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Deutsche Beteiligungs

Doubling down on investment opportunities

Deutsche Beteiligungs (DBAG) reported a ¢ 4% NAV total return in 9M24,
supported primarily by higher valuation multiples on the back of more
benign public markets and the successful realisation of in-tech. DBAG’s
management has recently experienced a significant increase in deal flow,
which we attribute to the first signs of a recovery in global M&A activity,
reduced competition (as evidenced by two of its competitors no longer
pursuing new investments), as well as cross-deal flow from the recently
acquired ELF Capital Group. This has encouraged the company to issue a
€100m convertible bond to further boost its dry powder.

DBAG’s number of opportunities increased considerably in recent quarters*
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Mid-market private equity remains attractive

While interest rate normalisation may somewhat dilute gross internal rates of return
across the private equity (PE) sector, we note that the industry puts a greater
emphasis on driving operational change (based on in-house value creation teams)
and value-accretive, bolt-on M&A activity rather than pure financial engineering. In
particular, the PE mid-market (which DBAG focuses on) offers several potential
advantages: 1) many of the acquired companies have not been owned by PE before
(92% of DBAG’s buyouts in 2019-23 were from families and founders), potentially
providing an opportunity for value creation; 2) portfolio exits are less dependent on
the IPO market (DBAG rarely uses IPOs as an exit route and two-thirds of its exits
are to trade buyers); and 3) deals are less reliant on funding via syndicated loans
(which have been muted recently) and also often involve less leverage versus
large/mega buyouts. PitchBook reported that even in the tough environment in 2023,
European mid-market deal value was up 12.1% year-on-year.

An experienced player in the German PE mid-market

DBAG is a well-established investor and asset manager in the PE mid-market and
a go-to partner for private company owners, especially families and founders,
across Germany and neighbouring countries (eg Italy). Its industrial and industrial
technology portfolio (which together with industrial services made up ¢ 45% of the
portfolio at end-June 2024) has been shifting away from more traditional industrial
businesses in recent years. Moreover, DBAG has been tapping into a wider set of
sectors more strongly for several years now, with significant exposure to so-called
‘growth’ areas, including IT services and software (29% of end-June 2024 portfolio
value), broadband/telecom (6%) and healthcare (6%).
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Gearing

Net gearing at end-June 2024* 1.7%

*Excludes convertible bonds.

Fund objective

Deutsche Beteiligungs is a German-based and
listed private equity investment and fund
management company that invests in mid-sized
companies in Germany and neighbouring countries
via management buyout transactions and growth
capital financings. It also manages ¢ €2bn of third-
party capital, which generates stable recurring fee
income. Following the acquisition of a majority
stake in ELF Capital, DBAG expanded its offer to
include private debt.

Bull points

Solid long-term track record, with average MBO
and growth financings exit multiples of 2.7x and
2.9x, respectively, as at end-FY23.

Emphasis on ‘growth sectors’, such as IT
services and software, as well as on energy
transition/sustainability themes.

Recurring cash flow from fund services.

Bear points

Significant exposure to cyclical sectors, which
have been facing macroeconomic headwinds.
Interest rate normalisation may reduce
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companies in the medium term.

Higher average leverage of portfolio companies
versus pre-COVID-19 levels.
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9M24 performance supported by higher multiples

DBAG posted an NAV total return of 4.2% for the first nine months of FY24 (9M24; to end-June
2024), resulting in a broadly flat NAV over the last 12 months in total return euro terms. The 9M24
performance was primarily driven by the ¢ €40m positive impact from higher valuation multiples
applied to DBAG’s PE investments (see Exhibit 1). Management highlighted that half of DBAG’s
portfolio companies’ peer groups contributed positively. The impact of multiples also reflects two
recent disposals, primarily the successful exit from in-tech completed during the period (see below).
The positive contribution from changes in earnings stood at €27m in 9M24 and was assisted by
most sectors (healthcare, industry and industrial technology in particular, eg Congatec), partly on
the back of add-on acquisitions. However, this was offset by the €28m negative impact from higher
debt across the portfolio companies, which was particularly driven by add-on acquisitions across
DBAG’s healthcare exposure, as operasan acquired three renal medical care centres in the period.

DBAG's fund investment services segment reported €36.2m of income and an EBITA of €11.7m,
which represents a slight year-on-year increase (see Exhibit 2). The segment’s pre-tax profit
reached €9.0m in 9M24, down from €11.3m in 9M23 due to the impact of the amortisation of
intangible assets in conjunction with the ELF Capital Group acquisition.

Management updated its FY24 NAV guidance, narrowing the previously indicated range of €675—
790m to €675-710 (or €36.41-38.30 per share), which assumes stable public market valuations. At
the same time, DBAG reiterated its mid-term expectations for FY26 of NAV of €840-980m and
earnings before taxes of the fund investment services segment of €11-16m.

DBAG’s portfolio at end-June 2024 consisted of 37 portfolio companies and one externally
managed foreign buyout fund, with the top 15 investments making up 70% of its portfolio value.

Exhibit 1: DBAG’s gross gains/(losses) on measurement and disposal portfolio by sources

€m 9M24 9M23
Changes in fair value of unlisted investments 36.6 56.4
Change in eamings 27.3 74.8
Change in debt (28.0) (70.1)
Change in multiples 40.2 96.7
Change in exchange rates 0.2) (3.1)
Other (2.7) (42.0)
Net result of disposal 75 63.3
Total 441 119.7

Source: DBAG

Exhibit 2: Income statement by segment (€m)

9IM24 9m23 y-0-y

Net income from investment activity 31.1 113.6 N/A
Other income/expenses (13.1) 9.8) 34.6%
PE investments pre-tax profit 17.9 103.9 N/A
Fund services income 36.2 35.2 3.0%
Other income/expenses (27.2) (23.9) 13.9%
Fund services pre-tax profit 9.0 11.3 (19.9%)
Consolidated net profit 25.7 114.3 N/A

Source: DBAG
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DBAG’s management sees a good deal pipeline ahead

DBAG’s management highlighted that it has recently seen a significant pickup in buyout investment
opportunities to 94 in April to June 2024 compared to 76 in the period January to March 2024 and
56 in the period April to June 2023 (see exhibit above). We understand that this is due to a
combination of several factors. Firstly, deal activity across global M&A markets is slowly rebounding
amid expectations of monetary easing. Secondly, DBAG’s management indicated a more benign
competitive environment amid ongoing consolidation in the German PE mid-market, as evidenced
by two of its competitors no longer pursuing new investments. Finally, DBAG benefits from cross-
deal flow from ELF Capital, a manager of credit funds in which DBAG recently acquired a majority
stake (though we note that DBAG does not plan to tap into ELF Capital’s debt funding for its PE
transactions).

Existing funds have ample firepower for investments

The new buyout opportunities will be pursued primarily through DBAG’s investments alongside
DBAG-managed funds, which mostly seek acquisitions of a majority stake, including the flagship
buyout funds focused on equity investments of €40—-220m and Expansion Capital Funds (ECF)
focused on small management buyouts with an initial equity ticket of €10—40m (and up to €60m
with follow-on capital increases). DBAG'’s latest flagship buyout fund is DBAG Fund VIII; its
investment period ends in December 2026 and DBAG Fund VIl currently has significant dry
powder, especially following the recent disposal of in-tech. Management had indicated earlier that
upon completion of this exit, the fund will be only ¢ 30%+ invested, all else being equal (therefore,
DBAG is in no rush to launch its successor, which is more likely in 2026). The company also
manages the DBAG ECF |V fund; its investment period ends in December 2028. At end-September
2023 (last available data), DBAG had €106.9m and €38.1m outstanding commitments to DBAG
Fund VIIl and DBAG ECF 1V, which will be drawn upon new investments by these funds.

Furthermore, DBAG’s management underlined the good environment to pursue new private debt
investments alongside ELF Capital Funds (to which it has already made €100m in commitments),
and that DBAG made its first private debt investment through an ELF Capital Fund in the last
reported quarter, which has an expected internal rate of return (IRR) in the mid-teen percentage
range. Given the ample opportunities on the buyout and private debt side, DBAG is less likely to
prioritise long-term balance sheet investments (which comprise mainly investments in family-owned
businesses to support growth or change of ownership), as these have a longer holding period
(usually more than seven years). Therefore, it expects one to two such deals per year.

Solid balance sheet after disposals and convertible debt issue

The particularly good window of opportunity for new investments encouraged DBAG to issue
€100m worth of senior unsecured convertible bonds in July 2024 (see our for details).
DBAG'’s liquid resources at end-June 2024 stood at €121.8m and included €31.7m of financial
resources and €90.2m of undrawn credit lines (out of the total €110.2m, maturing in June 2027).
The in-tech and Solvares disposals, coupled with the above-mentioned convertible debt issue, will
add a further €150m liquidity. All the above liquid resources cover most of DBAG’s outstanding
investment commitments at end-June 2024 of €299.6m. We also note that DBAG'’s balance sheet
liabilities include a ¢ €33.5m purchase price obligation related to the remaining 49% stake in ELF
Capital Advisory, though the final price will be determined based on the performance of the
acquiree.
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New investment into UNITY

Between September 2023 and June 2024, DBAG closed two new investments: the buyout of
ProMik (announced in October 2023) and the long-term investment in NOKERA (announced in July
2023 in conjunction with the R+S realisation), discussed in our . In early August 2024,
DBAG announced the acquisition of a controlling stake in UNITY, a management consultancy
specialising in technology consulting and digital transformation processes, which in 2023 generated
revenue of €72m according to preliminary figures. DBAG’s management indicated that the
company grew its revenues by an average 13% in recent years, above the broader market growth
of 7%. It now has a wide client base of DAX40 companies and mid-sized enterprises across the
DACH region, with some prominent clients including Airbus, GEA, Lufthansa Technik, Mercedes-
Benz and Miele. UNITY joins other DBAG portfolio companies from the IT software and services
sector, such as Akquinet, AOE, Cloudflight and freiheit.com. Moreover, DBAG's portfolio companies
executed nine add-on acquisitions between end-September 2023 and end-June 2024 (of which
seven have already been closed in the period), including two by Akquinet and two by AOE.

In terms of realisations, DBAG completed the successful disposal of in-tech (a software
development, testing and validation business) in Q324, which yielded a strong multiple on invested
capital (MOIC) of 3.3x and an IRR of 68% (the deal was announced in April 2024). We note that the
disposal price represented a very healthy 63% uplift to the carrying value reflected in DBAG’s
books six months earlier, reinforcing its portfolio valuations. Moreover, Abbelen from More than
Meals group (DBAG’s portfolio company) was sold in Q324. DBAG also made a partial exit from
Solvares and full disposals of GMM Pfaudler and Gienanth in H124 (as discussed in our

).

Valuation

DBAG continues to trade at a discount to last reported NAV (currently 31%, see Exhibit 3), while
historically it traded at a premium to NAV (the average premium over the five years to end-2021
was ¢ 18%). We believe this was due to the share price reflecting the additional value of DBAG’s
fund services business, which manages c €2bn of third-party capital and whose value is not directly
captured within its reported NAV.

Exhibit 3: DBAG’s historical discount/premium to NAV (%)
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Source: DBAG, LSEG Data & Analytics, Edison Investment Research

We believe it is instructive to examine the market-implied valuation of both DBAG segments in two
scenarios: 1) using the implied value of PE investments, assuming fund services are valued in line
with peers; and 2) using the implied value of the fund services segment, assuming that PE
investments are valued in line with peers. For peers in DBAG's fund services segment, we use a
group of listed asset managers with exposure to alternative unlisted assets, such as real assets or
PE (as described in detail in our ): Blackstone, EQT, Partners Group, Intermediate
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Capital, Tikehau Capital and Cohen & Steers. We also added CVC Capital Partners, which recently
completed its IPO. In the case of PE investments, we use the peer group shown in Exhibit 5,
excluding 3i.

Exhibit 4: Analysis of DBAG’s market value by segment
Fund services in line with peers

Earnings multiple applied to fund services segment’s valuation 23.3x
Implied value of fund services segment* €256.6m
Implied value of private equity investments segment €211.7m
Implied discount of private equity investments value to DBAG's end-June 2024 NAV** 65%
Private equity investments in line with peers

Discount applied to private equity investments value to DBAG'’s end-June 2024 NAV 24.6%
Implied value of private equity investments segment™* €468.2m
Implied value of fund services segment €9.1m
Implied FY24e earnings multiple of fund services segment* 0.8x

Source: DBAG, Edison Investment Research. Note: “Based on the midpoint of management guidance.
**Multiple and discount are calculated based on DBAG’s NAV excluding intangible assets arising from the ELF
Capital acquisition.

Assuming the fund services segment is valued in line with peers (at a 23.3x FY24e earnings
multiple) and using DBAG’s current market capitalisation, the implied value of DBAG’s PE
investments would be c €212m (65% below its end-June 2024 NAV, which we conservatively adjust
for the intangibles arising from the ELF Capital acquisition), while DBAG'’s peers currently trade at
an average ¢ 25% discount.

Some of this difference could potentially be explained by the subdued German economy (which
weighed on DBAG's historical performance versus listed PE peers, see Exhibit 5). According to the
July 2024 projections of the International Monetary Fund, German GDP will increase by a mere
0.2% in 2024, followed by 1.3% in 2025, as it expects continued weakness in the manufacturing
sector to dampen economic recovery. DBAG’s management highlighted that selected portfolio
companies are currently facing challenges, in some cases due to macro factors and in other cases
due to poor management. We also note that, while DBAG has delivered a number of successful
exits in recent years, we calculate that its average ratio of disposals to opening NAV in FY19-23
stood at ¢ 11%, below the level implied by PE’s usual holding period of three to five years (DBAG
disposals in 9M24 of €64.8m represented 11% of opening NAV excluding intangible assets). Still,
DBAG’s discount may be considered wide given its portfolio changes in terms of sector exposure in
recent years, as discussed in our

On the other hand, if we assume that the PE investments were valued in line with peers, then
DBAG’s current market capitalisation would imply a mere 0.8x FY24e earnings multiple for DBAG’s
fund services segment. This seems to be quite a low multiple, especially given management’s
expectations of an increase in fund services pre-tax profit to €11—-16m by FY26 (upon the expected
launch of DBAG Fund VIII's successor). We also note that, based on the minimum €1.00 dividend
per share as per DBAG’s recently updated distribution policy, the company’s shares now offer a
4.0% yield. On top of this, the company launched a buyback programme of up to €20m earlier this
year, which will involve the repurchase of up to 800,000 shares, or ¢ 4.25% of its share capital
(excluding dilution from the convertible bond). To 9 August 2024, DBAG had spent c €11m on
repurchasing 423k shares at an average price of €26.28 (which means that the buybacks were NAV
accretive).

We note that the €30.7952 conversion price of the recently issued convertible bonds represents a
¢ 14.7% discount to DBAG’s end-June 2024 NAV, which would translate into a minor 2% end-June
2024 NAV per share dilution upon conversion.
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Exhibit 5: Listed PE investment companies peer group at 13 August 2024*

% unless stated Market NAVTR NAVTR NAVTR NAVTR PriceTR Price TR PriceTR Price TR Premium/ Dividend

cap £m 1y 3y Sy 10y 1y 3y Sy 10y (discount) yield
Deutsche Beteiligungs™ 400 1.7 14.8 41.9 176.6 (9.3) (19.7) (10.5) 85.9 (31.0) 4.0
3i 29,717 229 123.9 197.8 786.8 61.0 187.3 224.7 983.0 40.9 2.0
GIMV 970 132 271 242 118.3 4.0 (10.1) (10.4) 76.0 (25.7) 0.0
HgT 2,348 122 46.7 134.4 438.0 32.8 43.9 147.6 522.5 (2.1) 1.3
ICG Enterprise Trust 826 4.4 443 96.6 2433 12.7 254 58.2 167.2 (34.3) 2.6
Oakley Capital Investments 893 7.5 62.6 132.9 308.4 17.7 453 139.9 269.8 (28.5) 0.9
Princess Private Equity Trust 615 1.1 5.3 43.3 198.2 (8.1) 3.0 499 2247 (27.7) 6.9
Patria Private Equity Trust 839 5.8 456 99.5 281.3 219 27.0 89.0 249.8 (29.2) 3.0
Median 5173 9.6 50.8 104.1 339.2 20.3 46.0 99.8 356.1 (15.2) 24
Rank 8 7 7 7 7 8 8 8 7 7 2

Source: LSEG Data & Analytics, Edison Investment Research. Note: TR, total return. *12-month NAV performance in sterling terms
based on end-June 2024 or latest earlier available NAV (end-March 2024 for GIMV, end-April 2023 for ICG Enterprise Trust). **DBAG’s
10-year NAV TR is calculated from end-July 2014 due to availability of data.

Exhibit 6: Five-year discrete performance data

Last 12 months Share price NAV SDAX UK All-Share index
ending (%) (%) (%) (%)
30/06/20 (4.3) 2.3 3.0 (13.0)
30/06/21 16.4 20.8 31.2 215
30/06/22 (23.8) 38 (25.6) 1.6
30/06/23 16.3 174 124 79
30/06/24 9.3 1.7 5.6 13.0

Source: DBAG, LSEG Data and Analytics. Note: All percentages on a TR basis in pounds sterling.
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This report has been commissioned by Deutsche Beteiligungs and prepared and issued by Edison, in consideration of a fee payable by Deutsche Beteiligungs. Edison Investment Research standard fees are £60,000 pa
for the production and broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the
provision of roadshows and related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright 2024 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
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