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Deutsche Beteiligungs

Steady progress in the first quarter of FY18

Deutsche Beteiligungs (DBAG) reported a 2.7% NAV return for the three
months ended 31 December 2017, with the period characterised by a high
level of transaction activity at existing portfolio companies. Two new
management buyout investments alongside the DBAG ECF fund were
completed after the quarter end, with DBAG investing a total of up to €9.1m
in specialist aluminium and steel component manufacturer, Sjglund, and
fibre optic network services provider, netzkontor nord. Management
guidance for FY18 is unchanged, with net income expected to be above the
five-year average and NAV return below the five-year average.

12 months Share price NAV  LPX Europe LPX Europe SDAX FTSE All-
ending (%) (%) (%) NAV (%) (%) Share (%)
31/01/14 148 124 23.8 135 219 149
31/01/15 33.3 15.6 20.3 154 8.8 17.0
31/12/15* 146 15.1 14.0 75 18.9 0.3
31/12/16 48 8.7 10.3 75 4.6 0.8
31/12/17 60.7 24.6 18.9 132 24.9 8.8

Source: Thomson Datastream, Bloomberg. Note: *11-month period due to change in
financial year end. Discrete total return performance in euros.

Gains driven by improving underlying earnings

DBAG reported €11.4m net income, with a 2.7% NAV return for the first quarter of
FY18. Valuation gains were driven by improved earnings expectations for portfolio
companies, partly offset by a decline in the market valuation multiples applied to
portfolio holdings. Private equity investments accounted for the bulk of earnings,
with fund investment services also making a positive contribution. There was a high
level of transaction activity involving DBAG's existing portfolio companies, including
Cleanpart selling one of its business lines, the partial disposal of Silbitz to a
strategic investor, a number of strategic acquisitions by Pfaudler and vitronet, and
Polytech pursuing a merger accompanied by a capital increase.

Outlook: Robust medium-term perspective

DBAG management has confirmed its outlook for FY18 and the following two
financial years, given on publication of FY17 results in November 2017. Guidance
is for FY18 net income to be more than 20% higher than the €43m average of the
last five financial years, followed by a moderate 10-20% rise in FY19 and FY20.
DBAG's dividend-adjusted NAV return in FY18 is anticipated to be more than one-
fifth lower than the 15.7% five-year average, then rising by more than 20% in FY19
and FY20. Cash drag on performance is expected to decline over these three
financial years, as the current high level of financial resources is invested and the
pace of realisations moderates after the exceptional level of divestments in FY17.

Valuation: Premium reflects continuing robust growth

In our view, the primary contributor to DBAG'’s shares trading at a premium to NAV
is the value attributed by the market to its fund services business. We see the
current headline 52.8% premium to NAV implying that a ¢ 18% premium is also
being applied to the private equity investment business, arguably reflecting an
expectation of robust growth continuing over the next 12 to 24 months.
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Exhibit 1: Company at a glance

Investment objective and fund background

Recent developments

DBAG is a Germany-based and listed private equity investment and fund
management company that invests in mid-sized companies in Germany and
neighbouring German-speaking countries via MBO transactions and growth
capital financings. There is a focus on growth-driven profitable businesses
valued at between €50m and €250m. DBAG's core objective is to sustainably
increase net asset value.

= 8 February 2018: Q118 results — NAV TR +2.6% vs LPX Europe NAV TR +5.3%.

= 15 January 2018: Announcement of MBO investment in netzkontor nord, a fibre
optic network construction and network management services provider.

= 9 January 2018: Announcement of MBO investment in Sjglund, a Denmark-
based manufacturer of aluminium and steel components, focused on the wind
power and rail industries.

= 23 November 2017: FY17 final results — NAV TR +25.8% vs LPX Europe NAV
TR +14.6%; €1.40 per share FY17 dividend proposed.

Forthcoming Capital structure Fund details

AGM 21 February 2018 FY17 net expense ratio*  0.4% (0.8% unadjusted) Group Deutsche Beteiligungs

Quarterly results 8 May 2018 Net cash 34.0%** Manager ~ Team managed

Year end 30 September Annual mgmt fee N/A (self-managed) Address Boersenstrasse 1

Dividend paid 26 February 2018 Performance fee N/A (self-managed) 60313 Frankfurt am Main, Germany
Launch date December 1985 Company life Unlimited Phone +49 69 95787-01

Continuation vote N/A Loan facilities €50m Website www.dbag.de

Dividend policy and history (financial years)

Share buyback policy and history (financial years)

DBAG's policy is to pay a stable or rising annual dividend. Prior to FY16, a base
dividend was paid, supplemented by a surplus dividend based on realised gains.
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Concentration of portfolio value by size (as at 31 December 2017)**

Share buybacks and capital increases are used to manage longer-term capital
requirements. In FY16, a 10% capital increase raised €38.6m.
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Portfolio exposure by sector (as at 31 December 2017)***
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w Industrial components 30%
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engineering 21%
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= Industrial services 9%

Information technology &
consumer goods 22%

A 4

Portfolio companies’ revenues by region (latest available data)***

Other (incl. buyout funds) 6%

= Rossmann Beteiligungs (14.9%)

m Taiko (6.7%)
JP Morgan Asset Mgmt (3.1%)
‘ = Norges Bank Inv Mgmt (2.5%)
|

Dimensional Fund Advisors (2.0%)

Vanguard Group (1.8%)
Columbia Threadneedle (1.3%)
BlackRock Asset Mgmt (1.1%)
Other (66.6%)

u Europe 71%

= North America 12%

Asia Pacific 12%

m Rest of world 5%

Source: DBAG, Edison Investment Research, Bloomberg, Thomson Reuters. Note: *Based on expenses net of fee income; adjusted
for non-recurring items. **Including €33.5m of securities classified as long-term assets. ***Does not include co-investment funds.
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Highlights of the first quarter of FY18

DBAG reported net income of €11.4m and a NAV return of 2.7% for the first quarter of FY18, with
valuation gains mainly driven by an improvement in earnings expectations for the portfolio
companies in 2018 versus 2017. A decline in the market earnings multiples used to value portfolio
companies (largely a result of moving from 2017 EV/EBITDA multiples to 2018 EV/EBITDA
multiples) held back valuation gains during the quarter. Both business lines reported positive pre-
tax income; private equity investments contributed €10.8m and fund investment services €0.7m.
NAV per share increased from €29.57 at end-September 2017 to €30.34 at end-December 2017.

The first three months of the financial year were characterised by a high level of transaction activity
involving DBAG's existing portfolio companies, including Cleanpart selling one of its business lines,
the partial disposal of Silbitz to a strategic investor, a number of strategic acquisitions by Pfaudler
and vitronet, and Polytech pursuing a merger accompanied by a capital increase.

New investments

DBAG agreed two new investments alongside DBAG ECF during the quarter, representing the
fund’s first transactions since the start of its new investment period in June 2017. The management
buyouts of Sjglund and netzkontor nord were completed after the quarter-end and, following these
investments, more than a quarter of the capital committed to this investment period (referred to as
DBAG ECF 1) has been called.

Sjelund

In January 2018, the DBAG ECF fund acquired a ¢ 51% stake in specialist aluminium and steel
component manufacturer, Sjglund, from its founder and CEO Sgren Ravn Jensen, with DBAG
investing up to €4.5m for a c 21% stake. Sgren Ravn Jensen has retained a ¢ 49% stake in Sjglund
and continues to serve as CEO alongside the other members of the management team. This is the
first acquisition within the DBAG ECF | investment period, and the second buyout transaction for
the DBAG ECF fund, which broadened its investment criteria in 2016 to include MBO transactions
as well as expansion capital investments.

Since 1994, Sjglund has grown to become a leading manufacturer of complex bent aluminium and
steel components, generating around half of its ¢ €31m revenues in the year to 30 September 2017
in the wind power industry, mainly from wind turbine components. Headquartered in Denmark, with
a production site in China and around 110 employees, Sjglund generates ¢ 35% of its revenues
from German customers but has established a global presence.

Sjglund’s end-markets are expected to grow significantly over the next few years, driven by the
increasing use of renewable energy, global population growth and increasing urbanisation. DBAG’s
investment will support the company’s plans to expand its business with existing customers in high-
growth markets such as China and the US, as well as increasing its focus on the highly profitable
mechanical engineering sector, one of DBAG's core areas of expertise.

netzkontor nord

Also in January 2018, DBAG ECF invested in the management buyout of netzkontor nord, with
DBAG contributing up to €4.6m for a ¢ 34% stake. The company'’s founders, Dirk Mller and Peter
Schmidt, have retained an equity stake and continue to serve as managing partners. Established in
2008 and headquartered in Flensburg, Germany, netzkontor offers planning and supervision
services for fibre optic network construction, while its subsidiary OpenXS provides fibre optic
network management services. Currently focused on the region of Schleswig-Holstein, netzkontor
has ¢ 100 employees and generated sales of ¢ €8m in 2017.
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Broadband coverage has expanded at a sluggish pace in Germany, with over 40 million households
not yet connected to a fibre optic network, and the government is subsidising network development.
Its reputation as a reliable, high-quality provider and its project management expertise provide a
strong foundation for netzkontor’s plans to pursue regional expansion and diversify its customer
base. DBAG will support this development with the investment and expertise gained from its three
current investments in the sector (inexio, DNS:NET, vitronet).

Commitments and financial resources

At 31 December 2017, DBAG had €256.4m in undrawn capital commitments to the DBAG ECF and
DBAG Fund VIl funds. Based on the expected investment programmes for these two funds over the
current and two following financial years, DBAG management anticipates an average annual
investment run rate of c €70m.

During the first quarter of FY18, DBAG's financial resources declined modestly from €161.6m to
€155.3m (including €33.5m of securities classified as long-term assets), with no major new
investments or divestments completed during the period. At end-December 2017, a further €25.9m
in cash and securities was held in unconsolidated investment entities, which included proceeds
received following the sale of a business line by portfolio company Cleanpart and its subsequent
refinancing. DBAG's share of the new investments in Sjglund and netzkontor nord, which were
completed after the quarter-end, totalled €9.1m, leaving DBAG with sufficient funds to meet its
expected financial commitments over at least the next 12 months. In addition to its current funds,
realisations from the existing portfolio would add to DBAG's financial resources and it also has a
€50m credit facility, which it can draw on to manage short-term cash flow timing differences.

Valuation: Near-term robust growth being discounted

As illustrated in Exhibit 2, DBAG's shares have traded at a premium to NAV for most of the period
since end-January 2015, shortly after it started reporting separately on its private equity investment
and fund services businesses. While its investment portfolio is reported at fair value, DBAG’s
published NAV does not reflect the market value of its fund services business, which has ¢ €1.7bn
of third-party assets under management and generates a substantial fee income stream. DBAG'’s
share price reflects the value of both businesses, and we see the value attributed by the market to
the fund services business as the principal reason for DBAG's shares trading at a premium to NAV.

Exhibit 2: Share price premium/discount to NAV over three years (%)
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Source: Thomson Datastream, Edison Investment Research

In our view, the expected strong valuation gains from several successful realisations accounted for
the premium reaching 62.4% in May 2017 (an all-time high at that point), while the current ¢ €240m
or 52.8% premium to NAV appears to reflect a premium being applied to the private equity
investment business, in addition to the value attributed to the fund services business.
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Our earlier analysis (included in our ) suggested that the market was attributing a
valuation of up to ¢ €160m to DBAG's fund services business, giving a market-implied valuation
multiple of between 23x and 40x earnings. We do not consider that the earnings outlook for the
fund services business has altered materially since the launch of DBAG Fund VIl at the end of
2016, which leads us to infer that the market is applying a ¢ €80m premium to DBAG's private
equity investments business, which equates to a ¢ 18% premium to NAV. The implication of this
premium is that the market has increased conviction that DBAG's robust NAV growth will continue
over the next 12 to 24 months. This expectation is arguably driven by DBAG’s exceptionally strong
performance in FY17, as well as the broader development of the business, giving an expanded
universe of investment opportunities.

Peer group comparison

Exhibit 3 shows a comparison of DBAG with a selected peer group of Europe-focused, listed private
equity investment companies. As well as its particular focus on German Mittelstand companies,
DBAG is differentiated from its listed private equity peers by managing third-party funds, with the
exception of 3iin the UK. As noted in the Valuation section above, DBAG'’s shares are trading at a
substantial premium to its reported NAV. This contrasts with the majority of the peer group that do
not manage third-party funds, some of which are trading at a significant discount to NAV. DBAG'’s
3.0% yield, based on its proposed €1.40 dividend for FY17, is higher than the peer group average.

Exhibit 3: Listed private equity investment companies peer group as at 12 February 2018*

% unless stated Country Mktcap NAVTR NAVTR NAVTR NAVTR Price TR Price TR Price TR Price TR Premium/ Dividend

£Em lyear 3years 5years 10years lyear 3years 5years 10years (discount) yield (%)
Deutsche Beteiligungs Europe  619.2 29.0 85.9 127.2 173.0 66.3 141.0 230.5 408.4 52.6 3.0
3i Global 8,660.5 31.2 1175 2144 33.9 33.7 126.8 409.9 52.9 279 3.0
Electra Private Equity UK 3373 73 86.4 140.6 199.3 170 98.0 212.7 2845 (20.9) 0.0
HgCapital Trust UK  640.1 172 59.1 75.5 153.1 193 85.4 106.3 204.8 (5.2) 2.7
ICG Enterprise Trust UK  556.9 16.3 46.4 73.0 109.4 21.2 54.4 103.9 102.7 (12.8) 25
Oakley Capital Investments Europe  336.9 1.0 18.5 316 140.5 15 10.6 252 68.3 (28.8) 2.7
Princess Private Equity Global  590.2 15.7 68.9 87.9 106.9 34.8 109.9 139.6 171.4 (10.0) 5.7
Standard Life Private Equity ~ Europe ~ 513.5 10.8 55.4 88.4 75.4 212 75.1 1375 90.2 (14.1) 3.7
Average 15318 16.1 67.3 104.8 123.9 26.9 87.7 170.7 172.9 (1.4) 29
Rank in peer group 3 2 3 3 2 1 1 2 1 1 3

Source: Morningstar, Edison Investment Research. Note: *Performance data to end-December 2017. TR = total return. All returns

expressed in sterling terms.
DBAG’s NAV total return in sterling terms to 31 December 2017 is appreciably ahead of the peer
group average over one, three, five and 10 years, ranking second or third out of eight over each
time period. DBAG's share price total return has outperformed its NAV total return over all time
periods shown to end-December 2017. This reflects the shares moving to trade at a significant
premium to NAV over the last two years, while the shares traded at a discount as wide as 57.8%
during the 2008 global financial crisis.

Deutsche Beteiligungs | 13 February 2018 5


http://www.edisoninvestmentresearch.com/research/report/deutsche-beteiligungs15/preview/

EDISON

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 Financial Conduct Authority ( ). 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 Pty Limited (Edison Aus) [46085869] is the Australian
subsidiary of Edison. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2018 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Deutsche Beteiligungs and prepared and issued by Edison for publication globally. 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. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Investment Research Pty Ltd (Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd (AFSL: 427484)) and any access to it, is intended only for "wholesale
clients" within the meaning of the Corporations Act 2001 of Australia. The Investment Research is distributed in the United States by Edison US to major US institutional investors only. Edison US is registered as an
investment adviser with the Securities and Exchange Commission. Edison US relies upon the “publishers' exclusion from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of
1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our readers may be interested and this
information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our
website and 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 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. 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 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. Edison or its
affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In
addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. 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. 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 (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 2018. “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/

	Gains driven by improving underlying earnings
	Outlook: Robust medium-term perspective
	Valuation: Premium reflects continuing robust growth
	Highlights of the first quarter of FY18
	New investments
	Sjølund
	netzkontor nord

	Commitments and financial resources

	Valuation: Near-term robust growth being discounted
	Peer group comparison

