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Successful conclusion of AXA case

Scherzer’s (PZS) NAV at end August 2020 increased by 12.6% ytd, ahead of
German equity markets,which were roughly flat compared to end FY19.
The main NAV uplift came from profit derived from the ECS portfolio and
Audi’s squeeze-out price announcement. The impact of PZS's portfolio
managementon its P&L was only marginally positive, as valuations remain
depressed and companies reduce dividends in uncertain times. Under
current accounting standards, PZS’s NAV growth may lag that of the
broader market until investments arerealized. Also, a significant part of
the portfolio is ‘locked’ in anticipation of squeeze-outs, which on execution
will have a positive impact on the P&L and enhance the ECS portfolio.

AXA rights sold for an €8.5m profit

During H120, PZS sold one of its largest ECS positionsin AXA. The transaction
resulted in a €9.1m cash inflow and €8.5m positive P&L impact, part of which was
recognised ininterestincome. Consequently, PZS’s ECS portfolio decreased to
€113m (from €139matend FY19). The ECS portfoliois likely to be enlarged
through new transactions, as squeeze-outs are expected in some of the largest
positions, eg Audi (15.9% of the portfolio) and MAN (9.2%). While ECS results are
highly uncertain, we note that the initial squeeze-outproceeds can be reinvested in
currently volatile markets.

Muted trading result and dividend income in H120

During H120 PZS’s NAV increased by 7.4% compared to a 7.8% decrease by the
SDAX in total return (TR) terms. While the EPS of €0.09 was achieved mostly on
the AXA case, PZS also reported a €0.9m profiton active trading in stocks.
However, unrealized losses on held positions stood at€4.9m and income from
dividends declined by 80% as many companies decided to refrain from or delay
dividend payments (in some cases due to postponed AGMs) given the current
economic climate. PZS ended H120 with €2.3m in cash (FY19: €0.7m)and a net
debtto equityratio at 34% — in line with the long-term average.

Valuation: Share price lagging NAV growth

PZS’s shares have been trading close to par overrecent years, which we believe
stems from the ‘hidden value’ of the ECS portfolio, which is notincludedin the

NAV. Strong supportfrom the AXA ECS disposal was recognized in June and as
the share price did not increase accordingly, PZS’s discountnow stands at 11%.

Consensus estimates

Year Revenue EBITDA EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12/18 12.1 0.9 (0.03) 0.00 N/A N/A
12/19 5.2 (2.1) (0.08) 0.00 N/A N/A
12/20e 9.1 49 0.06 0.00 38.3 N/A
12/21e 6.9 7.0 0.16 0.05 14.4 2.2

Source: Scherzer & Co, Refinitivconsensus based on three analysts at 8 September 2020.
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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
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Analysts
Milosz Papst +44 (0) 20 3077 5700
Michal Mordel +44 (0) 20 3077 5700

Edison Investment Research provides
qualitative research coverage on companies
in the Deutsche Borse Scale segmentin
accordance with section 36 subsection 3 of
the General Terms and Conditions of
Deutsche Borse 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
analystfinancial forecasts.


mailto:financials@edisongroup.com
https://www.edisongroup.com/company/scherzer-co/2577/

EDISON

Financials: ECS disposal driving profits

PZS reported€2.7m netincome (EPS of €0.09) in H120, which was achieved in a volatile pricing
environmentfor public assets and compares to break-evenin H119. The largestprofitwas realized
on PZS’s ECS portfolio, where the disposal of AXArights represented a major part of the €5.7m
gain from ECS (with no major casesin H119). The resultloss on realized transactions amounted to
€0.1m (H119:€0.9m gain), as the €0.9m gain on equities (H119:€0.6m)was offsetby a €1.0m loss
on derivatives. Consequently, the result on financial instruments was€5.7m vs €1.0m in H119.
Meanwhile, overall weak macroeconomic conditions weighed on the portfolio valuation. Unrealized
downward value changes on held positions amounted to €4.9m (H119:€1.4m), which, paired with
lowerincome from dividends and higher operating costs led to an EBIT loss to the tune of €0.4m
(€0.4m profitin H119). Other operating costs increased to €1.1m from €0.4m in H119 on the back of
higherlegal and consulting costs. The disposal of AXArights also resulted in financialincome
(through the recognition of interestaccrued on the claim) contributing to H120 net financial income
of€3.4m (H119: -€0.1m).

ECSs are claimsrelating to companiesthathave performed a squeeze-outattheir listed
subsidiaries where PZS was a minority shareholder. PZS attempts to prove in court that a squeeze-
outwas performed ata price below fair value and receives compensation if successful. Inthe AXA
situation, the squeeze-outwas performed in 2006 at€144.68 perordinary share,and in August
2019the first ruling set the fair value of the shares at the time at €177.58.In June 2020, PZS sold
its claims against AXAto a third party before the final ruling, receiving €9.1m in cash, and
recognized an €8.5m profit (splitbetween gain on disposal and ‘interests and similarincome’).

PZS ended H120 with €2.3m in cash (FY19: €0.7m)which, together with €21.5m financial debt,
implies anet debtposition of €19.3m,down from €22.6m atend-FY19. The net debtto equity ratio
decreasedto 34% from 42% at end-FY19, which s in line with PZS’s long-term average of 38%.

Exhibit 1: FY19 results highlights

€000s, unless otherwise stated H120 H119 y-0-y
Gains from financia instruments 9,950 2,193 339%
Losses from financial instruments (4,280) (1,226) 249%
Result on financial instruments 5,670 967 446%
Other operating income (excluding vaue adjustments) 10 33 N/M
Personnel expenses (336) (308) 9%
Other operating expenses (1,104) (363) 204%
Income from dividends 320 1,524 (79%)
Unrealized gains (losses) (4,935) (1,434) 244%
D&A 0 (8) N/M
EBIT (374) 410 N/M
Other interest and similar income 3,465 51 6738%
Interest and similar expenses (93) (109) (15%)
EBT 2,998 351 753%
Income and other taxes (235) (342) (31%)
Net profit for the period 2,763 9 N/M
EPS (€) 0.09 0.00 N/M

Source: Scherzer& Co accounts, Edison Investment Research

PZS’s end-August 2020 NAV per share was €2.59 (based on marketvalues), whichimplies a
12.6% ytd return. This represents strong outperformance vs German equity indices, with the DAX
posting a 2.3% fallin TR terms over the period. The growth was strongly supported by the 26.7%
m-o-m return (or €0.52 accretion per share) in June, when PZS booked €8.5m inincome from the
favourable AXAruling. Additionally, its major portfolio component, Audi, had posted a 52% share
price rally. We calculate that Audi’s price performance in June contributed ¢ 6.5pp to ytd NAV
performance. PZS’s share price rebounded more moderately, which resulted in a widened discount
to NAV. While the ECS portfoliois notincluded in NAV, the successful closures support NAV
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through realized gains. After deducting €25.6m in AXAshares, the ECS portfolio stood at €113m at
end August2020 (€105m excluding ECSs held by portfolio companies). Asareminder, the ECS
portfolio is presented at the initial value received under squeeze-outs and other corporate actions,
and is not adjusted for developments in legal proceedings until conclusion.

We note that PZS’s portfolio developmentis notfully reflected onits income statementand balance
sheet. Under German reporting standards, a decrease in the marketprice of a portfolio holding is
reflected in write-offs, while the company can only report positive value adjustments by reversing
write-offs and, in effect, the book value of the portfolio cannotexceed the initial investmentunless
the holdingis sold. This includes Audi’s recentprice performance.

Exhibit 2: PZS’s NAV per share and share price comparison (€)
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Portfolio developments

Scherzer specialisesin investing in undervalued companies, which managementbelieves comes
from alack of understanding by the general market. Its targets are stocks with little to no research
coverage, business modelsthatare difficultto evaluate or companiesin special situations such as
restructuring or M&A. PZS structures its portfolio in two categories: ‘safe’, which consists of
companies with high assetquality and sustainable earnings (including squeeze-outcandidates),
and ‘opportunistic’ with com panies in other special situations, growth stocks and those with
disruptive business models. Atend H120, 54% of PZS’s portfolio was classified as safe (FY19:
36%).

Scherzer’s portfoliois relatively condensed, with 10 holdings representing 64% of the portfolio at
end August2020. Audi remainsthe largestholding, making up 16% of the portfolio. On 31 July
2020, Audi’s AGM approved the squeeze-outby Volkswagen at the price of €1,551 per share (while
atend FY19 the share price was €800). We calculate that on completion PZS will receive c €10m in
proceeds and understand that the shares will increase PZS’s ECS portfolio. As a reminder, the
recentAudi share price rallyis not reflected in PZS’s income statement, and the profitwill be
recognised only on execution of the squeeze-out. Until then, 16% of PZS’s portfolio is ‘locked’ with
limited deviation from the announced transaction price.

The second largestinvestmentat end August 2020 is MAN, representing 9% of the portfolio.
Scherzersignificantly increased its holding in the company during May, after Traton (a subsidiary of
Volkswagen, which holds a 94.4% stake in the company) confirmed its intention to squeeze out the
remaining shareholders. While the final squeeze-out price has notyet been set, MAN’s share price
increased by 33% following the announcement. We understand that the transaction will be included
in PZS’s ECS portfolio.

The developmentof portfolio value is also affected by illiquid stocks trading on the OTC markets
(eg Weleda and AG fur Erstellung billiger Wohnh&user in Winterthur), and majority-owned
companies with adjacentbusiness models (eg Horus).
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Exhibit 3: PZS’s top 10 holdings list

Company % of total % of total Change(pp) Opportunistic/
(Aug 20) (Aug 19) safe
Audi 15.87% 5.57% 10.30 Safe
MAN 9.22% N/A N/A Safe
GK Software 8.49% 10.21% (1.72) Opportunistic
freenet 7.96% 8.12% (0.16) Opportunistic
Allerthal-Werke 4.60% 4.79% (0.19) Safe
ZEAL Network 4.28% N/A N/A Opportunistic
Weleda 3.77% 4.38% (0.61) Opportunistic
Lotto24 3.67% N/A N/A Safe
Horus 3.03% 3.87% (0.84) Opportunistic
AG . Erstellung billiger Wohnh. in Winterthur 2.93% 3.62% (0.69) Safe
Total top-10 holdings 63.82% 50.22%* - -
Source: Scherzer& Co, Edison Investment Research. Note: *Top 10 holdings as atend of August 2019.
Valuation

At the end of August2020, PZS’s NAV per share stood at€2.59 and the current share price of
€2.30impliesa 11.2% discount. For the three years before the COVID-induced sell-off, PZS shares
traded at paron average (2017-19 average discountof 0.4%). The current discountmay seem
relatively high, but we should emphasise thatthe AXA case accounted for 20% of the ECS portfolio
atend FY19 andits potential has already been realized. We calculate that disposal of the AXA
rights amounted to €0.28 pre-tax profitper share, compared to overall post-tax EPS of €0.09in
H120.

PZS sharesdelivered aytd return to 7 September of 5.5%, strongly outperforming German equity
indices. The DAX, MDAX and SDAX delivered total returns between a 2.6% decrease (MDAX) and
a 0.6% decrease (SDAX). PZS currently trades broadly in line with the marketon a P/E ratio basis,
ata FY20 premium of 11%, while historically ittraded at close to a 50% discount. We believe this
may stem from somewhatoutdated consensus and notall contributors considering recent
developments atAXA, as the mean estimate of FY20 EPS amounts to €0.06, ranging from a€0.06
loss to a €0.20 profit.

Exhibit 4: Comparable market P/E ratios (x)
2015 2016 2017 2018 2019 2020e 2021e

DAX 22.0 19.0 14.6 12.9 22.7 215 15.3
MDAX 19.2 28.8 17.6 13.4 26.1 42.0 25.4
SDAX 28.0 23.5 23.4 13.8 321 40.1 16.8
Arithmetic average 231 23.8 18.5 13.4 27.0 34.5 19.2
PzS 9.2 13.6 10.0 loss loss 38.3 14.4
PZS discount 60% 43% 46% N/A N/A - (11%) 25%

Source: Refinitiv at 7 September 2020, PZS reports. Note: PZS forecast is Refinitivconsensus based on three
analysts. P/E ratios based on year-end prices, forward ratios based on current prices.

On a P/BV ratio, the narrowing of PZS's discount to the markethas been apparentsince 2015,
reaching 13% at end 2018. However, recent performance has driven the discountto 28% on FY20e
bookvalue.
Exhibit 5: Comparable market P/BV ratios (x)

2015 2016 2017 2018 2019  2020e 2021e

DAX 1.7 1.7 1.9 1.4 1.6 1.6 1.5
MDAX 2.3 1.9 2.1 1.6 21 1.9 1.8
SDAX 2.0 1.7 1.8 1.6 1.5 1.3 1.3
Arithmetic average 2.0 1.8 1.9 1.5 1.7 1.6 1.5
PZS 0.8 0.9 1.3 1.3 1.2 1.1 1.1
PZS discount 60% 49% 32% 13% 30% 28% 29%

Source: Refinitiv as at 7 September 26 August 2020, PZS reports. Note: PZS forecast is Refinitiv consensus
based on three analysts. Historical P/BV ratios based on year-end prices, forward ratios based on current
prices.
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Any Information, data, analysis and opinions contained in this report do not constitute investmentadvice by Deutsche Bérse AG or the Frankfurter Wertpapierb orse. Any investmentdecision should be solely based on a
securities offering document or another document containing allinformation required o make such an investmentdecision, including risk factors. This report has been commissioned by Deutsche Borse 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 cliient 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: Allinformation used in the publication ofthis report has been compiled from publicly available sources that are believed © 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 represen t hose of the research department of Edison at the ime of publication. Forward -looking informatior
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 oher
factors which may cause the actual results, performance or achievements of their subject matter b be materially different from current expectafons.

Exclusion of Liabilty: To the fullest extent allowed by law, Edison shall notbe liable for any direct, indirect or consequential losses, loss of profits, damages, costs or e xpenses incurred or suffered by you arising outor in
connection with the access to, use of or reliance on any information containe d 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 persona dealing and conflicts of interest. Edison Group does notconduct any investment business and, accordingly, does notitseff hold any
posttions in the securities mentioned in tis report. However, the respective directors, officers, employees and contractors of Edison may have a posttion in any or related securities mentoned in this re port, subject
Edison's policies on personal dealing and conficts of interest.

Copyright: Copyright 2020 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 i, is intended only for "whdesale 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 accountyour personal circumstances, needs or objectives. You shoud, before acting on this advice, consid er the appropriateness of e 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 Sta tementor like
instrument.

The research in this document is intended for New Zedand resident professional financia | advisers or brokers (for use in teir roles as financial advisers or brokers) and habitual investors who are “wholesale ciients” 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 b buy, sell, subscribe, or underwite 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 informafion only and is not intended to constitute a recommendation or opnion 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 te extentthat it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning ofthe FAA (i.e. withouttaking into account the particular financial situation or goas 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 notbe 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 documenthas not been prepared in accordance with the legal requirements designed o promote the independence of investment research and is not subject to any
prohibition on dealing ahead of he dissemination of investmentresearch.

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 he meaning of Artide
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (ji) persons to whom it is otherwise lawful to distribute it. The investmentor investment activity to which this document relates is available only to such persons. Itis not intended thatthis documentbe
distributed or passed on, directly or indirectly, to any other class of persons and in any eventand 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 informafion and may not be reproduced by, further distributed o or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion” from the definition of investmentadviser under Section 202(a)(11) of the Inve stment 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 su ch, 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 rep ort constitutes a recommendation © buy, sell or hold thator any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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