EDISON
Diskus Werke

Grinding it out

2017 was a record year for revenue and EBIT, with all three divisions
outperforming the market. However, H2 performance, broadly in line with
management expectations but showing an absolute decline from H1,
contrasts with a marked ‘beat’ in H117. A strong orderbook (up 4% at
December 2017) and continued successful investment underpin 2018
guidance of 2-3% revenue growth at significantly higher margin (c 7.5% on
operating performance vs 6.3% last year). The company feels well placed
to grow by c 20% towards the €300m pa revenue mark long-term target.

H217 consolidation

The step-change in H117 financials (eg PBT more than doubled) was a hard act to
follow as set against particularly weak comparatives. Improvement in the second
half was thus predictably more measured, with revenue up 8% at a slightly higher
EBIT margin (6.3% on revenue vs 6.1%), driving PBT up over 20%. Indeed, profit
(not revenue) was lower than in the first half. Continued turnaround at three loss-
making subsidiaries was accompanied by notable volatility at the largest companies
BUDERUS (full-year profit down 85%) and PRAWEMA (full-year profit up by a
third). While half-year divisional performance is not disclosed, the strongest growth
may be assumed to have come from Production and Tools & Components, albeit
from a much smaller base than the main Machine Tools business.

A good year in prospect

Despite the apparent loss of profit momentum in H217, a year-end orderbook of
€126m ensures a creditable workload for 2018 (over 50% of 2017 sales),
supporting guidance of €253m order intake and revenue. Management expectation
of further significant margin gain (7.5% on operating performance vs 6.3%) may
seem ambitious, given slight 2-3% top-line growth, but simply returning the three
loss-making subsidiaries to breakeven would restore EBIT margin to 8-9%.

Valuation: Little on offer

The vast bulk of the company’s equity is firmly held and likely to remain so. With a
free float of 0.4%, Diskus Werke is unlikely to appeal to most institutional investors.
This means the peer group valuation is unlikely to play much of a part in setting the
share price. Any activity is likely to be driven by private investors to whom absolute
measures such as P/E (23x for 2017) and dividend yield (1.4% on 2017 payout) will
be more important.

Historical financials

Year Revenue EBIT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12/14 160.5 9.0 0.36 0.10 48.9 0.6
1215 199.2 14.0 0.78 0.21 226 12
12/16 2184 114 0.52 0.20 338 11
12117 246.9 16.2 0.75 0.25 235 14

Source: Diskus Werke data
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Share details

Code DIS
Listing Deutsche Borse Scale
Shares in issue 9.7m

Net debt at December 2017 €51.6m

Business description

Diskus Werke is an archetypal Mittelstand systems
provider with extremely strong market positions in the
sub-segments within which it operates. The company
is organised around three business units: Machine
Tools & Automation, Tools & Components, and
Production.

Bull
Strong market position.

Few strategic threats.

Potential high-margin growth in contract
manufacturing.

Bear
Very low free float.

Loss-making subsidiaries in 2017.

Core client industries are mature.
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Review of 2017 results

Diskus Werke's recent volatile profit record was maintained in 2017. After sharp dips in EBIT in
2014 and 2016, a 42% y-o-y improvement in 2017 ensured a record outturn (also at EBITDA and
PBT levels, if not at net profit). A prime contributor was loss elimination at three subsidiaries, Pittler,
Diskus Werke Schleiftechnik and DVS Production South, ie ¢ €2m vs ¢ €6m in 2016 and near
breakeven in 2015.

Exhibit 1: Analysis of revenue and profit (€m)
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Source: Diskus Werke accounts

Second-half performance showed continued profit restoration against a subdued H216 (EBIT up
10% y-o0-y) but not compared with the preceding half (EBIT down 5%). By contrast, revenue growth
was ahead on both counts (by 8% and 5%, respectively).

Overall, the company appears to have performed visibly better than the German machine tool
industry as a whole (production up 4% in 2017).

Exhibit 2: Analysis of half-yearly revenue and EBIT (€m)
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Source: Diskus Werke accounts

Order inflow in H2 was notably positive at +19% y-o0-y (€133.4m) compared with +4% in the first
half. This took the orderbook to €126.4m at the end of the period (€125.7m at December 2016 and
€119.3m at June 2017). Costs remained under good control. Payroll, for example, was up 8% at
€36.9m and despite a sharp increase in the cost of bought-in services (up 40% to €13.5m), raw
material costs rose more slowly than turnover (+8% y-o0-y), up just 4% to €43.7m.

There was further considerable progress in turning around the three subsidiaries that burdened
2016 results, with losses cut to €0.7m in the second half of 2017 from €3.0m in the comparable
period. As a result, DVS Production South (formerly Frohlich) returned almost to the black but the
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performances of Diskus Werke Schleiftechnik and Pittler remained unsatisfactory by management

admission.

Exhibit 3: Financial performance

Year-end December (€m), HGB H116 H216 FY16 H117 H217 FY17
Revenue

Machine Tools 164 178
Change +9% +9%
Production 28 37
Change +27% +32%
Tools & Components 24 30
Change +9% +25%
Other 2 2
International 57% 68%
Total 100.9 117.5 218.4 120.5 126.4 246.9
Change +19% +3% +10% +19% +8% +13%
EBITDA 8.9 12.0 209 13.5 12.8 26.3
EBIT 4.2 7.2 11.4 8.3 7.9 16.2
Margin 4.2% 6.1% 5.2% 6.9% 6.3% 6.6%
Net interest (1.4) (1.6) (3.0 (1.3) (1.6) (2.9)
Pre-tax profit 31 5.3 8.4 71 6.5 13.6
Net profit 1.1 4.0 5.1 4.1 31 7.2

Source: Diskus Werke accounts

2018

Management looks for revenue and order intake of €253m, a rise of 2%. In view of the size of the
orderbook (c 50% of forecast sales), this may seem cautious and by comparison with the 8% gain
in H217. There may also be scope for surprise in the targeted improvement in margin on operating
performance (7.5% against 6.3%), given the scale of guidance overshoot in H117 (PBT was 32%
above management expectations). However, there was an absolute decline in H217 margin from
the first half, eg from 6.9% to 6.3% (EBIT on sales), which may reflect the persistence of structural
issues at the three problematic subsidiaries.

Balance sheet and cash flow

Finances remain sound with net debt at December 2017 of €52m (vs €57m in December 2016 and
€56m at June 2017). This represents a manageable 41% of equity (book value) with an equity ratio
of 52%.

Diskus Werke | 26 July 2018



EDISON

Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the Financial Conduct Authority. Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. Edison Germany is a
branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER
Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Bérse AG or the Frankfurter Wertpapierbdrse. Any investment decision should be solely based on a
securities offering document or another document containing all information required to make such an investment decision, including risk factors.

Copyright 2018 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Deutsche Borse AG and prepared and issued by Edison for publication globally. All information used in the
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Investment Research Pty Ltd (Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd (AFSL: 427484)) and any access to it, is intended only for "wholesale
clients" within the meaning of the Corporations Act 2001 of Australia. The Investment Research is distributed in the United States by Edison US to major US institutional investors only. Edison US is registered as an
investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of
1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our readers may be interested and this
information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our
website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The research in this
document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the
Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this
document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing
communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison or its
affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In
addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking
information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of this
report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or
disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of
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