too early to predict a recovery in buyer sentiment in the condominium market accurately,
although FY23 has started positively. Higher medium-term interest rates continue to present a
challenge to the property market, and we expect further weakness in valuations.

The cost of all borrowing is 83% fixed/hedged, with no loans maturing until 2026, and we
forecast sufficient liquidity to continue accretive investment in the portfolio to unlock rent
reversion. We expect rent growth up to 2026 to substantially offset the increase in borrowing
costs implied by existing money market expectations as existing debt matures, although if a
negative margin between asset yields and funding costs persists we would expect PSD to seek
to accelerate the embedded value in the portfolio, reflected in the current re-letting premium
and the condominium sales’ premium to book value.

Our forecasts are based on a 7.5% decline in portfolio valuation in FY23 and stable in FY24,
with the loan to value (LTV) ratio remaining below 45% and well below PSD’s medium-term
target of 50%. Our sensitivity analysis shows that even with a 12% valuation decline, LTV
remains below 50%. Each 1% movement in valuation versus our forecast is equivalent to a little
under 2% change in EPRA net tangible assets/NAV.

After funding all outstanding capital commitments, our forecast shows only a minimal
requirement (€5m out of an available €39m) for PSD to fund ongoing refurbishment capex of
€7m pa. This is based on €5m pa proceeds from condominium disposals. The implications for a
reinstatement of dividends are positive.

Continuing positive demand-supply supports rent
growth and reversionary capture

Berlin rents have risen strongly in recent years, but federal laws significantly restrict the pace at
which market rental growth can be passed through to tenancies already in place. This has built up
reversionary potential within the portfolio such that even if free market rents were to weaken, rental
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income should continue to increase. Refurbishment and subsequent re-letting of vacated units at a
premium to existing rents, and closer to market rent levels, will remain the key driver of reversionary
capture.

Exhibit 1: Portfolio summary

Valuation  Valuation  Value per Annualised fully  Net contracted  Fully occupied Vacancy by EPRA vacancy
(€m) (%) sqm (€)  occupied cold rent (€m) rent per sqm (€) net yield (%) area (%) (%)
Berlin rental 684.3 88 4,194 18.9 10.1 29 48 23
Brandenburg 56.3 7 3,079 1.8 9.7 4 17.3 3.2
Berlin Cond. 30.1 4 4,093 0.7 9.1 2.8 9.3
Property under 53 1 N/A
development
Total 775.9 100.0 4,082 214 10.0 3.0 6.2 24

Source: Phoenix Spree Deutschland as at 31 December 2022

Across the portfolio, average gross in-place rents were €10.0 per square metre per month at end-
FY22, up 3.9% versus end-FY21. Despite the cost-of-living pressure on tenants, PSD says that rent
collections have remained broadly stable, a function of conservative rent to income levels for new
tenants and German federal support initiatives. While the income statement impairment charge
increased from €0.4m to €0.8m, this reflected write-off of provisions while gross outstanding
receivables were only modestly higher at €0.9m versus €0.8m.

Exhibit 2: Trend in whole portfolio rent levels and like-for-like growth
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Source: Phoenix Spree Deutschland data

During 2022, new leases were signed on ¢ 13% of all occupied units, achieving an average rent of
€13.0 per square metre, 6.6% above the previous year, and an average 29.1% premium to passing
rent. Excluding assets in Brandenburg acquired in 2019, where rents are lower than those achieved
in central Berlin, the reversionary premium to previous passing rents was 32.3% (FY21: 33.7%).
The premium to previous passing rents varies from period to period, mainly determined by mix, but
the average re-letting premium for the whole portfolio in the three years to end-FY21 was ¢ 27%.

Exhibit 3: Re-letting premium
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During FY22, PSD invested €16.4m in property refurbishment and in bringing new residential
condominium projects to market,® an increase from €9.5m in FY21. The increase included a step-
up in the refurbishment of vacant assets for re-letting following the repeal of the Mietendeckel rent
cap in April 2021,2 increased renovation expenditure on the Brandenberg asset acquired in 2019,°
and further work on bringing assets into a position to be sold as condominiums. PSD expects a
positive return on these investments in 2023 and beyond from condominium sales and rental uplifts.
FY23 investment is expected to be materially lower as condominium projects complete and we
forecast €7.6m in each of FY23 and FY24.

Exhibit 4: Capex

€m FY22 FY21
Like for like capex (renovation of apartments for re-letting) 74 4.7
Development capex (preparing condominiums for sale) 8.5 4.4
Other 05 04
Total capex 16.4 9.5

Source: Phoenix Spree data

Condominium sales have slowed with inflation, rising
interest rates and economic uncertainty

Condominium market prices are typically 30—35% higher than rental-based valuations The division
and subsequent resale of selected apartment blocks as private units (condominiums), with vacant
possession, at market valuations, provides cash flow to support the core refurbishment and re-
letting rent reversion strategy and accelerates the release of significant value embedded within the
portfolio.

Condominium sales during 2022 were heavily affected by a significant deterioration in buyer
sentiment as a result of cost-of-living pressures, higher borrowing costs and uncertainty
surrounding the macro-economic environment caused by the crisis in Ukraine. During the year, 13
condominium units were notarised for sale for an aggregate value of €4.7m (2021: €15.2m). More
positively, the average achieved notarised value per square metre for the residential units was
€5,502, representing a gross premium of 22.4% to carrying value and a 34.8% premium to PSD’s
average Berlin residential portfolio value as at 31 December 2022. The sales premium in any period
is specific to the mix of assets (different locations, floor space, etc) but the 22% premium achieved
in FY22 was slightly above the three-year average of 20%, albeit on significantly reduced volume.

Exhibit 5: Condominium notarisations

FY17 FY18 FY19 FY20 FY21 FY22
Sales value of notarisations (€m) 9.1 9.9 8.8 14.6 15.2 47
Average notarised value per sqm (€) 4,352 4,566 4,068 4,320 4,988 5,502
Average book value of notarised properties per sqm (€) 3,515 3,676 3,459 3,624 4,216 4,495
Premium to book value 23.8% 24.2% 17.6% 19.2% 18.3% 22.4%
Portfolio average value per sqm at year end (€) 2,854 3,527 3,741 3,977 4,225 4,082
Premium to portfolio average 52.5% 29.5% 8.8% 8.6% 18.1% 34.8%

Source: Phoenix Spree data

At the time of reporting FY22 results in late March, a further three condominiums had been
notarised for a total consideration of €0.8m, at a 62% premium to carrying value, and a further three

1 An additional €1.5m was spent on maintaining portfolio assets and expensed through the income statement
(FY21: €1.7m).

2 While in place, the Mietendeckel had significantly reduced the economic viability of vacant apartment
refurbishment for re-letting.

3 The property is a former army barracks, which offered significant asset management potential from the
completion of refurbishment and development, leasing and reversion.

Phoenix Spree Deutschland | 31 May 2023 4



EDISON

units had been reserved, with the combined value of €0.6m reflecting an average 80% premium to
carrying value. PSD cautions that these condominiums are smaller than the average across the
portfolio and that the premium achieved should not be viewed as representative of future
condominium valuations. The company says that buyer confidence in the condominium market
remains very fragile, particularly for occupied units and as a result it is focusing on plans to bring
additional unoccupied condominium properties to market. Bulk condominium sales are under active
consideration, potentially taking advantage of the high (77%) share of Berlin units that are legally
designated as condominiums,* a differentiating feature of PSD versus listed German peers.

This strategic advantage is highlighted by recent federal government legislation, which has placed
significant restrictions on the ability of landlords to split their properties into condominiums in the
future. The measures will inevitably increase the scarcity of condominiums available for sale, further
exacerbating the demand-supply imbalance.

Within the portfolio valuation, only six properties, with an aggregate value of €30.1m, are fully
valued as condominiums and sales values are typically well ahead of this.

Other net investment

Alongside the condominium disposal programme, during FY22, PSD committed €29.7m to
acquisitions and agreed an aggregate €12.1m of disposals. The company plans no further
acquisitions for 2023, pending an improvement in market conditions, the resumption of dividend
payments and a significant narrowing of the discount to NAV. A number of additional properties are
being marketed, although market conditions remain challenging for disposals and offers have been
at levels significantly below carrying value, and at prices that would release limited cash after
repayment of associated debt.

The single largest acquisition commitment was the March 2022 acquisition by way of a forward
funding agreement of a portfolio of 17 environmentally efficient, new-build, semi-detached
residential properties (34 houses), well situated in Erkner, in Brandenburg, for a purchase price of
€18.5m. PSD has acquired the land site, is funding the costs of construction and will acquire the
property at the agreed price on completion, expected in H224. The projected fully occupied rental
income is €0.7m pa (3.1% of end-FY22 gross in-place rents), which reflects a prospective gross
yield of 3.5%. At end-FY22, €5.5m of the purchase price had been invested.

In May 2022, PSD announced the acquisition of four multi-family houses, located in Hoppegarten
Neuenhagen, consisting of 24 residential units for €6.3m.

In September 2022 it exchanged contracts to acquire a multi-family house with 22 residential units
and three commercial units in Berlin-Neukdlin for €4.9m. Completion is expected in Q223.

In August and September 2022, PSD exchanged contracts to sell two non-core properties for an
aggregate consideration of €8.6m. The sale of the property at Margareten Strasse (€4.9m)
completed before the end of FY22 and that of the property at Argentinische Strasse completed in
January 2023. The aggregate sale price was for the properties was slightly below the end-FY21
carrying value of €9.0m but well ahead of the aggregate acquisition prices of €3.9m in 2008 and
2017.

In December 2022, contracts were exchanged on another non-core property (Putlitz Strasse) for
€3.5m, with the sale completing in Q123 The agreed sale price was again a little below the end-
FY21 carrying value of €3.9m but well ahead of the 2008 acquisition price. The sale completed in
February 2023.

4 Although 77% of the Berlin residential portfolio is designated as condominiums, within the portfolio valuation
of €776m, only six properties, with an aggregate value of €30.1m, are fully valued as condominiums.
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Borrowings in place and cost mostly fixed until 2026

PSD has borrowing facilities with Natixis Pfandbrief (‘Natixis’) and Berliner Sparkasse (‘Berliner’),
amounting to €365m.

The main facility with Natixis is a €240m seven-year non-amortising interest-only facility that
matures in September 2026. It comprises two tranches, a €190m refinancing facility and a €50m
acquisition facility, both fully drawn. Also with Natixis, PSD has a €60m non-amortising facility
comprising a €45m acquisition facility and a €15m capital expenditure facility. This matures
alongside the existing Natixis facility in September 2026. The majority (81%) of the floating rate
interest cost for the Natixis facilities has been hedged to give a blended effective rate of 2.4% at
end FY22.

With Berliner, PSD has an amortising facility that matures in October 2017. The facility has been
fully drawn and after loan amortisation, €61.2m remained outstanding at end-FY22. Just over 70%
has been fixed at rates in the range of 1-3%, and most of the balance has been hedged, to give a
blended cost of 1.8% at end-FY22.

At end-FY22 PSD had gross borrowings (nominal value, including unamortised loan arrangement
fees) of €315.8m, and including cash of €12.5m, net debt was €303.3m. The net LTV ratio of 39.1%
(FY21: 34.7%) remained well below the long-term target of 50% (with a 60% maximum).

Exhibit 6: Summary of borrowings

Facility Drawn amount Maturity date ~ Years to maturity  Effective interest
(€m) (€m) rate
Natixis Pfandbrief 240.0 Sep-26 3.8
Natixis Pfandbrief acquisition & capex facility 60.0 Sep-26 3.8
Total Natixis 300.0 254.6 2.4%
Berliner Sparkasse 61.2 61.2 Oct-27 48 1.8%
Total/average 361.2 315.8 0.9 2.2%
Unamortised loan arrangement fees (3.7
Balance sheet value 312.1

Source: Phoenix Spree data, Edison Investment Research

At end-FY22, the interest cost on 83% of drawn debt costs were fixed or hedged with swap and the
blended effective rate of all drawn debt was 2.2%. The end-FY22 average remaining debt duration
was around four years, closely matched by the swaps.®

Exhibit 7: Hedging

€m Fixed Floating  Total borrowing Swaps Fixed/swapped
Natixis Pfandbrief nil 250.9 250.9 203.0 80.9%
Berliner Sparkasse 442 17.0 61.2 1.9 91.6%
Total 44.2 267.9 3121 214.9 83.0%

Source: Phoenix Spree data, Edison Investment Research

Financial covenants relating to the Natixis loans include a projected interest cover of at least 150%,
minimum debt yield of 4.3% and a maximum LTV of 67.5%. There are no financial covenants
relating to the Berliner loans.

5 The interest rate swaps are expected to mature between September 2026 and February 2027.
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Forecasting scenarios

Rental income is relatively predictable and should continue to
grow

While rental income is relatively predictable and should continue to grow, property valuations and
disposal proceeds are uncertain. For this reason, alongside our base case/central scenario we
show the impact of alternative assumptions for property revaluation movements and the scale of
condominium sales. Revaluation movements primarily affect the income statement and LTV ratio
but have no impact on cash flow. Condominium sales have a relatively modest direct impact on the
income statement but drive the cash flow available for investment and determine borrowing
requirements.

Base case assumptions and forecast

Compared with our last published FY23 forecast, the change to ‘recurring’ profit before tax and
property valuation movements is a modest €0.7m or 2.5% of revenues, driven by increases in
administrative expenses and the net finance charge. Our unchanged forecast 4% pa like-for-like
rental growth is slightly offset by recent disposals.

We have assumed a 7.5% like-for-like decline in property valuation (taking the full occupancy gross
yield to 3.2% vs 3.0% at end-FY22). The negative pre-tax valuation movement is partly offset by a
positive deferred tax movement. Property disposals are assumed to amount to €8.5m, comprising
completion of the €3.5m non-core sale exchanged in H222 (see below) and €5.0m of
condominiums. The realised gain on condominium sales is more than offset by disposal costs on
the total disposals.

At €4.4, FY23e EPRA NTA per share is ¢ 10% lower than previously forecast and ¢ 12% lower than
reported in FY22. Net LTV increases to 44% versus 39% in FY22. For FY24 we forecast no change
in valuation with a flat EPRA NTA per share and LTV stable.

Exhibit 8: Summary of forecast changes

Current forecast Previous forecast Change
€m unless stated otherwise 2023e 2024e 2023e 2024e 2023e
Revenue 21.7 2838 28.2 N/A (0.5)
Property expenses (16.1) (16.4) (16.5) N/A 05
Gross profit 11.6 12.4 11.6 N/A (0.0)
Administrative expenses (3.2) (3.2) (3.0) N/A 0.2)
Net finance charge (8.2) (8.3) (7.7) N/A (0.5)
Profit before tax and valuation movements 0.2 0.9 0.9 N/A (0.7)
Gain on disposal of investment property (1.1) (0.1) 0.6 N/A (1.6)
Fair value movement on investment property (58.2) 0.0 0.0 N/A (58.2)
Profit before tax (59.1) 0.8 14 N/A (60.5)
Tax 9.2 0.0 0.0 N/A
Profit after tax (49.9) 0.8 14 N/A (51.3)
Non-controlling interest 0.2 (0.0 (0.0) N/A
Attributable profit after tax (49.6) 0.8 14 N/A (51.1)
EPS (c) (54) 1 2 N/A (56)
DPS (c) 0.0 0.0 75 N/A (7.5)
EPRA NTA per share (€) 44 44 5.0 N/A 0.7)
Net debt (319.3) (325.5) (304.1) N/A
Net LTV 44.0% 44.4% 40.2% N/A

Source: Edison Investment Research

Reflecting the current low running income yield on the portfolio, EPRA has historically been
negative and returns have been driven by capital growth, including the positive valuation impacts of
reversionary rent capture and PSD’s condominium strategy. Although the spike in inflation had a
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negative impact on FY22 EPRA earnings, we forecast a positive trend, driven by continuing rent
growth.

Exhibit 9: Reported and forecast EPRA earnings

Service charge income

Property expenses
Admin expenses
Net finance expense

2019 2020 2021 2022 2023e 2024e
17.9 19.1 206 203 219 28
47 48 52 56 5.7 5.9
226 239 258 259 277 288
(14.2) (16.4) (16.1) (17.1) (16.1) (16.4)
(34) (3.3) (34) (3.3) (3.2) (3.2)
(6.0) (8.2) (7.9) (7.9 (8.2) (8.3)
(0.0) (0.5) 0.2 (0.8) 0.0 0.0
(0.2) (0.0) 0.2 04 (0.3) (0.0)
(1.3) (4.5) (0.8) (2.8) (0.1) 0.9

Source: Phoenix Spree historical data, Edison Investment Research forecasts

Condominium disposal proceeds have thus been a key source of cash flow to fund portfolio
investment and dividends. While dividends have been put on hold until market conditions become
clearer, we expect PSD to continue to invest in the portfolio, to support rental growth and selected
condominium disposals, as well as its development assets in Brandenberg. In the following section
we illustrate to sensitivity of PSD’s borrowing requirements and LTV to a range of outcomes for
property revaluation and asset disposals. Before that, we discuss our expectations for capex,
acquisitions and disposals in detail.

Capex, acquisitions, and disposals

Our forecasts allow for the completion of previously disclosed acquisitions and disposals, future
condominium sales, and development capex for the Brandenberg forward funding development.

On this basis, the net cash outflow from investment is €8.6m in FY23 and €8.4m in FY24, which we
have assumed is funded by a mix of cash resources and, in FY24, from further debt drawings. If it
chooses, PSD has the flexibility to draw additional funds from its capex and investment borrowing
facilities (see below). On this basis LTV remains well below the company’s long-term target of 50%.

Exhibit 10: Summary of forecast investment activity and cash flow/funding

€m FY23e FY24e

Completion of acquisitions (4.9) Berlin-Neukdlin exchange
Completion of non-core disposals 7.3 Argentinische Strasse, Putlitz Strasse
Development capex (7.4) (5.8) Erkner development
Disposal gains net of costs (1.0) (0.0

Assumed refurbishment capex (7.6) (7.6)

Assumed condominium sales 5.0 5.0

Net cash flow from investment activity (8.6) (8.4)

Other cash flow before movements in borrowings 0.2 21

Borrowings drawn 0.0 5.0

Net change in cash (8.5) (1.3)

Opening cash 12.5 4.0

Closing cash 4.0 2.8

Closing debt (inc unamortised arrangement fees) (323.3) (328.3)

Net LTV 44.0% 44.4%

Source: Edison Investment Research

Our central assumption of a 7.5% decline in valuations in FY23 (and flat in FY24) generates an LTV
of 44.0% (FY22: 39.1%). In Exhibit 11 we show the sensitivity of LTV to what we consider to be a
reasonable range of alternative assumptions for property revaluation movements. The actual
outcome may of course fall outside this range.
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Exhibit 11: LTV sensitivity to portfolio valuation movements

Valuation movement 0.0% -5.0% -1.5% -10.0% -12.0%
LTV 40.7% 42.9% 44.0% 452% 46.2%
Source: Edison Investment Research

With most of our forecast investment already committed, it is the assumption regarding
condominium sales that drives a change in funding requirements (cash or debt drawdown). As we
show in Exhibit 10 above, based on €5m of sales in FY23, the funding requirement is €8.5m, which
we assume will be provided by cash drawdown. With sales of €2m, the funding requirement
increases to €11.4m, well within our forecast cash balance and undrawn debt resources (€39m at
end FY22). The condominium sales assumption has no material impact on LTV as it reduces both
net debt and portfolio value.

Exhibit 12: Sensitivity of funding requirement to condominium sales

Condominium sales (€m) 2.0 4.0 5.0 6.0 8.0
Funding requirement (€m) -11.4 -9.44 -8.5 -1.5 -5.5
Source: Edison Investment Research

Additional sensitivity to future debt refinancing

Market expectations, reflected in the Euribor forward curve, are that policy rates will increase to
around 3.6% by the end of this year before falling to ¢ 2.5% in 2026, when PSD’s debt facilities
mature. Exhibit 13 shows our existing rental income and interest cost forecasts for FY23 and FY24,
including like-for-like growth in rents per square metre of 4% and a slight increase in occupancy. As
an illustration, assuming rental income growth accelerates to 4.5% pa through FY25-26, the
change in rental income from that reported in FY22 to FY26 would be ¢ €4.4m. Assuming a full
refinancing of debt in FY26, on annualised basis, at a 1.5% margin and 2.5% Euribor rate, FY26
cash interest cost would be €5.7m higher. The net negative impact would be €1.3m, which we
believe would be manageable, especially if condominium sales recover as interest rates decline.
However, without a decline in interest rates there would be a persistent negative spread between
the gross asset yield and funding costs, before taking account of corporate expenses. Including
corporate expenses, the operating margin (before valuation movements) was 27% (of gross rental
income) in FY22 (five-year average: 26%). In such circumstances we would expect PSD to
consider an accelerated unlocking of the value that is embedded in the portfolio, currently reflected
in the new letting premium and condominium sales at a premium to book value.

Exhibit 13: lllustrative impact of increased funding costs

€m unless stated otherwise Actual Forecast lllustration

FY22 FY23 FY24 FY25 FY26 Increase

FY22-26

Annualised rental income 227 236 248 26.0 271 44
Annualised rental income growth 4.2% 5.0% 5.0% 4.5%
Net finance expense 8.3 8.2
Less amortisation of loan arrangement fees and other (1.1) (1.1)
non-interest charges
Cash interest costs 7.2 7.1 6.8 6.8 12.9 5.7
Average borrowing 303.6 3214 3233 323.3 323.3
Average cash borrowing cost 2.4% 2.2% 2.1% 2.1% 4.0%

Source: Phoenix Spree Deutschland FY22 data, Edison Investment Research

The valuation is discounting material market pressures

Share price performance across the quoted German real estate companies has been weak over the
past year, with our selected peer group down by an unweighted average of almost 50%. PSD
shares have modestly outperformed peers over this period and have been noticeably more resilient
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over the past three years. As a result, PSD shares trade at a P/NAV of 0.46x compared with the
average for German listed peers of 0.30x.

The discounts imply that investors continue to anticipate material further market pressures to an

extent that none of the companies operating in the sector, including PSD, expects to be the case

given the fundamental imbalance of demand and supply in the residential market. The key sector

risks and concerns reflected in valuations across the sector primarily include the impact of higher

interest rates on financing costs versus asset yields, asset values, compliance with existing debt
covenants and refinancing risks at debt maturity.

Exhibit 14: P/NAV history

15
1.3
1.1
0.9 -
0.7
0.5
0 S P E e e L L b b b 2 03P 2SS L LSS o
SSRSSS55SS5S5858RRSHSSESEEEEEREEE
358532 sesdIsesdIsesdIsesdIsesdsesd
B S S S oo B 8o nldnrrl8rossnld3nss85058
Source: Refinitiv data as at 30 May 2023
Exhibit 15: Peer valuation and price performance comparison
Price  Market cap PINTA Share price performance
(local) (€m) (x) One month Three months One year Three years
Grand City Properties 6.9 172 0.23 -8.7 -28.6 -58.4 -66.1
LEG Immobilien 47.93 74 0.31 -15.0 -30.3 -50.0 -57.2
Vonovia 17.335 1,592 0.32 1.7 -21.3 -51.1 -64.3
Phoenix Spree Deutschland 203 92 0.46 0.5 -20.7 -42.0 -28.8
Average 0.33 8.7 -26.7 -50.4 -54.1

Source: Company data, Refinitiv. Note: Prices as at 30 May 2023.

FY22 results in detail

The investment property valuation update that was published in early February had provided details
of the portfolio valuation performance, condominium sales and estimated NAV. Among the detailed
information contained in the FY22 results that were published in late April was confirmation of the
positive performance of the core recurring income activities but also the announced pause in

dividend distributions.
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Exhibit 16: Summary of FY22 financial performance

€m unless stated otherwise FY22 FY21 FY22/FY21
Rental income 20.3 20.6 -1.6%
Service charge income 5.6 5.2 9.3%
Revenue 259 25.8 0.6%
Total property expenses (17.1) (16.1) 6.4%
Gross profit 8.8 9.7 -9.2%
Administrative expenses (3.3) (3.4) -5.3%
Gain on disposal of investment property (0.2) 15
Fair value movement on investment property (42.2) 38.0
Property advisor performance fee 0.3 (0.3)
Operating profit (36.5) 454
Net finance charge (7.9) (7.5) 6.1%
Change in fair value of interest rate derivatives 26.9 7.3
Profit/(loss) before tax (17.5) 453 -138.8%
Tax 1.7 (7.9)
Profit after tax (15.8) 374 -142.3%
Non-controlling interest 0.4 (0.1)
Attributable profit after tax (15.4) 37.3 -141.4%
EPS (€c) (17) 39 -142.7%
DPS (€c) 24 75 -68.7%
EPRA NTA per share (€) 5.10 5.65 9.7%
NAV total return -8.4% 8.4%
Gross debt at nominal value (315.8) (288.4)
Cash 125 104
Net debt (303.3) (278.0)
Net LTV 39.1% 34.7%

Source: Phoenix Spree data, Edison Investment Research forecasts
Key features of the FY22 results were:

Revenues of €25.9m were at a similar level to the prior year, with service charge income
increasing, driven by utility cost, and rental income slightly lower. Adjusted for disposals and the
FY21 recovery of back-dated rents in respect of the temporary imposition of rent controls
during 2020° (we estimate ¢ €1m), rental income would have increased.

Total property expenses increased by €1.0m or 6% to £17.1m, also reflecting inflationary
impacts as well as an increase in the rent receivable impairment charge.

The gross profit of €8.8m (FY21: €9.7m) reflected a margin of 34.0%, in line with the five-year
average but below 37.5% in FY21, and administrative expenses were well-controlled at €3.3m.

The net loss before tax of €17.5m (FY21: €45.3m profit) reflected the non-cash property
revaluation loss of €42.2m, partly offset by a gain on interest rate derivatives of €26.9m. The
IFRS EPS loss was 17c¢ versus a profit of 39¢ in FY21. During the year, PSD repurchased 975k
shares (1.0% of share capital) at an average 21% discount to end-FY22 NTA per share.

EPRA net tangible assets (NTA) of €468.1 were 12% lower versus FY21 and, with a slight
positive impact from share repurchases in the earlier part of the year, NTA per share reduced
by 10% to €5.1.

An H122 DPS of 2.35 cents was paid, unchanged year-on-year, but no H222 DPS was paid
(H221: 5.15 cents).

6 The H220 back rents were not accounted for as income in FY20 as the Mietendeckel remained in place.

Back rents in respect of H121 are included in income following Mietendeckel repeal.
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Exhibit 17: Financial summary

Year ending 31 December, €m unless stated otherwise

INCOME STATEMENT

Revenue

Total property expenses

Gross profit

Administrative expenses

Gain on disposal of investment property
Fair value movement on investment property
Property advisor performance fee
Separately disclosed items

Operating profit

Net finance charge

Gain on financial asset

Profit before tax

Tax

Profit after tax

Non-controlling interest

Attributable profit after tax

Closing basic number of shares (m)
Average diluted number of shares (m)
IFRS EPS, diluted (c)

DPS declared (c)

EPRANTA total return

BALANCE SHEET

Investment properties

Other non-current assets

Total non-current assets

Investment properties held for sale
Cash & equivalents

Other current assets

Total current assets

Borrowings

Other current liabilities

Total current liabilities

Borrowings

Other non-current liabilities

Total non-current liabilities

Net assets

Non-controlling interest

Net attributable assets

Adjust for:

Deferred tax assets & liabilities
Derivative financial instruments
Other EPRA adjustments

EPRA net tangible assets (NTA)

IFRS NAV per share (€)

EPRA NTA per share (€)
CASH-FLOW

Cash flow from operating activity
Income tax paid

Net cash flow from operating activity
Property additions

Proceeds from disposal of investment property
Capital expenditure on investment property
Other cash flow from investing activity
Cash flow from investing activity
Interest paid

Bank debt drawn/(repaid)

Share issuance/repurchase
Dividends paid

Other cash flow from financing activity
Cash flow from financing activity
Change in cash

FX

Opening cash

Closing cash

Closing debt

Closing net debt

LTV

Source: Phoenix Spree historical data, Edison Investment Research forecasts
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52.5

(5.4)
4610

269
(195.3)
(168.4)

26.1%

2019

22.6
(14.2)

(322)
135
(6.5)

0.1

(25.1)
(6.2)
64.6

(11.5)
(1.7)

0.0
39.2
155
(0.0)
269
424

(280.2)
(237.8)
32.6%

2020

239
(16.4)
75
3.3)
2.2

370
(2914)
(254.4)

33.1%

(288.4)
(278.0)
34.7%

2022

259
(17.1)
8.8
33)
(0.2)
(422)
0.3
0.0
(36.5)
7.9
269
(17.5)
17
(15.8)
04
(15.4)
918
922
(17)
24
-8.5%

7614
16.9
7783
14.5
12.5
10.1
371
(0.8)

(315.8)
(303.3)
39.1%
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This report has been commissioned by Phoenix Spree Deutschland and prepared and issued by Edison, in consideration of a fee payable by Phoenix Spree Deutschland. Edison Investment Research standard fees are
£60,000 pa for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for
the provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: 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 and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. 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.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, 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 securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any inve stment 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, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

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. 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 (i.e. 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.

This document is prepared and provided by Edison 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.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison 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. This report is a bona fide

publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not

offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.

20 Red Lion Street
London, WC1R 4PS
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