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PREOS Real Estate AG 

Buy (opening coverage)      Target: Euro 10.40 

PREOS is an active German real estate investor, driving an effi-

cient strategy in a favorable macro-environment on a promising 

growth path – starting coverage with Buy and € 10.40 target 

 

PREOS acquires, manages and enhances the value of German com-

mercial properties with focus on the office segment. The company 

buys properties “off-market” with market values of up to Euro 300m.  

PREOS initiated its strategy in 2018 through the purchase of ten prop-

erties in total, spread across the German cities Düsseldorf, Cologne, 

Frankfurt, Stuttgart and Munich. The issuer's management is distin-

guished by its extensive experience in the German real estate market in 

the acquisition and management of real estate and by its many years of 

experience in capital markets in the banking and finance industry. As 

an active and offensive real estate investor, PREOS proves that it has a 

great potential at an early stage, with the example of several fully 

completed, high-speed projects that achieved gross sales returns of ap-

prox. Euro 20m in 2019. 

PREOS acts on the German real estate market in the segment of com-

mercial real estate or office real estate. The company continues to fo-

cus on the acquisition of real estate properties in prime locations in 

Germany, especially in metropolitan areas, where the most stable as-

sets are expected in the future. After the start with purchases in a range 

of Euro 10m to 25m, PREOS is now flexible in terms of object sizes 

and can also acquire properties of up to Euro 300m, provided that it 

recognizes significant value creation potential. 

The market access and the organization of the processes, in which the 

management has already proven a very high expertise, is essential for 

this strategy. In addition, the success of the corporate strategy also de-

pends on the overall market development, which is based on macro 

development. In view of the low global interest rate environment and 

the interest rate sensitivities of many countries worldwide, the contin-

uation of the interest rate policy of the last decade is to be expected. 

Based on its expertise, the company is planning a rapid and strong 

build-up of a real estate portfolio, which will generate both, high rents 

and high sales revenues and significantly increase assets under man-

agement up to Euro 4bn in the next 4 or 5 years. An efficient and 

mixed financing structure should drive this progress. PREOS is pro-

gressing to exceed Euro 1bn in the next months. The company plans to 

build up new assets of Euro 1.5bn p.a. and aims to reach this volume 

through 8 to 12 transactions p.a. 

Last week, on 11 November, PREOS announced the issue of a con-

vertible bond of up to Euro 300m with coupon of 7.5% and a strike 

price at Euro 9.90. This issue fits in well with the growth strategy and 

should strengthen the equity base in the medium term. The subscrip-

tion period began yesterday and will run until 4 December. 

An excellent and broad access to very promising real estate 

objects and the suitable financing structures could be effi-

ciently transferred into value by the experienced manage-

ment. Under conservative assumptions and due considera-

tion of risk, we start the coverage with Buy and Euro 10.40. 
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SWOT Analysis  
 

• PREOS has a very experienced management team, each with decades of expertise 

and a high-quality network, which is crucial for the success of the business model. 

• Good structured processes from the entry, through asset management to exit mini-

mize risk and increase the likelihood of strategic implementation. 

• The objects that have already been acquired are a first demonstration of the ability 

for strategic implementation and, at the same time, an indicator of the dimension in 

which PREOS intends to emerge. 

• The recent financing steps based on the valuation of Euro 8 to Euro 10 per share 

certify the trust of the significant shareholder and indicate an enterprise value above 

the current market capitalization. 

• PREOS is considered to be an active real estate investor. While the expected cash 

flow represents a significant stabilizer, the expected and partially realized property 

sales are a considerable growth driver. 

 

• Due to the young age of PREOS, there is only a short company history. 

• Lack of comparability of previous corporate figures with the desired development. 

• The valuation of the company is based exclusively on the DCF valuation, as a NAV 

observation in the context of current developments has no significance. 

• The PREOS share is currently listed in the Munich stock exchange´s m:access 

segment, where transparency level is higher than in the “normal” open market. The 

next step for the share would be a Prime Standard listing. 

 

 

• If the economy and, consequently, the real estate markets continue their positive 

development, the strategic positioning of PREOS is expected to result in significant 

earnings and balance sheet growth. The earnings contribution from the sales pro-

ceeds in combination with the relatively favorable financing conditions is the main 

driver of earnings. 

• The combination of the strategic positioning and the management expertise of 

PREOS could, if successful, be the most efficient growth story in the current macro 

environment. 

• The continuing increase in demand for high-priced and large-volume office proper-

ties in German metropolitan areas has enormous impact at the market. This is ex-

pected to result in sustained growth in both rents and property prices. 

 

• The largely externally financed (leveraged) property purchases, which are an 

essential pillar of the strategy, represent a risk to the implementation of the strategy 

if there is a lack of willingness to finance the purchases. 

• PREOS competes with many players in a competitive market and is therefore at risk 

of not getting the suitable assets. 

• The market risk affects all companies in the real estate industry and should therefore 

be seen as a general one. A cyclical reversal of the currently positive market devel-

opment such as Brexit or even more global trade wars could affect the earnings sit-

uation in the entire real estate sector. The development of rents and real estate prices 

as major earnings drivers could be affected negatively. 
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PREOS Real Estate AG is a real estate investor focused on office properties. It acts 

as the management holding company of its corporate group. The investment focus is 

primarily on office real estate with development potential in German metropolitan 

regions.  

The issuer was originally founded as AMG Immobilien Berlin GmbH on 2 January 

2014. Initially, the company was active in the field of buying and selling real estate 

and further activities, which resulted from special situations. In February 2018, 

AMG Immobilien Berlin GmbH discontinued its previous business activities and by 

12 February 2018, Olek Holding GmbH (Frankfurt am Main) acquired all of its 

shares. In April 2018, the former company was renamed to today's name PREOS 

Real Estate AG. In the current financial year 2019, the issuer and its group of com-

panies became an integrated part of the publity group of companies, from an eco-

nomic and financial point of view. However, publity AG has no significant influence 

on the management of the issuer. That means that business and strategy decisions 

can still be made freely with the issuer. The Issuer continues to pursue the strategy of 

expanding its real estate portfolio and, if attractive sales opportunities arise, exploit-

ing them through the sale of real estate properties. The respective holding periods 

may vary. The issuer's management is distinguished by its extensive experience in 

the German real estate market in the acquisition and management of real estate and 

by its many years of experience in capital markets in the banking and finance indus-

try. 

The current business model can be divided into two business areas. Through the Real 

Estate division, PREOS focuses on commercial and office real estate, using the man-

agement´s very good access to attractive properties. The company concentrates on 

certain investment properties in preferred locations in German metropolitan regions. 

As a major supporting factor, there is still strong demand for German real estate in 

this segment from abroad. Thus, the office sector in German metropolitan regions 

continues to be given a high degree of stability. Since the incorporation of the 94.9% 

Company Profile: PREOS Real Estate AG

Industry: Real Estate Management Board of PREOS

Sub-segment: Office/ Commercial Frederik Mehlitz (CEO)

Country: Germany Libor Vincent (CFO)

Headquarter: Leipzig

Foundation: 2018

Supervisory Board

Udo Roland Wahid Masrouki (Chairman)

IR Contact: Wolfgang Faillard (Dep. Chairman)

edicto GmbH Christoph Blacha

Axel Mühlhaus

Phone: +49 69 905 505-52

E-Mail: preos@edicto.de



 

 

4 

20 | November | 2019 

PREOS Real Estate AG 

4 | SRC Equity Research 

of the shares of publity Investor GmbH by publity AG into PREOS, the company´s 

business strategy is no longer limited to the construction of an existing portfolio in 

the target price segment of up to Euro 25m. Rather, the issuer's strategy is now flexi-

ble with regard to property sizes and holding durations. For example, the issuer has 

the strategic option to purchase smaller properties as well as for large-volume prop-

erties (even those with market values of several hundred million euros) as soon as it 

recognizes a real appreciation potential. The issuer's strategy is equally flexible with 

regard to the holding periods, within which the real estate is to be resold (if neces-

sary after appropriate optimization) at a profit. For the implementation of the busi-

ness strategy of PREOS, in particular a favorable purchase of corresponding real 

estate is highly important. 

In the NPL (Non-performing loans) business, the strategy is to hold, manage or ex-

ploit sales opportunities. The NPL business is not currently being expanded. Rather, 

the focus is on the profit-oriented management of the NPL portfolios held by publity 

Investor GmbH. Servicing, as well as the asset management of real estate objects, is 

primarily provided by publity AG, which has many years of experience in this busi-

ness area. The much anticipated regulation of the NPL market in the coming years is 

considered by PREOS to be positive. The improved structure resulting from the reg-

ulation and the higher degree of standardization should lead to greater investor inter-

est. This development should further boost the business area, as PREOS expects 

higher sales revenues. 

 

Shareholder Structure: 

Final Shareholder  Discrete Shareholder  Share % 

Thomas Olek   publity AG   93.15 

Other shareholders      6.85  

 

 

The following figure illustrates the previously described Group structure at the oper-

ational level. It should be emphasized that PREOS Real Estate AG continues to be 

financially independent of publity AG. PREOS acts as the holding of the numerous 

property companies, which are also shown in the following figure. 
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Source: Company data 
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PREOS – The German office investment specialist 
 

Key points: 
 

• Germany is Europe´s most stable macro story 

• Excellent access and positioning in German metropolitan cities 

• Access to an exclusive pipeline of off-market properties 

• High-class asset management provides an advantage in regional markets 

• High yields possible based on strong assets with further upside 

• Management´s proven track record 

 

PREOS can be described as a real estate investor with very experienced management 

and, as a result, exclusive market access (off-market transactions). In addition to the 

highly profitable initial portfolio, PREOS has a promising property pipeline. Re-

gionally, the company concentrates on the top 7 German cities. In essence, it pursues 

a buy low and manage to core strategy. This already successful strategy is based on 

three main pillars. 

 

 

Source: Company data 

 

1. First, objects with a promising profile are tracked down and bought below their 

market value. 

2. Asset Management follows the manage-to-core approach and manages and en-

hances the properties accordingly 

3. Using market expertise and access to a high-end network, profitable exits are 

achieved. 

 

The success of this process is based, among others, on long-standing and lasting 

business relationships with high-class consultants and service providers. PREOS has 

a strong asset management partner with publity which has a proven track record with 

first class real estate investors. This constellation qualifies PREOS for a significant 

value generation by utilizing high-class and long-term proven partners and investors. 

On the whole, PREOS is thus able to purchase objects well below the usual market 

prices, generate value through appropriate management and to sell them through its 

own network at good market prices. The following process structure reiterates the 

effectiveness of the business model of PREOS: 

Pillars of PREOS´ strategy 
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Source: Company data 

 

Market Intelligence & Acquisition 

The identification of suitable investment objects is done regulary through intensive 

contact with the far-reaching real estate and banking network and the responsible 

work-out departments. This way publity AG receives ongoing offers of potentially-

to-acquire properties. From PREOS´ opinion there are two criteria of key importance 

for the asset purchase: 

 

- Use of market access to (commercial) real estate 

- Structuring and monitoring of standardized purchasing processes via   

comprehensive due diligence and valuation 

 

 

The assets to be acquired are filtered on the basis of their identified potential. In the 

front of every investment decision and acquisition of objects, a legal due diligence is 

carried out by independent law firms. Furthermore, a real estate economic due dili-

gence is carried out by experienced experts for the valuation of undeveloped and 

developed land, which includes both the technical and the economic analysis. In 

addition, the marketability of the assumptions for the object business plan is verified 

by internationally renowned real estate experts. All findings of these due diligence 

reviews are designed to ensure that the internally defined 26 investment criteria are 

fulfilled as the basis for the final investment decision. 

Profits are generated in 

early stages 
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Manage to core 

Asset management includes the marketing of the objects, the care of tenants and, the 

optimization of the rental situation as well as property and facility management in 

order to secure or increase the value of the property. Key drivers for an increased 

attractiveness of the property is the reduction of vacancies and the optimization of 

existing rental contracts. The value creation takes place by implementing a manage-

to-core approach, i.e. increasing the value of real estate through targeted asset man-

agement measures, such as: technical upgrading, improvement of letting rates and 

the rental contract situation. The company intends to start with an as cheap as possi-

ble purchase. publity AG provides customary and necessary portfolio and asset man-

agement, development, restructuring, leasing, acquisition, sourcing and sales ser-

vices for the issuer's group of companies in relation to the objects managed by pub-

lity AG. Liquidity and risk management are also part of publity´s services. 

 

Exit management 

After increasing the value of the property, the sale is coming up as the final step in 

the value chain of PREOS, if it generates more value than holding the property. For 

the sales process PREOS prefers publity AG as the first partner, which identifies and 

reviews potential acquirers, manages the sales offer process, and ultimately manages, 

structures and coordinates this final and highly important part.  This also includes the 

organization and operation of the data room, as well as organizing and conducting 

object surveys with prospects. In order to realize the value of the assets, the Issuer 

uses the following valuation channels: 

• Direct sales to national and international private and institutional investors 

• Portfolio sales to domestic and international institutional investors and 

• Sale to fund companies 

Depending on the property value and the acquirer to be addressed, the object is sold 

either as a single transaction or as part of a portfolio sale. In addition to its own net-

work of potential acquirers, it also commissions internationally active real estate 

brokers and service providers. 

 

➔ With its expertise, PREOS is able to exploit every stage of the real estate 

value chain and generate value, consistently. 

 

 

 

Strong value uplift 

Excellent network and an 

opportunistic exit strategy 
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Strong partnership with publity AG 

As a German office asset manager with assets under management of approx. Euro 5 

bn publity AG has a proven track record with purchase of 620 and sale of 530 prop-

erties within the last seven years. publity AG has a database with about 9,500 ob-

jects. This proves the availability of properties and the excellent market access that 

PREOS will use as an exclusive partner of publity. This is one of the key factors to 

the viability of the business strategy while underpinning the company's plans for the 

next years. The database currently contains 211 real estate properties with market 

values between Euro 8m and Euro 25m, which have a market value of Euro 4.1bn. 

Another 124 properties with an object value between Euro 25m and Euro 150m at-

test a market value of Euro 6.8bn. 

 

 

Source: Company data 

 
Therefore, the first process step from the entire value-added process should be em-

phasized: Market Intelligence. In addition to the 9,500 objects mentioned above, it 

should be emphasized that the entire process is IT-supported, which means that pub-

lity can be extremely efficient throughout the entire process. The database is being 

continuously expanded. All research and transaction data is included and supports 

future value creation throughout the entire process  

publity delivers along the 

entire value chain 

Database of 9,500 properties 

is the key factor 

IT-supported process leads 

to high efficiency 

Watchlist contains  

properties valued at  

nearly Euro 11bn 
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The PREOS way of value creation – proven track record  

Strong value uplift along the value chain: 
 

 
Source: SRC Research 

 

Successfully completed and subsequently listed transactions underpin the strength of 

implementation of PREOS and the fungibility of the corporate strategy at the opera-

tional level. The very strong key figures of two completed transactions - Leipzig and 

Frankfurt - are illustrated in the following chart. 

 

Source: SRC Research 

 

The financing structure for the St. Martin Tower consisted of Euro 99m in a senior 

loan, Euro 11m in cash and the mezzanine loan of Euro 25m. This underlines the 

expertise of the management and the strength of its network and finally proves the 

financial viability of the business model of PREOS. 

  

PREOS: 

 

- high yields 

- short term 

- suitable funding 
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Recently closed transactions 

Object: Frischemarkt, Leipzig 

 

Source: Company data 

The property with complete space of approx. 70,000 sqm, WALT of 14.6 years and a 

rentable area of approx. 18,000 sqm was purchased in December 2018 and sold in 

July 2019 to an investment and fund management company based in New York City. 

 

Object: St. Martin Tower, Frankfurt am Main 

 

Source: Company data 

 

The property, located in the West of Frankfurt, with a lettable area of approx. 26,000 

sqm was purchased in April 2019. The property was financed by a senior loan of 

99m, a mezzanine loan of Euro 25m and by the cash amount of Euro 11m. Let with 

high-rent-tenants the property was sold to joint venture between Barings and Coreo 

AG in September 2019. The transaction is expected to be closed in 2019.  

 

Leipzig, Frischemarkt 

 

Frankfurt, St. Martin 
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Portfolio 

 

Since the reorganization in early 2018, PREOS initially purchased ten commercial 

properties through its project companies to build and expand its real estate portfolio. 

In the spring and summer of 2019, purchase agreements were signed for two more 

office properties. The portfolio has been expanded by further real estate properties, 

which have already been sold, successfully. 

 

 

Source: Company data 

 

The total appraised value for all real estate properties purchased by the companies of 

the Issuer's group by October 2019 amounts to approximately Euro 650m. 

 

As a key success factor of the business model of PREOS, the management expertise 

and the attractive interest rates in the currently favorable macro environment have 

been emphasized so far. In addition to access to suitable objects, however, the com-

bination of both factors (management expertise and funds) is implicitly the most 

important factor for the company's success. Access to financing at the right time and 

to favorable terms is the top condition for the PREOS strategy. In the course of the 

portfolio presentation, the financing structure of PREOS will be examined after-

wards.  

Management expertise: 

access to objects & finance 

Considerable portfolio  

already built up 
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Portfolio properties: 

 

Source: Company data 

 

The existing portfolio with a WALT of 8.7 years has a market value of Euro 95.7m 

and generates a rental income (net rent) of Euro 5.8m, which corresponds to an at-

tractive yield of 6.1%. This rental income serves the company to cover the financing 

costs in the course of the management of the properties. 

 

Recently bought properties:  

 

Source: Company data 

 

The recently established portfolio with a market value of more than Euro 401m ac-

commodates 5 differently sized and positioned objects. They have vacancy rates 

from 0% to 100% and very different market values. The largest property with a mar-

ket value of approximately Euro 225m is located in Essen. The financing costs of the 

portfolio are approximately covered by the rental income of approx. 4.6%. The main 

revenue driver of these properties is the exit and thus the resulting sales proceeds. 

 

The net rental income of the entire portfolio is currently more than Euro 24m, which 

translates into a yield of approximately 5%  

Object 

ID City

Property 

size

Rental area 

(sqm)

Vacancy 

rate

WALT 

(yrs) act. Rent Market value

1 Ratingen 4,039 1,646 0.0 10.5 338,694 5,150,000

2 Köln 3,019 3,593 0.0 7.5 717,881 13,700,000

3 Krefeld 11,037 13,962 0.0 10.5 1,220,000 19,200,000

4 Roßdorf 3,477 4,763 0.2 9.5 590,604 9,400,000

5 Ratingen 4,720 3,036 0.0 2.4 416,222 6,980,000

6 Nieder-Olm 3,500 4,065 0.0 12.3 513,900 9,010,000

7 Sindelfingen 3,545 6,516 0.0 2.2 613,341 11,000,000

8 Grafing 4,021 3,936 0.0 11.3 317,041 4,130,000

9 Waltrop 25,808 6,150 0.0 9.5 392,575 4,880,000

10 Ratingen 10,330 4,978 0.0 10.5 678,231 12,200,000

73,496 52,645 8.7 5,798,489 95,650,000

Object 

ID City

Property 

size

Rental area 

(sqm)

Vacancy 

rate act. Rent Market value

11 Frankfurt 8.222 25.777 0,0 6.493.930 146.200.000

12 Essen 107.781 89.680 2,9 9.836.620 224.500.000

13 Lüdenscheid 7.888 8.430 12,3 399.140 6.400.000

14 Mülheim 9.133 11.460 100,0 1.218.780 17.500.000

15 Oberhausen 4.709 2.510 0,0 421.352 7.120.000

284.725 243.147 18.369.822 401.720.000

act. net rental income  

~ 5% 
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Portfolio highlights with strong upside potential: signed  

 

 

Essen, Quattro: 

Construction:  1969/1975; complete refurbishment 2020 

Rental Area:  94,000 sqm 

Vacancy:   0 sqm 

WALT:   22 years 

Status:   owned 

Source: Company data 

 

 

Frankfurt, Access Tower: 

Construction:  1970; complete refurbishment 2002/2015 

Rental Area:  21,000 sqm 

Vacancy:   0 sqm 

WALT:   9.9 years 

Status:   signed 

 

Source: Company data 

 

Munich, Sky Headquarters: 

Construction:  2010 

Rental Area:  39,000 sqm 

Vacancy:   0 sqm 

WALT:   7.4 years 

Status:   signed 

Source: Company data 

 

From a resale point of view, we assume an upside potential of well over Euro 100m, 

at present. 
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Financing Structure: 
 

As already mentioned in connection with the portfolio presentation, the access to 

financing, which results from the management expertise and the market environ-

ment, is the key success factor for the business model of PREOS AG. Actually, fi-

nancing is secured in various forms and with different maturities for various transac-

tions amounting to more than Euro 550m. In sum, the financing structure is designed 

as a mix of short-term loan financing and mid-to-long-term mezzanine loans at the 

SPV-Level. The required equity is provided by the parent company. This underlines 

the management competence and positioning of PREOS AG. 

 

Since October 2018, more than Euro 550m in loans of various types have been se-

cured with various lenders. The largest amount (approx. Euro 465m) was agreed 

through secured loans. About Euro 85m was mezzanine-financed. The statement of 

financing documents the company's excellent financing access with different lenders 

at reasonable interest rates between 1.5% and 7% p.a, which is a key driver for the 

company´s strategy. 

 

Overall, the conclusion is that each object is well financed. The financing is struc-

tured in such a way that the debt capital is taken up at the SPV level and supple-

mented, if necessary, with equity capital of the parent company. As a result, the pro-

jects are secured to a high degree, which has a positive effect on the financing costs. 

 

 

  

Debt & Mezzanine 

Well financed / 

secured loans 

Diversified & efficient  

finance structure with  

diverse financing partners 
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Further financing measures as the current convertible bond 

issue started yesterday 
 

In order to finance the targeted growth, PREOS intends to issue a convertible bond 

in 2019 with a volume of up to Euro 300m. With a coupon of 7.5%, maturity of five 

years (callable after three years) and a redemption price of 105%, the convertible 

series will yield a return of up to 8.5%. The strike price for the exercise of stock 

rights will be Euro 9.90, which means that the included call option is close to “at-

the-money” level. As already mentioned, the funds to be raised are intended to fi-

nance future purchases and thus support the company´s growth strategy. More de-

tails can be found in the securities prospectus. The signing period started yesterday 

and runs until 4 December. PREOS has the right to close the signing book earlier.  

 

Overall, PREOS assumes that the issue will redeem a volume of Euro 192m. Costs 

of around Euro 2.5m are expected. There remains a net volume of around Euro 

189.7m, which should be finally available to the company. The issuer intends to 

finance its further growth with the net issue proceeds. To this end, PREOS is consid-

ering the acquisition of further real estate properties and companies. For these pur-

chases, funds of general liquidity should also be used. If it turns out that the total 

funding for the project is insufficient, PREOS plans to finance it through the use of 

debt capital, additionally. 

  

More equity, mezzanine and 

debt financing to follow as 

the current convertible 

bond with a signing period 

of two weeks started yester-

day. 

Included call option close to 

“at-the-money” level 
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Favorable macro environment 

The low-interest phase, which has already been cited as inflationary, was one of the 

major drivers of the entire real estate industry over the last decade, in addition to the 

positive economic development. The resulting flood of liquidity also boosted nearly 

all asset classes. The money supply thus continues to move at the highest level. 

Money supply growth has accelerated again since the summer of 2019 (see Chart 

below). 

 

 
Source: Deutsche Bundesbank (2019) 
 

 

This suggests that the central banks will continue to push quantitative easing forward 

as some European and global governments have not yet achieved the hoped-for 

growth. It should be stressed that the interest burden of most countries does not al-

low interest rate increases. Central banks seem committed to their strategy of the last 

decade given this very high interest rate sensitivity of the majority of countries. This 

can be seen most recently from the Federal Reserve Bank's multiple interest rate cuts 

but also from the strategic downturn (interest rates) of the European Central Bank. 

As a result, the "low for longer" of the interest rates seems fixed. The following chart 

with the Euro-Swap-Curve underpins the low-rate-environment: The Euro-Swap 

curve is listed below 0 until the maturity of 16 years. 

 

 

 

 

Money supply growing 

again in 2019 

Interest rate sensitivity 

means “low for longer” 
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Source: European Central Bank 2019 
 

 

The low financing costs are also a key success factor for PREOS' business model in 

addition to its management expertise. Conversely, an increase in interest rates would 

be an obstacle to the business model. In view of the above, we continue to expect 

stable or even lower interest rates for the coming years. The latter should additional-

ly support PREOS’ business strategy. 

 

Our DCF model results in a fair value of Euro 10.40 

We use a DCF model (discounted cash flows) for the valuation of the company. To 

do so, we forecast free cash flows based on EBIT for the coming years to 2024 and 

then apply the Gordon Growth model for terminal value. The free cash flows of the 

individual years are discounted with the company's cost of capital (WACC) at the 

respective cash value. We assume that EBIT will grow in the first three years of the 

period under review. Due to the conservative approach, we assume a decline in EBIT 

for the last two years from 2023 to 2024 right through to the 2019 level. For reasons 

of adequate risk consideration, we have applied the adjustments amounting to 10% 

of EBIT, which takes into account extraordinary costs in the valuation. These mod-

erate assumptions allow positive surprise potential. The assumed EBIT development 

goes hand in hand with an initially dynamic corporate development and a potential 

and temporary market saturation. With regard to further earnings forecasts, there is 

still considerable potential for an upward revision of the corporate figures. 

In the valuation, we assume a long-term equity ratio of 15%. This seems to us most 

realistic for an active real estate manager with the goal of long-term portfolio con-

Euro-Swap curve  

below zero 
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struction and a trading approach. To calculate the cost of capital, we use the CAPM, 

which brings us to the equity cost portion of our discounted rate, the Weighted Aver-

age Cost of Capital (WACC). For PREOS, we see a beta of 2.0 as appropriate and 

representative of corporate risk as the leverage is above average. We set the risk-free 

rate at 0.5% and currently see the market risk premium at 6.0%. This results in a cost 

of equity of 12.5% for PREOS, which corresponds to a debt cost rate of 4.8%. In our 

opinion, achieving cash on hand or refinancing at group level seems to lead to a total 

WACC of around 4.8%. 

The present value of all cash flows from the detailed period from 2019 to 2024 

amounts to Euro 580m due to the high level of capital expenditure. The present value 

of the terminal value is above Euro 1bn and thus determines the value of the share 

significantly. After subtracting the company's net debt of Euro 879m, our model has 

a value of Euro 746m. Thus, with a total number of nearly 71.7m shares, the fair 

value per share is Euro 10.40. At the current share price of Euro 9.05, this results in a 

price potential of about 15%. 

 
 

Assumptions:

Long-term Equity Ratio 15% Beta-factor 2.0

Cost of Equity 12.5% Risk-free interest rate 0.5%

Debt Costs 4.8% Market premium 6.0%

Weighted Average Cost of Capital (WACC) 4.82%

Years until first payout 0.1

Long-term-growth Terminal Value 1.0%

 '000 Euro 2019e 2020e 2021e 2022e 2023e 2024e

Terminal 

Value

EBIT 108,572 218,017 384,166 401,552 332,114 116,240

Financial Result -16,621 -74,309 -109,703 -125,305 -88,593 -31,008

Taxes -24,827 -38,801 -74,105 -74,587 -65,751 -23,013

adjustments (Capex) -10,857 -21,802 -38,417 -40,155 -33,211 -11,624

Free Cash-Flow 56,267 83,105 161,941 161,505 144,559 50,596

.

Present Value Free Cash-Flow 55,963 78,858 146,602 139,488 119,114 39,774 1,044,746

Present Value Detailed Forecast Period 579,799

Present Value Terminal Value 1,044,746

Total Free Cash-Flows 1,624,544

- net debt -879,043

Fair value of equity 745,501

Number of shares ('000) 71,664

Fair value of equity per share 10.40€  

Current Price: € 9.05

Up / Down potential 15%

Source: SRC Research

DCF Valuation Model PREOS Real Estate AG

(WACC Method)



 

 

20 

20 | November | 2019 

PREOS Real Estate AG 

20 | SRC Equity Research 

Figures 

 
The business model is based on following asset growth assumptions: 

 

- Purchase multiple: 20x 

- Exit multiple:  22x 

- Rent increase:  5% 

- Investments (EUR)  2019: 920m 

   2020: 1.5bn 

   2021: 1.5bn 

- Divestments (EUR) 2020:  120m 

   2021: 158m 

  

 

 
Source: SRC Research 

 

 

 

  

PREOS Real Estate AG

31/12 IFRS  ('000) 2019e 2020e 2021e 2022e 2023e 2024e

Net rental income (NRI) 16,986 86,346 154,887 168,447 153,984 53,894

Recoverable operating expenses 452 460 18 0 0 0

Gross rental income (GRI) 17,438 86,806 154,904 168,447 153,984 53,894

Personnel expenses -540 -551 -562 -573 -585 -50

Other operating expenses -43,749 -76,498 -58,222 -59,860 -53,784 -7,354

Gain or loss on measurement of investment property 135,424 208,259 288,046 293,538 232,500 69,750

EBITDA (NOI) 108,573 218,017 384,166 401,552 332,115 116,241

Depreciation 0 0 0 0 0 0

EBIT 108,573 218,017 384,166 401,552 332,115 116,241

Interest income 705 758 0 111 1,657 0

Interest expenses -17,326 -75,067 -109,703 -125,416 -90,250 -5,570

EBT 91,952 143,708 274,463 276,247 243,522 110,670

Tax -43,049 -36,563 -79,425 -82,847 -73,057 -6,633

Net income 48,903 107,145 195,038 193,400 170,465 104,037
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As this research report is an initiating coverage, there is no rating chronicle available. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Please note:  

The share price mentioned in this report is from 19 November 2019. PREOS Real Estate AG 

mandated SRC Research for covering the share. 

Disclaimer © 2019: 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 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 recom-

mendation 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. 

http://www.src-research.de/
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