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Niche operator
paragon was founded 25 years ago by current chairman and majority shareholder
Klaus Dieter Frers. The company has grown to be a key innovator in the automotive
sector. The bulk of sales are to the German premium car segment and straddle three
established divisions: Cockpit (2012: 40% sales), Sensors (38%) and Acoustics (16%).
The group also includes two high-growth divisions: Body Works Kinematics (5%) and
Electromobility (<1%).

R&D-focused company
This is a research-driven business with R&D/sales at 9% (2012). Almost uniquely in this
sector, two-thirds of sales are products that have been independently developed from
scratch with the rest developed to customer specification. paragon has tangible
competitive advantages including a holistic approach to design that allows products to
integrate with OEM and third-party systems. It also has the benefit of experienced
engineering and management teams with industry expert, Mr Frers, in the driving seat.

Recent financial performance
The EBITDA margin fell sharply to 12.1% in Q113 (2012: 19.4%) but cost management
helped this to recover to 16.1% in Q2 (2012: 19%).  Management expects revenues to
hit €100m by 2016 (2013e: €75m), driven by demand for electric battery systems
(Electromobility) and adjustable spoiler systems (Body Works Kinematics). Assuming
constant margins, this implies a CAGR in EPS of 10% over the next three years.
However, margins may improve as automated production lines are gradually rolled out
across the product range. Management also expects to make small bolt-on
acquisitions. The balance sheet is well capitalised (2012: net debt/equity = 4.4%) and
strong, with intangibles constituting only 11% of total assets. 

Valuation: Excellent value if margins stabilise
The company has a strong track record in delivering sales growth. Assuming margins
stabilise at Q2 levels, the shares are attractively valued on consensus earnings and
management's three-year growth forecast. Using 2013e earnings the P/E of c 6x
applied to the 10% forecast EPS CAGR results in a PEG ratio of 0.6. On 2013e
consensus, EV/EBITDA is c 3x, which compares to c 8x for MSCI Germany.  

Consensus estimates
Year end Revenue PBT EPS DPS P/E Yield

(€m) (€m) (€) (€) (x) (%)

12/11 67.1 7.5 1.30 0.00 6.9 N/A
12/12 70.4 6.7 1.13 0.25 7.9 2.8
12/13e 75.0 8.3 1.43 0.15 6.2 1.7
12/14e 79.2 9.0 1.54 0.18 5.8 2.0
Source: Thomson Reuters

General industrials

Price €8.92
€37mMarket cap

Share price performance

Share details

Code PGN

Shares in issue 4.1m

Net (debt)/cash (€) as at Jun '13 (5.75m)

Business description

paragon is a Germany-based technology
company that develops, manufactures
and sells advanced automotive electronic
solutions. As a supplier of the automotive
industry, it manufactures products for air
quality, drive train, acoustics, stepper
motors, media interfaces and cockpits.
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