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1Q result in line with our estimates with a hike of 21% in
rental income and +8% in FFO - limited impact of the COVID-19 pandemic to date with an improving overall outlook
Today, the company released the report for the first quarter
and held a conference call. The numbers were all in all in
line with our estimates, which we already adjusted after the
firm's update regarding the COVID-19 pandemic on 9 April.
Rental income hiked by 21% compared to last year's period,
from more than Euro 18m to Euro 22m, driven by new acquisitions and operational progress within the portfolio. Operating expenses, however, increased significantly as well,
leading to a profit from the rental of real estate of Euro
17.3m, only slightly above last year's number of Euro 17.1m.
The operating profit (EBIT) was at Euro 12.9m, thus below
the result of previous year's period of Euro 13.6m. This was
due to a slight loss from the sale of real estate of about Euro
1m and increased impairments of receivables of Euro 0.6m,
while a decrease in general and administrative expenses
made up for parts of these negative impacts. The financial
result on the other hand clearly improved from more than
Euro -6.4m to Euro -4.9m and benefited most of all from the
refinancing activities in 2019. The bottom line after minorities increased from Euro 6.6m to Euro 6.8m. The cash-driven
FFO hiked by almost 8% from Euro 8.9m to Euro 9.6m.
At the reporting date, the portfolio consisted of 87 properties
(FY 2019: 90 properties), reflecting the closing of the disposal of four non-strategic assets and the closing of an acquisition during the first quarter on the transaction side. The letting activities were successful in the first quarter with more
than 47k sqm, representing almost Euro 3m of secured rental
income per year. The vacancy rate was reduced to 8.9%
compared to 9.4% at year-end, while the WALT remained
constant at 8.4 years.
Looking at the impact and the outlook due to the Corona
pandemic, the company so far has rent deferrals of about Euro 2.3m for the months of April and May, but some more deferrals are expected for June. Even though the company expects the receivables to be paid at a later time this year, some
of these could result in rental losses. Regarding further acquisitions to the portfolio, the company stated that the negotiations are currently more or less postponed, but will continue when a clearer picture of the pandemic and the duration
of it can be drawn. Even though the trading activity is currently on hold, we continue to believe that some additions to
the portfolio will come in 2020.
With the first quarter in the books, the rather limited effects on the firm's rental income and an outlook, which is
already getting somewhat brighter as the government
regulations are being more and more loosened, we stick
to our Euro 5.70 target price and confirm our Buy rating.
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SWOT Analysis
Strengths

Weaknesses

Opportunities

Threats

 The Management is highly senior, experienced and well-known in the German real estate
sector.
 The transformation of the company has well proceeded since the change in strategy in 2013
and now has a clear focus and targets for the coming years.
 The current portfolio is well diversified between asset classes and regions and therefore has
no cluster risks in that regard.
 The firm’s current free float of the share is at about 11% very low, which limits the tradability and liquidity of the share. The free float should be increased with possible upcoming capital hikes, however.
 DEMIRE still lacks reputation in the market, which leads to a discount in their share price.
As the firm gains more popularity and awareness with investors we see this current weakness
turning into an opportunity to close the current gap to NAV.
 DEMIRE currently follows the strategic plan “REALize Potential”. Thereby the company
aims lift the size of the portfolio to more than Euro 2bn, realize potential through asset management, reduce their financing costs and make use of economies of scales in the portfolio.
The strategic plan sounds very promising and, if accomplished, could lead to lucrative earnings in the midterm future. DEMIRE is on a very good way to deliver on the goals. Two big
portfolio deals were closed in 2019 and the financing costs and profile was significantly improved following the placement of the benchmark corporate bond in September. Another
significant transaction was notarized in December 2019.
 DEMIRE could reach even better financing conditions as they reach a better standing and
they grow their portfolio and strengthen their balance sheet. The firm has already significantly lowered its cost of debt to currently only 1.8%, but we believe that there is even more
room for improvements.
 The firm still has a lot of upside potential in their current portfolio due to revaluation gains.
There are many objects that are still significantly below the potential value. The company can
help realize that potential by improving their portfolio e.g. by reducing vacancy rates and
other measures.
 The focus on secondary locations still offer lucrative yields compared to the Top7 locations
and good opportunities to find lucrative deals with value add potential that will drive the
company’s operations and thus the share.
 The largest tenant in the portfolio, Deutsche Telekom, currently makes up for about 18% of
gross rental income, which could lead to a significant reduction in rental income if problems
were to arise. However, Deutsche Telekom is a large company with a long history and therefore a good tenant to have. Furthermore, the exposure is split over multiple different lease
contracts and over many properties with long lease maturities and a high WALT.
 Letting and re-letting activities could become more challenging in a severe economic
downturn caused by e.g. the Corona virus
 The company follows a “manage-to-core” strategy in their Value-Add portfolio and further
has some redevelopment objects in their portfolio. Problems regarding the improvements of
the objects could lead to higher than expected costs.
 A change in European monetary policy by the ECB regarding the termination of the currently
all-time low-interest period could result in a relatively high increase of interest expenses and
might also lead to higher expenses for DEMIRE. We currently do not see any drastic changes
in the near future, even more in the Corona times, and the company has also already locked
in some long term financing at good rates. And keep in mind that new portfolio additions
might probably come in the portfolio with lower Cost of Debt as the current group level,
bringing down the group’s Cost of Debt position.
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Please note:
The share price mentioned in this report is from 18 May 2020. DEMIRE Deutsche Mittelstand Real Estate AG mandated SRC Research for covering the share.
Disclaimer © 2020: This equity research report is published by: SRC-Scharff Research und Consulting
GmbH, Klingerstr. 23, D-60313 Frankfurt, Germany (short name: SRC Research). All rights reserved.
Although we feel sure that all information in this SRC report originates from carefully selected sources with
high credibility, we cannot give any guarantee for accuracy, trueness and completeness. All opinions quoted
in this report give the current judgement of the author which is not necessarily the same opinion as SRCScharff Research und Consulting GmbH or another staff member. All the opinions and assessment made in
this report may be changed without prior notice. Within the scope of German regulative framework the
author and SRC-Scharff Research und Consulting GmbH do not assume any liability for this document or its
content being used. This report is solely for information purposes and does not constitute a request or an
invitation or a recommendation to buy or sell any stock that is mentioned here. Private clients should obtain
personal advice at their bank or investment house and should keep in mind that prices and dividends of
equities can rise and fall and that nobody can give a guarantee of the future development of equities. The
author of this report and the SRC-Scharff Research und Consulting GmbH commit themselves on a unsolicited basis to having no long or short-positions in equities or derivatives related to equities mentioned in
this report.
Reproduction, distribution or publishing this report and its content as a whole or in parts is only allowed
with approval of SRC management written form. With acceptance of this document you agree with all regulations mentioned here and all general terms and conditions you will find at any time at our website
www.src-research.de.
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