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Good news flow in recent weeks with a letting performance
of about 27,000 sqm, acquisitions of about Euro 116m and
the long-term extension for two Galeria Kaufhof contracts
Over the course of the last weeks, DIC Asset released several good news
regarding the firm's assets despite the current limitations of corona. On 2
June, the company announced the renewal of lettings of about 20k sqm.
About 5k sqm was regarding office space in the "City West" in Frankfurt
from the Commercial Portfolio, which has been occupied by the tenant since
2005 and was now renewed for about another 10 years. Furthermore, about
15k sqm of an office property in Karlsruhe from the Institutional Business
segment was extended for 10 years. Thus, both properties remain fully let
and the renewals were even partially signed on higher rental terms.
About two weeks later, on 19 June, DIC announced another letting success
of in total around 6.7k sqm. About 3.5k sqm of office space was newly let to
a public sector tenant "Federal Real Estate" in Bonn for 15 years, thus
reaching full occupancy in the property from the Institutional Business segment. Furthermore, about 1.5k sqm were renewed in the Institutional Business segment for another five years with the Bremen University of Applied
Science. About 1.7k sqm and an additional 27 parking spots of a multitenant property in Munich from the firm's commercial portfolio was renewed
for five more years. The building thus remains fully occupied.
On 26 June, the company announced the acquisition of two high-quality
properties for the firm's commercial portfolio with a total volume of about Euro 116m, lifting the commercial portfolio to more than Euro 2bn after the
closing, which is expected in the current third quarter. The combined annual
gross rental income amounts to Euro 4.5m, translating into a gross rental
yield of about 4.2%. One object is the SAP-Turm in Eschborn (near Frankfurt), which was built in 2018 and is fully let by the DAX listed software company SAP. The investment costs for the property amounted to Euro 69m
and the WALT is at 8.0 years. The second property is located in Hanover
and is exclusively let to an international blue-chip tenant from the financial
services sector. The investment volume amounted to Euro 47m and the
Walt is at 9.5 years.
Last Friday, on 3 July, the signing of new long-term leases with Galeria
Kaufhof was reported for the objects in Chemnitz and Leverkusen. Both objects were on the long list of stores ought to be shut down by Galeria Kaufhof, which has been working on restructuring plans since April, however, an
agreement could be reached after all. Subject to new contractual terms, the
assets were extended to an average lease term of more than 13 years.
While some concessions had to be made, we welcome the agreement and
the extension of rental agreements on a long-term basis. As for the Bremen
object, which was also on Galeria Kaufhof's list, talks with possible new tenants as well as with existing subtenants, EDEKA and Saturn, regarding a
renewal are ongoing and we expect further news likely before the end of the
current 2020 year.
With the letting successes and the acquisitions in the current difficult
market environment, we continue to see the firm on track to reach their
full-year targets, which were again reaffirmed by the company. We
stick to our former P&L estimates and confirm our Euro 20.00 target
price. We also clearly stick to our Buy recommendation.
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SWOT Analysis
Strengths

 The company has a very experienced management team that has a broad network
in the industry and a high level of combined knowledge in investments, asset and
property management and real estate finance and a year-long and outstanding track
record in transactions to foster group’s overall earnings with a lucrative deal pipeline.
 The company has its own property management platform (DIC Onsite) operating
from 7 German cities in all German core regions for commercial properties, in particular office properties. With DIC Onsite the firm covers the entire value chain for the
own properties and third party properties and exploits its platform in a perfect way.
 The commercial portfolio with 92 properties and about 1,500 rental contracts for an
annual rental income of almost Euro 100m is a very solid base to deliver a steady
cash flow. This stable business is complemented by a lucrative institutional business
to satisfy the growing demand for stable and lucrative yielding assets from different
types of institutional investors. DIC Asset serves a long list of first class clients with
demanding and often tailor-made products. Thus, the institutional business is a perfect completion for the group’s earnings structure with the additional inflow of asset,
property management and set up fees as well as lucrative transaction related fees
for buying or selling the properties for the funds and other third party mandates.
 The diversity of business gives DIC Asset a brighter scope in the market, as the
company is offered more than 2,000 properties each year. The huge scope in the
market gives a bigger impetus at typical market participants, such as banks, real
estate brokers and construction firms.

Weaknesses

 The business model as investor AND property manager is not very common in
Germany, but more in other countries. We assume that with a longer history and
track record of the own trading platform the company gets a higher visibility for their
success story which will also translate into higher prices for the DIC Asset share.
 The GEG takeover was in mid of 2019, which means that the 2019 annual numbers
did not show the full capacity of earnings in the institutional business. Furthermore,
the Stadthaus Cologne landmark Club Deal with a size of Euro 0.5bn (100,000 sqm,
fully rented to the City of Cologne) was only recently closed in 2020 and thus did not
show up in the 2019 annual numbers, which would make the hike in volume even
more impressive.

Opportunities

 There are synergies at the cost side of institutional business after the GEG takeover
of about Euro 3.0m to Euro 3.5m, coming from 2020 on.
 The firm has a very high transparency level with all new EPRA key indicators in their
annual report and publishes the annual and quarterly numbers quite early, which
should give further credit and higher appreciation at investors.
 A promotion of the DIC Asset share from the SDax to the higher MDax index in the
mid-term would be a pushing impetus for the share price. For the moment, the free
float market cap is too low, and with 44% of the shares held by Deutsche Immobilien
Chancen Group and 10% by RAG Foundation it is a way to go to bring up free float
market cap.

Threats

 A severe economic downturn or shocks like the current Corona pandemic would not
impair the P & L so much, as the firm does cost accounting. But the institutional demand for commercial properties could decline with a decelerating demand for office
and / or retail space. Furthermore, the letting performance for new lettings or prolongations might dwindle.
 The general trend for more working in home office (accelerating in pandemic times
of Corona) and more co-working space might have a dampening effect on the general demand for office space.
 A general significant increase in interest rate level would dampen institutional
demand for real estate and thus might dampen the growth in institutional business.
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Please note:
The share price mentioned in this report is from 3 July 2020. DIC Asset 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 SRC-Scharff
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 SRCScharff 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 SRCScharff Research und Consulting GmbH commit themselves on a unsolicited basis to having no long or shortpositions 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.srcresearch.de.
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