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Strong initial 2020 guidance; hikes mid-term targets

Tim Wunderlich, CFA

The release of in-line prelim figures for FY‘19 this morning came with two major
highlights, namely a strong guidance for FY‘20E and an upgrade to mid-term
targets, which for the first time includes an EPS outlook for FY‘23E.

Analyst

For this year, management guides for more than € 1.25bn sales and roughly € 130m
EBITDA, implying a margin of above 10.0%. While in-line with consensus (€ 130m),
the bottom-line guidance is in fact impressive considering that:
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 S&T has a history of clearly outperforming the initial guidance on the bottomline (e.g. by 14% for FY’18 and by >5% for FY’19)

Buy

 The market was covertly expecting a slightly more conservative guidance
of > € 125m EBITDA for FY‘20E.
Evidently, management must have firm visibility on 2020 to guide for almost 25% yoy
EBITDA growth at this early stage in the year. To compare: in 2018, it guided for 18%
yoy EBITDA growth; and in 2019 for 10% yoy.
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The key reasons, as we see it: first, an expected growth and margin upturn for IoT
Americas (20% of sales), as new, higher-margin contracts ramp up and legacy
customers fade out. Second, a highly successful integration of Kapsch KPTC, which
should largely already operate at above 10% EBITDA margins.
Beyond the strong 2020 outlook, management upgrades its mid-term targets, now
looking to achieve € 220m EBITDA by FY‘23E (vs. € 200m prior), which should be
10% above market expectations. This is seen to reflect confidence in the secular
high-margin growth drivers such as IoT, as well as the targeted € 20m cost savings
from the PEC efficiency program.
Importantly, for the first time S&T issues an EPS outlook, expecting to reach earnings
per share of above € 1.75 by FY‘23E, which would be double the EPS achieved in
2018. This underlines bottom-line scalability and provides the transparency the capital
market has repeatedly asked for.
For FY‘19, S&T reported € 1,145m sales (+16% yoy) and € 105m EBITDA (+15% yoy)
– both in-line with expectations. Management also confirmed that cash flow should
have “improved significantly” versus 2018 (eH&A: € 72m vs. € 36m). Note that 2020
should see further w/c improvements due to the PEC program, resulting in additional
cash flow upside.
Current trading is seen to remain healthy, with above all Germany having seen brisk
design win activity for IoT solutions during Q4, indicating that the Q3 soft spot has been
overcome.
Reiterate BUY with a € 30.00 PT based on DCF.
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It is essential that any research recommendation is fairly presented and discloses interests of indicates relevant conflicts of interest. Pursuant to
section 85 of the German Securities Trading Act (WpHG) a research report has to point out possible conflicts of interest in connection with the
analysed company. Further to this, under the FCA’s rules on research recommendations, any conflicts of interest in connection with the
recommendation must be disclosed. A conflict of interest is presumed to exist in particular if Hauck & Aufhäuser Privatbankiers AG
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or its affiliate(s) (either in its own right or as part of a consortium) within the past twelve months, acquired the financial instruments of the
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has entered into an agreement on the production of the research report with the analysed company,
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or its affiliate(s) has, within the past twelve months, been party to an agreement on the provision of investment banking services with the
analysed company or have received services or a promise of services under the term of such an agreement,
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1. General Information/Liabilities
This research report has been produced for the information purposes of institutional investors only, and is not in any way a personal recommendation,
offer or solicitation to buy or sell the financial instruments mentioned herein. The document is confidential and is made available by Hauck &
Aufhäuser Privatbankiers AG, exclusively to selected recipients [in DE, GB, FR, CH, US, UK, Scandinavia, and Benelux or, in individual cases, also
in other countries]. A distribution to private investors in the sense of the German Securities Trading Act (WpHG) is excluded. It is not allowed to pass
the research report on to persons other than the intended recipient without the permission of Hauck & Aufhäuser Privatbankiers AG. Reproduction
of this document, in whole or in part, is not permitted without prior permission Hauck & Aufhäuser Privatbankiers AG. All rights reserved.
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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Disclosures for U.S. persons only

This research report is a product of HAUCK & AUFHÄUSER PRIVATBANKIERS AG, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer,
and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations
regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst
account.
This report is intended for distribution by HAUCK & AUFHÄUSER PRIVATBANKIERS AG, only to "Major Institutional Investors" as defined by
Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it
should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward
to any U.S. person, which is not the Major Institutional Investor.
In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, HAUCK & AUFHÄUSER PRIVATBANKIERS AG, has entered into an agreement with
a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be
effected through Marco Polo or another U.S. registered broker dealer.
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