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Upward NAV trend continues

Scherzer & Co (PZS) was able to leverage the favourable market conditions
in H117, generating an EPS of €0.15 (vs €0.04/share loss in H116) and
growing NAV by 13.5% to €2.55/share as at end-June. Realised capital
gains, higher dividend income and a lower negative balance of value
adjustments contributed to the solid result. Although there were no major
favourable extra compensatory claim (ECS) rulings in H117, the company
maintained an extensive ECS portfolio, which now amounts to €89m or
€2.97 per share, providing potential future earnings upside. PZS’s NAV
stands at €2.64 as at end-August, in line with its current share price.

H117 results well above last year

PZS reported strong H117 numbers, with EBIT improving to €4.64m from a €1.09m
loss last year. The company realised net capital gains of €6.40m (compared to
€0.92m in H116) and posted a 22% y-o0-y increase in dividend income to €1.44m.
PZS benefited from the favourable stock market environment, as the DAX gained ¢
7% in the first half of the year, while mid- and small-caps appreciated even more
(MDAX +10%, SDAX +14% and TecDAX +20%).

Sustained NAV growth

PZS’s NAV currently stands at €2.64 (as at 31 August 2017) compared to €2.29 at
end-2016. This represents ytd growth of 17.5% (adjusted for the €0.05 dividend
payment made in June), which is ahead of PZS's five-year NAV CAGR of 15.6%.
Performance was driven particularly by some of the current top 10 portfolio
holdings, such as GK Software, Lotto24, Horus or Pfeiffer Vacuum Technology, but
also Wustenrot & Wiirttembergische (W&W). Importantly, the company has been
able to outperform the large- and mid-cap indices so far in 2017, as the DAX and
MDAX increased by ¢ 5% and 11%, respectively (the SDAX and TecDAX grew by
19% and 25%, respectively).

Valuation: Trading in line with NAV

PZS has long traded at discounts to NAV to the tune of 15%, but following positive
catalysts such as the successful sale of FIDOR Bank in 2016, PZS shares are now
trading broadly in line with NAV. An additional stock driver is the recently updated
valuation report on AXA, which implies a potential income from PZS’s AXA
shareholding of €18.8m or €0.63/PZS share. It must be noted that the NAV does
not include any income from potential ECS profits.

Consensus estimates

Year Revenue PBT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12115 128 53 0.18 0.05 146 19
12/16 7.6 45 0.15 0.05 175 1.9
12/17e 9.4 54 0.18 0.05 146 19
12/18e 9.8 5.8 0.17 0.05 155 1.9

Source: Scherzer & Co accounts, consensus estimates (ODDO, GSC, Solventis) as at 12
September 2017

Asset management

13 September 2017

Share price graph

2.7
2.6
2.5
2.4
2.3
2.2
21

2
19

Share details

Code PZS GYIPZSG
Listing Deutsche Borse Scale
Shares in issue 29.9m
Iigit7 reported net debt as at 30 June €23.4m

Business description

Scherzer & Co (PZS) invests its funds mainly in
domestic equities. PZS looks for companies that are
unknown or unloved, and special situations. The
focus is on special situations, where the downside is
perceived to be limited. In addition, it acquires value
stocks, mainly below book value. These stocks need
to demonstrate strong business models.

Bull

Strong management, well known in the market.
‘Hidden’ NAV kicker through special
compensatory rights, albeit with binary
outcomes.

Well diversified portfolio with attractive risk/return
pattern, built over a number of years.

Bear

Dependent on market environment.

Still relatively small.
For the strategy, market size is limited.
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Milosz Papst +44 (0) 20 3077 5700

Edison Investment Research provides
qualitative research coverage on companies
in the Deutsche Borse Scale segment in
accordance with section 36 subsection 3 of
the General Terms and Conditions of
Deutsche Bdrse AG for the Regulated
Unofficial Market (Freiverkehr) on
Frankfurter Wertpapierborse (as of 1 March
2017). Two to three research reports will be
produced per year. Research reports do not
contain Edison analyst financial forecasts.
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Company description: H117 results released

PZS reported an H117 EBIT of €4.64m compared to a €1.09m loss in H116. This was supported by
net realised capital gains of €6.40m (vs €0.92m in H116) and a 22% y-0-y increase in dividend
income to €1.44m. Furthermore, the company recorded positive value adjustments of €0.84m (up
61% from €0.52m). This was somewhat offset by the lower result from covered writing strategies at
€0.23m (H116: €0.56m). Income from ECS was negligible in H117 (€2,000). However, PZS
highlighted a recent positive ruling in its September investor presentation, resulting in an ECS gain
of €1.4m. As at end-August, the original value of tendered-in shares stood at approximately €89m
or €2.97 per share (compared to €95m and €3.20 by end-2016 respectively). Taking into account
the investments in Allerthal-Werke and the RM Rheiner Management, the compensatory claims
amount to €112m.

On the expenses side, the company recorded €2.64m in write-offs of financial assets and securities
held as current assets compared to €3.53m in H116. Personnel expenses doubled y-o0-y to €1.2m,
driven by higher bonuses (up to €0.9m from €0.3m last year). Finally, net financial expense stood at
€0.07m, ahead of last year at €0.03m. Consequently, EBT reached €4.57m vs a €1.12m loss in
H116 and net income came in at €4.43m (H116: -€1.12m), translating into an EPS of €0.15 (vs a
loss of €0.04 in H116).

Exhibit 1: Results highlights

£000s H117 H116 y-0-y
Income from financial instruments 7,789 1,956 298%
Gains on sale of non-current financial assets 2,775 213 1,203%
Gains on sale of current financial assets/securities 4,642 1142 306%
Gains on derivatives 371 563 (34%)
Extra compensatory claims (ECS) 2 37 (95%)
Expenses related to financial instruments (1,159) (440) 163%
Loss from sale of securities (1,017) (440) 131%
Loss on derivatives (142) 0 -
Other operating income 865 672 29%
Value adjustments on non-current financial assets 362 498 (27%)
Value adjustments on investments 382 0 -
Value adjustments on current financial assets 91 21 333%
Reversal of tax provisions 0 149 (100%)
Other 30 3 900%
Personal expenses (1,215) (601) 102%
Other operating expenses (432.0) (330) 31%
Income from dividends 1,436.1 1,182 22%
Write-offs of current and non-current financial assets (2,637.3) (3,525) (25%)
D&A (3.5) 3) 7%
EBIT 4,642.9 (1,090) 426%
EBIT margin 59.6% N/M N/M
Other interest and similar income 23 92 (75%)
Interest and similar expenses 97) (121) (20%)
EBT 4,569 (1,119) N/M
EBT margin 58.7% N/M N/M
Income tax (142) 0 N/A
effective tax rate 3.1% 0.0% 311bp
Net profit for the period 4,427 (1,129) N/M
Net income margin 56.8% N/M N/M
EPS 0.15 (0.04) -

Source: Scherzer & Co accounts

Net debt increased to €23.4m in H117 from €18.6m by end-2016, implying a net debt/equity ratio of
41% (FY16: 34%). PZS's NAV as at end-June reached €2.55 per share, whereas last reported NAV
(as at 31 August) was even higher at €2.64 per share. Adjusted for the €0.05 dividend paid in June,
this represented a 17.5% increase from €2.29 at end-2016. This was ahead of PZS's five-year NAV
CAGR (2011-16) of ¢ 15.6%. Over this period, the company was able to outperform blue chips (the
DAX posted a five-year CAGR at 12.3%). However, it is worth keeping in mind the fact that PZS is
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more inclined towards small- and mid-caps, which generally outperform the broad market amid an
upward trend. The last reported NAV level is broadly in line with the current share price of €2.63.

Exhibit 2: PZS’s NAV and share price comparison
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PZS'’s top 10 portfolio holdings are illustrated in Exhibit 3 below. As at end-June, 59.87% of PZS’s
overall portfolio consisted of investments treated as ‘opportunistic’ (including special situations, new
business orientation, restructuring/recapitalization, and sustained business models with high-growth
outlook) and the remaining 40.13% represented the so-called ‘safe’ investments (companies with a
‘natural’ valuation floor, high asset quality, strong/strategic major shareholder, strong earnings
quality, etc). The top 10 holdings make up 52.9% of the current portfolio (vs 53.9% at end-2016).
With respect to recent major portfolio changes, the company reduced its stake in Wistenrot &
Waiirttembergische (W&W) to cash in some of its capital gains.

Exhibit 3: Top 10 holdings as % of total portfolio

Company August 2017 June 2017 December 2016  Opportunistic/safe
GK Software 13.67% 10.60% 8.72% Opportunistic
freenet 9.66% 9.56% 7.51% Opportunistic
Allerthal-Werke 5.00% 4.64% 5.05% Safe
Lotto24 4.16% 4.46% 6.72% Opportunistic
Oldenburgische Landesbank 3.90% N/A N/A Safe
Audi 3.66% 3.74% N/A Opportunistic
Horus 3.60% 2.96% N/A Opportunistic
K+S 3.30% 4.19% 3.41% Opportunistic
Mobotix 3.00% 3.99% 5.11% Safe
Pfeiffer Vacuum Technology 2.97% N/A N/A Safe
Total top 10 holdings 52.92% 52.61% 53.91% -

Source: Scherzer & Co accounts

Valuation

The most recently reported NAV stands at €2.64/share as at end-August 2017. In the past, PZS’s
shares have traded at prices below the stated NAV. This appears to be a function of the asset value
minus the capitalised management costs, which were approximately 10% of revenues. As such, the
average discount to NAV before 2016 was approximately 15%. Since the successful ECS
transaction in 2015 and the subsequent newsflow (eg the AXA valuation case and the successful
sale of the FIDOR Bank stake), the discount has declined and the stock trades close to last
reported NAV of around €2.64. This suggests the improved acceptance of potential gains resulting
from the ECS portfolio. However, there is no visibility of future gains.

Based on P/E, PZS has traded well below the market averages in the past five years. We believe
that the main reason for this is the low visibility on potential gains from the ECS portfolio. However,
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given recent successful transactions, the discount started to decline in 2016 and has continued to
do soin 2017.

Exhibit 4: Comparable market P/E ratios

PIE (x)

2012 2013 2014 2015 2016 2017e 2018e
DAX 173 184 16.6 22.0 19.0 137 12.9
MDAX 179 27.8 20.0 19.2 28.8 179 16.2
SDAX NIM 54.7 30.9 28.0 235 21.8 19.3
Arithmetic average 176 336 225 231 238 17.8 16.1
PZS Loss 72 11.9 9.2 13.6 15.0 153
PZS discount/(premium) Loss 79% 47% 60% 43% 16% 5%

Source: Bloomberg as at 12 September 2017, Scherzer & Co reports. Note: P/E valuations based on year-end

prices.

PZS'’s valuation is mainly based on asset value, also described by price to book (P/B) value. We
have looked at the development of market P/B ratios over time, and a decline in PZS'’s discount to
the market has been apparent since 2015.

Exhibit 5: Comparable market P/B ratios

P/B (x)

2012 2013 2014 2015 2016 2017e 2018e
DAX 15 18 1.7 17 1.7 17 16
MDAX 18 23 21 23 1.9 2.0 18
SDAX 13 1.7 1.9 20 1.7 19 17
Arithmetic average 15 19 19 2.0 1.8 1.9 1.7
PZS 0.8 0.8 0.8 0.8 0.9 13 13
PZS discount/(premium) 48% 59% 58% 60% 49% 28% 27%
Source: Bloomberg as at 12 September 2017, Scherzer & Co reports. Note: P/B valuations based on year-end

prices.

PZS has reported profits every year since 2012. Despite this, the stock has traded below both its
own book value and German market valuations. Nevertheless, the company has achieved positive
absolute returns each year, documented by the increase in NAV (even after dividend payment).

Exhibit 6: Comparable market performance

DAX Index PZS NAV

End Change (%) Change (%)
2012 7,612.4 29.06 14.65
2013 9,552.2 25.48 30.83
2014 9,805.6 2.65 3.45
2015 10,743.0 9.56 12.78
2016 11,481.1 6.87 18.18
2017 (ytd) 12,524.8 9.09 17.47

Source: Bloomberg, Scherzer & Co reports. Note: Ytd DAX return is as at 12 September 2017 and ytd figure for
PZS NAV is as at 31 August 2017.

In addition, the NAV progression does not fully reflect the ECS portfolio. On one hand, earnings
realised from successful closings are reflected in the NAV, as the returns are partially reinvested in
the portfolio. On the other hand, the outcome and the timing of the claims are uncertain.

The AXA case, however, highlights the potential; while it is unclear whether the new valuation report
will be fully accepted and finally turn into payments to those shareholders who tendered in the AXA
shares in 2006, a potential gain of €103 per AXA ordinary share represents a pre-tax gain for PZS
of approximately €18.8m, or €0.63 per PZS share (before taxes and other costs). The €0.63/share
gain is equal to a 24% increase in current NAV.
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER
Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Borse AG or the Frankfurter Wertpapierbdrse. Any investment decision should be solely based on a
securities offering document or another document containing all information required to make such an investment decision, including risk factors.
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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. Opinions contained in this report
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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. This document is provided 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. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
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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 (ie 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. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2017. “FTSE®" is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE'’s express written consent.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1 646 653 7026 +61 (0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 295 Madison Avenue, 18th Floor Level 12, Office 1205
60325 Frankfurt London, WC1V 7EE 10017, New York 95 Pitt Street, Sydney

Germany United Kingdom us NSW 2000, Australia


https://register.fca.org.uk/ShPo_FirmDetailsPage?id=001b000000MfYL6AAN
http://www.edisongroup.com/

	Upward NAV trend continues
	H117 results well above last year
	Sustained NAV growth
	Valuation: Trading in line with NAV

	Company description: H117 results released
	Valuation

