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Strong initial 2020 guidance; hikes mid-term targets

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.

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:

e S&T has a history of clearly outperforming the initial guidance on the bottom-
line (e.g. by 14% for FY’18 and by >5% for FY’19)

e 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.

The key reasons, as we see it: first, an expected growth and margin upturn for l1oT
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 10T solutions during Q4, indicating that the Q3 soft spot has been
overcome.

Reiterate BUY with a € 30.00 PT based on DCF.

Tim Wunderlich, CFA
Analyst

tim.wunderlich@ha-ib.de
+49 40 4143885 81
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