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Key insights from the Q2 release:
 Q2’19 largely better-than-expected. Sales grew by 8-9% yoy organically, with
Kapsch the main external contributor (initial consolidation in June). Key organic
growth driver was high-margin IoT Europe (Q2 sales +31% yoy / 14% EBITDA
margin), thanks to brisk design wins for S&T’s innovative solutions amidst a
favourable market environment (i.e. trend towards intelligent, connected machines).
Note that Kapsch had a € 2m negative impact on Q2 EBITDA (restructuring / M&A
expenses), fully offsetting the positive IFRS 16 effect (€ 2m in Q2). Reported EBITDA
margins are hence equal to underlying margins. The slight net income miss
reflects higher-than-expected D&A and interest expenses (due to Kapsch).
 Management confirms that organic growth should accelerate starting H2’19
especially benefitting IoT Americas driven by new design wins (e.g. € 50-60m p.a.
from US video streaming company / € 20m p.a. from Asian airline). Note that IoT
Americas is yet the low performer (Q2: 3% yoy sales growth / 4% EBITDA margin)
due to the planned phase out of low-margin legacy projects. For instance, clients
Juniper and NSN currently generate USD 20m sales combined versus USD 60m
some 3 years ago. Visibility on a growth acceleration comes from brisk order
backlog growth (+46% yoy / +20% qoq to € 752m as of H1’19). Accordingly,
management notes that organic growth in 2020E could accelerate to 20% yoy,
offering upside to our estimate (10% yoy).
 S&T has set up an efficiency program “PEC” targeting € 30m w/c improvements
in FY’19E plus an additional € 30m in FY’20E, directly benefitting cash flow (not yet
reflected in eH&A). Further, it aims at optimising the corporate structure and
capitalising on synergies between subsidiaries, which according to management is a
key step to lift the business to 12% EBITDA margins within 2-3 years. Again, this
would yield upside to our estimates (10.8% EBITDA margin by 2021E).
The FY guidance was reiterated (€ 1.15bn sales / >€ 100m EBITDA), which is in-line
with expectations. Reiterate BUY with a € 30.00 PT (DCF), with the current buyback
program (€ 20.00 cap / € 30m volume) seen to provide share price support at these
levels.
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Under no circumstances shall Hauck & Aufhäuser Privatbankiers AG, any of its employees involved in the preparation, have any liability for possible
errors or incompleteness of the information included in this research report – neither in relation to indirect or direct nor consequential damages.
Liability for damages arising either directly or as a consequence of the use of information, opinions and estimates is also excluded. Past performance
of a financial instrument is not necessarily indicative of future performance.
2. Responsibilities
This research report was prepared by the research analyst named on the front page (the ʺProducerʺ). The Producer is solely responsible for the
views and estimates expressed in this report. The report has been prepared independently. The content of the research report was not influenced
by the issuer of the analysed financial instrument at any time. It may be possible that parts of the research report were handed out to the issuer for
information purposes prior to the publication without any major amendments being made thereafter.
3. Organisational Requirements
Hauck & Aufhäuser Privatbankiers AG took internal organisational and regulative precautions to avoid or accordingly disclose possible conflicts of
interest in connection with the preparation and distribution of the research report. All members of Hauck & Aufhäuser Privatbankiers AG involved in
the preparation of the research report are subject to internal compliance regulations. No part of the Producer’s compensation is directly or indirectly
related to the preparation of this financial analysis. In case a research analyst or a closely related person is confronted with a conflict of interest, the
research analyst is restricted from covering this company.
4. Information Concerning the Methods of Valuation/Update
The determination of the fair value per share, i.e. the price target, and the resultant rating is done on the basis of the adjusted free cash flow (adj.
FCF) method and on the basis of the discounted cash flow – DCF model. Furthermore, a peer group comparison is made.
The adj. FCF method is based on the assumption that investors purchase assets only at a price (enterprise value) at which the operating cash flow
return after taxes on this investment exceeds their opportunity costs in the form of a hurdle rate of 7.5%. The operating cash flow is calculated as
EBITDA less maintenance capex and taxes.
Within the framework of the DCF approach, the future free cash flows are calculated initially on the basis of a fictitious capital structure of 100%
equity, i.e. interest and repayments on debt capital are not factored in initially. The adjustment towards the actual capital structure is done by
discounting the calculated free cash flows with the weighted average cost of capital (WACC), which takes into account both the cost of equity capital
and the cost of debt. After discounting, the calculated total enterprise value is reduced by the interest-bearing debt capital in order to arrive at the
equity value.
Hauck & Aufhäuser Privatbankiers AG uses the following three-step rating system for the analysed companies:
Buy: Sustainable upside potential of more than 10% within 12 months
Sell: Sustainable downside potential of more than 10% within 12 months.
Hold: Upside/downside potential is limited. No immediate catalyst visible.
NB: The ratings of Hauck & Aufhäuser Privatbankiers AG are not based on a performance that is expected to be “relative“ to the market.
The decision on the choice of the financial instruments analysed in this document was solely made by Hauck & Aufhäuser Privatbankiers AG. The
opinions and estimates in this research report are subject to change without notice. It is within the discretion of Hauck & Aufhäuser Privatbankiers
AG whether and when it publishes an update to this research report, but in general updates are created on a regular basis, after 6 months at the
latest. A sensitivity analysis is included and published in company’s initial studies.
5. Major Sources of Information
Part of the information required for this research report was made available by the issuer of the financial instrument. Furthermore, this report is based
on publicly available sources (such as, for example, Bloomberg, Reuters, VWD-Trader and the relevant daily press) believed to be reliable. Hauck
& Aufhäuser Privatbankiers AG has checked the information for plausibility but not for accuracy or completeness.
6. Competent Supervisory Authority
Hauck & Aufhäuser Privatbankiers AG are under supervision of the BaFin – German Federal Financial Supervisory Authority Bundesanstalt für
Finanzdienstleistungsaufsicht), Graurheindorfer Straße 108, 53117 Bonn and Marie-Curie-Straße 24 – 28, 60439 Frankfurt a.M.
This document is distributed in the UK under a MiFID EEA branch passport and in compliance with the applicable FCA requirements.
7. Specific Comments for Recipients Outside of Germany
This research report is subject to the law of the Federal Republic of Germany. The distribution of this information to other states in particular to the
USA, Canada, Australia and Japan may be restricted or prohibited by the laws applicable within this state.
8. Miscellaneous
According to Article 4(1) No. i of the delegated regulation 2016/958 supplementing regulation 596/2014 of the European Parliament, further
information regarding investment recommendations of the last 12 months are published under:
https://www.hauck-aufhaeuser.com/en/investment-banking/equities#institutionalresearch
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