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Scale research report - Update 

Proposed merger with SGT Capital 

German Startups Group (GSG) announced last Wednesday its intention to 
merge with SGT Capital, a global alternative investment and private equity 
asset manager headquartered in Singapore. The transaction is subject to 
GSG’s AGM approval on 7 August and on completion will create a 
Germany-based listed private equity asset manager (a backdoor listing for 
SGT Capital). SGT Capital is currently fund-raising for its new private 
equity fund, which will invest in 8–12 mid-market deals, primarily in Europe 
and North America. It targets a volume of US$1.0–3.5bn, with US$411m of 
commitments already secured. 

Share and convertibles issue for contribution in kind 
The transaction is structured as a contribution in kind of SGT Capital Pte (asset 
manager) against the issue of 50 million new GSG shares on a non-pre-emptive 
basis (vs c 12.0m outstanding currently), coupled with the issue of a mandatory 
convertible bond (ie with a conversion feature that is obligatory and not an option) 
to SGT Capital LLC (the holding company that is the full owner of the asset 
manager). SGT Capital LLC will become majority shareholder of the merged entity, 
with a c 80% stake (excluding future conversions), as per our estimates.  

The bond will be converted into between 1m and 103m new GSG shares, 
depending on the volume raised for the new private equity fund by end-2022. A 
US$1.0bn fund volume will trigger the conversion into 1.0m shares, while US$2.0bn 
and US$3.5bn will result in the conversion into 42.8m and 103m shares, 
respectively. Importantly, bonds that are not converted will expire on 31 January 
2023 without any payment. Prior to the deal, GSG repurchased all of its 
outstanding convertible bonds and therefore had no outstanding financial liabilities.  

Independent valuation implies upside to current price 
SGT Capital’s contribution in kind has been valued by the auditing and consulting 
firm Ebner Stolz at €148.7m (assuming the new fund’s volume at US$1.0bn at end-
2022) to €618.3m (at a volume of US$3.5bn). Based on the above-mentioned 
compensation in the form of new GSG shares (for the contribution in kind), this 
implies a value per newly issued GSG share at €2.92 and €4.04, respectively (vs 
closing price prior to announcement of €1.58). Having said that, we understand that 
the value of SGT Capital Pte is exclusively derived from the prospective fee income 
generated from the newly launched fund, on the premise that it will successfully 
complete its fund-raising. 
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Share details 
Code GSJ  

Listing 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. Following the merger 
with SGT Capital, it will become a listed private equity 
asset manager. 

Bull 
 GSG’s share value, implied by the compensation 

for the contribution in kind, is well ahead of the 
current share price. 

 Potential success of new business model may 
result narrow/close the valuation gap to NAV. 

 Secular growth trend of the private equity 
industry. 

Bear 
 Level of capital raised for the new fund is 

uncertain at present. 
        

 Limited visibility on the asset making up the 
contribution in kind. 

        

 Low stock liquidity (although this may improve 
once SGT Capital sells part of its stake). 
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Edison Investment Research provides qualitative 
research coverage on companies in the Deutsche 
Börse Scale segment in accordance with section 36 
subsection 3 of the General Terms and Conditions 
of Deutsche Börse AG for the Regulated Unofficial 
Market (Freiverkehr) on Frankfurter 
Wertpapierbörse (as of 1 March 2017). Two to three 
research reports will be produced per year. 
Research reports do not contain Edison analyst 
financial forecasts.  

Historical financials  
Year 
end 

Revenue 
(€m) 

PBT 
(€m) 

EPS 
(€) 

DPS 
(€) 

P/E 
(x) 

Yield 
(%) 

12/16 10.9 (5.4) (0.29) 0.0 N/A N/A 
12/17 9.6 1.8 0.14 0.0 12.8 N/A 
12/18 12.5 1.2 (0.05) 0.0 N/A N/A 
12/19 16.4 3.7 0.26 0.0 6.7 N/A 

Source: German Startups Group, Edison Investment Research. 
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The new combined team 

SGT Capital was founded just recently in 2019 and has a five-member management team (partially 
German) with prior experience across top-tier private equity houses, management consultancies 
and investment banks. SGT highlights that its predecessor (whose senior team is now largely at 
SGT Capital) invested US$1.2bn, and in the nearly two-year period to February 2020 achieved a 
27.4% gross IRR pa and a gross money-on-money multiple of 2.2x on its realised PE investments 
in Europe and the US. Christoph Gerlinger (GSG’s CEO and sole shareholder of its general partner 
through Gerlinger & Partner GmbH) will remain managing director of the general partner in the new 
structure. 

Solid distributions from management fees expected 
The company estimates that the merged entity (renamed SGT German Private Equity) will generate 
management fees of €0.15–0.20 per GSG’s share (post-tax, excluding carried interest and after 
accounting for the new shares to be issued as a result of the transaction) in 2021, and c €0.20–0.30 
from 2022 onwards, depending on the degree of the fund-raising’s success. This is based on an 
annual fee income on the fund at c 1.8–1.9% of investment commitments, which we believe is 
broadly in line with the PE market (although somewhat on the higher end). These will be largely 
distributed to shareholders through dividends or share buybacks. On top of this, SGT German 
Private Equity may also generate cash flow from the realisation of GSG’s venture capital 
investments, which (according to management) have a fair value in excess of €20m. 

Lock-ups on the majority of new GSG shares 
The majority of the new share issue is subject to lock-up agreements, with only up to 4.5m shares 
able to be sold until 30 June 2022 and up to 20m until 30 June 2025. At the same time, based on 
our conversation with GSG’s management, we understand that SGT Capital is required to sell 
existing or issue new shares in the amount of 4.0m to enhance free float. 
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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 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (“FTSE”) © FTSE 2019. “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. 

 

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 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. 

 
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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