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GK SOFTWARE AG

Strong licensing business in Q2, stock price target

raised

In the second quarter, GK Software again recorded high growth rates, driven by
a strong licensing business. Sales in H1 rose by 25.8%, EBITDA by close to 130%.
With inter alia two new international clients from Top50 Retailers, GK extended
its own market share in this demanding field to almost 25%. We are raising our
previous estimates and presume that GK (like in previous years) will in H2 still
surpass the sales of the (strong) first half year. The new licence business is
naturally volatile when considered on a quarterly basis, but the GK pipeline is
well filled and internationalisation is gaining in dynamics. Despite the rapid
stock price increase of recent months, we see further stock price potential when
looking at peers.

v The clear increase in sales was carried by all (substantial) types of sales. As a
result, the licensing business could gain 10.2% in H1, which lay above all in
a strong Q2 and contributed decisively to the increase in profits.
Maintenance revenues rose by 27% as against the period in the previous
year. Service sales - the largest type of sales with almost € 23.5 million - even
gained 32.7%. The internal process optimisations initiated in 2015 were also
effective here, which have sustainably raised the level of efficiency at
European locations. The same is now also planned for the regional companies
in the USA and South Africa.

v" In Q2 GK recorded six new projects, including three projects with Top50
Retailers. Besides a global leading retailer which is launching OmniPOS in
South Africa and India (250 locations) - who may trade as the international
arm of Walmart according to information from “Lebensmittelzeitung” - these
are a leading Spanish supermarket chain (1,600 locations) and a large existing
customer of GK from Switzerland (900 locations). A Canadian hardware store
operator and another supermarket operator from Switzerland also decided
on OmniPOS. The German hardware store chain “Sonderpreis Baumarkt”
(200 locations) on the other hand decided on the solution “AWEK euroSuite”
with which GK addresses medium-sized chains.

Outlook: GK Software is leaving its outlook unchanged and for 2017 still
expects a not insignificant expansion of sales in the core segment GK/Retail and
believe it possible to achieve the mid-term sales target (approx. € 93.9 million)
ahead to time if there is further positive development. The EBIT margin is
expected to exceed the previous year’s figure of 5.1%, although postponements
of projects and entry into new target markets, which GK affords high priority,
may entail significant costs, which will have an impact on profitability.
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Good employee utilisation through new projects, but no threat of capacity bottlenecks

In large projects, GK only deploys its own employees, and so does not resize by using certified
employees of partners. This is due to the complexity and the lighthouse nature of such projects.
But the three newly acquired OmniPOS projects with Top50 Retailers did not mean that personnel
capacities turned into a restriction on growth. In H1, GK was able to increase the number of
employees to 944 (+33) and is investing heavily in educating young talent and training its own
employees. Further new hires are necessary to drive forward the growth trajectory; the focus here
lies on highly qualified specialists, which is already reflected in the personnel costs which are
increasing disproportionately relative to the number of employees.

F&E Agenda

Besides the continuous further development of its own omni-channel platform, GK is striving to
broaden its own range of solutions. The company is considering the subjects of the Cloud, Artificial
Intelligence and the Internet of Things as central future focal points of retail and is positioning
itself accordingly already. Besides that, the company is working on complementary solutions
which address particular market segments (hospitality, petrol stations). With GK/Retail
OmniPOS (for large retail groups) and the AWEK euroSUITE (medium-sized retail companies),
GK has not yet addressed the small (stationary) retailers as a client group. A cloud solution which
would have to be sold through partners and represents the central requirements of smaller
retailers would be practical here.

GK Software compared with peers

With regard to multiples, the peer group (generally made up of IT/software providers related to
the retail industry) is very heterogeneous. Within the peer group, GK Software - after Shopify,
which primarily addresses smaller retailers - has the largest rates of growth and clear margin
dynamics. Against this background, we are refraining from a size cut for GK and are drawing upon
the median instead of an average (which is distorted by outliers).

Table 01: Peer group analysis (based on 2018e)

Market

capitalisation |P/E EV/Sales EV/EBITDA EV/EBIT CAGR (Sales)
Company in€m (2018e)  (2018e) (2018e) (2018e) | 2017e-19e (in %)
Zebra Technologies Corp 4,582.9 13.5 2.09 111 12.4 2.1
NCR Corp 3,682.3 10.0 1.10 6.6 8.4 2.6
Manhattan Associates Inc 2,449.4 21.3 4.54 12.6 13.1 7.1
Vectron Systems AG 205.9 77.0 4.79 39.5 47.1 -3.4
Diebold Nixdorf Inc 1,282.6 12.0 0.69 7.6 12.4 3.3
Mettler-Toledo Inc 13,396.5 31.9 5.93 22.2 24.0 5.6
Atoss Software AG 288.7 25.6 4.31 14.9 15.7 12.0
Shopify Inc 9,730.2 537.6 11.49 229.1 483.4 38.1
Intershop Communications AG 50.4 39.8 1.01 n.a. 29.7 9.5
MEDIAN 2,449.4 25.6 4.3 13.8 15.7
GK Software AG 232.4 25.7 2.2 13.4 17.6 12.9
Discount/premium 0.5% -48.9% -2.9% 12.3%
Implied Fair Value 122.38 237.61 123.01 105.70

147.17

Source: EQULTS GmbH (GK Software estimates); Thomson Reuters (Consensus estimates peers)
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Valuation conclusion

Based on the peer comparison with 2018 as the base year, GK Software has an average fair value
of € 147.17. The DCF valuation (WACC 6.3%; TGR 1%) delivers a fair value of € 122.98 on the

basis of the raised estimates so that an average of both methods produces a fair value of about €
135.00.
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Appendix
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DISCLAIMER

A. Disclosures in accordance with § 34 b WpHG (German Securities Trading Act),
Finanzanalyseverordnung (FinAnV) (Ordinance on the Analysis of Financial Instruments):

I. Disclosures on authorship, responsible company, regulatory authority:
Company responsible for the publication: EQUL.TS GmbH

Authors of this financial analysis: Daniel Grof3johann, Analyst, and Thomas Schiefle,
Analyst.

EQULTS GmbH is subject to regulation through the Federal Financial Supervisory Authority
(BaFin).

Reference pursuant to section 4 subsection 4 point 4 FinAnV:

Company Analyst Rating Price Target
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  09/09/2015 Buy €45.00
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  04/12/2015 Buy € 46.80
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  07/03/2016 Buy €45.20
GK SOFTWARE AG  D.Grossjohann/T.Schiefile 17/05/2016 Buy € 54.35
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  21/06/2016 Buy €54.35
GK SOFTWARE AG  D.Grossjohann/T.Schiefile 12/09/2016 Buy € 59.60
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  05/12/2016 Hold €61.10
GK SOFTWARE AG  D.Grossjohann/T.Schiefile 12/04/2017 Hold € 68.40
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  22/05/2017 Hold € 80.40
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  08/06/2017 Hold €84.70

II. Additional information:
1. Information sources:

Material sources of information for preparing this document are publications in domestic and
foreign media such as information services (including but not limited to Reuters, VWD,
Bloomberg, DPA -AFX), business press (including but not limited to Bérsenzeitung, Handelsblatt,
Frankfurter Allgemeine Zeitung, Financial Times), professional publications, published statistics,
rating agencies as well as publications of the analysed issuers.

Furthermore, discussions were held with the Management for the purpose of preparing the
company study. The analysis was provided to the issuer prior to publication; no substantial
changes were made afterwards.

2. Summary of the valuation principles and methods used in preparation of the analysis:
EQULTS GmbH uses a 3-level absolute share rating system. The ratings pertain to a time horizon
of up to 12 months.
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BUY: the expected price trend of the share amounts to at least +15%. NEUTRAL: The expected
price trend lies between -15% and +15%.

SELL: The expected price trend amounts to more than -15%.

The following valuation methods are used when valuing companies: Multiplier models
(price/earnings, price/cash flow, price/book value, EV/revenues, EV/EBIT, EV/EBITA,
EV/EBITDA), peer group comparisons, historical valuation approaches, discounting models (DCF,
DDM), break-up value approaches or asset valuation approaches. The valuation models are
dependent upon macroeconomic measures such as interest, currencies, raw materials and
assumptions concerning the economy. In addition, market moods influence the valuation of
companies. Furthermore, the approaches are based on expectations that can change quickly and
without warning, according to industry-specific developments. As a result, the results of the
valuation and target prices derived from the models can change correspondingly. The results of
the valuation are based on a period of 12 months. They are, however, subject to market conditions
and represent a snapshot. They can be reached more quickly or more slowly or be revised
upwards or downwards.

3. Date of initial /original publication of the financial analysis:
(13/09/2017)
4. Date and time of the prices of financial instruments disclosed therein:

(Closing price on 12/09/2017)
5. Updates:

We have currently not yet set a fixed date to provide a precise update of this analysis. EQULTS
GmbH reserves the right to update the analysis unannounced.

III. Disclosure on possible conflicts-of-interest by the use of the following numeration as
reference:

1. the author has a shareholding in an amount of more than 5% of the share capital,

2. the author has participated in the management of a consortium which has publicly issued
financial instruments of the issuer within the last twelve months,

3. the author has carried out sales/purchase transactions on the analysed contents,
4, there exists personnel ties between the author and the issuer,
5. the author belongs to a controlling body of the issuer or by any other means exercises a

corresponding control function,

6. the author has an agreement with the issuer on the preparation of analysis (assignment),
7. the author receives payments from the issuer,
8. the author concluded an agreement on services in connection with investment banking

transactions in the last 12 months, and he has received consideration or promise of consideration
from such agreement
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In the present financial analysis the conflict-of-interest mentioned under 6. applies.
B. General disclosures/liability arrangement:
1. This document was prepared by EQUL.TS GmbH exclusively for information purposes.

2. This publication, if sold in the UK. may only be made available to those persons who, in the
meaning of the Financial Services Act 1986 are authorised and exempt, or persons as defined in
section 9 (3) of the Financial Services Act 1986 (Investment Advertisement) (Exemptions) Decree
1988 (amended version) and must not be transmitted directly or indirectly to other persons or
groups of persons.

3. Neither this document nor any copy of it may be taken into, transferred to or distributed
within the United States of America or its territories and possessions. The distribution of this
document in Canada, Japan or other jurisdictions may be restricted by law. and persons who come
into possession of this publication should find out about any such restrictions and respect them.
Any failure to respect these restrictions may represent a breach of the US, Canadian or Japanese
securities laws or laws governing another jurisdiction.

4. By accepting this document you accept all disclaimers of liability and the restrictions cited
above.
5. This document is neither a recommendation nor an offer nor application of an offer

for the purchase, sale or subscription of any security or investment. It is by no means meant
to provide investment advice.

6. This document, prepared by EQULTS GmbH, is based on information from sources
(publicly available information and tax rates at the time of publication, which can, however,
change), which, according to EQULTS GmbH, are dependable, yet not actually available for
independent verification. Despite diligent verification, EQULTS GmbH cannot provide a guarantee,
assurance or warranty for completeness and correctness; responsibility and liability is therefore
excluded insofar as there is no intent or gross negligence on the part of EQULTS GmbH. All
statements and opinions are exclusively those of EQULTS GmbH and can be changed without prior
notice. Any error-caused misstatements of the document can be corrected by EQULTS GmbH,
without EQULTS GmbH being held responsible for damages as a result of these misstatements.

7. This document is a translation of the legally binding German original version of September
13,2017.
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