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DATRON delivers

More good news from DATRON as confirmation of targeted growth in 2018
(revenue up 11% at enhanced like-for-like margin) has been accompanied
by similarly positive guidance for the current year. Gains should continue
to be investment-led, epitomised by the full-scale roll-out of the company’s
‘next’ tablet-based control system, driving demand in its key CNC milling
machine segment, and by initial benefits from its specialist tool technology
operation. Strong finances (c €10m net cash at end 2018) support
investment (R&D 7% of 2018 sales) and dividend growth.

H2 consolidation

H118 saw initial half-year group figures, hence there are no available comparatives
for the previous period. However, the dominance of parent company DATRON AG
in the group allows its performance to be taken as a good proxy. Buoyed by a high
order backlog and above-trend margin in Q2, H1 was a hard act to follow with a
near-doubling of EBIT, adjusted for the comparative’s €0.9m capital gain.
Nonetheless, as detailed on page 2, H2 saw a creditable double-digit per cent rise
in year-on-year revenue at superior margin to the first half. This was driven by CNC
milling machines, DATRON’s largest division, which was spurred by interest at Q3’s
landmark AMB exhibition. Strategic expansion of international business was
checked by domestic buoyancy; while overseas sales were flat, Germany was up
by a quarter.

Strong prospects

Investment payoff and generally positive macro factors underpin 2019 guidance of
revenue slightly in excess of €60m. This seems reasonable as targeted 8-10%
organic growth is below that of 2018 (11%) and there will be an initial small
contribution (c €1m) from the recent Slovakia/Czech acquisition. EBIT is expected
to rise broadly in line with revenue and EPS somewhat faster (up 21% to €1.05).
Management advice that profit should be H2-oriented may mitigate concern that
sales and in particular EBIT were down in Q1 and Q2 guidance is for a likely
shortfall on an admittedly bumper EBIT comparative.

Valuation: Long-term appeal

Protracted share price consolidation was to be expected after the step-change in
2017 (up 35%). DATRON’s valuation reflects a greatly improved outlook, the
stability of its model and increasing evidence of sustained profit progression.

Consensus estimates

Year Revenue EBIT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12117 50.2 3.9* 0.99 0.20 12.2 1.7
12/18 55.7 5.1 0.87 0.20 13.9 17
1219 60.0 6.1 1.07 0.30 1.3 25
12/20e 66.0 6.9 1.22 0.40 9.9 3.3

Source: DATRON accounts, Refinitiv estimates. Note: *Excludes exceptional gains of €0.9m
on sale of business and €0.4m on consolidation.
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Share details

Code DAR
Listing Deutsche Borse Scale
Shares in issue 4.0m
Net cash at December 2018 €9.9m

Business description

DATRON is a long-established provider of innovative
CNC milling machines, dental milling machines,
dosing machines and milling tools.

Bull

Strong growth in recurrent income (after sales
and tools) with medium-term target 45% of
revenue. Enhances client retention.

High-speed milling demand still growing.

Technologically advanced and innovative.

Bear
Small size relative to global market.
Sales of dental HSM machines far below peak.

Lack of market data creates risk of surprises.
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Review of 2018 results

H118 saw initial half-yearly group figures, so there are no available comparatives for the previous
period. However, the dominance of parent company DATRON AG in the group allows its
performance to be taken as a good proxy.

For the full year revenue rose by 11% to €55.7m but reported EBIT was marginally lower. This was
due to inclusion in 2017 of a €870,000 capital gain on the sale of the UK affiliate and €0.4m on
consolidation (initial presentation of group figures). Adjusting for these, EBIT was up impressively in
2018 by a third. These compare with guidance at the half-year results of revenue of ¢ €55m and
unadjusted EBIT of ¢ €6m, hence expectations were fully met despite a slight moderation in EBIT
gain in the second half.

Management justifiably attributes much of the company’s commercial success to its continued high
level of R&D spend, which has sustained product renewal. R&D spend in 2018 was maintained at
the high level of €4m, charged fully to revenue.

Order inflow was less buoyant but should be viewed against a particularly strong close to 2017 (up
22% in H2). This reduced the book/bill ratio to 1.0x, marginally down year-on-year.

Exhibit 1: Financial performance

Year end December (€m), HGB H117 H217 FY17 H118 H218 FY18

Parent Parent Group Group Group Group
Revenue 23.6 258 50.2 26.9 28.8 55.7
Change (%) +19% -1% +10% N/A N/A +11%
Order intake 24.3 27.0 519 24.6 30.2 54.8
Change +4% +22% N/A N/A N/A +6%
EBIT 1.3 26 3.9* 24 27 5.1
Margin 5.5% 10.1% 7.8% 9.0% 9.4% 9.2%

Source: DATRON accounts. Note: *Excludes exceptional gains of €0.9m on sale of business and €0.4m on
consolidation.

Demand was stronger domestically than from abroad, thereby bucking the company’s trend of
internationalisation. A top-line rise of a quarter in Germany against a flat outturn elsewhere meant a
domestic share of revenue of 55%, reversing the shift in 2017 (50%). This proportion is typically
high for a machine tool maker and reflected the particular success of the new milling machines.
International sales were inevitably patchy with buoyancy in the EU, resilience at a high level in the
US (DATRON's largest market outside Germany) and sharp declines in previously strong Russia.

Core CNC HSM machines continue to drive business

There were distinct differences in the contributions from DATRON'’s product areas to financial
performance. An accelerating influence was the core CNC high-speed milling (HSM) machines
segment with turnover growth of 14% to €32m (58% of group sales). CNC HSM machines
accounted for 290 of the 370 machines of all types sold in the year (similar to 2017) — over 150 of
these were the DATRON neo and ¢ 140 the M8/MLCube.

The expanding installed base of machines (principally CNC HSM) helped drive a 15% increase in
after sales and other revenue to €8.7m. The replacement tools segment also maintained strong
momentum (up 14% in 2017). Here, sales of tools for third-party manufacturers’ machines grow in
importance, especially in sales of tools for dental applications where sales of tools for third-party
machines now account for half the total.

From 2019 machine segments CNC milling, dosing and dental will be shown as a single division.
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Set fair

“Agenda 2025” remains the focus of DATRON’s activities this year. This is exemplified by the
continued roll-out of the ‘next’ tablet-based control system, which should drive growth in the CNC
HSM machine segment. Also the new tool technology business (initial €2m investment) became
productive at the start of the year and should boost an already successful tool business. Europe,
the US and Asia are still key areas for expansion.

Management expects 2019 to be another year of growth and guides to turnover of €60m+, EBIT
margin of 10% (9.2% in 2018 and adjusted 7.8% in 2017) and EPS of €1.05. Reassuringly, against
11% higher revenue last year, labour cost inflation was checked at under 8% and other operating
costs at just +2%.
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Accuracy of content: 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 and have not sought for this information to be independently verified. Opinions contained in this report represent those of the Edison analyst at the time of publication. 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
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Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, 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 securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. 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, subject to Edison's
policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “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 vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the
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Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd who holds an Australian Financial Services
Licence (Number: 427484). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice given by
Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having regard to your
objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like instrument.

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. 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 (i.e. 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.

This document is prepared and provided by Edison 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.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49 of
the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be distributed
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This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison 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. This report is a
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