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Graphisoft Park  BUY

  Graphisoft Park: 4Q22 – 0.5x P/NAV, 15% FFO yield, 6%
dividend yield, stays BUY (PT changed to )EUR 10.5

BBG Ticker GSPARK HB

Market Cap (USD mil) 92.1 

Price 8.56 

Price target 10.5 

Upside 22.7%  

 

Trading at 0.5x P/NAV and a 15% FFO yield, and offering a 6% dividend yield, Graphisoft Park remains one
of the most attractively valued names in the CEE real estate universe, in our view – albeit relevant for only a
limited number of institutional investors, due to its small size and low liquidity. While we expect to see
further market-wide upward pressure on yields, with an LTV of 36%, the risk for Graphisoft Park’s balance
sheet is low. Going forward, Graphisoft Park may continue to de-risk via deleveraging. If there is demand for
space from its tenants, it may expand its portfolio via developments in the Southern part of the Park, which
could drive growth in the FFO. In the absence of developments and a reduction of leverage, we would see
room for substantially higher dividend payments, with the dividend yield in double digits at the current
share price. A takeover bid and the decontamination of the Northern Area of the Park – while neither
perhaps likely in the near term – remain potential upside triggers. We reiterate our BUY rating (with our
price target (PT) changed to EUR 10.5/share, following the switch in the trading currency to EUR, from HUF,
this month).

Jakub Caithaml 
E-mail: jakub.caithaml@wood.cz
Phone: +420 222 096 481

POSITIVE

Recurring results on track, occupancy remains high, at 97%. During the last quarter of last year, Graphisoft
Park generated EUR 3.3m of FFO, which translates into a 15.4% FFO yield, if annualised.
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Guidance revised up. The new guidance pencils in an increase in the rental income of c.5% yoy in 2023E, as
management expects the benefit of the rental indexation to be partly offset by vacancy, which may increase from the
nearly fully occupied level of 97%. Additionally, with a WAULT of 2.8Y, it may be challenging to pass the full
cumulative indexation onwards, into the new rent levels, when rolling over contracts. Still, the guidance implies a
2023E FFO of around EUR 13.2m. This is some 5% higher yoy, and translates into a c.15% FFO yield on the
current share price.

Dividend proposal implies a 6.4% dividend yield. Management has proposed to pay out EUR 5.4m, or a EUR
0.54/share dividend, from the 2022 earnings. This is a touch above our estimate of EUR 0.50/share and, at the
current share price, translates into a 6.4% yield. This level of dividend implies a payout of around 43% of the FFO,
and allows Graphisoft Park to continue to amortise its loans (the total outstanding loans were reduced from EUR
97m to EUR 91m over the year). Going forward, we believe that the earnings power of the current portfolio should
allow Graphisoft Park to: 1) continue to deleverage the portfolio; 2) launch further developments in the Southern
Area of the Park; or 3) increase the dividend payments (or a combination thereof).

LTV at 36%, down from 39% as of the end of 2021. Graphisoft Park reduced its net debt by 10% during the year,
to EUR 79m. The company is paying a 1.9% average interest rate on its total loan portfolio, and the rate is fixed for
the remaining duration of the loans.

Revaluation result: 1% write-down of the value of the standing portfolio

During the year, Graphisoft Park booked a revaluation loss of EUR 3m on the value of the standing portfolio,
reducing it from EUR 218m to EUR 215m. At the same time, the company booked a c.EUR 7m loss on its landbank,
reducing its value from EUR 23m as of the end of 2021 to EUR 16m as of the end of 2022. Despite the write-downs,
the NAV has increased to EUR 158m (EUR 15.6/share), up EUR 7m yoy. The increase is driven by a higher value
of interest rate swaps (driven by ECB rate hikes) and by retained earnings.

The write-down of the value of the land plots is chiefly a function of the limited visibility of the likelihood and timing of
the prospective remediation works in the Northern Development Area of the Park. Throughout the year, the rents
have been trending up and, on average, the portfolio now seems to be rented at EUR 16-17/sqm per month, up from
EUR 15-16/sqm during 2018-21. Going forward, we expect this level to increase further, due to the indexation.

As the rents have increased marginally and the value of the standing assets has declined slightly, the portfolio is
now booked at a yield of around 7.3% on the in-place rental income, or 7.6% if adjusted for full occupancy. This
represents around a 50bps increase in the yield compared to the YE21 level, and around a 130bps higher yield than
as of the end of 2019. So far, realtors are estimating the prime office yield in Budapest to have increased by around
75bps yoy.

While further market-wide upward pressure on yields seems likely, the delta between the reported prime yields in
Budapest and the yields at which Graphisoft Park books its properties – of around 150bps – seems fairly wide,
especially considering that the indexation of the rents will likely bring the yield to around 8% next year, assuming
that the value of the properties remains stable.

Yields: realtors are pencilling around a 75bps yoy expansion, but there is likely further to go 

Cushman and Wakefield pencil in the prime office yield in Budapest at 5.5% as of the year-end, up 75bps yoy.
CBRE estimates the prime office yield at 6.0%, which, on its figures, also marks a 75bps step-up compared to the
2021 year-end levels, and brings us back to the levels of early-2018. Colliers estimates the prime office yield at
5.75%, up from the 5.0-5.25% it was estimating as of the end of 2021.

The feedback from the real estate companies under our coverage suggests that the cost of funding for good office
assets has shifted up by around 300-400bps over the past year. The ECB rate has increased by 300bps, and the
markets are pricing in another c.100+bps of rate hikes in the coming months. With ECB rate at around 3.5-4.0% by
the middle of this year, we believe the all-in secured funding costs for many of the assets will be north of 5.0%.
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Going forward, the length of the period during which the rates remain elevated will prove crucial, we believe. The
longer the rates stay high, the higher the share of debt that will be refinanced at substantially higher rates. We
expect that the refinancing, coupled with what could be a more cautious stance from the banks, and covenant
breaches, in some cases, will be likely to push sellers to accept even higher yields, which could lead to a new price
equilibrium forming.

The following table illustrates the evolution of the prime yields in Hungary over time. We note that, during most of
this period, the ECB rate has been around zero. If the ECB’s key rate remains at a level of 2.5-3.0% even
throughout 2024E, we cannot rule out that the yields will expand beyond the long-term historical averages –
although the impact on values should be moderated by the rental growth, a function of indexation and higher
construction costs.

Budapest office market: 11.3% vacancy, average rent stabilised at EUR 14/sqm last year

CBRE estimates that the Budapest office market reached 4.25m sqm as of the end of 2022, as 267k sqm of new
space was handed over to tenants in the past year. Going forward, the pipeline thins out, as is the case in many of
the CEE capitals and major cities. CBRE expects c.180k sqm to be completed in 2023E, and around 120k sqm in
2024E. CBRE expects the revival of the economic activity to start to push vacancy down throughout this year. While
the lower volume of new completions should be helpful, as is the still strong labour market, in our view, the jury is
still out on the impact of flexible working patterns on the space requirements of tenants. We cannot rule out that,
against a weaker economic backdrop, companies may be looking at various ways to save costs and, at the same
time, retain existing talented employees – and reducing their office footprint could be something that companies
might be considering as their leases expire. As the energy prices remain elevated, we expect tenants to continue
shifting into green buildings, and we expect that some of the older office stock may have to be repurposed.

The average monthly rents, which have been rising gradually, from around EUR 10-11/sqm in Budapest offices in
2013-15, have now stabilised at around EUR 14.0/sqm. There is a visible bifurcation, with rents in the CBD still
growing (up by around 6% yoy), while rents in the Non-Central Pest submarket declining marginally, according to
CBRE’s estimates.

In 2023E, most of the rents will be subject to a step-up increase, driven by indexation. Going forward, the evolution
of vacancy and the level of market rents is, together with the yield and cost of funding evolution, the key driver of
value. If vacancy remains elevated and the market rents stop growing, rents may see a step-down once contracts
expire and are rolled over, as landlords may not be able to pass the cumulative indexation increases onto the new
contracts. In this case, there would be little to mitigate the impact of prospective further rate hikes on value.

We change our PT to EUR 10.5/share,  following the switch in the trading currency to EUR, from HUF.
Conceptually, we have always seen Graphisoft Park as a EUR business, and we have always modelled and valued
the company in EUR (subsequently converting our PT to HUF using the spot rate). While largely cosmetic, we
welcome the change in the listing currency, as it simplifies the equity story slightly for investors, in our view.

 



WOOD FLASH NOTE
 

22 February 2023

Prague Sales, Trading, Research Tel.: +420 224 236 065 www.wood.cz

For our disclaimer, please see the back pages of this report.

DISCLAIMER
Important Disclosures

This investment research is published by WOOD & Company Financial Services, a.s. (“WOOD&Co”) and/or one of its branches who are authorised and regulated by the Czech National Bank (CNB) as Home State regulator
and in Poland by the Polish Financial Supervision Authority (KNF), in Slovakia by the National Bank of Slovakia (NBS), in Italy by the Companies and Stock Exchange Commission (CONSOB) and in the UK by the Financial
Conduct Authority (FCA) as Host State regulators.

This research/commentary was prepared by the assignment of Budapest Stock Exchange Ltd. (registered seat: 1054 Budapest, Szabadság tér 7. Platina torony I. ép. IV. emelet; company registration number: 01-10-044764,
hereinafter: BSE) under the agreement which was concluded by and between BSE and WOOD & Company Financial Services, a.s. (registered seat: námstí Republiky 1079/1a, 110 00 Praha 1, Czech Republic; company
registration number: 265 03 808, hereinafter: Investment Service Provider).

BSE shall not be liable for the content of this research/commentary, especially for the accuracy and completeness of the information therein and for the forecasts and conclusions; the Service Provider shall be solely liable for
these. The Service Provider is entitled to all copyrights regarding this research/commentary however BSE is entitled to use and advertise/spread it but BSE shall not modify its content.

This research/commentary shall not be qualified as investment advice specified in Point 9 Section 4 (2) of Act No. CXXXVIII of 2007 on Investment Firms and Commodity Dealers and on the Regulations Governing their
Activities. Furthermore, this document shall not be qualified as an offer or call to tenders for the purchase, sale or hold of the financial instrument(s) concerned by the research/commentary.

This investment research was completed on 21/02/2023 at 21:15 CET and disseminated on 22/02/2023 at 07:30 CET.  

The meanings of the recommendations made in WOOD&Co’s investment research are as follows:

The stock is expected to generate total returns of over 15% during the next 12 months as measured by the price target.BUY: 
The stock is expected to generate total returns of 0-15% during the next 12 months as measured by the price target.HOLD: 

 The stock is expected to generate a negative total return during the next 12 months as measured by the price target.SELL:
: Financial forecasts, and/or a rating and/or a price target is restricted from disclosure owing to Compliance or other regulatory/legal considerations such as a blackout period or a conflict of interest.RESTRICTED

: Suspension of rating after 30 consecutive weekdays where the current price vis-à-vis the price target has been out of the range dictated by the current BUY/HOLD/SELL rating.NOT RATED
: Due to changes in the Research team, the disclosure of a stock’s rating and/or price target and/or financial information are temporarily suspended.COVERAGE IN TRANSITION

As of the end of the last calendar quarter, the proportion of all WOOD&Co’s investment research vis-à-vis the proportion of subject companies that were investment banking clients over the previous 12 months is as follows:

  BUY HOLD SELL Restricted NOT RATED Coverage in transition

Equity Research Coverage 61% 32% 6% 1% n.a. n.a.

IB Clients 1% 1% n.a. n.a. n.a. n.a.

Any prices of financial instruments quoted in this investment research are taken as of the previous day’s market close on the home market unless otherwise stated.

Details of the methodologies used to determine WOOD&Co’s price targets and risk assessment related to the achievement of the targets are outlined throughout the most recent substantive report/note on the subject
company.

It should be assumed that the risks and valuation methodology presented in daily news or flash notes, and not changing WOOD&Co’s estimates or ratings, are as set out in the most recent substantive research report/note on
the subject company and can be found on our website at .https://research.wood.com

WOOD&Co.’s policy is to update investment research as it deems appropriate, based on developments in the subject company, sector or market that may have a material impact on the views or opinions stated in the
investment research.  

https://research.wood.com/
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WOOD Research Disclosures (as of 22 February 2023)

  Description
1 The company currently is, or in the past 12 months was, a client of WOOD & Co or any of its affiliates for the provision of corporate finance/investment banking services.
2 In the past 12 months, WOOD & Co or any of its affiliates have received compensation for corporate finance/investment banking services from the company.
3 In the past 12 months, WOOD & Co or any of its affiliates have been lead manager or co-lead manager of a publicly disclosed offer of the company’s financial instruments.
4 In the past 12 months, WOOD & Co or any of its affiliates have acted as broker to the company
5 WOOD & Co or any of its affiliates are market maker(s) or liquidity provider(s) in relation to financial instruments of the company.
6 In the past 12 months, WOOD & Co or any of its affiliates have provided to the company any services set out in Sections A and B or Annex I to the Directive 2014/65/EU of the European Parliament and of the

Council, other than services listed under points 1, 3, 4 or 5 above, or received compensation for such services from the company.
7 The authoring analyst or any individual involved in the preparation of this investment research have purchased/received shares in the company prior to a public offering of those shares; and the price at which they

were acquired along with the date of acquisition are disclosed above.
8 The authoring analyst or any individual involved in the preparation of this investment research has a direct ownership position in securities issued by the company.
9 A partner, director, officer, employee or agent of WOOD & Co and its affiliates, or a member of his/her household, is an officer, or director, or serves as an advisor or board member of the company.

10 WOOD & Co or its affiliates hold a net long or short position exceeding the threshold of 0,5% of the total issued share capital of the company, calculated in accordance with Article3 of Regulation (EU) No 236/2012
and with Chapters III and IV of Commission Delegated Regulation (EU) No 918/2012.

11 The company owns more than 5% of the total issued share capital in WOOD & Co or any of its affiliates.

The authoring analysts who are responsible for the preparation of this investment research have received (or will receive) compensation based upon (among other factors) the overall  profits of WOOD&Co, which includes
corporate finance/investment banking, sales and trading and principal trading revenues. However, such authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or
more specific activities, or to recommendations contained in the investment research. One factor in equity research analyst compensation is arranging corporate access events/meetings between institutional clients and the
management teams of covered companies (with the company management being more likely to participate when the analyst has a positive view of the company).

WOOD&Co and its affiliates may have a corporate finance/investment banking or other relationship with the company that is the subject of this investment research and may trade in any of the designated investments
mentioned herein either for their own account or the accounts of their clients, in good faith or in the normal course of market making. Accordingly, WOOD&Co or their affiliates, principals or employees (other than the
authoring analyst(s) who prepared this investment research) may at any time have a long or short position in any such designated investments, related designated investments or in options, futures or other derivative
instruments based thereon.

WOOD&Co manages conflicts of interest arising as a result of preparation and publication of research through its use of internal databases, notifications by the relevant employees and Chinese Walls as monitored by
Compliance. For further details, please see our website at .https://www.wood.cz/mifid-information/  

The information contained in this investment research has been compiled by WOOD&Co from sources believed to be reliable, but (with the exception of the information about WOOD&Co) no representation or warranty,
express or implied, is made by WOOD&Co, its affiliates or any other person as to its fairness, accuracy, completeness or correctness. WOOD&Co has not independently verified the facts, assumptions, and estimates
contained herein. All estimates, opinions and other information contained in this investment research constitute WOOD&Co’ judgement as of the date of this investment research, are subject to change without notice and are
provided in good faith but without legal responsibility or liability.

WOOD&Co salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary trading desk that reflect opinions that are contrary to the
opinions expressed in this investment research. WOOD&Co’s affiliates, proprietary trading desk and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed
in this investment research.

This investment research is provided for information purposes only and does not constitute or form part of an offer or invitation or solicitation to engage in investment activity or to buy or sell any designated investments
discussed herein in any jurisdiction. As a result, the designated investments discussed in this investment research may not be eligible for offer or sale in some jurisdictions. This investment research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a securities broker or dealer in
that jurisdiction.

This investment research is prepared for general circulation to WOOD&Co’s clients and does not have regard to the investment objectives, financial situation or particular needs of any particular person. Investors should
consider this report as only a single factor in making their investment decision and obtain advice based on their own individual circumstances before making an investment decision. To the fullest extent permitted by law, none
of WOOD&Co, its affiliates or any other person accepts any liability whatsoever for any direct or consequential loss arising from or in connection with the use of this investment research.

For United Kingdom or EU Residents:

This investment research is only for persons who are eligible counterparties or professional clients within the meaning of Directive 2014/65/EU of the European Parliament and of the Council of 15 May 2014 on markets in
financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU and is exempt from the general restrictions in section 21 of the Financial Services and Markets Act 2000 (or any analogous legislation) on
the communication of invitations or inducements to engage in investment activity on the grounds that it is being distributed in the United Kingdom only to persons of a kind described in Article 19(5) (Investment Professionals)
and 49(2) (High Net Worth companies, unincorporated associations, etc.) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended). It is not intended to be distributed or passed on,
directly or indirectly, to any other class of persons. This material is not for distribution in the United Kingdom or Europe to retail clients, as defined under the rules of the Financial Conduct Authority.

For United States Residents:

This investment research distributed in the United States by WOOD&Co, and in certain instances by Brasil Plural Securities LLC (“Brasil Plural”), a U.S. registered broker dealer, only to “major U.S. institutional investors”, as
defined under Rule 15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (“SEC”). This investment research is not
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intended for use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research and are not a major U.S. institutional investor, you are instructed not to read, rely on or
reproduce the contents hereof, and to destroy this research or return it to WOOD&Co or to Brasil Plural. Analyst(s) preparing this report are employees of WOOD&Co who are resident outside the United States and are not
associated persons or employees of any U.S. registered broker-dealer. Therefore the analyst(s) are not be subject to Rule 2711 of the Financial Industry Regulatory Authority (“FINRA”) or to Regulation AC adopted by SEC
which, among other things, restrict communications with a subject company, public appearances and personal trading in securities by a research analyst. Any major U.S. Institutional investor wishing to effect transactions in
any securities referred to herein or options thereon should do so by contacting a representative of Brasil Plural. Brasil Plural is a broker-dealer registered with the SEC and a member of FINRA and the Securities Investor
Protection Corporation. Its address is 545 Madison Avenue, 8th Floor, New York, NY 10022 and its telephone number is 212-388-5613. WOOD&Co is not affiliated with Brasil Plural or any other U.S. registered broker-dealer.

The views and sentiments expressed in this investment research and any findings thereof accurately reflect the analyst’s truthful views about the subject securities and or issuers discussed herein.
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