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The Elevator Pitch

❖ Fast growing REIT focused principally on German food retail properties with stable
rental income and limited exposure to the impact of on-line retail
❖ Differentiated strategy based around adding value via active asset management,
exploiting inefficient market pricing of real estate with high vacancy rates and low
weighted average lease lengths (WALT)
❖ Proven ability to buy properties on high initial yields of 8-10% and add value via
revitalisation programmes and active management
❖ No exposure to overrents and and CPI-linked leases adds stability to rental income
FFO per Share (EUR)

stream

1.06

❖ A portfolio of 17 properties with an annualised rent roll of c.€9 million has grown to
172 properties and annualised rents of €69 million in under 6 years

0.84

❖ Strong growth in NAV (circa 30% CAGR) and FFO per share (circa 25% CAGR) has
driven share price performance significantly in excess of most European REITs

0.62
0.46

❖ Cash generation a key focus and the FFO yield versus the 10 year German bund is
currently towards the top of the historic range
❖ Low risk in terms of environmental, social responsibility and corporate governance
issues (ESG)
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22.3
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NAV per share (€)
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1.41

42.9%

60.6%

42.2%

22.4%

10.4%
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About Deutsche Konsum REIT-AG

Key Events

Deutsche Konsum REIT-AG is a German retail focussed real estate investment trust.
Founded in 2014 and listed on the Börse-Berlin in December 2015, the company has
grown its portfolio to 172 properties with almost a million m2 of rental space.

Date

Event

Dec-14

Deutsche Konsum
Grundbesitz AG founded by
Rolf Elgeti

Sept-15

Portfolio consists of 17
properties valued at €83m

Dec-15

IPO on Börse-Berlin at €3.5
per share, mkt cap €53m

Jan-16

Attains REIT status and trades
as Deutsche Konsum REIT-AG

Sept-16

Portfolio expands to 40 retail
properties valued at €148m

Mar-17

Transfers to Prime Standard
of Frankfurt Stock Exchange

Sept-17

Portfolio expands to 62 retail
properties valued at €275m

Nov-17

Included in REIT segment of
Deutsche Börse

May-18

Issues €40m/1.8% secured
corporate bond

Sept-18

Portfolio expands to 90 retail
properties valued at €419m

Apr-19

Issues €50m/2.35%
unsecured corporate bond

Sep-19

Portfolio expands to 123
retail properties valued at
€620m

Mar-20

Issues €40m/2.75%
unsecured corporate bond

Apr-20

Covid rent deferrals: approx.
30% of rent roll deferred

Aug-20

Covid rent deferrals: between
96% and 98% of rent
collected since May

Sep-20

Portfolio expands to 161
retail properties valued at
€810m

Feb-21

Receives approval for
secondary listing on JSE

Mar-21

Listed on the main market of
the Johannesburg Stock
Exchange

Core to DKG’s strategy is the acquisition and active asset management of retail properties
based in the smaller metropolitan areas of Germany. As a result of a strict acquisition
criteria and a focus on purchases that provide the opportunity to add significant value,
the company has achieved sector leading five year growth in NAV (+29.7%) and FFO
(+24.7%) per share. The company’s experienced acquisitions team typically looks at
approximately €3bn of deal volume per year, focusing on properties with an initial
purchase yield of between 8 and 10%. Via active asset management Deutsche Konsum
are able to acquire assets with relatively high vacancy rates and low WALTs and
significantly improve both rental income and asset values.
With food retailers and non-food discounters accounting for a large portion of the rent
roll, rental income is both relatively stable as well as significantly less prone to ECommerce disintermediation which has affected other areas of the retail sector.
Management’s interests are aligned with shareholders, with founder and CEO Rolf Elgeti
owning a sizeable stake in the business (28.6%).

Comparable Returns

Source: FactSet

Price change (%)

Total Return (%)

Five year returns

Cum.

Ann.

Deutsche Konsum REIT-AG

154.3

20.5

170.1

22.0

na

na

58.6

9.7

-0.9

-0.2

18.9

3.5

MDAX (TR index)
European Real Estate (EPRA)

Cum.

Ann.

SWOT Analysis
STRENGTHS
•
•
•
•

WEAKNESSES
•

Defensive rental income stream from
food retail & non-food discounters
Active asset management strategy
focused on exploiting asset mispricing
CPI-linked rents and no exposure to
overrents
Very experienced management team
with proven track record of success

•
•
•

Exposure to single country giving
limited geographical diversification
Exposure to single category (retail) and
dependence on consumer spending
Relatively concentrated tenant list with
top 5 accounting for approx. 45% of
annualised rents
Key man risk, CEO Rolf Elgeti

SWOT
OPPORTUNITIES
•
•
•
•

Continue to acquire properties with
high purchase yields and add value via
revitalisation measures
Benefit from falls in cap rates as retail is
repriced in market seeking yield
Potential for faster recycling of capital
as company continues to expand
Large addressable market

THREATS
•
•
•
•

E-commerce substitution may prove
more disruptive than is anticipated
Increase in German real estate asset
values may limit ability to purchase
properties on targeted 8-10% yields
Downturn in economic conditions
reducing consumer spending
Significant increase in interest rates
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Corporate Strategy Explained
Deutsche Konsum’s corporate strategy is centred around the acquisition and subsequent
active asset management of retail properties in Germany. Acquired properties are
typically anchored by a supermarket tenant which results in a sizeable proportion of the
annual rent roll being non-cyclical. This non-cyclicality is further enhanced by the
inclusion of tenants such as drugstores, banks, bakeries, as well as dentists and doctors.

Strategy focused on
acquisition and
active asset
management of
retail properties

The company typically looks to acquire properties where there is generally less
competition for assets and better value opportunities to be found. The management’s
active asset management policy means they are comfortable buying properties with
shorter residual lease terms (assets are typically acquired on a 3-6 year WALT) and higher
vacancy rates and then add value via refurbishment and revitalisation programs. In turn
this means that the high initial yields of between 8-10% (at which the company typically

Look to acquire
assets on initial
yields of between 8
and 10%

transacts) are subject to subsequent yield compression reflecting improvements in
vacancy rates, WALTs and higher rents.
Management typically avoid portfolio-type deals which are structured for institutional
buyers looking for yield pick-up. Instead, they focus on deal sizes of €1 million to €25
million, which tend to be too large for private buyers, but too small for institutional
buyers. They are relatively indifferent to which particular town the asset is located in, but

Strong location and
ensured footfall is
essential

key parameters are the asset must have a strong location within the town (to ensure
sufficient footfall) and be suitable for revitalisation.

❖ Strategy simplified
Acquire retail
properties at
initial yields of
8 to 10%

Deploy capex in
revitalisation
programs

Lower vacancy
rates, increase
WALTs and
rents

Increase asset
values and
grow FFO

Recycle capital
into higher
yielding assets

Another key part of the strategy is to recycle capital by monetising assets where
refurbishment efforts and market movements has led to significant yield compression.
Here, a view is taken whether it makes greater economic sense to hold the asset in
anticipation of further value accretion, or whether it is better to sell and reinvest in
properties with high initial yields, thus restarting the cycle of value creation. One benefit

Recycling capital by
monetising assets is
an important part of
their business

of increasing scale in terms of real estate portfolio size, is the company is seeing more
inbound interest for individual portfolio assets. This should help the capital recycling
aspect of management’s strategy thus freeing up funds more quickly for reinvestment at
higher yields.
Given the company’s return criteria, in particular the targeted initial yields, the majority
of asset purchases have typically been of properties in the former DDR (former East
Germany), focused on states located in the North-East of Germany, e.g. Saxony,
Brandenburg, Mecklenburg-West Pomeronia and Saxony-Anhalt. Former East German

Purchases have
tended to be focused
in the former East
Germany

states accounted for some 85% of annualised rents in 2018A. However, as the company
has grown, its exposure to the former West German states has increased, and these now
account for c.26% of annualised rents (2020A).
In summary, the company’s corporate strategy is relatively simple, but effective. Their
overriding aim is to add value, grow the portfolio and generate cashflow.

© SEAL Advisors 2021. All rights reserved
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Key Financials in Pictures
EPRA NAV (EUR m)
391
317

Strong growth
in NAV with
CAGR of c.49%,
from 2016 to
2020

EPRA NAV per Share (EUR)
11.1
9.9
7.7
6.3

210
155

Lower CAGR in
NAV per share
reflects capital
raises for
acquisitions

79

2016

2017

2018

2019

2020

Rental Income (EUR m)

3.9

2016

2017

25

29

FFO growth (c58%)
ahead of rental
income growth
highlighting very
good cost control

19
11

2017

2018

2019

2020

Net LTV (%)
51.2%

48.1%

51.7%

51.6%

42.6%

2017

2018

2019

2020

Q1 2021

Debt by Maturity (EUR m)
153

2020

35

42

2016

2019

FFO (EUR m)

Rental income
growth of c49%
over the period

56

2018

17
10
6

2016

Current LTV
slightly above the
target of 50%
reflecting a lag
between
valuation and
actual market
values
Company utilises a
mixture of corporate
bonds, bank debt and
convertibles

2018

2019

2020

Debt Funding Mix
Corp Bond
(secured)
7%

Corp Bonds
(unsecured)
21%

Bank Loans
65%

Convertibles
7%

Dividend per Share (EUR)

Average interest rate
paid on debt is 1.9%
and the coverage
ratio is 8.4x

167

2017

0.40
0.35

104
0.20
39
18
2

30
7

5

8

Going forward, pay
out will be 90% of
net income.

2021 2022 2023 2024 2025 2026 2029 2030 2036 2037

2018
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The Evolution of the Portfolio
❖ From 17 to over 170 in less than six years
From a portfolio of 17 properties with an annualised rent roll of c.€9 million in September
2015, the portfolio has grown to 172 properties (164 in December 2020), generating
annualised rents of approximately €69 million (€64 million as of December 2020). Over
the period, the net asset value (NAV) has grown from €22.7 million to €391 million and
funds from operation (FFO) reached €35 million by the end of 2020.
Portfolio Evolution - Number of Assets
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The portfolio has grown
from 17 properties at
September 2015 to 164
properties by the end of
2020
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Portfolio Evolution - Annualised Rents (€ m)
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over €64m
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Along with the very strong growth in the portfolio, the company has been disposing of
assets in keeping with the capital recycling element of their corporate strategy. A recent
example is the sale in February 2021 of a 987m2 discount supermarket store in BerlinPankow let to Netto Marken-Discount (owned by EDEKA Group) with 3 years remaining
on the lease. The sale price represented a profit of €1.7 million, with an implied yield on

Asset disposals in line with
company strategy of
recycling capital

sale of 4.5%, vs the purchase yield 9.7% two and half years earlier.
A similar example is the March 2020 disposal of a 931m2 discount supermarket store in
Berlin-Tegel also let to Netto Marken-Discount with four years remaining on the lease.
The sale price of €4.1 million represented a gain on sale of €1.9 million vs the purchase
price of €2.2 million. The disposal price represented an implied yield of 4.9% on
© SEAL Advisors 2021. All rights reserved
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annualised rent of approximately €0.2 million. Deutsche Konsum had owned the asset for
two and half years at the time of sale.
In terms of broad geographic exposure, the portfolio has typically been weighted towards
the New German States (i.e. former East Germany). While this still comprises the majority
of the portfolio (as measured by annualised rents), exposure to the former West Germany

Initial portfolio was
weighted towards the
New German states

has steadily been increasing and now represents c. 26% of the rent roll on an annualised
basis.
Portfolio by Broad Geographic Exposure
Old West German States (former West Germany)
New German States (former East Germany)
15.5%

22.0%

26.2%

84.5%

78.0%

73.8%

2018

2019

2020

While the initial concentration on eastern Germany allowed the company to pursue its
strategy of purchasing assets on high initial yields, as the company has grown it has been
able to replicate the strategy in western German states. In part this is related to the
benefits of increased scale, and getting sight of assets coming to the market. It also

Increasing proportion of
portfolio is exposed to
western Germany

Locations within a city
or town is more relevant
than the location of the
city within Germany

reflects their growing reputation as an investor in assets that need active management,
which some investors may consider unattractive.
The focus on east or west Germany is no longer a relevant consideration for the company
as their priority is very much on the micro-locations within a city or town rather than the
location of the city or town within Germany.
In terms of asset type, the portfolio is split into six main types:
➢

Retail parks

➢

Hypermarkets

➢

Local retail centres

➢

Stand-alone DIY stores

➢

Non-food discounters

➢

Wholesale markets.

The first three of these types comprise the majority of rentable space (c.75%) and annual
rents (c.76%). Hypermarkets comprise around 29% of annualised rents, followed by retail
parks at c.26% and local retail centres at c.22% of annualised rents.

Six main types of
assets comprise the
portfolio

Common feature is
the anchor of a food
retail tenant

These three asset types have the common feature that they are anchored by a food retail
tenant. This means the tenant revenues are more non-cyclical in character, but also
ensures a regular footfall to the assets (grocery purchases tend to be a more regular
occurrence than general retail).
© SEAL Advisors 2021. All rights reserved
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The predominantly non-cyclical nature of the tenant base is also helped by the presence
of relatively economically insensitive retailers such as drugstores and medical offices. The

Useful facts:
Grocery shopping

relative defensiveness of these rents was recently shown during the lockdowns in
Germany during the 2020 coronavirus pandemic. While around 30% of April’s rents were
deferred following the blanket lockdown, this quickly recovered to only between 2-4% of
the monthly rent roll. This was helped by the fact that within the tenant mix, 45% of
annualised rents are derived from food retailers and a further 20% is from non-cyclical
tenants such as drug stores and medical offices.

24%

22%

said they shopped for groceries once

11%

10%

11%

3%
Local Retail
Centres

respondents said that they shopped

a week

Asset Type - % of Portfolio
Annualised Rents
13%

Retail Parks Hypermarkets

Statista in 2017, c.57% of

and a further 28% of respondents

Asset Type - % of Portfolio
Rentable Space

29%
25%

grocery shopping conducted by

for groceries multiple days per week

Portfolio Mix - by Asset Type

26% 25%

In a survey on the frequency of

DIY Stores
(stand-alone)

Discounter

2%

Largest exposures are to
retail parks,
hypermarkets and local
retail centres

Wholesale
Markets

It is also worth noting that the company does not have exposure to ‘overrents’ in its
portfolio (i.e. the situation when passing rents are higher than the market rents). This
should come as no surprise given that Deutsche Konsum typically invests to improve its
properties post acquisition, which tends to lead to increases in rents from relatively low
levels. This, combined with the fact that a large proportion of rents are CPI linked (in

No exposure to overrents
and CPI-linked leases add
further stability to rental
income stream

particular from the large retailers) means the downside risk to their rent roll is limited.
Annualised Rents by Tenant Type (€m, 2020)
31

15
10
6

Food Retail

Non-Food
Discounter

5

Other NonCyclical
Tenants

Within retail 45% of the
annualised rents come
from food retailers

3
Health Sector

DIY Stores Other Cyclical
(standalone)
Tenants

Within food retail there is a mixture of hard discounters (Lidl, ALDI, Diska), supermarkets
(EDEKA, REWE, Penny, Netto Marken-Discount, Norma) and hypermarkets/cash and carry

Mixture of hard
discounters, supermarkets
and hypermarkets

stores (Metro). The non-food discounters include KiK and Action; and other non-cyclical
tenants include drugstore chains dm and Rossman.
© SEAL Advisors 2021. All rights reserved
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With regard to the tenants themselves, the largest tenant is the Schwarz Group, owner of
the Lidl hard discount food retail chain, closely followed by EDEKA Group, the largest
supermarket corporation in Germany. The top five account for c.50% of annualised rents
(as of Q1 2020/21). Another major tenant is Tengelmann, owner and operator of the non-

Top 5 tenants account
for approximately 50%
of the annualised rent

food discounter KiK and the DIY chain OBI, which accounts for a further 5% of annualised
rents.
Useful info:
Top tenants and formats

Tenant Base - Top 5 by Annualised Rents (% of total)
10.2%
8.7%

Tenant

Formats

Schwarz Gp

Lidl, Kaufland

EDEKA Gp

EDEKA, Netto
Marken-Discount,

5.9%

Diska

4.6%

4.2%

Rewe Gp

REWE, REWE
Center, Penny
Market, nahkauf,
toom

Schwarz Group
(Food)

EDEKA Group
(Food)

Rewe Group
(Food/DIY)

Metro Group
(Food)

Hellweg (DIY)

Metro Gp

Metro

Hellweg

Hellweg

❖ The WALT and the vacancy rate explained
Relative to many real estate companies the average lease length of Deutsche Konsum is
relatively short. However, WALT should be viewed in context of the company’s strategy of
seeking to exploit market inefficiencies by purchasing properties at high initial yields,
which generally reflects a combination of high vacancy rates and low WALTs. Such
properties are then typically subjected to a significant revitalisation programme, which

Important to understand
the portfolio WALT and
vacancy rate in terms of
company’s strategy

makes the property more appealing to potential tenants. As a result, vacancy rates fall as
new tenants sign leases and existing tenants renew leases or take-up lease option
extensions. The overall impact is that new and existing tenants tend to sign up for longer
lease terms which in turn tends to increase the overall WALT of the property. As the
portfolio grows in size the net effect is for the portfolio WALT to trend upwards.
Portfolio WALT (in years)
6.5
6

The WALT has been
trending upwards over the
past 5 years

5
4.5
4
3.5

Dec-20

Sep-20

Jun-20

Mar-20

Dec-19

Sep-19

Jun-19

Mar-19

Dec-18

Sep-18

Jun-18

Mar-18

Dec-17

Sep-17

Jun-17

Mar-17

Dec-16

3

Sep-16

No. of years

5.5
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With regard to vacancy rate this has ranged between 14.6% and 8.7% between 2016 and
2020. The current overall vacancy rate is just over 10% which on the face of it looks high.
However, it is worth noting that newly acquired assets can have high vacancy rates
pending revitalization measures. This can skew the overall portfolio vacancy rate

Portfolio vacancy rate
has ranged between
8.7% and 14.6%

upwards.
Portfolio Vacancy Rate (%)
16.0%
14.0%
12.0%
10.0%
8.0%
6.0%

Dec-20

Sep-20

Jun-20

Mar-20

Dec-19

Sep-19

Jun-19

Mar-19

Dec-18

Sep-18

Jun-18

Mar-18

Dec-17

Sep-17

Jun-17

Mar-17

Dec-16

Sep-16

4.0%

If we dig deeper into portfolio vacancy rates, we can see that a part of the reason for the
higher vacancy rate at the portfolio level is down to a relatively small number of assets
that are undergoing significant refurbishment and revitalization programmes. As the table

The high vacancy rate is
down to a relatively
small number of assets
undergoing
revitalisation

below shows, after stripping out the c.24% of the portfolio (by total area) representing
annualised rents of €14.8m (c.23% of FY19/20 annualised rents) which has an average
vacancy rate of 25%, the remainder of the portfolio (generating c.77% of annualised
rents) has a vacancy rate of just 5.3%.
Vacancy rate analysis – 2020
Asset
Eisenhuettenstadt
Chemnitz - Vita Center
Plauen
Gera
Grevenbreuch-Montanushof
Grevenbreuch-Coens Galerie
Meissen
Bitterfeld - BiTZ
Guestrow
Sub-Total
Other
Total

Total area (m2)
32,987
39,935
24,954
23,788
27,751
11,849
24,485
19,707
5,601
211,057
688,796
899,853

Vacant (m2)
8,961
7,657
7,052
6,777
5,626
5,119
4,516
3,849
3,308
52,865
36,558
89,423

Vac. Rate (%)
27.2%
19.2%
28.3%
28.5%
20.3%
43.2%
18.4%
19.5%
59.1%
25.0%
5.3%
9.9%

76% of the portfolio has a
vacancy rate of just 5.3%,
far lower than the overall
portfolio rate

Analysis of the vacancy rate in earlier years gives similar results. In FY2018 for example,
around 6% of the portfolio by rentable space had a vacancy rate of c.48%, with the
remaining 94% of the portfolio having a vacancy rate of 7.5%. Also in FY2017, they had a
vacancy rate of c.45% in 9% of the portfolio compared to a just 6.2% in the remaining
91%.

© SEAL Advisors 2021. All rights reserved
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❖ Adding value via revitalisation
Core to Deutsche Konsum’s strategy is adding value via refurbishment and revitalization
schemes. An example of is this is the BiTZ retail park located in the town of Bitterfeld in
the former East German state of Saxony-Anhalt. The asset was acquired in January 2015
at a price of €4.8 million, which was an initial purchase yield of 12.5%. At the time of
acquisition, the vacancy rate was 29% and the WALT 4.5 years. Here Deutsche Konsum
made use of a parcel of unused land to significantly expand the rentable space. The newly

Core to the company’s
strategy is adding value
via revitalisation

constructed store space was taken up by new tenants Rewe (supermarket), and the drug
store owner DM, on 15-year and 12-year leases respectively. Additionally, the company
pooled together smaller retail spaces within the property, allowing existing anchor
tenants KiK and TEDI (Tengelmann) to significantly expand their floorspace. Displaced
tenants were moved to the first floor of the property. The appearance of the property
was also improved. Additionally, existing anchor tenant OBI (DIY retailer) signed a new 10
year contract with a 15% rent increase and TEDI exercised its lease extension option.
The table below summarises the main features of the revitalisation capex program which
cost €5.5m. With an increase in rental space of 20% and a refurbishment of the property,

Valuation uplift of
almost 77% at the BITZ
retail park

annualised rent was increased by 90%, WALT increased from 4.5 years to 7 years and
vacancy (on the enlarged property) decreased by 34%. In terms of valuation uplift, the
latest valuation of €18.2 million represents a 76.7% increased on the combined purchase
price and capex costs.
An example of the impact of revisitation (BITZ Store, Bitterfeld)
Before

After

Change

16,466

19,706

20%

Annualised rent (€’000)

600

1,400

90%

WALT (years)

4.5

7.4

64%

29%

19%

-34%

Rental space (m2)

Vacancy
Purchase price (€’000)

4,800

Capex

5,500

Purchase price & Capex

10,300

Latest valuation

18,200

Uplift

76.7%

Portfolio valued at end
June each year by CBRE

This example brings us to the general issue of cap rates and valuation multiples for
Deutsche Konsum. The real estate portfolio is valued in June of each year, with the valuer
currently being CBRE. Properties acquired after the valuation date in any one year are
booked at purchase price in the balance sheet, pending the next portfolio valuation.
As the chart on the following page shows, the cap rate (i.e. the ratio of net operating
income to market value of the portfolio) has been steadily falling and the reciprocal of the
cap rate (the valuation factor) has been steadily rising. This trend reflects the company’s
success at improving the rental profile of its real estate assets by the revitalisation
measures and so improving the WALT, the vacancy rates and rental income. It may also

Cap rates have been
steadily falling over time
reflecting the success of
the revitalisation
measures

reflect the market trend whereby the broader retail real estate asset class is seeing

© SEAL Advisors 2021. All rights reserved
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increased demand from investors. In support of this, we can cite the company’s own
experience when management flag that an ‘increasing number of purchase requests at
attractive yields from various investors show more interest in DKR’s asset class’.
Real Estate Portfolio Valuation Factor & Cap Rate
13.5

9.7%

12.8

13.0

12.9
9.2%

12.5

11.8

12.0
11.5
11.0

Cap rates have been
falling and valuation
multiples rising

8.7%

10.9

8.2%

10.5

7.7%

10.0
9.5

7.2%
Sep-17

Sep-18

Valuation Factor (x) - lhs

Sep-19

Sep-20

Cap Rate (%) - rhs

One further point on valuation worth considering relates to the potential lag between
market values of the properties that have undergone revitalisation programmes and the
valuation afforded by the valuers. For companies like Deutsche Konsum that acquire

Potential lag between
valuer’s portfolio
valuation and market
value of Deutsche
Konsum’s portfolio

assets at high initial yields which usually have low WALTs and high vacancy rates,
anecdotal evidence would suggest that valuers take a conservative approach to valuing
assets that have undergone refurbishment, particularly where the full impact of
revitalisation measures has yet to fully manifest in rents. As a result, annual valuations
may only reflect part of the uplift, especially in the case of Deutsche Konsum which is
growing its portfolio at a fast pace.
The impact for investors in the company is that if there is a valuation lag of the type
discussed above, then standard valuation metrics such as discounts/premiums to NAV
arguably may not represent the true value of the portfolio. In which case focusing on FFO

Reported NAV may not
represent the true value
of the portfolio

yields, rather than NAV may be a more appropriate approach to take.

Click to register your interest in meeting the company
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The Threat of On-line Retail
❖ The elephant in the room?
On-line retail or e-commerce is growing just about everywhere. In many countries the
impact of Covid-19 and resulting lockdowns has further accelerated the growth in on-line

Growth in on-line retail
is not something than
can be ignored

sales and has put significant pressure on a number of areas of physical retail. This has led
many to believe that physical retail will all but disappear leaving large swathes of retail
space unoccupied.
Given the growth in on-line retail and the success of the likes of Amazon, it is easy to
believe that the days of physical retail are numbered. However, before coming to that
conclusion it is worth noting that not all countries are the same and not all segments of
retail are subject to the same threat of e-commerce disintermediation.
In Germany, while the overall online penetration rate for retail is around 11%, using
bevh’s figures for online grocery sales we can see that e-commerce category penetration
was only 1.3% pre-Covid. Moreover, the growth in the penetration (pre-Covid) has been
very slow rising only 30 bps between 2016 and 2019. This is despite Germany being one

Penetration of
e-commerce in grocery
sales in Germany is low

of the most mature e-commerce markets in Europe.
E-Commerce Grocery Sales & Online Category Share in Germany
3

2.5%

2.5
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E-Commerce Grocery Sales - Germany (EUR bn) - lhs
E-Commerce Category Penetration Rate (%) - rhs

The penetration rate has
increased during the Covid
pandemic due to lock
downs

There is no doubt that Covid has had an impact on the penetration rate as in the post
Covid period it has increased to 1.9%. However, compared to nearly all other European
countries the switch to on-line purchases for groceries in Germany has been relatively
small. While different European countries took differing approaches to lockdowns, thus
making inter-country comparisons problematic, the majority did enforce closure of large
parts of the retail sector and imposed various forms of curfews and travel restrictions.
As the chart over the page shows, the impact by way of a fundamental change in
shopping habits during the pandemic (as measured by the percentage of shoppers who
bought groceries on-line for the first time) was relatively small for Germany. The
percentage increase is estimated to be around 10% for Germany, only Norway being
lower at 9%. This compares to 30% for Spain, 22% for France and 20% for the UK and
Italy. Moreover, as lockdowns ease, it is likely that some of those that switched to on-line

Germany at the low end re
grocery shoppers using online for the first time
during the pandemic

purchases of groceries for the first will switch back to offline purchases.

© SEAL Advisors 2021. All rights reserved
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Explaining why on-line penetration of food retail is so much lower in Germany than
elsewhere in Europe (e.g. the UK where it is approximately 7% and rising), is the subject
of a working paper by academics at the University of Cologne who examined the
challenges and potential for online food retailing in Germany. They noted the prevalence
of hard discounters such as Aldi, Lidl, Penny and Netto – a ‘German phenomenon’

Explaining why Germany
is not a big market for
on-line grocery shopping

originating with Aldi. Indeed, hard discounters now comprise c.43% of the food retail
market in Germany. The importance of the hard discounters with regard to on-line
Percentage of shoppers who bought groceries online during the
coronovirus pandemic who did not do so previously

Useful information:
Grocery retail and limited on-line
penetration in Germany

30%
22%

20%

A recent study by Habona-Invest

20%
14%

cited grocery retail as a potential

14%
11%

10%

10%

10%

10%

9%

beneficiary of key demographic
trends, such that it has a role to
play as the ‘anchor function of a
shifting everyday culture’, with food
retail real estate (along with
drugstores) amongst the ‘easiest to
repurpose into zones of sensory

growth in grocery sales is explained by them as relating to the prices set by discounters
being ‘the lower benchmark that the consumer relates to’ and hence ‘online food

experience’ increasingly demanded by
consumers of physical retail.

retailing must prove that it is really adding value for the consumer at a price that still will
be referenced to the competitive price focus of traditional retailers’. This study was first
published almost ten years ago but a more recent study by market research firm Nielsen
showed that unlike general retail markets where e-commerce growth is very much
related to connectivity and mobile penetration, this is much less important for food retail.
For the latter, price is the overwhelming factor, especially in markets like Germany which
has a high penetration of discounters.
One sector that Deutsche Konsum has a relatively high exposure to outside of food-retail

Prevalence of discounters
has limited the
penetration of on-line
grocery sales

is DIY. Currently around 14% of the portfolio is let to DIY and this is a sector which has
experienced much higher e-commerce penetration, estimated to be around 10%.
However, the rate at which the e-commerce share has grown has been slowing markedly
over the past four years, from around 100 bps in 2017 to 28 bps in 2020.
While it would be untrue to say that Deutsch Konsum is immune from the threat of ecommerce and its impact on the demand for physical retail, its exposure to food retail,
and other non-cyclical sectors (drug stores, doctors, dentists etc) makes it far more
resilient than many other real estate exposed companies. It is also worth noting that nonfood discount retail is actually demonstrating significant net new store additions in both
the US and Europe, testimony to the success of the physical retail format of this retail

Deutsche Konsum well
placed to avoid the impact
of growth in on-line retail

category.
In conclusion, Deutsche Konsum has been on an incredible journey in a relatively short
space of time. A focused strategy, an experienced management team and a strict asset
acquisition policy has resulted in it being one of the best performing listed REITs in
Europe.
© SEAL Advisors 2021. All rights reserved
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Financial Summary (actuals)
Summary Income statement
End Sept (€m)

2017

2018

2019

2020

Gross rental income

19.2

28.6

42.0

56.2

Net rental income

14.5

22.3

31.6

39.9

EBIT

41.7

35.9

58.9

38.7

Net income

37.4

30.9

53.1

34.2

Recurring costs ratio (%)

6.1%

6.4%

5.6%

4.8%

Summary Balance sheet
End Sept (€m)

2017

2018

2019

2020

Investment properties

275.4

418.7

619.9

809.9

Total assets

280.7

452.9

684.0

935.7

Equity

154.7

209.8

317.4

390.7

Total debt

118.7

231.6

354.0

527.7

7.2

11.6

12.6

17.4

EPRA NAV

154.7

209.8

317.4

390.7

EPRA NNNAV

154.7

209.8

317.4

390.7

Other liabilities

Gross rental income
CAGR of 43%
reflecting growth in
portfolio and
revitalisation
programmes
Falling recurring
costs ratio reflects
good cost control &
scale efficiencies

Real estate portfolio
is revalued in June of
each year. Latest
balance sheet value
based on 12.9x
valuation multiple

Historic NAV CAGR of
c.36% driven by
portfolio growth &
valuation gains

Summary Cashflow statement
End Sept (€m)

2017

2018

2019

2020

Operating Cash Flow

12.0

14.5

27.1

35.9

Net Interest Paid

-3.9

-3.8

-4.3

-7.4

Properties Acquired

-83.2

-140.4

-156.3

-199.9

Properties Disposed

0.0

0.0

1.0

4.1

Dividend Distribution

0.0

0.0

-6.0

-11.2

Net Proceeds from Cap Increases

33.6

21.6

55.1

47.1

Net Proceeds from Debt Financing

27.6

112.0

121.4

172.4

4.7

-4.9

-12.6

-66.5

Net Cash Flow

-9.2

-1.0

25.5

-25.4

FFO

10.3

16.6

25.0

35.0

aFFO

8.0

8.4

20.5

19.9

Other

Portfolio growth
funded by balanced
combination of
equity capital raises
and debt funding

Historic FFO CAGR of
c.50% driven by
strong growth in
rental income, good
cost control & falling
debt servicing costs

Source: Company accounts
© SEAL Advisors 2021. All rights reserved
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ESG credentials
Environmental
The company has mostly an indirect environmental impact through operations of a property portfolio. Direct impacts are very minor
compared to construction or utility companies, particularly since Deutsche Konsum builds almost none of its properties. Indirect impacts
come via electricity and water usage, via the scope 3 emissions generated by customers cars, and by the usage of space and resources by
tenants over which the company has no contractual control. Measurement is difficult given the recent rapid growth in the portfolio. SASB
standards (for the REIT sector) advocate measurement on a like for like basis, but in the company’s case this comes from a smaller than
ideal sample (35%) of the portfolio for 2019 v 2018.
As reported, Like-for-like electricity consumption fell 2.8%, fuel consumption (e.g. natural gas for heating) rose 2.1% and water usage
rose slightly but fell 9% on a per square meter basis. Deutsche Konsum has made encouraging statements about future action to
generate a greater proportion of energy used from renewables (and potentially cut costs by 25%) and from greater deployment of solar
panels across the estate (though this will be done via renting space to a solar operating company to protect REIT status).
Germany has reduced water consumption from industrial extraction over 10 years but after three dry winters some concerns about
groundwater extraction have surfaced. Deutsche Konsum and its tenants have a negligible impact. They have indicated that it will be
helping (indirectly) to reduce GHG emissions by rolling out supply points for electric vehicles for its tenant’s customers across the
portfolio (in line with German law). As a predominantly local retailer, scope 3 emissions are less of an issue than for large out of town ‘big
box’ retailers with a large catchment area. There is no data on waste collection/recycling as this is generally not monitored as a tenant
contractual obligation.

Social
The REIT structure means that the company has very low social risk given the very small workforce (19 of which 95% male). Much of the
company’s professional services work is outsourced to CBRE and law firms. Indicators to watch are the willingness of tenants to renew
leases on grounds other than price. There will be little social impact until and unless DK conducts widespread construction of its own
properties. The sites operated by Deutsche Konsum fulfil a social purpose, being largely tenanted by local food retailers and other local
services such as medical practices. (Limited) Data is provided about (limited) diversity in the workforce, and there is negligible health and
safety risk. Appropriate training is made available.

Governance
The company reports against the German Corporate Governance Code, with a traditional two tier structure. The Supervisory Board has
sufficient non-executive scrutiny power, though has only one female member. The executive Management Board is lean, with major
shareholders represented. The business operates using shared corporate overheads with Obotrita Capital, another business led by the
CEO and a 29% shareholder in DK, but there is arms’ length transfer pricing and nothing to suggest any conflict of interests.

ESG Assessment
The nature of REITs is to have a small corporate footprint from an ESG perspective with potentially indirect impacts. The ESG risks are
therefore low. Deutsche Konsum is a small and new business, so will be expected to make better quality and more extensive disclosures
in the future, particularly about the tenant impacts where possible. It has, encouragingly, adopted industry standards such as the
European Public Real Estate Association guidelines early in its corporate development, albeit without third party verification as yet. Some
marginal positives on ESG issues and reputational uplift will accrue if the energy usage can be sourced entirely from either renewable grid
or own generated rooftop solar power. The (y/e Dec) 2020 sustainability report is likely to appear in mid 2021.

Source: Annual Report y/e Sept 2020, Sustainability Report 2019, management interviews
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Management Board
Rolf Elgeti

Alexander Kroth

Christian Hellmuth

Chief Executive Officer

Chief Investment Officer

Chief Financial Officer

Rolf started his career as an equity
strategist in 1999 with UBS Warburg and
was appointed Chief Equity Strategist at
ABN Amro in 2004. He also worked
independently as a real estate fund
manager until taking up the position of
CEO and Chairman of TAG Immobilien AG.
At TAG Immobilien he expanded the
company to become one of Germany's
largest listed real estate companies. In
2014 he founded Obotritia Capital followed
by Deutsche Konsum REIT-AG.

Alexander began his career in management
consultancy in the Corporate Finance –
Real Estate division of KPMG in Frankfurt.
In 2014 he was appointed Investment
Director of Obotritia Kapital KgaA with
responsibility for developing the company’s
real estate portfolio and those of its
subsidiaries, including the original
Deutsche Konsum REIT-AG company
In 2017, he moved full-time to Deutsche
Konsum REIT-AG as Investment Director
and was appointed CIO in July 2017.

Christian began his career in the Audit
division of PwC, where he worked until
2011 as Audit Manager for various listed
real estate companies. He then became a
Management Consultant with Porsche
Consulting and moved to GSW Immobilien
AG at the end of 2011. In spring 2016, he
moved to WCM Beteiligungs- und
Grundbesitz AG as Finance Manager. In
2017, he moved to Deutsche Konsum REITAG, and was appointed CFO of the
company on 1 July 2017

Hans-Ulrich Sutter

Achim Betz

Kristian Schmidt-Garve

Chairman of the Supervisory Board

First Deputy Chairman of the Supervisory
Board

Second Deputy Chairman of the
Supervisory Board

Supervisory Board

Listed peer group

Source: FactSet *Annualised return, **2 year

Company

Country (HQ)

Ticker (Bloomberg)

Market Cap

NAV 3 yr CAGR

5 yr total return*

Ascencio

Belgium

ASC BB

€297m

0.0%

0.1%

Carmila

France

CARM FP

€1.98bn

-3.5%

-4.9%

Eurocommercial Properties

Netherlands

ECMPA NA

€945m

-2.5%

-9.7%

Frey

France

FREY FP

€743m

0.9%

6.8%

Mercialys

France

MERY FP

€859m

-3.6%

-7.8%

Cibus Nordic Real Estate AB

Sweden

CIBUS SS

SEK6,640m

**4.4%

N/a

Patrimoine et Commerce

France

PAT FP

€221m

**1.7%

-1.1%

Retail Estates

Belgium

RET BB

€798m

3.4%

-0.2%

Supermarket Income REIT

UK

SUPR LN

£723m

2.6%

N/a

Vastned Retail

Netherlands

VASTN NA

€491m

-2.3%

-2.9%

Deutsche Konsum REIT-AG

Germany

DKG GR

€545m

21.1%

22.0%

Main Shareholders and Shareholder Composition
Holder

%

Rolf Elgeti

28.6

Goebel Home Accessories AG

11.4

Zerena GmBH

9.0

Parson GmBH

5.0

MFS International

5.2

Taaleri Varainhoito Oy

1.3

GAM International Management

0.9

Allianz Global Investors

0.5

Contacts

Shareholder composition
Institutional,
11%
Unknown,
32%

Insiders,
56%

Source: Company website / FactSet
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Investor Relations
Stefanie Frey
+49 (0) 331 740 076 - 533
ir@deutsche-konsum.de
Investor Engagement Advisors
ACTiO
Max Casini
+44 (0) 7775 514318
max@actiodivisors.com

Click to register your interest in
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Glossary of terms used in this report
CAGR
Compound Annual Growth Rate
Cap Rate
Capitalisation Rate
EPRA
European Public Real Estate Association
FFO
Funds From Operations
NAV
Net Asset Value
NOI
Net operating income
WALT
Weighted Average Lease Term
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