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Progress of international expansion efforts
temporarily putting pressure on EBIT margin
The sales figures for both FY 2014 and Q1 2015 have (slightly) exceeded our
expectations, however the same cannot be said of the EBIT for 2014 (€ 0.2
million projected vs. € -3 million actually realised), with this discrepancy being
attributable to a value adjustment (in the amount of € 0.87 million) and shifts
in the sales mix: High-margin licensing revenue was approximately one third
lower in 2014 than in the previous year. Personnel-related costs were
generated in advance for important new customer projects which were not
completed in 2014. However GK's current project opportunities should enable
it to amortize these costs more effectively in 2015. However, we have
significantly lowered our previous projected margins for 2015, while
maintaining that an EBIT margin in a low positive amount remains likely in
2015. In terms of its EV-to-sales ratio, GK Software's performance will prove to
be favourable on a peer group comparison if it succeeds in regaining its EBIT
margin target (15%) over the medium term as planned.
Q1 2015: All of the operating segments together realised an increase in sales
of almost 40% in the first quarter, with licenses experiencing the greatest
growth (+323%), on the basis of low figures for the previous year. Services
also recorded strong growth of +49.3%, while the maintenance business,
which experiences growth in line with that of the installed systems base,
grew by +14.6%. We believe the fast pace of internationalisation and the
resultant costs to be the primary reason for the negative amount of EBIT
realised by GK in Q1. From a strategic perspective, we feel that it is
appropriate and necessary to exploit the current window of opportunity
(presented by the upcoming launch of omni-channel retailing strategies) in
order to gain further market shares at the international level – even where
this temporarily involves negative EBIT results.
We are of the opinion that the market environment is stable and that GK is
well positioned - among other things as a result of its partnership with SAP to benefit from the strategic concept of omni-channel retailing and the
ongoing internationalisation of the market. The company explicitly
emphasises that the capturing of new target markets takes priority for it
over short-term margin growth.
Outlook: GK plans to increase its GK/Retail sales (2014: € 31.7 million) by a
not insignificant amount in 2015. It intends to increase the sales generated by
this business division by 50% over a period of 3-4 years; this growth may well
come on in leaps and bounds. It is expected that the sales generated by the
Services business segment will be slightly higher than in the previous year (€
11.92 million), while the small SQRS business division (2014: € 1.05 million)
looks set to experience a further fall in sales. The company expects to achieve
its (Group) EBIT margin target (15%) in three to four years, stating that EBIT
in a low negative amount may be realised in 2015 in light of the priority
currently being accorded to further growth.

Key figures - GK Software AG
Sales
EBITDA
EBIT
2013 a
42.5
3.3
1.0
2014 a
44.6
0.0
-3.0
2015 e
54.4
4.5
0.8
2016 e
60.9
8.7
4.6
2017 e
64.9
12.2
7.8
Source: Company Data, EQUI.TS GmbH

EPS (adj.)
0.34
-0.99
0.14
1.38
2.64

EV/Sales
1.08
1.61
1.32
1.18
1.11

P/E
93.50
-42.38
236.10
23.80
12.43
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- Please consider the disclaimer at the end of this document 2014 and Q1 2015
The operating margin was primarily affected by the non-completion (contrary to expectations)
of new projects in 2014, which had an adverse effect on the sales mix. Thus, there was a fall (31.6%) in licensing revenue, which typically realises high margins, which could not be offset in
overall earnings by growth in the services (+22%) and maintenance (+6.9%) business,
particularly in light of GK's further expansion of its capacity in expectation of upcoming projects
(increase personnel-related costs in 2014: 12.3%). Growth of approximately 40% was recorded
in Q1, and overwhelmingly attributable to revenue from licenses (>+300%) and services
(+49%).
Chart 01: Sales mix Q1 2015 vs. Q1 2014
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Our expectations for 2015
We stand by our projections with regard to sales growth, which in 2015 will also receive
inorganic impetus from the DBS asset deal. Some adverse factors experienced in 2014, such as
project deferrals, are unlikely to be reoccur and the value adjustment on the goodwill of SQ ITServices GmbH (in the amount of € 0.87 million) was also a one-time item. Nevertheless, we
have significantly lowered our previous projected margins. The new customer business remains
a project-related business in which the non-materialisation of individual projects has a major
impact on overall earnings. In addition, GK will be assigning greater weight to the expansion of
its international business into new target markets than to short-term margin-related
considerations, an approach which makes good sense in strategic terms. The exploitation of new
markets (for example in Asia) may involve considerable (initial) costs. However, the three US
projects which have to date been announced for this year are in line with the company's plans.
GK is thus well on track, although the year-end business will, typically, be of particular
significance – due to the often large proportion of licensing revenue.
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- Please consider the disclaimer at the end of this document At present, GK relies on its new customer (licensing) business, which is volatile and does not
lend itself to precise quantification, to generate positive earnings, and intends to gradually
reduce its dependency on new business by building on its business relationships with existing
customers and developing alternatives to constantly shifting sales opportunities. Over the
medium term, GK hopes to position itself so as to be able to use revenue from project-related
services, software maintenance and retail services to cover all of its ongoing expenses, however
this process is likely to take approximately three years.
Given that the company has accorded priority to attaining its growth targets, we expect there to
be a temporary suspension of dividend payments.

Omni-channel retailing – the retail trade in flux
The omni-channel concept has gained a foothold in the retail trade, however the length of sales
cycles has increased as a result of the strategic elements involved. There has been an increase in
takeovers and mergers, or greater exploration of such possibilities (currently: KarstadtKaufhof), among retailers in the face of the new challenges presented by this development –
something which is also resulting in protracted delays in strategic decision-making on the part
of traders. However, competitive pressure alone is likely to leave (brick-and-mortar) retailers
without any alternative to the integrative omni-channel approach. The same could prove to be
the case for some online-only business models: In Q1 2015, the increase in the online revenue of
multi-channel retailers, at just over 27%, was significantly higher than that of online-only
retailers (+10%).
The trend towards the provision of a broader range of services, with a view to being able to
supply customers with solutions from a single source is also evidenced by the performance of IT
services providers with a retail focus. We believe that GK is well positioned, as a result of its
partnership with SAP and hybris, to take an entirely integrative omni-channel approach to
meeting its customers' needs. However, globally active hardware manufacturers (such as
Wincor) are also increasingly attempting to establish a presence as universal suppliers by
acquiring direct competitors of GK. With the takeover of Tomax by Demandware, a supplier
previously focussed exclusively on ecommerce strategies, in January 2015 demonstrating that
even pure ecommerce specialists are no longer able to ignore the movement towards omnichannel retailing (or store-based selling).

GK pipeline remains well-stocked
At present, prime examples of real multichannel integration are few and far between in the
market, with the result that there are currently many promising distribution options available,
although these do involve long decision-making cycles. GK considers its own pipeline to be very
well stocked – in terms of both direct and partner-facilitated sales. The company believes its
position in a number of ongoing tenders to be strong.
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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: EQUI.TS GmbH
Authors of this financial analysis: Daniel Großjohann, Analyst, and Thomas Schießle,
Analyst.
EQUI.TS 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/B.Ludacka

08/20/2014

Buy

€ 55.80

GK SOFTWARE AG

D.Grossjohann/B.Ludacka

12/11/2014

Buy

€ 50.80

GK SOFTWARE AG

D.Grossjohann/T.Schießle

04/23/2015

Buy

€ 51.15

GK SOFTWARE AG

D.Grossjohann/T.Schießle

06/15/2015

Buy

€ 46.00

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 Börsenzeitung,
Handelsblatt, Frankfurter AllgemeineZeitung, 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:
EQUI.TS 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
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- Please consider the disclaimer at the end of this document 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:
(06/15/2015)

4.

Date and time of the prices of financial instruments disclosed therein:
(Closing price on 06/12/2015)

5.

Updates:

We have currently not yet set a fixed date to provide a precise update of this analysis. EQUI.TS
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
In the present financial analysis the conflict-of-interest mentioned under 6. applies.
B. General disclosures/liability arrangement:
1.
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This document is exclusively for publication on the homepage of the relevant company
and intended for use by national institutional investors. Copying, forwarding and distribution is
only allowed with written permission of EQUI.TS GmbH.
3.
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.
4.
This document, prepared by EQUI.TS 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 EQUI.TS GmbH, are dependable, yet not actually available for
independent verification. Despite diligent verification, EQUI.TS 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 EQUI.TS
GmbH. All statements and opinions are exclusively those of EQUI.TS GmbH and can be changed
without prior notice. Any error-caused misstatements of the document can be corrected by
EQUI.TS GmbH, without EQUI.TS GmbH being held responsible for damages as a result of these
misstatements.
5.
This document is a translation of the legally binding German original version of June 15,
2015
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