Funkwerk AG
Update report | Funkwerk quietly raised its guidance at the AGM
22 July 2021

Dear Reader,
Funkwerk held its annual general meeting on July 20, 2021. As usual, CEO Ms. Schreiber
reported the 5-month figures as of May 30, 2021. The company not only had to adjust its
guidance for fiscal year 2021 but also exceeded my expectations. Revenue increased by
23 % within the first five months of the fiscal year. EBIT increased by 77 % compared to the
same period last year as a result of the VERY strong train radio segment.

€m
Intake of orders
Order backlog
Revenue
EBITDA
EBITDA margin
EBIT
EBIT margin
EBT
EBT margin

31.05.2020
41,3
81,6
36,0
6,1
17 %
5,3
15 %
5,2
14 %

31.05.2021
48,8
81,4
44,1
10,3
23 %
9,4
21 %
9,2
21 %

% YOY
18 %
0%
23 %
69 %
77 %
77 %

As I previously discussed in my last update, the Company is currently benefiting from the
German government's subsidy program which was set up in the wake of the COVID
pandemic early in July 2020. The stimulus package is supporting the improvement of mobile
communications reception along rail routes, for which train radios are being modernized and
upgraded to interference-resistant GSM-R components and systems.
The program was originally scheduled to run until the end of 2021. As a result, Funkwerk
expects one-off revenues in 2021, leading to the initial revenue guidance of €105 million to
€110 million for 2021 (2020: €99 million). Likewise, EBIT in 2021 should reach the high level
of the previous year (2020: €20.4 million).
The guidance proved to be too conservative. Usual business at Funkwerk..
On July 1, 2021, the Federal Ministry of Transport and Digital Infrastructure extended the
program by one year to 2022. According to Ms. Schreiber, this was because the customer
call-offs were coming more slowly than anticipated. She mentioned in passing that the
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revenue and earnings forecast for 2021 has to be increased. The company now guides
revenue from €112 million to €118 million, which would translate into revenue growth of
13 % to 19 % compared to 2020. EBIT is thus now expected to exceed the high level of
2020, but the margin is not expected to increase above the 2020 level, resulting in a flat
margin compared to the previous year. Note that they even did not prepare a single slide
for the revenue guidance increase, nor did they release an official announcement
regarding the guidance update in the aftermath of the AGM as they are not obliged to
do so legally.
As commonly known, order cycles in rail transport have a long lead time. However,
Funkwerk operates in the train radio segment that will benefit in the long term (2035-2040)
from the transformation to ETCS (simply put: digitization of rail infrastructure) and FRMCS
(conversion from 2G to 5G for train radio). From today's perspective, however, it is very
difficult to predict when the cycles will pass from the planning phase to the implementation
phase and eventually lead to additional revenues for Funkwerk. Today, most of the revenue
in the train radio segment comes from equipping new trains, and not yet from retrofitting
existing trains.
Against this background, the statement that Ms. Schreiber expects a consistently high level
of revenue in the coming years was an important insight for me! As I had been waiting for
such a statement for a long time, I bought more shares immediately after the AGM.
An exciting development also occurred on the M&A side at the end of June. Since the
company is rolling in money shareholders have been pondering for too long now what they
will do with that cash. Finally, Funkwerk announced a long-awaited acquisition on June 29,
2021. The target company is called VIPRO.sys GmbH, based in Leipzeig, Germany.
Funkwerk's strategic goal is to offer integrated solutions in its remaining two business
divisions (Traveler Information and Video Systems). The acquisition will certainly not move
the needle much in the short term because the acquired company is insignificant in terms of
revenue, but it is of great importance long-term strategically as Funkwerk will expand its
competencies and increase its software know-how (presumably of higher margin).
What about valuation?
Today’s closing price of €29.5 implies a market capitalization of approximately €240 million.
As of December 31, 2021, the company had €52 million in net cash. The number is likely to
have grown to €60 million in the meantime which implies an Enterprise Value of €180 million.
Based on the increased revenue and earnings guidance, I expect EBITDA to come in at
€26-27 million for 2021. This puts the company at an EV/EBITDA of around 6.8 for 2021. If
you are interested in DCF valuation, please don’t hesitate to take a look at my initial research
report and adjust the calculations to the even better prospects as of now.
The company will report its half-year figures in August. The next scheduled newsflow is not
expected until April 2022. Unless an acquisition is reported in between, triggers may be
missing in the short term. However, I confess that I do not sleep as calmly with any other
stock as with Funkwerk. It is a boring company with conservative management, it is
profitable and has lots of cash available and no debt. Besides, Funkwerk is the market leader
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in train radio systems and possesses short- and long-term growth prospects in several
business divisions..
If you want to double your money by tomorrow, go and buy something else. If you want a
solid company, I think Funkwerk is the way to go due to the favourable risk-reward.
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Disclaimer
Risk warning and terms of usage
The material published in this report is part of a website that is a personal blog. Most of the investments discussed
on this website are part of the personal portfolio of the author. This website is not issuing any buy or sell recommendations.
All information contained in this report and its corresponding website, www. stock-market-research. com, are for
information purposes only.
Information from external sources is indicated appropriately. The author does not assume any liability or responsibility for the correctness, accuracy, and completeness of this information, even though he deems it to be reliable.
My full-time job is as a buy-side analyst for Paladin Asset Management InvAG based in Hanover (Germany). I would like to point out that I run Stock-Market-Research privately in my spare time. There is no
overlap between the investment universe of Paladin Asset Management and Stock-Market-Research.
Furthermore, this blog is not a publication of the Paladin Group and I am responsible for the ideas and
content presented here. In this respect, there will be no conflict of interest between Paladin and Stock
Market Research.
The reference to the analyzed company within this presentation is neither an offer nor a request to subscribe to
shares of this company. The information provided is for information gathering only and is not considered as a
recommendation for investment. Before making use of the contents you must extensively assess if the information is suitable for your purpose and is compatible with your individual goals. The opinions presented are
those of the author at the time of publishing and may not agree with the information provided at a later time. This
blog and its articles, research reports, social media postings, media appearances, and any related content serve
purely to inform and inspire readers to look out for new investment opportunities and research them themselves;
a process for which any reader should then also consult a variety of other sources and never base any decisions
on this report or the content of its corresponding website.
This report is not a solicitation or inducement to buy, sell, subscribe, or underwrite securities. The author does
not make investment recommendations. Any valuation given in this report is the theoretical result of a study of a
range of possible outcomes and not a forecast of a likely share price. The author does not undertake to provide
updates to any opinions or views expressed in this document.
The performance in the past does not necessarily provide any indication of future performance. The value of
investments and their possible returns are not guaranteed and may increase as well as decrease. Potential
investors or interested persons are strongly advised to consult their personal professional advisor for the evaluation of the investment risk and the investment strategy to determine the appropriateness of an investment based
on their personal situation.
The author is not paid or otherwise compensated by any of the companies discussed in these reports. The author
is likely to be invested in the investments discussed in these reports. The author is under no obligation to update
readers about any purchases or sales of his investments. He commits himself not to sell privately any shares of
the companies concerned in the temporal context of (positive) blog posts.
Using any of the information contained in this report or on the corresponding website www. stock-market-research.com is at the reader's own risk. There is no advisory relationship between the user and the author. It is
prohibited to re-publish the content of this website or reports without the express written permission of the author.
Author's ownership disclosure: At the time of publishing this research report I hold shares in Funkwerk AG.
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