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Impressive start to the year - despite Covid-19

The final 2019 figures were in line with our expectations - apart from the after-
tax result, which was reduced by around € 3 million due to an effect caused by
deferred taxes. However, this effect was neither cash-effective nor did it result in
tax loss carry-forwards being lost. Operationally, GK Software continues to grow
dynamically, as the recently reported Q1 figures show: Sales of about € 29
million (+18.2%) were achieved, EBITDA (€ 3.26 million) and EBIT (€ 1.06
million) improved by almost € 3.9 million each. It has to be emphasized that Q1
is free of effects on the reporting date which could have overstated this positive
development. With a 2020 EV/EBITDA of around 6, GK continues to be valued
more favourably than most peers; the DCF analysis also implies a clear
undervaluation based on our estimates.

v The efficiency enhancement program launched in mid-2019 has already
started to take effect in Q4 2019 and also contributed to the significant
margin improvement in Q1 2020. We assume that savings for the year as a
whole could be in the mid single-digit million euro range. With a sales
increase of 18.2% in Q1 (the core business GK/Retail grew even more than
30%), GK had a powerful start of the year. The EBIT margin (to the total
output) reached 3.6% (after -11.2% in Q1 2019). The development was
driven by economies of scale and cost-cutting effects. Besides strong
demand from existing customers, new customers were acquired in the USA
and South Africa.

v Our estimates for 2020 imply growth of around 13%. Given the more than
18% growth in Q1 - also against the backdrop of the effects of the corona
crisis, which are still difficult to grasp - this does not seem too optimistic to
us. The expected significant improvement in margins compared with 2019 is
primarily the result of the successfully launched efficiency enhancement
program.

v The 2019 business year saw 7 new GK/Retail customers, including 4 from
the important US market, 4 new Prudsys customers and the solution for
medium-sized retailers (euroSUITE) also recorded 3 new customers. In
addition, three existing customers decided to switch to the latest software
solution (OmniPOS) in new projects in 2019, and three other existing
customers received extensive additional licenses.

Outlook: The medium-term forecast (which envisaged sales of around € 135
million in 2020 with a 15% EBIT margin in the core business) would have been
achieved in the current year, according to the company's assessment, without
the possible negative effects of, for example, travel restrictions in the wake of
the Corona crisis. If the situation returns to normal by the end of spring, the
negative effects on Q2 and possibly also Q3 could possibly be made up for or
significantly weakened.
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Complex fiscalization requirements in Germany are an opportunity

Taking into account the grace period (of nine months), the fiscalisation introduced in Germany on
1.1.2020 will become binding for all retailers from 1 October 2020. Until then, retailers still have
the opportunity to find a legally secure solution that meets the complex German requirements for
fiscalization of POS systems. The 100%-GK Software subsidiary "DF Deutsche Fiskal GmbH"
is - in cooperation with Bundesdruckerei, which provides the certified technical security
features and also hosts them in high-security data centres - the first provider to fulfill all
components of the certification process. We therefore assume that Deutsche Fiskal will achieve a
high market share with its cloud-based solution and that it will do so with a business model which
should be highly scalable. In 2020, however, this will only have a positive impact in the final
quarter due to the statutory transition period.

Covid-19 with still little influence

In the first quarter, the Covid 19 pandemic had only a very limited impact on the operational
development of GK Software. Also in Q2 the capacity utilization in the project business remains
high. The crisis leads to the fact that sales are becoming more digital, which reduces the travel
expense budgets. The digitization in the retail sector is now more strongly pushed by the retailer
side than before, also because many problems in the course of the crisis can be solved digitally.
This is positive for topics already served by GK like: Click&Collect, self-scanning and mobile
payment. With the Getmygooods app, a Click&Collect offer was recently created for retailers that
can be implemented quickly.

Innovative and in close partnership with SAP

With 16% (of sales), GK Software shows a high R&D ratio. Of the € 18 million spent on R&D in
2019 to secure the company's technological leadership position, € 17 million were spent on
product development alone. With "SAP Dynamic Pricing by GK", the first Al solution developed
by GK was placed on the SAP price list in 2019. The partnership, which has now proven itself in
more than 70 joint projects with SAP, will be further strengthened with the establishment of the
joint Center of Excellence for Retail.

Deferred taxes lead to lower reported net income in 2019 - loss carryforwards remain
unchanged

The formally high tax rate in 2019 is due to effects from deferred taxes. In fact, only € 1.37
million of the reported income taxes in the amount of € 4.37 million (P&L) actually flowed out,
whereas € 3 million are explained by the fact that GK Software SE has a three-year loss history in
the individual financial statements according to commercial law. This prevents the further
capitalization of deferred taxes, but it neither led to an outflow of funds nor did it have an impact
on the tax-deductible losses carried forward (these can be further offset against future profits). In
our forecast, we have assumed a "normal” tax rate of just under 30% for subsequent years (which
should be rather conservative in view of existing loss carryforwards).

Significant margin improvement expected in 2020 despite corona crisis

While the uncertainties in the course of the corona crisis have reduced the margin expectations of
many companies, this effect will probably be more than compensated at GK Software in 2020 by
the efficiency increase program already introduced in the middle of 2019 (decided in July 2019,
after a weak first half-year): Improvements of the operating result already had an effect in Q4
2019, some measures, however, will not unfold their effect until 2020. Already in 2019, it was
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possible to reduce the other operating expenses by about € 3.75 million - however, this also
includes IFRS 16 related effects (e.g. rental costs in the amount of € 1.6 million were included in
the depreciations according to IFRS 16). Travel costs, which could be reduced by € 1.8 million in
2019, are expected to decrease further in 2020 - due to contact closures etc. - in 2020. We assume
that the savings in 2020 could be in the mid single-digit million euro range. These savings will be
particularly visible in the items "Personnel expenses” and "Other expenses".

Page | 3 EQUITS GmbH www.equits.com



- Please consider the disclaimer at the end of this document -

Appendix

Page | 4 EQUITS GmbH www.equits.com



- Please consider the disclaimer at the end of this document -

Page | 5 EQUITS GmbH www.equits.com



- Please consider the disclaimer at the end of this document -

Page | 6 EQUITS GmbH www.equits.com



- Please consider the disclaimer at the end of this document -

DISCLAIMER

Note regarding MiFID II: This research report has been prepared by order of the issuer
based on a contractual agreement and is being compensated for by the issuer. The research
report has simultaneously been made publicly available to all interested persons. Hence,
the receipt of this research report is to be regarded as a permitted insignificant non-
monetary benefit according to § 64 para 7 sentence 2 No. 1 and 2 of the German Securities
Trading Act (WpHG).

A. Disclosures according to § 85 WpHG and Regulation (EU) No. 596/2014 (MAR) and the
Commission Delegated Regulation (EU) No. 958/2016 and the Commission Delegated
Regulation (EU) No. 565/2017:

I. Disclosures on authorship, responsible company, regulatory authority:
Company responsible for the publication: EQULTS 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).

Notice regarding previous publications regarding the issuer within the last 12 months:

Company Analyst Rating Price Target
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  05/02/2019 Buy €103.00
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  07/05/2019 Buy €114.50
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  04/06/2019 Buy € 114.50
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  04/09/2019 Buy € 106.50
GK SOFTWARE AG  D.Grossjohann/T.Schiefsle  04/12/2019 Buy € 105.00
GK SOFTWARE AG  D.Grossjohann/T.Schiefle = 24/04/2020 Buy € 84.00
GK SOFTWARE AG  D.Grossjohann/T.Schiefile 12/06/2020 Buy € 87.90

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.
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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.

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:
(12/06/2020; 9:00 am)

4. Date and time of the prices of financial instruments disclosed therein:
(Closing price on 11/06/2020)

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.

[II. 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),
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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

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 EQUL.TS 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 June 12th,
2020.
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