researchdynamics

Schaffner Holding AG

Switzerland | Industrial Goods & Services

Guidance update
5 March 2015

Demand slump in key markets, FX to affect FY2015
Schaffner (‘the group’) is the only global company that offers EMC and power quality solutions

Company Data

from a single source. The group’s products help lower power consumption and reduce costs
leading to higher efficiency and resulting in a longer life span of diverse electrical and
electronic equipments. The group also manufactures components for keyless entry antennas
used in automobiles. Schaffner reported revenues of CHF214.6mn and had an employee
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Source: Bloomberg orders. On the brighter side, Schaffner stated that the AM division is performing in line
with the group’s expectations.

Share Price Movement (1-year) o Guidance on 1H and full FY2015 results

Schaffner guided that revenue growth for 1HFY2015 will be flat y/y, given challenging
130 market conditions and the abolition of CHF/EUR peg. Based on this guidance and the
120 forex impacts, we expect Schaffner to report net sales of CHF102mn for 1HFY2015. The
110 I MPW'{V\ Ll group also stated that it expects EBIT margin for the period to decline by 180bps y/y to
: M ! NN 3%, indicating that cost base will remain high. For the entire fiscal year 2015, Schaffner
at current exchange rates expects the top-line to remain stagnant (y/y) as demand from
various key markets continues to remain soft. The group anticipates EBIT margin to
decline from 7% last year to 5% in FY2015 on account of high CHF costs and flat revenue
growth. Management stated that the group is working on executing cost management
measures, which should result in reduced personnel costs in Switzerland in the mid-
single digits.

e CHF de-peg to impact FY2015
The group derived just over 2% of the revenues (FY2014) from Switzerland, indicating
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Key Financial Data

2013 2014 2015E 2016E the scrapping of the CHF/EUR floor would negatively impact the group’s top-line in
Sales 1949 2146 2154 221.8 FY2015. Further, a significant portion of the expenses are incurred in CHF specifying that
EBITDA % 8.8% 10.8% 8.5% 9.7% a large portion of the cost base will not change. This hurts the group’s EBIT margin,
EBIT % 48% 7.0% 5.0% 6.0% according to management by 1 percentage point in FY2015. However, as the CHF
Net Margin%  3.2% 59% 3.8% 4.6% stabilizes to a new normal based on the market conditions, we believe the group will
Basic EPS 9.92 19.97 1291 16.07 post a healthy revenue and earnings growth beginning FY2016.
Diluted EPS 986 1980 12.80 15.94 Exhibit 1: Our estimates for FY2015
DPS 4.5 6.5 3.9 4.8
Equity Ratio % 48.6% 52.9% 42.8% 32.2% Pre-guidance estimates
Capex 4.8 6.4 75 8.3 Segments FY14A FY15E
EMC division (EMC) 110.0 114.9
growth y/y 4.5%
P/E 228 144 223 179 Power Magnetics (PM) 67.3 76.7
EV/EBITDA 9.1 86 109 9.2 growth y/y 14.0%
EV/EBIT 16.6 13.2 18.5 14.9 Automotive division (AM) 37.3 42.9
growth y/y 15.0%
Total sales (In CHF mn) 214.6 234.5
EBIT 15.0 22.5
Next Events margin 7.0% 9.6%
1HFY2015 Results 12 May 2015 Estimates post guidance & forex impact
FY2015 Annual Results 8 Dec 2015 Segments FY14A FY15E
EMC division (EMC) 110.0 101.6
growth y/y -7.6%
Analysts Power Magnetics (PM) 67.3 73.0
Doris Rudischhauser growt/.7 y/y. . 8.5%
dru@dynamicsgroup.ch Automotive division (AM) 37.3 40.7
growth y/y 9.2%
Alexandre Mdiller Total sales (In CHF mn) 214.6 215.3
amu@dynamicsgroup.ch EBIT 15.0 10.7
margin 7.0% 5.0%
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Stock weakens post guidance

The FY2015 guidance did not augur well with investors as the stock opened with a gap-
down of 7.4% (CHF 265) and continued to slide further intraday. After a sales growth
of ~10% y/y over the last two years, investors had expected FY2015 to be a positive
one, despite the negative impact of CHF appreciation. However, we view the selling
frenzy to be an over-reaction as the group has solid fundamentals and will perform well
over the medium term.

Compelling valuation vs. peers

Over the last six months, Schaffner stock has largely been range bound, after the
positive sentiment post strong 1HFY2014 results subsided. The stock corrected sharply
on announcement of the abolition of the CHF/EUR floor; however, it recovered largely
in line with the Swiss benchmark index. The stock continues to trade at a discount,
based on the closing price pre guidance update, of 5% and 12% on a P/E and
EV/EBITDA basis, respectively, to its product peers. On the similar line, it trades at a
discount of 5% and 17% (P/E and EV/EBITDA respectively) to its industry peers. Given
Schaffner’s long-term growth prospects, we believe a discount to its peers is
unwarranted and that valuations remain attractive.

Exhibit 2: Schaffner — Comparison with Product peers

Company (Product EV/EBITDA EV/EBIT P/E

peers) 3 year 3 year 3 year

average CY2015E CY2016E average CY2015E CY2016E average CY2015E CY2016E

Schaffner Holding AG 7.8x 10.4x 8.3x 10.8x 17.4x 12.7x 13.1x 21.1x 15.1x
Omron Corp 7.3x 8.6x 8.1x 10.2x 11.6x 10.9x 15.7x 17.7x 17.1x
Laird Plc 8.3x 11.5x 10.3x 11.0x 15.8x 13.7x 12.3x 24.1x 18.8x
Ablerex Electronics Co Ltd NA NA NA NA NA NA NA NA NA
Yokogawa Electric Corp 8.0x 7.3x 6.8x 11.7x 10.5x 9.4x 17.1x 19.5x 15.8x
Lem Holding SA 11.5x 14.8x 13.9x 13.4x 17.1x 16.1x 17.9x 25.9x 24.2x
Komax Holding AG 7.3x 12.5x 11.0x 9.0x 12.8x 10.9x 12.5x 19.5x 14.4x
Gavazzi Carlo Holding AG 5.0x 7.9x 7.3x 5.9x 7.2x 7.1x 10.7x 21.3x 13.3x
Eaton Corp Plc 10.0x 12.1x 10.6x 10.9x 16.8x 13.8x 12.9x 23.2x 13.9x
Cosmo Ferrites Ltd NA NA NA NA NA NA NA NA NA
Apator SA 10.0x 12.2x 11.4x 11.3x 15.0x 13.9x 14.0x 29.3x NA
Median 8.1x 11.8x 10.4x 11.0x 13.9x 12.3x 13.4x 22.2x 15.8x
High 11.5x 14.8x 13.9x 13.4x 17.1x 16.1x 17.9x 29.3x 24.2x
Low 5.0x 7.3x 6.8x 5.9x 7.2x 7.1x 10.7x 17.7x 13.3x
Premium (disc) to

product peers (4%) (12%) (21%) (2%) 25% 3% (2%) (5%) (5%)

Source: Bloomberg (as on 04 March 2015)

Exhibit 3: Schaffner — Comparison with Industry peers

Company (Industry EV/EBITDA EV/EBIT P/E
peers) 3 year 3 year 3 year
average CY2015E CY2016E average CY2015E CY2016E average CY2015E

Schaffner Holding AG 7.8x 10.4x 8.3x 10.8x 17.4x 12.7x 13.1x 21.1x 15.1x
Lem Holding SA 11.5x 14.8x 13.9x 13.4x 17.1x 16.1x 17.9x 25.9x 20.5x
Kudelski SA 6.5x 8.2x 7.8x 12.5x 14.2x 13.1x 13.0x 17.7x 13.4x
Inficon Holding AG 11.0x 12.7x 12.1x 12.9x 14.9x 14.3x 16.7x 22.2x 18.8x
Also Holding AG 5.7x 6.5x NA 7.4x 8.0x NA 1.0x 11.6x NA
Comet Holding AG 8.3x 12.5x 10.8x 12.3x 16.8x 14.8x 15.8x 23.8x 21.1x
Cicor Technologies 4.4x NA NA 7.0x NA NA 8.3x NA NA
Elma Electronic AG NA NA NA NA NA NA NA NA NA
Datacolor AG 7.3x NA NA 9.3x NA NA 15.8x NA NA
Median 7.3x 12.5x 11.4x 12.3x 14.9x 14.5x 15.8x 22.2x 19.6x
High 11.5x 14.8x 13.9x 13.4x 17.1x 16.1x 17.9x 25.9x 21.1x
Low 4.4x 6.5x 7.8x 7.0x 8.0x 13.1x 1.0x 11.6x 13.4x
Premium (disc) to

Industry peers 7%  (17%)  (28%)|  (13%) 17%  (13%)|  (17%) (5%)  (23%)

Source: Bloomberg (as on 04 March 2015)

Conclusion

Healthy market dynamics and a stable CHF had helped Schaffner post strong revenue
and profit growth (y/y) in FY2014. However, a demand slowdown in the group’s key end
markets coupled with a sharp appreciation of the CHF will weigh on Schaffner’s
1HFY2015 and full FY2015 results. We believe Schaffner is well equipped to handle the
change in product demand dynamics by adjusting its product mix and by continuing to
drive productivity enhancements. Thus, we believe the currency headwind to a near-
term phenomenon and expect Schaffner to report healthy growth over the medium term.
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DETAILED FINANCIAL STATEMENTS
Income Statement

CHF mn (except per share) FY10 FY11 FY12 FY13 FY14 FY15E FY16E
EMC sales 111 129 106 110 110 102 102
PM sales 61 36 46 54 67 73 76
AM sales 17 18 25 31 37 41 44
Sales 189 183 177 195 215 215 222
Cost of goods sold (130) (126) (128) (142) (152) (153) (156)
Gross profit 59 56 49 53 63 63 66
Marketing and sales (16) (15) (17) 17) (18) (21) (21)
R& D expenses (13) (14) (14) (15) (15) (20) (21)
General and administration (15) (14) (11) (10) (13) (11) (11)
Other income 0 0 1 0 0 0 0
Total operating costs (44) (43) (41) (42) (47) (51) (52)
Profit before amortization of 16 13 8 10 16 12 14
customer relations
Amortisation of customer (1) (1) 1) (1) (1) 1) (1)
relations
Operating profit (EBIT) 15 13 7 9 15 11 13
Depreciation 3 3 4 4 4 6
Amortisation of intangible 2 2 3 3 3 2 2
assets
EBITDA 21 19 15 17 23 18 22
Finance costs 4) (13) (4) 7) 7) (1) 1)
Finance income 1 11 2 5 6 0 0
Total financial income 3) ) 2) ) 1) (1) 1)
(expenses)
Profit before taxes 12 11 5 7 14 10 12
Taxation (0) (1) (1) (1) (1) (1) )
Profit attributable to the 12 10 4 6 13 8 10
parent
Basic EPS 18.9 16.0 6.2 9.9 20.0 12.9 16.1
Diluted EPS 18.7 15.4 6.0 9.9 19.8 12.8 15.9
DPS 4.5 4.5 3.5 4.5 6.5 3.9 4.8

Source: Research Dynamics, Company data

Note: The group reorganized the divisional reporting structure in FY2011; FY2010 numbers are not

restated.

Key Ratios

Growth Ratios

Sales Growth

EMC division

PM division

AM division

Operating profit Growth
Net Income Growth
Profitability Ratios (%)
Operating margin (% )
EMC division (OPM)
PM division (OPM)

AM division (OPM)
EBITDA Margin %

Net Margin (%)
Return Ratios

Profit Margin

Asset Turnover
Financial Leverage
Dupont ROE (%)
ROCE (%)

ROA (%)

Leverage Ratios
Debt - Equity Ratio
Net Debt - Equity Ratio
Interest Coverage
Liquidity Ratios
Current Ratio

Quick Ratio
Valuation Ratios
EV/EBITDA

P/E

P/BV

Source: Research Dynamics, Bloomberg, Company data

FY10

42%
35%
43%
99%
NM
NM

8%
16%
5%
9%
11%
6%

6%
1.5x
2.5x
23%
21%
9%

0.4x
0.2x
12.1x

1.9x
1.2x

13.8x
23.2x
5.0x

FY11

(3%)
16%
(41%)
6%
(15%)
(15%)

7%
16%
(1%)
(2%)
10%
6%

6%
1.4x
2.3x
18%

23%

8%

0.6x
0.4x
14.1x

1.1x
0.7x

9.1x
14.6x
2.6x

FY12

(3%)
(18%)
29%
40%
(43%)
(61%)

4%
12%
(1%)
2%
8%
2%

2%
1.3x
2.4x

7%

8%

3%

0.6x
0.4x
4.9x

2.2x
1.4x

11.8x
37.9x
2.5x

FY13

10%

4%
16%
27%
30%
61%

5%
13%
5%
(6%)
9%
3.2%

3%
1.4x
2.3x
10%
11%

4%

0.5x
0.2x
6.5x

2.0x
1.4x

9.1x
22.8x
2.3x

FY14 FY15E
10% 0%
0% (8%)
25% 9%
19% 9%
60%  (29%)
101%  (35%)
7% 5%
14% 9%
6% 5%
7% 5%
11% 8%
5.9% 3.8%
6% 4%
1.4x 1.4x
2.3x 2.2x
20% 12%
16% 12%
8% 5%
0.5x 0.4x
0.2x 0.4x
15.3x 7.2x
2.1x 2.1x
1.4x 1.2x
8.6x 10.9x
14.4x 22.3x
2.7x 2.6x

FY16E

3%
0%
4%
9%
24%
25%

6%
10%
6%
6%
10%
4.6%

5%
1.5x
2.0x
14%
14%

7%

0.3x
0.3x
11.5x

2.1x
1.3x

9.2x
17.9x
2.3x
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Balance Sheet

In CHF mn FY10 FY11 FY12 FY13 FY14 FY15E FY16E
Assets

Non-current assets

PPE 14.9 18.2 21.1 20.9 24.8 27.3 30.1
Intangible assets 14.8 24.1 22.3 19.6 24.1 24.4 24.0
Investments 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other long term assets 12.2 11.8 13.3 12.5 4.8 4.8 4.8
Deferred tax 2.2 2.7 2.9 3.0 3.7 3.7 3.7
Total Non Current Assets 44.1 56.8 59.6 56.1 57.4 60.2 62.5
Current assets

Inventories 31.1 29.1 29.9 28.1 31.3 35.6 36.2
Trade receivables 36.9 324 34.8 34.0 38.5 41.3 42.5
Income tax receivables 0.8 0.4 0.6 0.5 0.5 0.5 0.5
Other receivables 5.7 3.7 3.7 3.8 3.2 3.2 3.2
Other financial assets 0.0 0.2 2.1 4.1 4.9 4.9 4.9
Cash and cash equivalents 8.1 14.2 10.3 17.0 18.6 5.0 4.2
Total assets 126.6 136.8 140.8 143.7 154.5 150.6 154.1
Shareholders' Equity and Liabilities

Share capital 20.7 20.7 20.7 20.7 20.7 20.7 20.7
Reserves & Surplus 47.1 40.1 40.3 36.5 35.3 31.2 28.7
Retained earnings (11.8) (3.9) (0.6) 5.4 10.7 18.9 29.0
Total equity 56.0 56.9 60.3 62.5 66.6 70.7 78.4
Non-current liabilities

Long term borrowings 18.1 0.4 36.0 29.8 35.1 27.2 22.7
Deferred tax liabilities 2.7 1.9 2.2 2.3 1.2 1.2 1.2
Provisions 7.1 6.6 6.1 5.6 6.1 6.1 6.1
Total Non-Current Liab. 27.9 8.9 44.2 37.6 42.4 34.5 30.0
Current liabilities

Trade and other payables 34.3 31.0 32.2 40.3 41.9 37.7 38.4
Income tax liabilities 1.9 1.9 1.0 0.7 1.0 1.0 1.0
Short term borrowings 1.7 34.6 0.2 0.5 0.2 3.0 2.5
Provisions 4.9 3.5 2.9 2.0 2.3 3.7 3.7
Total Current Liabilities 42.8 71.0 36.3 43.5 45.4 45.4 45.6
Total liabilities 70.7 79.9 80.5 81.1 87.8 79.9 75.6
Total equity and liab. 126.6 136.8 140.8 143.7 154.5 150.6 154.1

Source: Research Dynamics, Company data
Cash Flow Statement

In CHF mn FY10 FY11 FY12 FY13 FY14 FY15E FY16E
Net profit for the period 12.0 10.2 3.9 6.3 12.6 8.2 10.2
Non-cash adjustments: 16.4 11.7 9.0 8.8 9.1 15.7 22.9

Change in current
assets and liabilities:

(Increase)/decrease in (8.0) 0.3 0.0 1.3 (1.2) (4.2) (0.7)

inventories

(Increase)/decrease in (19.7) 6.4 (3.5) (0.0) (0.8) (2.8) (1.2)

receivables

(Decrease)/increase in 15.9 (3.5) (0.4) 9.0 (0.2) (4.2) 0.7

current liabilities

Change in operating (11.9) 3.2 3.9) 10.3 2.2) (11.3) (1.2)

working capital

Cash flows from 74 17.8 4.6 20.8 15.3 3.5 16.2

operating activities

Purchase of PPE (5.3) (6.9) 3.7) (4.8) (6.4) (7.5) (8.3)

Disposal of PPE 0.2 0.2 1.4 0.3 0.3 - -

Purchase of intangible (1.4) (1.4) (0.7) (0.4) (0.4) (1.9) 1.2)

assets

(Acquisition)/divestment (0.0) (10.6) (0.4) (0.4) (8.6) - -

Change in other assets 0.6 (0.0) (0.0) (0.9) (0.7) = =

Cash flow generated (6.0) (18.7) (3.4) (6.2) (15.8) (9.4) (9.6)

(used) in investment

activities

Change in treasury shares (1.1) (7.3) (1.0) (1.1) 3.1) - -

Proceeds from Share 0.2 4.4 0.5 1.2 2.6 - -

issues

Repayment of excess - (2.8) (2.8) (2.2) (2.9) 4.1) (2.5)

share premium

Net proceeds/(repayment) (22.9) 13.4 (1.8) (5.5) 5.2 (5.0) (5.0)

from debt

Amortization related to - - (0.1) (0.2) (0.2) - -

finance lease

Cash flow generated (23.8 7.6 (5.3) (7.7) 1.7 (7.6) (7.5)

(used) in financing )

Exchange (losses)/gains (0.1) (0.5) 0.2 (0.2) 0.3 - -

Net change in cash (22.6 6.2 (4.0) 6.8 1.5 (13.5) (0.8)
)

Opening cash balance 30.6 8.1 14.2 10.3 17.0 18.5 5.0

Closing cash balance 8.1 14.2 10.3 17.0 18.5 5.0 4.2

Source: Research Dynamics, Company data
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DISCLAIMER

Schaffner Holding AG ("SAHN") is a client of Research Dynamics. The equity research report(s) are prepared for informational purposes only and
are paid for by the company portrayed in the report. Research Dynamics is a division of Dynamics Group AG. Dynamics Group is an independent
consultancy firm focused on strategic advisory, communication management and research and analysis.

This report (henceforth known as “document”) has been drafted by the authors concerned as a non-binding opinion on the market situation and
on the instruments of investment in question and compiled by Dynamics Group in order to provide background information about the companies.
It is intended exclusively for the purpose of information.

Dynamics Group has not individually verified the information and data on which this document is based. All information and data in this document
originate from generally available sources which the author concerned or Dynamics Group viewed as reliable at the time of drafting this document.
However, no liability can be assumed for their correctness, accuracy, completeness and appropriateness — neither expressly nor tacitly. The
contents of this document do not represent an assurance or guarantee by the authors concerned or Dynamics Group. Forward-looking information
or statements in this document 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

Dynamics Group shall not be liable for any consequential damage to properties — on whatever legal grounds it may be. Liability of Dynamics
Group on account of premeditation or gross negligence shall remain unaffected by this.

Dynamics Group has no permission to provide assurances or assume guarantees on behalf of the companies or a third party mentioned in this
document. Neither the companies mentioned in this document nor any other individual assumes liability for any loss, damage or detriment that
may result from the use of this document, especially when taking decisions on investments, or from other reasons. Dynamics Group cannot be
held responsible for detrimental consequences that occur or may occur due to the use or its omission based on the views and inferences contained
in this document. Past performance trends of value, price or rates do not provide any indications to the future trends for an investment. Dynamics
Group does not provide any guarantees for the suggested yield or the achievement of referred targets.

This document does neither represent an offer of purchase, holding or sale of any securities, money market instruments or of derivatives, nor
does it contain the basis for a contract or a commitment of any kind. Every investment, for example, in debentures, shares and options, is
associated with enormous risks. A decision on investment with regard to any security may not be based on this document. This document is
neither an advice on investment, nor a recommendation or invitation for purchasing, holding or selling any securities, money market instruments
or derivatives.

Dynamics Group does not conduct any investment business and, accordingly, does not itself hold any positions in the securities mentioned in this
document. However, the respective directors, employees and contractors of Dynamics Group may hold positions in the described securities and/or
options, futures and other derivatives that are based on these securities.

This document has been provided to you for information only. It may not be reproduced or distributed to others or published in any other form
partially or fully.

The distribution of this document and the information contained therein may be restricted in other jurisdictions by law and persons who may
come into possession of this document must be aware of possible restrictions and adhere to the same. Failure to comply with such restrictions
may constitute an infringement of the laws in USA or Canada governing the securities or of the laws of any other jurisdiction.

This study is protected by the copyright laws. It may be used only for the purpose as defined in this disclaimer. Portions of the study, if quoted,
must be acknowledged by indicating the source. Any use other than this shall require prior written permission by Dynamics Group. Reproduction,
circulation, publication and provision of online access to the document shall be regarded as its use and the same shall require permission.
Circulation of this document, especially in a foreign country, may be permitted only under the provisions of the disclaimer and the applicable
regulations. Unauthorized use of the study or omission of details of the source or the acknowledgement of copyright may lead to initiation of a
civil suit for damages and be liable for prosecution.

If any part or individual formulations of this disclaimer are found to be unsustainable or become unsustainable at a future date, the rest of the
contents and their validity shall not be affected by it.
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