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INTRODUCTION

The word cloud below was generated from the earnings press releases published in 2014 by the French
real estate companies in our sample. The size of the word indicates the number of times it occurred in the
press releases.

acquisition assets S h Adl'@ fall teases offices

centres disposals commerce commercial comparable
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This word cloud provides a summary of the market events that occurred in 2014. The press releases
published by the sector showed a balance between acquisitions, investments and disposals, as well as
major transactions involving shopping centres (Beaugrenelle, Carrefour and the Klépierre — Corio merger).

Falls in rates had a negative impact on asset values, but also generated continued refinancing activity. The
bond market also continued to see very high levels of activity.

Our survey looks at how these events have been represented in companies’ financial reporting.

Furthermore, the positive market conditions are reflected by the terms “croissance” (growth) and
“développement” (development). We therefore also analysed financial reporting and market expectations
regarding projects in the pipeline, and the outlook more generally.

We hope you will find the survey interesting.
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Scope of the survey

The purpose of this survey is to analyse the financial reporting of a sample of listed European real estate
companies. For this fifth edition of the survey, we have paid particular attention to real estate companies’
positioning and their use of key performance indicators. We also analysed their reporting on their asset
portfolios and financing strategies.

Constitution of the sample

Our survey covered the annual reports and press releases of fifteen listed European real estate companies,
including the ten foremost French companies:

British Land
Hammerson
Intu Properties
Land Securities

Corio

The inclusion of British and Dutch real estate companies in the sample has allowed us to compare practices
across different markets.
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Key data on the sample
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Structure and average size of the real estate companies’ annual reports

The average size of annual report has risen steeply since 2003. This increase in volume is not necessarily
due to an increase in the amount of financial data provided. Rather, it reflects greater emphasis on corporate
social and environmental responsibility and more extensive coverage of entities’ governance and operations.

Great attention is now also paid to the aesthetic appeal and overall attractiveness of the annual report, which
has transcended its role as a regulatory financial report to become a fully-fledged vector of communication
addressing the main features of companies’ strategic orientations.
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Rapidity of publication for 2014

The fifteen real estate companies published their annual earnings press release within three months of the
end of the financial year (with a range of between 28 and 63 days and an average of 47 days).

There was greater disparity for publication of the annual report, with an average time-lag of 75 days after the
year-end.

The average values and ranges are very similar to those observed for the companies of the STOXX Europe
50 stock market index (44 days for the annual results and 75 for the annual report).

Annual reports

Annual results

47 days 2 months 75 days

0,
2 months e 3 months
20 %

20%

28 days 63 days 43 days 100 days

Limitations of the survey

Our survey is not intended to cover the whole range of issues raised by listed real estate companies’ financial
reporting, or to provide any opinion as to the quality of the financial information published by the companies
included in the survey.

The content of the survey and the opinions expressed therein are the sole responsibility of Mazars.
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1.1.  Business segment and geographical positioning

Changes in the value of asset portfolios by business segment

The graph below shows changes in the value of asset portfolios for each business segment since 2009. This
was the first year in which companies were required to apply IFRS 8, which aimed to standardise the
presentation of segment information in financial reporting.
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The asset portfolios of the companies in our sample are primarily invested in shopping centres and offices.
The market share of the two segments has remained relatively stable since 2009, accounting for 88% of the
fair value of asset portfolios at 31 December 2014,
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Fair value in €bn
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As would be expected given the composition of the sample, which includes 10 French real estate companies
and 4 British ones, more than 80% of the fair value of the asset portfolios is located in France or the UK.
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Changes in business segment and geographical positioning
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The companies’ geographical and business segment positioning has remained broadly the same since 2009.
Four profiles can be identified, as follows:

= The single-segment, single-country profile, including companies such as Altarea-Cogedim and
Mercyalis.

= The single-segment, multi-country profile, including companies such as Klépierre, Unibail and
Hammerson, which own shopping centres in several different countries.

Q Real estate companies that focus on shopping centres are more likely to implement a ‘pure
player’ strategy than companies that focus on offices.

= The multi-segment, single-country profile, including countries such as British Land and Land
Securities that have a broad presence in their country across several business segments.
= The multi-segment, multi-country profile, of which Fonciére des Régions is the single representative.
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Weighting of the main business focus

Changes in the
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main business focus
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In our previous survey, we found that the majority of real estate companies were refocusing on ‘prime’ or
‘core’ assets. The trend continues this year, with the weighting of the main business focus remaining stable or
increasing from the previous year.
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1.2.  Trends in market capitalisations
There are two clearly discernible phases in the evolution of the stock market capitalisations of the sample.

Total market
capitalisation in €bn

€90bn

2007 2008 2009 2010 2011 2013 2014

= Restricted shares * Free float

The 2007 financial crisis caused the sample’s market capitalisations to plummet, reaching their lowest point in
2008. During that financial period, real estate companies such as Corio, Fonciére des Régions and Klépierre
saw their market capitalisations fall by more than €1bn.

Since then, there has been a steady upward trend, with the exception of a slight drop in 2011 due to the
sovereign debt crisis. Total market capitalisation reached €90bn at the end of 2014, an increase of more than
80% from 2008 and an improvement on pre-crisis levels.

The average free float currently stands at 49%. However, the composition of the shareholder basis varies
substantially from one real estate company to another.
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1.3.  Shareholder composition and distribution of dividends

Shareholder composition
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There are three distinct profiles of shareholder composition:
= for the first group, more than 70% of market capitalisation is made up of free float;
= for the second group, market capitalisation is between 40% and 50% free float, i.e. 20 percentage
points less than the first group;
= finally, the companies with market capitalisation of less than €2bn have less than 20% free float.
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Geographical distribution of the shareholder base for the French
companies in the sample
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The identifiable shareholder base of the French real estate companies is primarily European, and two-thirds
French.
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As the graph above shows, there is a correlation between net asset value (NAV) and the level of free float. All

these listed French real estate companies benefit from the “SIIC” (REIT) regime and make use of the market
as a financing tool.
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Dividends distributed and equity returns

Average equity return: the
sample average for the dividend
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The cumulative amount of dividends distributed since 2007 varies between €2.7bn and €3.7bn and has been
rising steadily since 2011.

The average equity return, calculated as the dividend paid on the share closing price, has stayed relatively
stable between 5% and 6% since 2009.

As these companies are all Real Estate Investment Trusts (REITs, or SIICs in France), they are obliged to pay
substantial dividends to shareholders. Although the level of dividend payments rose by more than 4% in 2015,
the average returns in 2014 slumped due to the companies’ stock market performance.

Real estate companies use dividends as an indicator, maintaining a level of dividend payments that is
independent of stock market performance.
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Time taken for share price to recover

Dividends paid in 2014 on profits generated in 2013
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Dividend payments have an immediate impact on the share price of real estate companies. The price drops
by 5% over the day following the dividend payment.

Although the time taken for the share price to recover varied from one company to another, the average
recovery time for the sample was one month. This is a quicker and steadier recovery than is the case in other
sectors. The share price of real estate companies such as Corio or Unibail-Rodamco has already passed its
pre-dividend level three weeks after payment of the dividend.

Comment from Benoit FAURE-JARROSSON, a financial analyst at Invest Securities

Do you think the share price of real estate companies recovers more quickly than is the case in
other sectors?

“This is often the case for real estate companies, as their returns are higher than is the case in
other sectors, and valuation approaches often fail to take account of the dividend accrued.

However, it should be noted that the phenomenon has been less marked in 2015, due to lower
returns and to upward pressure on interest rates in the spring.”

Mazars Breakfast Meeting - Financial Reporting by Real Estate Companies in Europe — 2 June 2015
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1.4.  Share price discount/premium to NAV
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At the end of 2008, market discounts reached their lowest point at -32%. In 2014, companies in the sample
were trading at a premium for the first time since 2006.

As of 31 December 2014, eleven of the real estate companies were trading at a premium:
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= Unibail-Rodamco was trading at a premium of 41%. This performance reflects both the liquidity of the
stock and the development project portfolio, valued at €8bn at year-end 2014.

= We can clearly see the impact of Klépierre’s bid for Corio. The share price of the latter was 20%
higher than its NAV at year-end 2014, whereas it was trading at a discount at year-end 2013.

Comment from Benoit FAURE-JARROSSON, a financial analyst at Invest Securities
Does NAV have a time lag compared with the real estate market?
“Experts observe what is going on before they announce it, so there will naturally be a time lag.

It is also interesting to look at the data collected by IPD, i.e. valuations and benchmarking of
sales against these valuations. The database shows that valuations are usually within 10% of the
sales price.

The law of large numbers should also be borne in mind when considering this 10% discrepancy:
positive and negative differences balance each other out to an extent when you look at all the
transactions over the year, giving a discrepancy of around 2% to 3%. The discrepancy is also
affected by the pace of the market, with bigger discrepancies when the market is moving quickly,
a negative discrepancy when the market falls and a positive discrepancy when the market rises,
which confirms that valuations are lagging behind somewhat.

As regards 2013, the valuation discrepancy was 7%, corrected pro rata temporis. The share price
premium to NAV was partly due to the time lag on NAV, but this was not the only factor, as we
can see from the extreme case of Unibail. This company was trading at a premium of €10bn to its
NAV, which could not be solely explained by its €8bn pipeline, masking a potential margin of a
few billion.”

Mazars Breakfast Meeting - Financial Reporting by Real Estate Companies in Europe - 2 June 2015
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1.5.  Compliance with EPRA (European Public Real Estate Association) indicators

Compliance with EPRA recommendations

EPRA earnings . . . . . . . . . . . . . 87% 87%

) EPRA earnings per share . . . . . . . . . . . . * B7% 87% =
Profit or loss

EPRA cost ratio (cost of vacancy included) . . . . . . . . . . . * 80% 67% A
EPRA cost ratio (excluding cost of vacancy) . . . . . . . . . . . e B0% 67% A
EPRA NAV . . . . . . . . . . . . . e 03% 93% =
NAY EPRA NAV per share . . . . . . . . . . . . . s 93% 93% =
EPRA NNNAV . . . . . . . . . . . . . e 93% 93% =
EPRA NNNAV per share . . . . . . . . . . . . . . 03% 93% =
EPRA vacancy rate at year-end . . . . . . . . . . . . e B7% &% =

Asset
SSE, EPRA Net Initial Yield . . . . . . . . . . . . 80% 80% =

portfolio

EPRA “topped-up” Net Initial Yield . . . . . . . . . . . s  B80% 820% =

EPRA’s indicators seek to improve the transparency and comparability of the financial statements of listed
real estate companies in Europe. The key finding here is that the companies in our sample presented
disclosures on these indicators, including information on their cost ratio (an indicator introduced by EPRA in
July 2013). Moreover, 13 out of the 15 real estate companies in the sample communicated on their EPRA
earnings in 2014.

Like-for-like rental income
In its December 2014 recommendations, EPRA stated that companies should report their rental income on a

like-for-like basis, excluding the impact of acquisitions and disposals.
Growth in rental income may be due to several factors:

= indexation of rental income;

= changes in the vacancy rate due to new tenancy agreements or notice given on existing agreements;
= changes in non-recoverable property expenses;

= renegotiation of rents with existing or new tenants.

14 out of 15 companies in the sample presented information on changes in like-for-like rental income, and
nearly all of them explained these changes in terms of the factors identified by EFRA. Six real estate
companies also provided a geographical breakdown.

Tenant sales

Change in tenant sales (like-for-like*), retail portfolio %) FY 2014 FY 2013

Portfolio average 0.1 -1.2

The Netherlands MNA NA

France -1.1 -2.3 i i
Italy 12 0.6 Extract from 2014 registration
Germany -1.5 -1.0 document - Corio

Spain / Portugal 0.7 -7.5

Turkey 6.9 1.5

* The like-for-fike change in tenant sales compares sales growth of stores that have been consistently in operation during comparable periods
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1.6.  New IFRS' requirements

IFRICZ 21

The IFRIC 21 interpretation on levies became mandatory in 2015, following its adoption by the European
Union in June 2014. The obligating event that gives rise to the recognition of a liability is the activity that
triggers the payment of the levy, as identified by the legislation.

Thus, the 2015 interim (i.e. quarterly and half-yearly) financial statements will be affected by this
interpretation. For example, IFRIC 21 applies to levies such as:

= property tax. If this is payable on 1 January N, 100% of the levy is recognised in the accounts at 31
March N;

= CVAE tax (a contribution based on companies’ value added): if the company has not identified this
as an income tax falling within the scope of IAS 12, the contribution is spread over financial period N
as value added is created, once the minimum threshold has been reached.

Like any change in accounting method, this interpretation is applicable retrospectively.

The sample showed a great diversity of practice as regards IFRIC 21 disclosures at year-end 2014, with a
third of the companies not mentioning the standard at all:

IFRIC 21 mentioned but impact not specified

IFRIC 21 mentioned and impact is specified

IFRIC 21 not mentioned

In the interim financial statements for the first quarter of 2015, only one real estate company presented
information on the impact of IFRIC 21.

1
International Financial Reporting Standards

2
International Financial Reporting Interpretations Committee

FINANCIAL REPORTING BY LISTED REAL ESTATE COMPANIES IN EUROPE IN 2014 | 20



IFRS 15/IFRS 9

IFRS 15 and IFRS 9 are not yet applicable, with European adoption scheduled for the end of 2015.

As a reminder, IFRS 15 is the new standard on revenue that will replace IAS 11 — Construction Contracts and
IAS 18 — Revenue from 1 January 2017, to be applied retrospectively. This standard is not expected to have a
substantial impact on the financial statements of real estate companies.

IFRS 9 is the new standard on financial instruments, published by the IASB in July 2014, that will replace 1AS
39 from 1 January 2018, subject to adoption by the European Union. As the aim of this standard is to improve
the quality of financial information provided to investors, additional disclosures will be required in the notes.
This standard will have a particularly large impact on banks, as they will have to revise the classification and
measurement of all their financial assets.

Mazars publications:

o “IFRS 15: an overview of the new principles of revenue recognition”
http://www.mazars.com/Home/News/Our-publications/Mazars-Insights/Revenue-recognition-5-key-steps

e ‘“‘Implementation of IFRS 9: an overview of the progress made by French banks and the key
challenges facing them” (currently available in French only)
www.mazars.fr/etudelFRS9

At 31 December 2014, most of the companies in our sample mentioned these two standards, but did not
specify their expected impact:

IFRS 15 mentioned but impact not specified
IFRS 15 mentioned and impact is specified
IFRS 15 not mentioned

IFRS 9 mentioned butimpact not specified
IFRS 9 mentioned and impact is specified

IFRS 9 not mentioned
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1.7.  Targets or forecasts identified in annual press releases

e Quantitative figure . 7% 7% =

Trend . 7% 0% A

) Quantitative figure . 7% 7% =
Earnings*

Trend . « s e e 33% 27% =

. Quantitative figure . . 13% 13% =
Disposals

Trend . 7% 0% A

Rental Quantitative figure . 7% 7% -

income  Trend . 7% 13% N

*Earnings, net current cash flow or FFO

This analysis of companies’ communication on their future targets is based on the press releases published
when the 2014 financial results were announced.

There was a great deal of variation between the companies in the sample. European companies (based
outside France) gave very little specific information on their outiook, while French companies tended to
indicate trends rather than provide quantitative data.

60% of the real estate companies provided information on their earnings, compared with 50% last year.

FINANCIAL REPORTING BY LISTED REAL ESTATE COMPANIES IN EUROPE IN 2014 | 22



MAZARS




21.  Valuation of investment property

It is essential for real estate companies to publish high-quality information on their assets. In our previous
survey, we focused on debt and hedging. The recent focus on real estate companies’ investment property is
due to the current favourable economic environment and highly attractive interest rates.

2.1.1. Choice of accounting policy

1AS 40
Fair value . . . . . .
Amortised cost . .

According to IAS 40, investment property may be accounted for using either the fair value model or the
amortised cost model.

EPRA recommends that real estate companies should measure investment property at fair value. If they elect
to apply the amortised cost model, the rationale for this should be explained.

The survey shows that only four of the real estate companies in the sample opted for the amortised cost
model.

In 2014, Eurosic changed its accounting policy, and will henceforth measure its investment property at fair
value.

Mazars publication:

“IFRS 13 ‘Fair Value Measurement'’; Key points of the new standard in 40 questions and answers”
http://www.mazars.com/Home/News/Qur-publications/Mazars-Insights/IFRS-13-Fair-Value-Measurement-in-40-Q-A
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2.1.2. Valuation method used

Discounted cash flow

Capitalisation of net income

Comparison method

All the real estate companies in the sample provided satisfactory disclosures on the valuation methods used
by their appraisers.
Of those companies that used several methods, two out of 12 presented disclosures on the method used to

calculate fair value (preferential method, arithmetic mean of several methods, etc.), which may vary
depending on the business segment.
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2.1.3. Disclosures on appraisers

Eight real estate companies presented disclosures on the rotation of appraisers, and six of these presented
the rotation criteria. Only three companies presented information on valuations broken down by asset type.

The real estate companies use a variety of different rotation criteria. Appraisers are replaced:

= fora portion of the asset portfolio each year (e.g. 10%);
= for each asset after a given period (varying between 3 and 7 years);
= after a set number of consecutive valuations for the client.

Rotation of appraisers
Rotation criteria
Valuations broken down by appraiser

Valuations broken down by segment

At half of the companies, a single appraiser is responsible for valuing more than 50% of the asset portfolio.
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2.1.4. Disclosures on fees paid to appraisers

Valuation fees agreed in advance of the valuation . . . . . .

Valuation fees independent of the outcome of

the valuation

Fixed fee for each asset valued . .

Fees paid to appraisers . . . . .
Fees broken down by appraisers . .

No criteria addressed = =

EPRA recommends:

= use of an external appraiser at least annually;

= disclosure of the names of the firms undertaking the valuation;

= the basis for the appraiser’s fees (which should not be related to the type of asset valued);

= disclosure of the fees paid to appraisers (other than those paid for the annual valuations);

= whether the fee paid to a particular appraiser accounts for more than 10% of that appraiser's
turnover.

These recommendations were generally met by the companies in the sample, as all of them used external
appraisers at least twice a year, and disclosed the names of all appraisers.

There was substantial variation in the amount of information provided on the fees paid to appraisers, and in
how this information was presented:

The propertyvaluationfees are billed to Icade based on aflat remuneration,
takinginto account the specifics of the buildings (number of units, number
of square meters, number of current leases, etc.) and independent of
the value of the assets.

Extract from 2014 registration document - Icade
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2.1.5. IFRS 13: Unobservable quantitative data

Quantitative data presented
Weighted average and range of rates
Range of rates used

Weighted average of rates used

The real estate companies in the sample all chose to categorise the fair value of their investment property at
Level 3, largely due to unobservable inputs used by the appraisers (rates of return, discount rates, and certain
market-based rental values).

However, there was substantial variation in the quality of the disclosures.

Shopping centers 12/31/2014 Yield rate Discountrate”  Capitalization
yield?
France / Belgium Max 9.0% 11.0% 9.6%
Min 4.3% 5.8% 4.7%
Weighted average 5.3% 6.8% 5.5%
Iberia (Spain, Portugal) Max 10.5% 12.5% 10.7%
Min 5.8% 6.5% 5.9%
Weighted average 6.9% 7.7% 6.7%
Central Europe Max 11.4% 12.8% 11.6%
%‘;‘l‘lﬁ%’ Poland, Min 5.7% 7.0% 5.7%
Weighted average 6.9% 8.0% 6.9%
Scandinavia Max 6.8% 16.2% 6.8%
g’;m:fl’os“"'de”' Min 5.0% 7.3% 5.0%
Weighted average 5.4% 8.1% 5.4%
Italy Max 13.3% 16.0% 13.3%
Min 5.8% 6.9% 5.8%
Weighted average 6.4% 7.4% 6.5%
Other countries Max 10.8% 14.3% 10.8%
(Greece, Slovakia) Min 0.3% 10.6% 0.3%
Weighted average 9.9% 11.4% 9.9%

' Rate used to calculate the net present value of future cash flows.
2 Rafe used to capitalize the exitrent to determine the exit value of an asset (at 100% and not ingroup share).

Extract from 2014 registration document — Klépierre
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2.1.6. IFRS 13: Sensitivity tests

Scenarios for testing the sensitivity of valuations to changes in rates of return (in bps)

Scenario 1 +25 +50 +500 +50 +50 +25 +50* +25
Scenario 2 -25 -50 -500 -50 -25 -50*
Scenario3 +100 +100

Scenario 4 +150

*Combined with a +/- 10% change in rental income

Sensitivity testing of key parameters should be carried out in order to assess the volatility of valuations.

Eight real estate companies carried out tests to assess the sensitivity of valuations to changes in rates of
return. However, the number of stress scenarios varied substantially between companies. The French market
authority (Autorité des Marché Financiers, or AMF) recommends that rental values and occupancy rates
should also be subject to sensitivity testing.

Of the real estate companies that used the amortised cost model, half disclosed the results of their sensitivity
test.

For example, in the event of annual appraised rental income = a 0.5% increase in this rate and a 10% increase in

uro million and a capitalization rate of 5.6%: appraisal rental incomes would have a positive impact o
fo) Y4
s a 0.5% decrease in this rate and a 10% increase in Furo 20,7'.9 mlHlO”f ) o ‘ )
, ‘ oo » a 0.5% increase in this rate and a 10% drop in appraisal
appraised rental incomes would have a positive impact of ) e
Furo 602.3 million: rental incomes would have a negative impact of

« a 0.5% decrease in this rate and a 10% drop in Furo 303.3 million.
appraised rental incomes would have a negative impact  Fees accounted for by Mercialys for appraisals in respect of
of Euro 33.3 million; the work detailed above amounted to Eurc 165,000 for the
fiscal year ended December 31, 2014,

Extract from 2014 registration document — Mercyalis
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2.2.  Table of changes in the property portfolio

All the companies in the sample disclosed information on changes in their portfolio of investment property.
However, EPRA recommends that the line item ‘Property additions’ should be further broken down as follows:
= acquisitions;
= expenditure;
= business combination.

Not all the companies in the sample provided this detailed breakdown:

Property additions
Acquisitions

ﬁ%W,H/ %///%////////
Trnsters bewen categr %/ / %

en categories

FINANCIAL REPORTING BY LISTED REAL ESTATE COMPANIES IN EUROPE IN 2014 | 30




2.2.1.Companies that opted for the fair value model

The bridge below shows changes in the value of the property portfolios of the companies that opted for the fair
value model, over the course of 2014:

Fair value in €m

100000
1540
6823 4 891 3716 ;
o5 000 ] —
96 000 I I
94 000 99137
92 000 —
Q0 000 91 949 —
88 mﬂ T T T T T 1
Portfolio value  Acquisitions Disposals Changes in Other Portfolio value
in 2013 fair value variations in 2014

The companies’ property portfolios are heavily weighted towards ‘prime’ assets. The trend for companies to
focus more on these assets has naturally led to a positive increase in the fair value of investment property
(+4%). This increase is also partially an automatic effect of the fall in interest rates. For example, the yield on
OAT Treasury bonds fell from 2.5% in 2013 to 0.9% in 2014.

The ‘Other variations’ column primarily relates to capital expenditures.

Companies that opted for the fair value model were net investors in 2014, with asset acquisitions totalling
€6.8bn. Two of the eleven companies that opted for the fair value model were net disinvestors in 2014.
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2.2.2.Companies that opted for the amortised cost model

NBV in €m
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Companies that opted for the amortised cost model were also net investors in 2014. It is also notable that the
companies made net provisions for impairment, reflecting the difficulties experienced by real estate
companies on the so-called ‘secondary’ market. Paradoxically, the amortised cost model ‘forced’ the
companies that chose this model to focus on their most sensitive assets.

Half of the companies in the sample were net disinvestors in 2014.
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2.3. Assets held for sale

2.3.1.Criteria for classifying assets under IFRS 5

Undertaking to sell [3 . . . . .

Mandate to sell . .

Management decision . . . . . . . .

Not specified . . . .

Only French companies include property under valuation/brokerage as a separate line item in the statement of
financial position.

The classification varies substantially between the companies in the sample. British companies, for example,
appear to only apply this standard to discontinued operations.

2.3.2.Turnover rate of assets over the past three years

45% -
40% -
35% -
30% -
25% -
20% -
15%
10% -

Turnover rate: disposals/
fair value of property portfolio

5% -

0%

RN Q- . & v N o 0 < i
( 2 & ) < 5\ < &
5€ <® 3 é>'°\ ° <<,\\«°‘° < C P E«"'o &

m 2012 ®m2013 m2014

The average portfolio turnover rate for the sample was 7% in 2014, compared with 3% in 2013.
The investment market saw some large transactions worth over €500m, notably including the sale of
Beaugrenelle by Gecina and the sale of shopping centres by Klépierre and Unibail-Rodamco.
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1.9. Non-current assets held for sale
and discontinued operations
In accordance with IFRS 5, a non-current asset is classified as “held

for sale” if its carrying amount is to be recovered primarily through a
sale transaction rather than through ongoing use.

This is the case if the asset is available for immediate sale in its
current state, subject only to the usual and customary conditions for
the sale of such an asset, and if its sale is highly probable.

Extract from 2014 registration document — Altarea-Cogedim
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24. Development assets

There is substantial variation in the extent to which companies have complied with EPRA’s recommendations
in their disclosures on development assets.

Characteristics of Type of asset
asset Location
Expected lettable space | e ——
Completion date | ——
B B e SR .
! Budget Completion date | e s
' Costs to completion _=
I ———
Financial data % ownership | s m2012
Total capitalised interest over the period | e e
| Capitalised interest over the period by asset type =— W 2013
Rateofreturn 7| — — m 2014
1
!'( Marketing Main clients | y
1 Proportion of the development which has been let —
' (quaranteed minimum rent / surface area) 7| —
i % completion 4 = '
' Estimated rental value I=I . : : . : . ;

It is notable that fewer companies present disclosures on the more strategic criteria. However, investors find
these EPRA criteria very useful when assessing changes in real estate companies’ NAV.
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Development assets Pipeline*

€6.8bn €6.8bn €24.3bn
8 25 - €23.5bn
6 - €4.5bn 24 -
. 23 - €21.7bn
22 -
2 - 21 -+
0 20 T T T
' ' ' 2,010 2,013 2,014
2,010 2,013 2,014
Sample: 12 real estate companies * Committed projects not yet recognised in the financial
statements

Sample: 9 real estate companies

Development assets are those on which work has already begun, while the pipeline represents amounts not
yet committed.

In 2014, 11 out of 15 real estate companies presented disclosures on the total value of their pipeline, but the
amount of information provided varied significantly from one company to another, particularly as regards the
level of certainty on pipeline projects.

FINANCIAL REPORTING BY LISTED REAL ESTATE COMPANIES IN EUROPE IN 2014 | 36




Examples of pipeline disclosures:

DEVELOPMENT PIPELINE

Development pipeline financial summary

Cumulative movernents on the dewelopment programme to 31 March 2014 Total scherme details’
waluation
surplus for
raarket Capital Disposals, Market Estimated  Estimated the year
waluest  expenditure  Capitalised Valustion  SICISrent valeat Estimated total total Het ended
startof incurred  imterestto surplusto and other 3March  totalcapitsl  capitalised  developrment incomel 31 March
scheme todate date date’  sdjustments 2014 ewpenditure’ interest cost? ERW 204
£m £m £m £m £m £m £m £m £m £m £m
Developments let and
transferred or sold
Shopping centres and shops 975 304.5 226 1422 122 5856 300.8 226 4209 34.1 8.4
Retail warehouses and food stores 155 38.6 13 15.1 (22.5) 480 355 13 353 26 as
London Portfolic = = = = = = = = = = =
113.0 3431 239 1573 (3.7) 6336 336.3 2359 460.2 36.7 252
Developments after practical
completion, approved orin
progress
Shopping centres and shops - - - - - - = = = = -
Retail warehouses and food stores 18.0 92 0.2 5.1 = 365 208 0.4 392 27 48
London Portfolio 551.4 485.9 319 496.6 (85.2) 1480.6 919.8 70.8 1,542.0 136.7 2779
569.4 4951 3z 505.7 (85.2) 15171 5406 7.z 15812 1394 2827

Extract from 2014 registration document — Land Securities

2.2.3. A secured and flexible development pipeline

The table below shows the evolution of the development pipeline since December 31, 2013 by commitment categories:

{€Bn)
“Committed"™ projects

Sec.u.re.r.i Excluéi\..'il.y‘.' projects
CONSOLIDATED TOTAL INVESTMENT COST

Figures may not add up due ta rounding.

(1) “Committed” projects: projects currently under construction, for which Unibail-Rodamco owns the land or building rights and has obtained all necessary
administrative authorizations and permits.

(2] “Controlled” projects: projects in an advanced stage of studies, for which Unibail-Rodamco controlsthe land or building rights, but where not all administrative
authorizations have been obtained yet.

(3] “Secured exclusivity” projects: projects for which Unibail-Rodamco has the exclusivity but where negotiations for building rights or project definition are still
underway.

Extract from 2014 registration document — Unibail-Rodamco
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2.5. Concentration of tenants

Percentage of rental income

NC NC NC NC 61% 3T% 2% 44% 23% 43% NC 14% NC G4% NC
accounted for by top 10 tenants
No. of clients accounting for more i i T T a 3 - e g o i = = iz =
than 5% of rental income
List of main tenants’ names NC NC NC NC Top17  Top10 Top 20 NC Top 12 NC NC NC NC Top 10 Top 20*

* not named

Percentage of rental income
accounted for by top 10 tenants

70% A
60%
50%
40%
30%
20%
10%

0%

m 2012

W 2013
2014

60% of the real estate companies presented disclosures on the percentage of rental income contributed by
the main tenants.

These are primarily companies that focus on the office property market (which involves greater dependence
on a smaller number of tenants).

1/3 of the real estate companies list their major clients by name, primarily shopping centre occupiers (well-
known brands, etc.).

The percentage of rental income accounted for by the top 10 clients varies substantially depending on the
company’s main business segment. Thus, there is significant diversity in terms of strategy.
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The quality of disclosures is satisfactory.

There follow two examples of disclosures on concentration of tenants:

RENT FROM MAIN TENANTS (€ million)

335
185
155
146 137 137
n7 g
91 a1 gz 44
l I I I €8 i 58 58 56 55 53 53
RO S St e Q B R R T S & @
P NN R I N G S A P
® & § q & g S & G S & o &
& $ o & A 5 & &£ S & F FF
v & e N
6?9?‘ o \éf oF o ¢ 4\0 N o @\& s i h
5 d ¢ &
8 &

Gecina’s top 20 tenants in 2014 accounted for 38% ¢
Group’s annalized rental income. The 10 biggest tena
for 27% of the Group’s annualized rental income.

Extract from 2014 registration document - Gecina

HIGH-QUALITY OCCUPIERS TOP 10

% Rent
Tesco 7.7
Sainsbury’s 6.0
Debenhams 5.8
UBS 3.2
Home Retail Group 2.7
Kingfisher [B&Q] 2.7
HM Government 2.5
Mext plc 2.4
Virgin Active 2.0
Arcadia Group 2.0

Extract from 2014 registration document — British Land
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2.6.  Average residual duration of leases

Average maturity based on directly visible information = .

Average maturity based on calculation/analysis . .

Rent to turnover ratio disclosed

Average maturity directly visible

2012

First break option disclosed

2013

H 2014

Breakdown by business segment/asset type

Geographical breakdown

Breakd own by maturity

0% 10% 20%

600/0: First break

option disclosed

60%]: Residual

duration of leases
directly visible

30% 40% 50% 60% 70% 80%

Estimated retailer sales in our centres were
up 3.1 per cent in the second half of 2014
giving a year-on-year increase of 2.5 per
cent. The ratio of rents to estimated sales
for standard units reduced in the year to
12.5 per cent, continuing the trend of the
previous few years.

Extract from 2014 registration document - Intu Properties
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Real estate companies’ reporting on average residual duration of leases:

1.5.2.1.  Annualised lease expirations: 7.9 years of residual term leases (5.8 years firm)
for commercial activities

By lease

end date By lease
[empm (1% break] % of total end date % of total
2015 31.6 8% 21.9 5%
2016 29.4 7% 2.6 1%
2017 39.7 9% 25.9 6%
2018 43.7 10% 30.0 7%
2019 47.1 1% 45.0 11%
2020 30.0 7% 30.0 %
2021 76.1 18% 37.0 9%
2022 33.9 8% 37.8 9%
2023 35.6 8% 45.4 1%
2024 6.7 2% 9.2 2%
Beyond 46.2 1% 135.2 32%
TOTAL 4199 100% 419.9 100%

" Residential and Logistics excluded.

Extract from 2014 registration document — Fonciére des Régions

Lease expiries and breaks as at 31 December 2014

Froporionaly consolidated excluding premium outlers £ £

United Kingdom

Shopping centres 218 79 89 68 75 51 65 82
Retail parks 7 1.0 20 8.1 1.1 15 83 98
Other 34 07 09 4.2 0.6 0.5 70 83
Total 329 9.6 11.8 39.2 9.2 11.9 7.4 8.8
France 13.8 4.4 5.5 14.9 4.4 5.8 3.8 6.4
Total investment portfolio 46.7 14.0 17.3 54.1 13.6 17.7 6.3 8.1

Extract from 2014 registration document — Hammerson

Comment from Benoit FAURE-JARROSSON, a financial analyst at Invest Securities

Disclosures on investment property are dense and complicated. How do you tackle this huge
amount of data when carrying out your analyses?

“The most important thing is to look ahead. From this perspective, the indicators with most room for
improvement are rates of return and vacancy rates, which are currently manipulated by real estate
companies in order to show themselves in the best light. For example, rates of return are calculated based
on occupied properties only, and vacancy rates exclude buildings undergoing refurbishment. We therefore
take a prudent approach to these rather vague and shadowy indicators, as they mask high levels of
inconsistency in financial reporting.”
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Although financing was less of a central theme in financial reporting in 2014, there were still a significant
number of bond issues over the period, which is unsurprising in a context of low rates. As was the case last
year, much can be learned from a historical analysis of financing obtained by the companies in the sample.

3.1.  Sources of financing

Levels of bond issues remained high in 2014, continuing the trend of 2012 and 2013.

|=|||

N
o

—_
(4]

22%

—_
o

(4]

Trend in total new financing (in €bn)

o
r.

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

m Bank loans and other sources ~ ® Convertible bonds Non-convertible bonds

It is noticeable that there have been two peak financing periods spread over 7 years, which is the standard
maturity period in real estate. Thus, issues over the past three years (+50% for bond debt between 2013 and
2014) have been driven by the opportunity effect of the low-rate environment, combined with a structural need
for refinancing.
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3.2. Debt structure

Debt structure of real estate companies

The structure of the companies’ debt portfolios is dependent on their access to sources of financing. Thus, the
companies can be divided into three groups:

\
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B Other (property leasing, finance leases, etc.) H Bank loans H Bonds
= Bond portion > 60% -
= Bond portion between 30% and 50% >
= Bond portion < 30% Mo

Real estate companies’ ability to access the debt market is directly correlated with their market capitalisation
and asset portfolio (which naturally generates a need for financing).

Generally speaking, real estate companies with less than 30% of their debt in bonds have market
capitalisations of less than €2bn. Similarly, those with between 30% and 50% of their debt in bonds have
market capitalisations of less than €5bn.

Mercialys and SFL are the exception to this, with very easy access to the debt market despite low market
capitalisations of around €1.7bn.
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3.3.

Analysis of bond issue spreads

10-year OAT Treasury bonds
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In a context of low rates, the top-rated real estate companies have benefited from a fall in spreads. The
figures for the most recent 7-year and 10-year issues show widening spreads in line with market ratings.

3.4.

Changes in LTV ratio

All the real estate companies in the sample presented satisfactory disclosures on their LTV (Loan to Value)

ratio.

Average rate of return

Rent / fair value of

assets

6%

4%

2%

0%

2011 2012

2013

2014

50%
40%
30%
20%
10%
0%

Average LTV

mmmm Average LTV

e Average rate of return

The graph shows a decrease in both the LTV ratio and the rate of return on assets. Real estate companies
have profited from the low-rate environment to reduce their level of debt and boost leverage, as the fall in the
ratio is smaller than the increase in asset value.
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3.5.  Average cost of debt

T

0,
4.1% 3.8%
3.4%

2012 2013 2014

Average cost of debt reported by companies

The fall in market rates has automatically resulted in a fall in the average cost of debt for all the real estate
companies.

Furthermore, British real estate companies reported higher costs of debt than French ones. British companies
are able to access much longer-term financing than French ones, with maturities of up to 30 years.

5.50%
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3.00% - i
2011 2012 2013 2014

== Average cost of debt  e====Return on assets

However, this fall in the cost of debt was accompanied by a continuing fall in the rate of return on assets.
Thus, the improved market conditions primarily served to allow real estate companies to protect their margins.
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3.6.  Average hedge ratio

-5 pts

83%

90% -

85% -

80% -

75% -

70% -

65% -

60% T T
2012 2013 2014

m2012 m2013 =2014

As recent debt issues took the form of fixed-rate bonds, the hedge ratio has fallen since 2012.

However, there is variation between the different market players:
= the fall in the average hedge ratio followed large fixed-rate issues by just three real estate companies;
= eight real estate companies actually increased their hedge ratios, primarily to lock in the relatively low
yields on floating-rate debt.

Real estate companies’ hedge ratios are nonetheless still very high, varying between 65% and 97%.
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3.7.  Disclosures on hedging derivatives

IAS 39 hedge accounting not applied _

1AS 39 hedge accounting partially or fully
applied

The macro-hedging strategy used by real estate companies does not permit them to use a particular
instrument to hedge a specific asset.

However, nine out of the 15 companies in the sample applied hedge accounting at least partially. Where
hedge accounting was partially applied, it is not possible to identify the hedged items.

Comment from Benoit FAURE-JARROSSON, a financial analyst at Invest Securities

What do you think of the quality of disclosures on hedging strategy presented by real estate
companies?

“They do state the hedge ratio, but it is often rather difficult to interpret what this actually means, in
terms of the duration and effectiveness of the hedge, and the type of derivative involved.”

Moreover, the fall in rates is causing real estate companies to divest themselves of their hedging
instruments. Termination costs are not recognised in recurring earnings, whereas profits resulting
from the fall in rates are clearly visible. This asymmetry means that disclosures could be
misleading.”

Mazars Breakfast Meeting - Financial Reporting by Real Estate Companies in Europe - 2 June 2015
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CONCLUSION

Real estate companies have continued to make progress in terms of standardising their financial reporting,
but there are some areas where there are still divergences in practice. The latitude permitted to companies on
the real estate market means that investors need to look critically at all the data presented, rather than taking
it at face value.

Once again, the favourable market conditions have permitted real estate companies to increase their asset
values and decrease the cost of debt, by gradually restructuring their financing. Bond debt accounts for an
ever larger proportion of real estate companies’ debt portfolios, thus securing access to liquidity.
Companies have also refocused their property portfolios on core assets, again improving access to liquidity.

The increases in asset values and the savings related to the lower cost of debt mean that many real estate
companies are trading at a premium to their NAV. However, it is not easy to assess either the magnitude of
these effects or the time lag.

Finally, the limited disclosures on pipeline projects make it difficult to accurately assess the value of these
operations. Perhaps real estate companies will work on improving these disclosures in 2015, once they
have completed their refinancing operations. It is not an unreasonable request.
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rene.schoeb@mazars.ro

RUSSIA

Anastasia Terekhina, Senior
Manager

Tel: +7 (495) 792 52 45
anastasia.terekhina@mazars.ru

SPAIN

Carlos Marcos, Partner
Tel: +34 915 624 030
carlos.marcos@mazars.es

SWEDEN

Asa Andersson Eneberg, Partner
Tel: +46 707 33 35 82
asa.andersson@mazars.se

Tomas Ahlgren, Partner
Tel. +46 40 614 25 30
tomas.ahlgren@mazars.se

SWITZERLAND
Philippe Rubin, Partner
Tel: +41 21 310 49 02
philippe.rubin@mazars.ch

TUNISIA

Adel Mohsen Chaabaane, Partner
Tel: +216-71 964 898
adel.mohsenchaabane@mazars.com.tn

UNITED ARAB EMIRATES
Samir Bitar, Partner

Tel: +971 4 357 3730
shitar@mazars.ae

UNITED KINGDOM
Richard Metcalfe, Partner
Tel: +44 20 7063 4401
richard.metcalfe@mazars.co.uk

UNITED STATES OF AMERICA

Demetri Yatrakis, Partner
Tel: +1 212 375 6619
demetri.yatrakis@weisermazars.com

More information on www.mazars.com
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