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Mensch und Maschine Software SE

Making steady progress

Mensch und Maschine (M+M) saw a revenue decline in H117 (-4.8% y-o-y).
Software growth of 9% y-o-y was outweighed by the expected decline in
the VAR business resulting from the shift in the Autodesk licensing model.
Gross and EBITDA margins increased y-o-y, with a 26% increase in EPS.
Management has maintained its outlook for 2017 and beyond.

H117 results

M+M reported a 4.8% year-on-year revenue decline for H117, with 9.1% growth in
the Software business offset by a 9.8% decline in the VAR business. The decline in
the VAR business was expected, a result of the change in licensing for Autodesk
software. The effect of this transition should be played out by the end of 2017; in
fact, in Q217 the decline was only 0.6%. Gross and EBITDA margins increased by
4.6 percentage points (pp) and 1.4pp respectively, despite the revenue decline, as
Software made up a larger proportion of revenues. This drove EPS 26% higher
than a year ago.

Outlook maintained

The company is confident that it will achieve its guidance for 2017. The company
outlook is for continued growth in EBITDA and earnings and ¢ 30% annual growth
in dividends to FY20. It expects subdued performance in the VAR business in FY17
as all new licence sales will be on a subscription basis, but despite this, expects to
add €1.7-2.7m to group EBITDA in FY17 (range €17.5-18.5m). From FY18, it
expects growth to normalise and therefore a larger increase in EBITDA (€3-4m).
Consensus forecasts reflect this outlook.

Valuation: Reflects earnings growth potential

The stock has gained 51% year-to-date and 27% since we last published in April.
Since April, consensus forecasts have increased — revenues are marginally higher,
whereas EPS has increased by 3.8% for FY17e and 3.4% for FY18e. On a P/E
basis, M+M is currently trading at a premium to its peer group for 2017 but at a
small discount for 2018. So far, the Autodesk transition has not had a negative
impact on profitability; further evidence that the company is able to grow profitability
through this transition should support further upside. To achieve the earnings
growth expected by the company in the medium term, it will also be important to
maintain strong growth in the Software division. The stock is supported by a
dividend yield of more than 3%.

Consensus estimates

Year Revenue PBT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12/15 160.4 75 0.24 0.25 79.2 1.3
12/16 167.1 11.1 0.40 0.35 475 1.8
12117e 170.4 14.3 0.55 0.46 345 24
12/18e 187.8 18.1 0.72 0.59 264 3.1

Source: Mensch und Maschine, Bloomberg.
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Business description

Mensch und Maschine Software (M+M) sells
proprietary and Autodesk CAD/CAM software. It
reports across two business lines: M+M Software
(28% of FY16 revenues) and VAR (72% of FY16
revenues). The company has operations in Europe,
the US and Asia-Pacific.

Bull
Largest European Autodesk value-added
reseller.
High-margin, internally developed software.

Loyal workforce.

Bear
Reliant on Autodesk’s technology development.

Management owns more than 50% of the
company.

Change in Autodesk’s licensing model to
subscription model.
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Review of H117 results

Exhibit 1: Results highlights

€m H117 H116 y-0-y
Revenues 83.59 87.83 (4.8%)
Gross profit 48.21 46.61 3.4%
EBITDA 9.12 8.33 9.4%
Operating profit 7.75 6.70 15.7%
Net income 437 348 25.7%
EPS (€) 0.27 0.21 26.4%

Source: Mensch und Maschine

Exhibit 2: Divisional results

€m H117 H116 y-0-y
Revenues

Software 252 231 9.1%
VAR 58.4 64.7 (9.8%)
Total 83.6 87.8 (4.8%)
Gross profit

Software 245 22.5 9.3%
VAR 23.7 242 (2.0%)
Total 482 46.6 3.4%
Gross margin

Software 97.3% 97.2% 0.1%
VAR 40.6% 37.3% 3.2%
Total 57.7% 53.1% 4.6%
EBITDA

Software 6.4 5.7 11.5%
VAR 2.8 2.6 5.1%
Total 9.1 8.3 9.4%
EBITDA margin

Software 25.2% 24.7% 0.5%
VAR 4.7% 4.1% 0.7%
Total 10.9% 9.5% 1.4%

Source: Mensch und Maschine

In H117, M+M saw a year-on-year decline in revenues. Group gross margins, EBITDA and
operating profit, however, all saw growth year-on-year, resulting in a 26.4% increase in EPS over
the year.

While 43% of group revenues came from the resale of Autodesk software, only 18% of gross profit
came from this business, which means that 82% of gross profit was generated from proprietary
software and services across both divisions.

Software — seeing continued strong demand

The Software division saw strong revenue growth of 9.1% y-o-y, with growth of 11.4% in Q117 and
6.9% in Q217. This business continues to see solid demand for its proprietary solutions and is
already achieving target EBITDA margins of 25%.

VAR - gross margin improvement despite revenue decline

The VAR business saw a 9.8% y-o-y decline in H117, with a 16.0% decline in Q117 and a much
smaller 0.6% decline in Q217. The VAR business performance reflects the timing of the changes to
Autodesk licensing. With single solution licensing shifting to subscription-only from February 2016
and product suite licensing making the transition from August 2016, Q1 revenues reflect the drop-
off in perpetual licences, whereas the Q2 comparison is on a like-for-like basis. We would expect to
see a similar, albeit less pronounced, pattern in H2, as Q316 revenues were higher than Q416
revenues. VAR gross margins increased by 3.2pp despite the revenue decline. VAR EBITDA
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margins increased marginally year-on-year, with margins of 5.7% in Q117 and 3.5% in Q217. The

division is making steady progress towards its 10% margin target.

Looking at the split of VAR revenues between pure reselling of subscription licences versus
proprietary software and services provided by M+M, we estimate that reselling revenues generated
a gross margin of 23.6% compared to 68.1% for proprietary software and services.

Outlook unchanged

The company’s outlook for FY17-20 is unchanged (see Exhibit 3). Based on reported H117 results,
the company looks on track to meet its FY17 expectations.

Exhibit 3: Company outlook

Outlook FY17e
Gross profit €98-99m
EBITDA €17.5-18.5m
Net income €8.5-9.3m
EPS €0.52-0.57
Dividend €0.45-0.50

Source: Mensch und Maschine

Valuation

FY18e

c€110m
c€22m
c€11.5m
c€0.70
¢ €0.60

FY19e

€13.5-14.5m
€0.83-0.90
€0.70-0.75

FY20e

Equal contribution from both divisions

Consensus forecasts have increased since we last wrote in April — revenues have increased
marginally, whereas EPS has increased by 3.8% for FY17e and 3.4% for FY18e. The stock has
gained 51% year-to-date and 27% since we last published.

Peer valuation

In the table below, we compare M+M'’s valuation to a group of peers that includes European
software companies operating in the CAD/CAM/PLM space, as well as larger international

companies operating in this market. With a lower EBITDA margin than the peer group average,
M+M is trading below the peer group on an EV/sales basis. On a P/E basis, it is trading at a
premium to the group for 2017 but at a small discount for 2018. We note that M+M’s dividend yield
is at the top end of the peer group.

Exhibit 4: Peer group multiples

Company

MENSCH UND MASCHINE
SOFTWARE

AVEVA GROUP

CENIT

IGE + XAO
NEMETSCHEK

RIB SOFTWARE
AUTODESK
DASSAULT SYSTEMES
HEXAGON AB-B

PTC

Average

Median

Source: Bloomberg (as

Quoted Share Market EV (rep
ccy price cap(m) ccym)

€ 19.00 308 330

£ 2049 1,301 1,180

€ 232 194 152

€ 990 141 112

€ 647 2492 2,494

€ 148 695 537

US$ 1123 24741 24,157

€ 826 21446 19,631

SEK 3953 142,483 16,198
US$ 557 6439 6,840

at 26 July 2017)
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EV/sales (x) EV/EBITDA (x)

CcY
1.9

5.3
1.0
39
6.2
4.9
1.8
6.0
4.7
59
5.5
5.3

NY
1.8

5.1
0.9
3.7
54
44
94
5.6
44
5.6
4.9
5.1

CcY
18.1

19.1
1.1
135
23.7
15.5
-433.2
17.0
15.5
244
-32.6
15.5

NY
15.0

18.2

8.9
12.6
204
137
518
15.5
134
22.7
19.7
15.5

PIE (x)

CcY
34.5

28.3
255
23.3
38.8
38.7
-199.0
30.8
23.3
46.4
31.9
28.3

NY
26.4

26.8
20.0
217
33.6
427
100.9
27.8
20.5
373
28.8
27.8

Div yield

cYy NY
24%  31%
21%  2.3%
44%  4.5%
1.4% 1.5%
1.1% 1.2%
1.3% 1.4%
0.0% 0.0%
07% 0.8%
1.3% 1.5%
0.0% 0.0%
14% 1.5%
13% 1.4%

c€1.00

EBITDA margin

cY
10.8%

27.7%

8.9%
28.7%
26.2%
31.9%
2.7%
35.3%
30.3%
24.0%
23.4%
21.7%

NY
11.8%

27.8%

9.7%
29.5%
26.7%
32.0%
18.2%
35.9%
33.0%
24.6%
26.4%
27.8%



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 and is not regulated by
the Australian Securities and Investment Commission. 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 Borse AG or the Frankfurter Wertpapierbérse. 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 2017 Edison Investment Research Limited. Al 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 Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. 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 the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE”) © FTSE 2017. “FTSE®" is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vestin FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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