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Further buybacks likely
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Share price graph
Following the successful disposal of Exozet in December 2019 as well as a
few exits from its VC portfolio last year, German Startups Group (GSG)
held a high net cash position of c €6.8m at end-2019. As the company’s
shares continue to trade at a wide discount to last reported NAV (currently
at c 43%) and GSG continues its transition to an asset manager (largely
focusing on realisations within its existing VC portfolio), management
intends to utilise the liquidity for further share buybacks.

Gain on Exozet disposal of €6.2m

Share details

GSG closed FY19 with an EPS of €0.26 (vs a €0.05 loss per share in FY18) on the
back of the completed disposal of its 50.77% stake in digital agency Exozet.
Excluding the gain on Exozet disposal, the net loss from the revaluation of financial
assets amounted to €1.2m (vs €3.4m profit in FY18), mostly on the back of a full
write-off of three holdings, partially offset by the write-up of five of its 12 major
portfolio investments.

Code

A comfortable level of liquidity
GSG has greatly reduced its financial liabilities as a consequence of 1) Exozet’s
deconsolidation, 2) early repayment of €2.0m loans last year and 3) early
redemption of half of its 2018 convertible bonds in April 2020. At end-2019, its net
cash position stood at c €6.8m or €8.2m including purchase price receivables. In
the latter approach, its gross liquidity of €11.3m represented 33% of its total assets
(or €0.95 per share). Rather than being reinvested in the VC portfolio, it is likely to
be utilised for share repurchases (the company already holds 9.4% of its
outstanding shares in treasury).

Listing

GSJ
Deutsche Börse Scale

Shares in issue (incl. treasury shares)

12.0m

Last reported net cash at end-2019

€6.8m

Business description
German Startups Group is a Berlin-based venture
capital investment company primarily focused on
providing investment to technology businesses in
German-speaking countries. With the launch of its
secondary shares trading platform and setup of an
asset management subsidiary, the company started
the transition to a wider business model.

Bull
◼ Potential success of new business model may

result in narrowing/closing the valuation gap to
NAV and realising additional shareholder value.
◼ Listed exposure to a diversified portfolio of

Valuation: Wide discount despite high cash position
GSG’s current share price of €1.57 represents a c 43% discount to NAV at end2019 (based on the book value of equity ex-minorities according to our estimates).
While revaluation of minority holdings often occurs upon transactions (new funding
rounds or secondary deals in particular), three of GSG’s investments (making up
c 52% of its VC portfolio’s gross value) were valued using a peer method or
blended DCF and peer method. If the last transaction values had been used
(considered outdated for these three), the valuation of the whole portfolio would be
27% lower.

technology start-ups in Germany.
◼ Successful sale of Exozet translated into

significant cash proceeds, which may be used
for share buybacks.

Bear
◼ Low liquidity.
◼ VC investments are inherently high risk.
◼ Longer periods when start-ups remain private

may delay GSG’s exits.
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Profitable disposal of Exozet driving results
GSG reported a net profit of €3.4m in FY19 vs a €0.7m loss in FY18, primarily driven by the €6.2m
gain from the disposal of its 50.77% stake in digital agency Exozet, announced in December 2019
(and discussed in more detail in our previous update note dated 19 December 2019). The net
proceeds from the transaction amounted to €10.8m (or c €1.00 per GSG share). Excluding minority
interests related to Exozet, GSG’s net profit stood at €2.9m (€0.26 per share) in FY19 vs a €0.6m
loss (€0.05 per share) in FY18. Group revenue stood at €16.4m in FY19 (up 31.2% y-o-y) but this
was largely attributable to Exozet (€16.0m), which was deconsolidated upon its sale in late FY19.
The remaining revenue was mostly related to costs recharged to GSG’s general partner.
At the same time, GSG reported a net loss per share from continued operations (ie excluding
Exozet’s earnings in FY19 and gain on its disposal) of €0.32 compared to a loss of €0.04 in FY18.
However, we need to note that the sale of the stake in Exozet could be considered a regular part of
GSG’s operations as an investment company. The transaction resulted in a €6.2m gain on disposal
at the PBT level and supported GSG’s overall EPS of €0.26. The company’s net loss from the
revaluation of financial assets of €1.2m (compared to a €3.4m net gain in FY18) was largely due to
the full write-off of three portfolio companies, including Ceritech, which failed to execute its flagship
project. The other two companies were not named in the company’s annual report. One was written
down due to persistent weak business performance, while the other was subject to an emergency
sale at a low price. These three holdings represented around 82% of the overall loss from financial
investments of €7.8m (comprising €6.98m losses from financial assets and €0.87m losses from
sale of financial assets) in FY19. On the other hand, the company has recognised an upward
revaluation in five out of its 12 main investments. These 12 holdings made up 92% of the value of
its portfolio consisting of 30 holdings in total at end-2019.
Exhibit 1: GSG FY19 results highlights (total operations)
€000, unless otherwise stated
Profits from financial assets valued at fair value with recognition in profit or loss
Losses from financial assets valued at fair value with recognition in profit or loss
Profits from affiliated companies
Losses from sale of financial assets
Gain from disposal of Exozet
Result from investment business
Revenues
Change in inventories
Income from own work capitalized
Other operating income
Cost of materials and services received
Personnel expenses
Other operating expenses
Incidental acquisition costs of investments
Result from other components
EBITDA
Depreciation and amortization
EBIT
Interest income
Interest expense
Financial result
Pre-tax profit
Income taxes
Net profit
Minorities adjustment
Net profit (ex-minorities)
EPS (€)

FY19
5,768
(6,975)
0
(871)
6,173
4,095
16,447
(1)
347
1,123
(4,304)
(9,674)
(3,183)
(9)
95
4,840
(651)
4,190
46
(575)
(529)
3,661
(236)
3,425
(487)
2,938
0.26

FY18
6,764
(3,346)
75
(226)
0
3,266
12,534
114
470
476
(3,356)
(7,722)
(3,347)
(99)
(1,547)
2,336
(616)
1,720
52
(523)
(471)
1,249
(1,925)
(676)
82
(593)
(0.05)

Source: German Startups Group accounts

GSG’s new investment activity was limited in FY19 (cash outflow purchase of financial assets at
just €0.8m in FY19) and consisted only of German Crypto Tech (where it acquired a 10% stake), an
asset-backed tokenisation business GSG co-founded during the period, as well as a follow-on
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investment in AuctionTech. Apart from the Exozet disposal, the company performed five full and
partial exits in FY19 and reported a total cash inflow from the sale of financial assets in continued
operations (ie excluding Exozet) of €5.2m. This includes two focus investments (Chrono24 and
Mister Spex), which translated into sizeable disposal gains (according to the management), as well
as several smaller disposals, such as Dalia Research, Datapine and Service Partner One.
GSG’s net seller position is in line with its ongoing repositioning from an asset owner (focused on
growing the value of its own balance sheet investments) to an asset manager (generating income
from management fees and carried interest). This strategy is executed in particular through its
subsidiaries German Startups Market, an online matchmaking platform for sellers and buyers of socalled secondary shares in German start-ups and VC funds, as well as German Startups Asset
Management, see our note from October 2018 for further details. Hence, GSG continues to
prioritise profitable realisations of its VC investments, while making efforts to drive its asset
management business beyond the early stage. As part of the realignment, the company has
recently transferred its VC portfolio to a fully owned subsidiary. GSG has provided a limited update
on the transition progress at this stage.
With respect to COVID-19, management has provided a general comment indicating that the
impact was limited across its portfolio holdings, although its share price has followed the market
decline, and has fallen 30%. Meanwhile two of its exits that were initially planned for early 2020
have been postponed.

Ample liquidity for further buybacks
Following the deconsolidation of Exozet and early repayment of €2.0m loans, GSG’s total gross
debt at end-2019 stood at €3.1m and consisted of €2.9m of outstanding 2018 convertible bonds,
which have a coupon rate of 8% pa, as well as c €0.2m of short-term liabilities (mostly accrued
interest). At the same time, the company’s cash position at end-2019 was €4.9m, and was
supported by €5.0m in near-cash items (money market investments), which translates into a net
cash level of €6.8m at end-2019. If we also include the €1.4m of purchase price receivables at end2019 (which could potentially be considered a near-cash item as well), GSG’s net cash would stand
at €8.2m while its gross liquidity would be €11.3m (or 33% of its total assets). We note that
management recently announced that the company repurchased half of its outstanding convertible
bond volume in April 2020.
Consequently, as the company has repaid most of its financial liabilities over 2019 and H120 and
the shares continue to trade at a significant discount to NAV, it aims to distribute the disposal
proceeds through further share repurchases. Last year, GSG launched a buyback programme
covering up to 900.1k shares at a price of €1.50 per share, which was successfully completed on
8 July 2019. As a result, the company currently holds 1,130.4k treasury shares (or 9.4% of all
outstanding shares).

Valuation
GSG’s NAV (ex-minorities but including goodwill and intangibles) was €30.1m at end-2019,
translating into €2.77 per share (based on share count excluding treasury shares, according to our
estimate). The current share price of €1.57 implies a c 43% discount to this NAV. Based on the
outstanding number of shares (including treasury stock), NAV per share would be €2.51 and the
discount would stand at 37%, according to our calculations. We note, however, that the current NAV
and discount are at least partially out of date, given that portfolio companies are normally valued,
where possible, by independent third-party transactions, which reflect prices achieved in recent
transactions and follow-on investment rounds. Having said that, among its 12 most important
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investments at end-2019 (covering 92% of portfolio value), three of them (representing 57% of
those important investments’ value) were valued using other methods (two based on peer valuation
and one based on a blended DCF and peer valuation). The company considers the last transaction
values of these companies to be outdated but, had they been used, the end-2019 portfolio value
would have been 27% lower.
Although the current discount to NAV is significant, we believe one of the reasons behind it may be
the limited transparency on the performance of the portfolio companies, as GSG cannot disclose
financial information on minority-held assets. A successful transition to an asset manager and full
realisation of its VC portfolio could mitigate this issue.
We should also consider the structure of the company as it operates as a partnership limited by
shares (KGaA), with the partner entitled to a preferential profit payment of 25% from the amount of
earnings exceeding commercial losses. The company calculates the possible profit advance
(assuming all portfolio components are sold at their IFRS fair values on 31 December 2019) is
€1.0m, which translates to 9c per share.
In 2018 GSG issued €3m in convertible bonds maturing on 8 March 2023 and which can be
converted into 1.2m new shares at maturity with a conversion price of €2.50 per share (which is
63% above the current share price). As highlighted above, the company redeemed half of the
volume in April 2020. Moreover, as the conversion price is slightly below NAV per share at end2019, the dilution should not translate into a significant change in our estimated NAV per share at
the current portfolio valuation.
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General disclaimer and copyright
Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Börse AG or the Frankfurter Wertpapierbörse. 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. This report has been commissioned by Deutsche Börse AG and prepared
and issued by Edison for publication globally.
Edison Investment Research standard fees are £49,500 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: Copyright 2020 Edison Investment Research Limited (Edison).

Australia
Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (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.

New Zealand
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 sourc e 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.

United Kingdom
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 "FPO") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.
This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

United States
The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison 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. This report is a
bona fide publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison
does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
or that any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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