Emerging Europe Israel
Property

21 August 2008

Africa Properties

Reuters: AFPR.TA Bloomberg: AFPR IT Exchange: TLV Ticker: AFPR

Deutsche Bank

Target Price Revision

Buy

- L. Price at 20 Aug 2008 (ILS) 120.10
Price Target (ILS) 220.00
d Good Q2 results and positive | &iEais
©
§ O u‘t | O O |< Target Price 280.00 t0 220.00 ¥  -21.4%
o Dan Harverd
(/)] Research Analyst
"a; (+972) 3710-2019 335
& dan.harverd@db.com 295
res 255
© Price target lowered to ILS 220 (from ILS 280), over 80% upside potential f;: 1 "
E We have lowered our price target to reflect higher discount rates given a slowing 135 | A
T macroeconomic backdrop and softening in residential demand. Africa Properties 95 ¥ ‘ ‘ ‘ ‘
Re) trades at just 0.4x NAV while over half of its NAV is from properties already 805 2/06 806 2/07 807 2/08
[} yielding NOI. We maintain a Buy rating as we expect a large NAV and earnings ——— Africa Properties
(_D uplift in 2009 as some key projects come to fruition, and investor awareness of Tel Aviv 100 Index (Rebased)
the positive NOI impact increases.
Performance (%) m 3m 12m
Strong Q2 results and positive outlook for remainder of year Absolute 0.3 -13.6 -32.5
Africa Properties reported strong Q2 results with net income at ILS 65m (vs a loss | TelAviv100Index 7.7 8.1 9.2
of ILS 22m in 2Q07). Rental income increased 62% to ILS 105m, while sales
income more than doubled YoY to ILS 43m, on increases in rental and occupancy
. . . E . . Market Cap (ILSm) 1,954.6
rates, completion of Phase 1B of Airport City Serbia, and some firsttime | Faiercap Ussm) 5472
consolidations. In addition there was a fair value gain of ILS 58m on completion of | Free float (%) 32
Classic 7 Business Park (phase 1) in Prague. During H2, the company is scheduled | TelAviv 100 Index 931.6
to complete additional projects in the Czech Republic, Bulgaria and Serbia, all of
which are fully pre-leased. We expect these completions to lead to further fair -
value gains and expect the company to report FYO8 net income of ILS 422m. Egi((;‘;)) 142
Cotroceni Mall, Romania as main milestone for 2009 Net debt/equity () 145.4
Management noted that its largest project, Cotroceni Mall in Bucharest is on track Egsg/gglgf/(jare LS) 19?,::
for completion in H2 2009 and that it is already 80% pre-leased. We expect | Netinterest cover ) a1
Cotroceni to generate in excess of €30m in NOI in 2010 and see its value rising to | EBIT margin (%) 68.5

c€400m (ILS 2.1bn) on completion. We see completion of Cotroceni, Phase 1C of
Airport City Serbia, and residential projects in Prague as the main drivers behind
ILS 1.3bn in net earnings next year. However with residential demand softening in
some key markets, as well as construction cost rising, delays are inevitable, in our
view, on the residential side of the portfolio.

NAV-based PT of ILS 220; impact of interest rates on financing costs a risk
We value Africa Properties at ILS 220 per share based on a target 30% discount to
NAV (page 3-4). Our NAV is based on a bottom-up analysis of the NPV of each
development using a DCF methodology. Key risks include the impact of interest
rates on financing costs, a cooling off of real estate prices, and execution risk
given the scale and geographic spread of the portfolio (page 5).

Year End Dec 31 2006A 2007A 2008E 2009E 2010E
Revenue (ILSm) 269 999 1,201 4,034 4,772
EBITDA (ILSm) 208 779 830 2,215 1,999
Net Profit(ILSm) 74 360 422 1,274 1,191
EPS (ILS) 5.09 23.83 25.69 76.74 71.03
P/E (DB EPS) (x) 32.5 8.6 4.7 1.6 1.7
EV/EBITDA (x) 16.4 9.3 7.9 3.7 4.5
P/BV (x) 1.9 1.0 0.6 0.5 0.4

Source: Deutsche Bank estimates, company data

Deutsche Bank AG/London

All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from
local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.
Deutsche Bank does and seeks to do business with companies covered in its research reports. Thus, investors should be
aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider
this report as only a single factor in making their investment decision. Independent, third-party research (IR) on certain
companies covered by DBSI's research is available to customers of DBSI in the United States at no cost. Customers can
access IR at http://gm.db.com or by calling 1-877-208-6300. DISCLOSURES AND ANALYST CERTIFICATIONS ARE
LOCATED IN APPENDIX 1.
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Company Profile

Africa Properties is a 68%-held subsidiary of Africa Israel that
focuses on development of income-yielding properties in
Israel and development of both income-yielding and
residential properties in CEE. The company originally
incorporated all of Africa Israel's development of income-
yielding properties in Israel. It is now also active in Romania,
Czech, Serbia, Bulgaria, Poland, Hungary and Latvia.
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Fiscal year end 31-Dec 2005 2006 2007 2008E 2009E 2010E
Financial Summary

DB EPS (ILS) 3.93 5.09 23.83 25.69 76.74 71.03
Reported EPS (ILS) 3.93 5.09 23.83 25.69 76.74 71.03
DPS (ILS) 9.58 3.73 0.00 6.66 5.49 7.03
BVPS (ILS) 83.9 96.6 187.1 195.4 264.3 327.9
Weighted average shares (m) 12 13 15 16 16 17
Average market cap (ILSm) 1,410 2,214 3,027 1,955 1,974 1,994
Enterprise value (ILSm) 2,798 3,401 7,248 6,597 8,176 9,097
Valuation Metrics

P/E (DB) (x) 29.9 325 8.6 4.7 1.6 1.7
P/E (Reported) (x) 29.9 325 8.6 4.7 1.6 1.7
P/BV (x) 1.63 1.86 1.01 0.61 0.45 0.37
FCF Yield (%) nm nm nm nm nm nm
Dividend Yield (%) 8.2 23 0.0 55 4.6 5.8
EV/Sales (x) 11.9 12.6 7.3 55 2.0 1.9
EV/EBITDA (x) 15.4 16.4 9.3 7.9 37 45
EV/EBIT (x) 20.0 20.6 9.3 8.0 37 4.6
Income Statement (ILSm)

Sales revenue 234 269 999 1,201 4,034 4,772
Gross profit 197 231 845 903 2,292 2,080
EBITDA 182 208 779 830 2,215 1,999
Depreciation 42 43 2 7 12 12
Amortisation 0 0 0 0 0 0
EBIT 140 165 777 823 2,203 1,987
Net interest income(expense) -58 -47 -175 -199 -205 -266
Associates/affiliates -14 -4 9 10 11 12
Exceptionals/extraordinaries 0 0 0 0 0 0
Other pre-tax income/(expense) 23 49 15 15 16 16
Profit before tax 104 168 618 639 2,013 1,737
Income tax expense 19 57 128 192 604 521
Minorities 18 33 139 35 146 36
Other post-tax income/(expense) 0 0 0 0 0 0
Net profit 53 74 360 422 1,274 1,191
DB adjustments (including dilution) 0 0 0 0 0 0
DB Net profit 53 74 360 422 1,274 1,191
Cash Flow (ILSm)

Cash flow from operations 60 52 -280 323 1,095 912
Net Capex -83 -102 -1,700 -738 -2,538 -1,716
Free cash flow -23 -50 -1,980 -415 -1,444 -804
Equity raised/(bought back) 79 1 125 0 0 0
Dividends paid -127 -78 -67 0 -109 -91
Net inc/(dec) in borrowings -81 230 3,136 310 1,521 920
Other investing/financing cash flows 124 -243 4,049 52 -13 -13
Net cash flow -29 -139 5,263 -54 -45 11
Change in working capital -39 -20 99 86 323 410
Balance Sheet (ILSm)

Cash and other liquid assets 218 79 216 162 117 129
Tangible fixed assets 2,136 2,377 7,402 8,168 10,577 12,176
Goodwill/intangible assets 0 0 0 0 0 0
Associates/investments 0 148 995 836 811 791
Other assets 500 361 991 1,115 1,466 1,905
Total assets 2,854 2,965 9,603 10,281 12,971 15,000
Interest bearing debt 1,510 1,384 5,090 5,292 6,775 7,660
Other liabilities 240 257 1,414 1,461 1,497 1,533
Total liabilities 1,750 1,640 6,504 6,753 8,272 9,194
Shareholders' equity 1,008 1,295 2,758 3,180 4,344 5,444
Minorities 97 30 341 348 355 362
Total shareholders' equity 1,104 1,325 3,099 3,528 4,699 5,807
Net debt 1,292 1,305 4,875 5,130 6,657 7,632
Key Company Metrics

Sales growth (%) 0.9 14.9 271.2 20.3 235.7 18.3
DB EPS growth (%) -67.7 29.5 368.2 7.8 198.7 -7.4
EBITDA Margin (%) 77.7 77.2 78.0 69.1 54.9 41.9
EBIT Margin (%) 59.6 61.4 77.8 68.5 54.6 416
Payout ratio (%) 2157 67.2 0.0 25.7 71 9.8
ROE (%) 53 6.5 17.8 14.2 33.9 243
Capex/sales (%) 35.6 38.0 170.3 61.5 62.9 36.0
Capex/depreciation (x) 2.0 24 983.3 103.0 208.1 140.7
Net debt/equity (%) 117.0 98.5 157.3 145.4 141.7 129.7
Net interest cover (x) 24 3.5 4.4 4.1 10.7 7.5

Source: Company data, Deutsche Bank estimates

Page 2
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Valuation

We value Africa Properties using a net asset value model that assesses the aggregate value
of its yielding portfolio and developments. We use DCF for a bottom-up analysis of the NPV
of each development, using country-specific discount rates for each project depending on its
location to account for the different risk profiles of the countries in which Africa Properties
operates. The rate is determined by the country risk-free rate, risk premium and a 2.5%
terminal growth rate. Our ILS 220 price target is based on a 30% discount to NAV, which is in
line with the peer discount.

Figure 1 shows the NAV divided according to income-yielding properties in Israel and Europe,
followed by income-yielding properties in development and residential projects in
development. We note that Israel currently accounts for 38% of asset value, while yielding
properties in Europe account for 15%. We expect the weight of the latter category to
increase substantially in the next two years as projects in development reach completion.
Residential projects, that we believe are the highest risk, account for 23% of asset value.

Figures 2-4 show a breakdown of the valuation on a project-by-project basis.

Figure 1: Africa Properties valuation model

Portfolio Value to AFPR (ILS m) % of total asset value
Income-yielding properties in Israel 3,529 38%
Income-yielding properties in Europe 1,373 15%
Income-yielding properties in development 2,308 25%
Residential projects in development 2,157 23%
Total asset value 9,367 100%
Net debt (end 2Q08) (4,449)

Net asset value 4,918

Market cap 1,894

No. shares (m) 15.6

NAV/share 314

Share price 121

Discount to NAV -61%

Target discount to NAV 30%

Target price 220

Source: Deutsche Bank estimates

Deutsche Bank AG/London

Page 3
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Figure 2: Valuation of income-yielding properties

Project Location Segment GLA (sgqm) 2009e NOI  Cap rate Property AFPR's Value to AFPR % of total
(ILS m) value (ILSm) share (ILS m) asset value
Israel
Ramat Aviv Mall complex Tel Aviv Retail, office 17,849 107 6.5% 1,641 73% 1,205 13%
Kirya Tower Tel Aviv Office 22,981 76 7.8% 1,011 100% 1,011 1M1%
Ness Ziona Science Park Ness Ziona Office 76,902 37 8.0% 466 100% 466 5%
Hebrew University Dorms Jerusalem Student dorms 1600 beds 18 7.5% 233 100% 233 2%
Savyonim mall complex Yehud Retail, office 6,340 17 8.0% 213 100% 213 2%
Global Park Lod Office 21,393 13 10.0% 129 100% 129 1%
Africa Israel Tower Tel Aviv Office 8,669 11 7.0% 158 67% 105 1%
Other investment properties  Israel Retail, office 35,016 19 9%-10% 198 84% 166 2%
Israel total 297 3,629 38%
Europe
Palac Flora Prague, Czech  Retail 38,000 61 5.9% 1,027 50% 513 5%
Classic 7 (Phase 1) Prague, Czech  Office 16,227 12 7.5% 154 100% 154 2%
Other investment properties  Prague, Czech  Retail, office 13,853 9 7.3% 128 64% 81 1%
German portfolio Germany Mixed 159,020 36 7.0% 517 49% 254 3%
Airport City (Phase I) Belgrade, Serbia Office 33,500 36 8.5% 421 50% 211 2%
Varna Business Park (Phase 1) Varna, Bulgaria Office 28,000 14 8.5% 160 100% 160 2%
Europe total 167 1,373 15%
Total income yielding 464 4,902 52%

Source: Deutsche Bank estimates

Figure 3: Valuation of income-yielding projects in development

Location Segment GLA Project ODC, Propertyvalue AFPR's Valueto AFPR % of total

(sgm) completion ILS m (ILS m) share (ILS m) asset value
Cotroceni Shopping Mall Bucharest, Romania Retail 76,000 2009 845 625 99% 615 7%
Ploiesti Palace Ploiesti, Romania Retail 41,240 2011 475 155 100% 155 2%
Cotroceni Business Park Bucharest, Romania Office 60,000 2013 685 144 99% 142 2%
Arad Palace Arad, Romania Retail 44,000 2010 464 135 100% 135 1%
Palac Pardubice Pardubice, Czech Retail 18,000 2010 300 323 100% 323 3%
Classic 7 (Phase 2) Prague, Czech Office 22,497 2011 120 165 100% 165 2%
D8 Prague, Czech Logistics 91,000 2009 180 48 50% 24 0%
Varna Business Park (Phases 2-5) Varna, Bulgaria Office 175,100 2017 907 335 100% 335 4%
Plovdiv Logistic Center Plovdiv, Bulgaria Logistics 148,500 2013 317 149 75% 112 1%
Airport City (Phases 2-8) Belgrade, Serbia Office 152,000 2012 588 604 50% 302 3%
Total income-yielding in development 4,881 2,308 25%

Source: Deutsche Bank estimates

Page 4 Deutsche Bank AG/London
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Figure 4: Valuation of residential projects in development

Project Location Segment  No. units Project ODC,ILSm Property AFPR's Value to AFPR % of total asset
completion value (ILSm) share (ILS m) value
Golden City Laromet Bucharest Residential 5,304 2017 3,137 451 100% 451 5%
Tulip Towers Bucharest  Residential 1,089 2012 374 133 100% 133 1%
Tulip Noir (AFI Gardens) Bucharest  Residential 2,240 2015 1,484 94 100% 94 1%
Tulip City (AFI City) Prague Residential 2,156 2012 1,738 185 100% 185 2%
Tulip Gardens (AFI Village) Bucharest Residential 585 2015 465 64 100% 64 1%
Tulipa Modranska Prague Residential 240 2012 180 44 100% 44 0%
Tulipa Rokytka Prague Residential 178 2010 61 32 100% 32 0%
Tulipa Karlin Prague Residential 340 2010 266 79 100% 79 1%
Vitosha Tulip Sofia Residential 144 2008 38 26 100% 26 0%
Malina Tulip Sofia Residential 469 2012 157 31 100% 31 0%
Lagera Tulip Sofia Residential 557 2010 148 48 100% 48 1%
Soleville Riga Residential 1,914 2014 1,451 209 100% 209 2%
Metropolia Riga Residential 550 2009 162 72 100% 72 1%
Club Aliga Budapest  Residential 2,000 2011 907 153 50% 77 1%
Nepliget Budapest  Residential 557 2010 142 62 100% 62 1%
Europski Krakow Residential 983 2012 492 354 100% 354 4%
Wilanow Warsaw Residential 2,100 2013 1,002 663 30% 199 2%
Total residential developments 12,204 2,157 23%
Source: Deutsche Bank estimates
Risks

®  Projects under development are financed by loans of up to 80% of development cost.
The credit crunch and rising interest rates may increase financing costs and lower the
portfolio’s value.

= Real estate prices in most of the countries that the company operates in have
appreciated considerably in recent years and may cool off, harming development
margins and profitability. We would highlight the residential market in Poland as
presenting particular risk to the company, as prices there began to soften in 2007.

= There is considerable execution risk given the scale of the development portfolio (>3.0m
sgm versus an existing portfolio of <0.5m sgm), and the geographic spread of
operations. The company operates under multiple systems governing property,
development and legal rights, and uses different sub-contractors in each country adding
to execution complexity. This is somewhat mitigated by having several country offices.

= Some of the countries in which the company operates have external imbalances that
may impact their currencies and lower Africa’s profitability. We would highlight Romania
given the company's strong presence and a gross financing requirement of 17% GDP.

Deutsche Bank AG/London Page 5
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Appendix 1

Important Disclosures
Additional information available upon request

Disclosure checklist

Company Ticker Recent price* Disclosure
Africa Properties AFPR.TA 120.10 (ILS) 20 Aug 08 NA

*Prices are sourced from local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies.

For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com.

Analyst Certification

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject
issuer and the securities of the issuer. In addition, the undersigned lead analyst(s) has not and will not receive any
compensation for providing a specific recommendation or view in this report. Dan Harverd

Historical recommendations and target price: Africa Properties (AFPR.TA)

(as of 8/20/2008)
350.00 Previous Recommendations
Strong B
30000 - By
Market Perform

250.00 N Underperform
° ] vv Not Rated
Q Suspended Rating
A 20000 - Current Recommendations
> 1
E Buy
> 10.00 - Hold
b Sell
(%) Not Rated

100.00 - Suspended Rating

*New Recommendation Structure
50.00 as of September 9, 2002
0.00 T T T T T T T T T T T
Aug05 Nov05 Feb06 May06 Aug06 Nov06 Feb07 May07 Aug07 NovO07 Feb08 May08
Date

1. 29/1/2008: Buy, Target Price Change ILS280.00

Page 6 Deutsche Bank AG/London
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Equity rating key Equity rating dispersion and banking relationships

Buy: Based on a current 12- month view of total share-

holder return (TSR = percentage change in share price 30 .
from current price to projected target price plus pro- 61%
jected dividend yield ) , we recommend that investors 60 +
buy the stock.
. i 28%
Sell: Based on a current 12-month view of total share- 40 o °
holder return, we recommend that investors sell the 20 19% q 10% o
stock 7% — 0%
Hold: We take a neutral view on the stock 12-months 0
out and, based on this time horizon, do not recommend Buy Hold Sell
either a Buy or Sell.
Notes:

1. Newly issued research recommendations and target @ Companies Covered [l Cos. w/ Banking Relationship

prices always supersede previously published research.

2. Ratings definitions prior to 27 January, 2007 were:
Buy: Expected total return (including dividends) of
10% or more over a 12-month period
Hold: Expected total return (including dividends)
between -10% and 10% over a 12-month period
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period

Global Universe

Deutsche Bank AG/London Page 7
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Regulatory Disclosures

1. Important Additional Conflict Disclosures

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade ldeas

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at

http://am.db.com.

3. Country-Specific Disclosures

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian
Corporations Act.

EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117.
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations.

New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the
New Zealand Securities Market Act 1988.

Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any
appraisal or evaluation activity requiring a license in the Russian Federation.

Page 8 Deutsche Bank AG/London
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