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Inventing the next big thing in automotive  
 

paragon is an established supplier of advanced electronics solutions for the automotive 
industry targeting the disproportionately growing premium segment. Its key focus 
lies in offering air quality systems for improving air quality within the vehicle cabin.   
 

paragon is capturing unique, market leading positions (c. 90% global market share 
for air quality sensors) for high volume niche applications thanks to the company’s 
(1) innovative edge, (2) specific technological know-how and (3) unique product 
development approach that is to develop solutions ahead of OEMs requests. High 
entry barriers are reflected in the fact that paragon generates some 2/3 of total sales 
as a single source supplier.  
 

Since 2015 paragon has also been producing lithium-ion battery packs (Electromobility 
business) in highly automated production facilities in Germany and the US for a 
variety of different end markets. paragon is aligning with strong partners with 
established distribution networks allowing the company to rapidly secure revenues, 
without the need to establish its own distribution networks or incurring the associated 
costs. The order backlog of c. € 1bn (eH&A thereof c. 35-40% Electromobility business) 
is providing high visibility into dynamic growth AND sales diversification. Hence, 
paragon’s top line looks set to grow dynamically by a 17% CAGR ‘15-18E to c.  
€ 161m mainly driven by the new business segment which over the next three years 
alone should contribute c. 3/4 of total growth. As a result, paragon should generate c. 
36% of total sales outside the automotive industry by 2018E.  
 

Even while subdued by pre-production costs for the Electromobility business, the 
ROCE arrived at decent levels of about 14%. More importantly, ROCE should 
strongly bounce back to historical levels of above 20% by ‘18E driven by (1) the 
ramp-up of the new business segment and (2) an EBIT-margin improvement of 4pp 
driven by the fade-out of ramp-up costs and economies of scale. EBIT is seen to grow 
disproportionately by a CAGR ‘15-18E of 35% to c. € 19m.      
 

Furthermore, we see outstanding business opportunities which are not yet 
reflected in our estimates such as (1) the ramp-up of the air quality sensor business in 
China, where the company has just recently commenced its production and (2) the 
expansion of the Electromobility business to China. Given the high level of air pollution 
in Chinese cities, solutions to control air quality are seen to meet significant demand. 
We initiate with BUY. PT of € 40 is based on half way FCFY 2017E and 2018E. 
   Y/E 31.12 (EUR m)  2012 2013 2014 2015E 2016E 2017E 2018E 

                
Sales 70.4 73.9 79.0 99.3 109.6 132.9 160.9 

Sales growth 5 % 5 % 7 % 26 % 10 % 21 % 21 % 

EBITDA 11.8 12.5 10.5 14.1 17.1 22.1 28.1 

EBIT 7.8 7.9 6.2 7.8 10.2 13.8 19.1 

Net income 4.6 3.9 2.8 3.8 4.9 7.4 10.9 

Net debt 2.1 5.9 16.0 40.8 45.6 41.7 35.1 

Net gearing 16.1 % 37.4 % 92.9 % 204.3 % 189.0 % 136.3 % 87.9 % 

Net Debt/EBITDA 0.2 0.5 1.5 2.9 2.7 1.9 1.2 

EPS pro forma 1.16 1.02 0.68 0.92 1.20 1.81 2.64 

CPS 0.85 0.60 1.05 0.87 1.40 2.21 3.08 

DPS 0.35 0.25 0.25 0.18 0.24 0.36 0.53 

Dividend yield 1.3 % 0.9 % 0.9 % 0.7 % 0.9 % 1.4 % 2.0 % 

Gross profit margin 49.4 % 52.2 % 50.8 % 51.0 % 51.3 % 51.5 % 51.9 % 

EBITDA margin 16.8 % 16.9 % 13.3 % 14.2 % 15.6 % 16.6 % 17.5 % 

EBIT margin 11.1 % 10.7 % 7.9 % 7.9 % 9.3 % 10.4 % 11.9 % 

ROCE 25.0 % 21.7 % 14.0 % 13.6 % 14.2 % 17.7 % 22.9 % 

EV/sales 1.6 1.6 1.6 1.5 1.4 1.1 0.9 

EV/EBITDA 9.6 9.2 12.0 10.7 9.1 6.9 5.2 

EV/EBIT 14.5 14.6 20.2 19.4 15.3 11.0 7.6 

PER 22.7 25.7 38.8 28.7 22.0 14.5 10.0 

Adjusted FCF yield 6.5 % 6.5 % 5.2 % 5.5 % 6.6 % 8.8 % 11.8 % 

Source: Company data, Hauck & Aufhäuser Close price as of:  12.02.2016   

 

Source: Company data, Hauck & Aufhäuser 

High/low 52 weeks: 35.05 / 14.17 

Price/Book Ratio: 5.4 

Relative performance (SDAX): 

3 months 14.2 % 

6 months 51.5 % 

12 months 87.8 % 

  

Changes in estimates 

 Sales EBIT EPS 

old: 99.3 7.8 0.92 
2015 

∆ - - - 

old: 109.6 10.2 1.20 
2016 

∆ - - - 

old: 132.9 13.8 1.81 
2017 

∆ - - - 

     
 

Key share data:  

Number of shares: (in m pcs) 4.1 

Authorised capital: (in € m) - 

Book value per share: (in €) 4.9 

Ø trading volume: (1 months) 20,500 

  

Major shareholders:  

Klaus Dieter Frers 52.0 %

Free Float 48.0 %

Otus Capital 5.0 %

TBF Global  0.7 %

Lupus alpha 0.6 %

Metzler 0.2 % 
  

Company description: 
paragon develops and produces 
advanced automotive electronics 
solutions for primarily premium OEMs. 
Its key focus is on offering superior 
quality solutions for automotive interiors 
and sensors. paragon also develops 
solutions in the field of electromobility.  
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Executive Summary 

 

paragon develops, produces and sells electrical, electronic and 
electromechanical components for the automotive industry (c. 95% of total 
sales). Its key focus is on offering superior quality solutions for premium 
automotive interiors and specific sensors for niche applications such as 
air quality control. The group is organised in 5 product divisions. All of the 
products have in common that they serve to improve motoring health, comfort 
and efficiency and thus address long-term structural growth trends. In 
addition, paragon develops solutions in the fields of electromobility.  
 
The company’s Electromobility business develops and produces lithium-ion 
battery packs. The key for the business unit’s strategy is focusing on a highly 
modular approach to its lithium-ion battery pack offering. This is seen to 
allow the company to produce at low unit costs while also providing scalable 
solutions to meet different power needs (end markets). An order book of 
almost € 1bn of sales underlines paragon’s success and provides high visibility 
into substantial growth deriving from this division (c. 80% sales CAGR 2015-
18E). As a result, paragon should generate c. 36% of total sales outside 
the automotive industry by 2018.     

  

 
 

Sensors Acoustics Cockpit Body Kinematics Voltabox Germany Voltabox USA Group

Megatrend Health

Products

paragon develops and markets 

solutions for improving air quality 

within the vehicle cabin. The product 

solutions prevent harmful substances 

from penetrating into the vehicle 

interior or actively eliminate negative 

influences on air quality. Moreover, 

the company develops solutions for 

optimising drivetrain control 

systems (e.g. position sensors, all 

gear sensors, start-stop sensors, 3-D 

sensors). 

Products designed to ensure the 

transmission of speech without 

loss of quality such as high 

quality microphones with noise 

sensing & integrated seatbelt 

microphones. 

Broad product portfolio 

designed for the cockpit 

characterised by exceptional 

design & high quality materials 

such as media & smartphone 

inerfaces, control panels or 

reversing camera systems.

Innovative technology solutions 

enhancing the efficiency and 

comfort of the moving parts of the 

automobile body, both exterior 

and interior. The range of 

products offered to date includes 

spoiler systems and steering 

column paddle shifters. The 

products help OEMs reducing 

emissions by  advanced 

aerodynamic systems.

Sales 14 (€ m) 31.3 14.5 27.5 3.7 1.1 0.9 79.0

Sales share 40% 18% 35% 5% 1% 1%

EBIT 14 (€ m) 6.2

EBIT-margin 14 (€ m) 7.9%

End markets

Market positions

Customers

Competitors

Samsung, Sharp, Panasonic, Bosch, 

Kotsal,  SGX,  Hella, Denso, NTK, 

AEC, etc. 

AKG, Peiker

Peiker, Novero, Continental, 

S1nn, Parrot, Preh, Bosch, Kostal, 

etc.

Suspa, HS Genion

Production sites

ROCE 14 14.0%

Source: Company data; Hauck & Aufhäuser

Electromobility business

Development of Li-ion battery packs produced and 

distributed through two subsidiaries Voltabox Germany and 

Voltabox US. paragon also plans entering the Chinese 

market in 2016.

Global leader (#1 for air quality sensors with c. 90% market share) by focusing on niche markets and highly innovative product solutions. As a result, paragon is 2/3 of group's sales are supplied under 

single source contracts.

Focus on the premium segment with German OEMs (aacounting for 70% of the global premium car production)

Electric & hybrid buses (e.g. Vossloh), intralogistics (e.g. 

fork lifts for companies such as Jungheinrich, Kion), starter 

batteries (cars, bikes, scooters), power generators (military, 

fire services, hospitals) or stationary systems (solar back-up)

Interaction CO2 reduction

Germany, USA, China (started in 2015) Germany, USA (started in 2015)

paragon AG

Viseon (USA), ACTIA (France), NAVITAS (USA), Enerdel 

(USA), Akasol, (Germany), XALT (USA)

Following the initial contract paragon established a stratgic 

relationship with Vossloh-Kiepe, which provides ready-

made access to trolley buses & hybrid buses through the 

world's leading specialist in the field of complete equipment 

for buses with sales of c. € 200m in FY15E (eh&A). As a 

result, Voltabox (USA) received a major order (eH&A 

worth c. mid double digit million) for battery packs in May 

2014 with initial production commenced in 2014 and due for 

delivery throughout 2015 and 2016.

In March 2015 paragon announced a further strategic 

partnership with Traitholon Batterien in an exclusive 

agreement for the supply of lithium ion batteries for the 

intralogitics market. Triathlon is one of the leading providers 

in Germany of trditional lead acid batteries to this market 

and wants to expand this through the use of Voltabox's high 

performance lihium-ion batteries.  

Initial contract with Vossloh-Kiepe in June 2013 to deliver 

42 backup power packs for buses in Switzerland. The group 

then commenced the expansion of a highly automated 

manufacuring facility in Delbrück.
Top 5 customers account for 80% of sales

VW, 20.6%

Porsche, 13.5%

Audi, 26.9%

BMW, 9.7%

Daimler, 9.6%

Skoda, 2.9%

Vossloh, 2.7%

Others, 14.1%
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Competitive Quality 

 
Innovative niche market leader    

 

paragon is a long-established supplier to the automotive industry focusing 
on the innovation of valuable high quality solutions targeting the 
disproportionately growing premium segment.   
 
The consistent strategic alignment of all products towards industry’s 
megatrends (comfort, safety, well-being and efficiency) is essential to the 
group’s strategy. Thanks to the fact that the founder/ CEO implemented an 
innovative culture that allows sporting technology trends that could serve 
well as potential disruptors, paragon  develops products and systems 
usually before OEMs have even started to look for such solutions to capture 
unique, market leading positions (# 1 for air quality sensors with c. 90% market 
share) for high volume niche applications.  

  

 
 
High entry barriers embedded in superior product solutions   

 
paragon’s innovative edge as well as its specific technological know-how 
(the group has unique capabilities across system engineering, electronics, 
software, sensor chemistry and physics as well as electromechanics) put the 
company in a position to develop superior products which set high entry 
barriers. This is reflected in the fact that paragon generates c. 2/3 of total 
sales as a single source supplier. Moreover, paragon’s focus on high 
volume niche applications combined with its highly automated production set-
up allows the company to benefit from economies of scale. As a result, new 
market entrants would find it difficult to earn a sufficient return in the relevant 
niche markets.      
 
The product superiority is embedded in:  
 
(1) Enhanced end-user experience, e.g. improved air quality or improved 
quality of communication. Hence, paragon has a natural customer base of 
premium OEMs which most value these features.    
 
(2) The best cost design approach for OEMs. The best quality-cost ratio for 
superior products with functionality allowing to reduce overall weight or 
assembly time for instance.  

  

 
Superior products on the basis of know-how and technology dedicated to end-consumers

Source: Company data; Hauck & Aufhäuser  
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Hence, while there appear to be many competitors (mainly large players such 
as Bosch, Panasonic or Sharp), in reality there are only very few rivals in 
more than one or two specific product lines (oligopolistic market structure).  

  

 

The company’s innovative edge is fundamentally routed in above average 
R&D spendings. While on average paragon spent c. 10% of sales on R&D 
within the past 5 years (with a peak of c. 12% in 2015E), the average spending 
on R&D of the automotive supplier industry is about 3% of sales only.   

  

 
 
R&D costs development (in% of sales) R&D costs in FY15E vs the average of our automotive coverage (in% of sales)

Source: Company data; Hauck & Aufhäuser Source: Company data; Hauck & Aufhäuser
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3.2%
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11.7%

0%

3%

6%

9%

12%

15%

15E

paragon R&D costs 
Ø R&D costs  of H&A automotive coverage
Ø R&D costs Daimler, BMW, VW (2014)

 
 
 
On the back of paragon’s innovative backbone the company is (1) constantly 
developing new products aiming to enhance end-user experience but (2) 
also in a position to further enhance existing product solutions. That allows 
paragon to increasingly transform towards a system supplier (vs product 
supplier) with three favourable effects:  
 
(1) Increasing content per car  (e.g. sales per car with an air quality 
management system are several times higher than with an air quality sensor) 
 

(2) Support of high production utilisation.  
 
(3) Strengthening customer loyalty as paragon increasingly becomes 
involved in the development with OEMs as a strategic partner.  

  

 
 
In fact, paragon’s innovative edge and product quality seem to be well 
perceived and valued especially by premium OEMs in these niche markets, 
which is reflected in global market shares of up to 90% and a solid profitability. 
The reason is seen to be the value-add for its clients (and the end user) 
based on functionality as the technologically advanced products provide the 
best cost-design e.g. allowing to reduce assembly time or weight at 
outstanding quality. Hence, paragon’s unique market position combined with 
its innovative power should continue to considerably support its pricing 
power, in our view. This is reflected in stable gross profit margins of about 
50%.  
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Gross-margin development 

Source: Company data; Hauck & Aufhäuser
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High degree of automation allows low unit cost production    

 
Moreover, paragon’s unique development approach at the forefront of 
technology trends put the company in a position to quickly win series 
productions (single source for 2/3 of total sales). Hence, the production of 
high volume niche applications in a most advanced production set up based 
on a high degree of automation allows the company to produce at low unit 
costs.     

  

 

The following graph shows the development of sales per employee which 
reflects paragon’s low unit cost production based on a high degree of 
automation. Admittedly, this is seen to be biased by the fact that paragon hired 
a lot of new employees (mainly engineers) for the build-up of the new business 
lines which however do not yet contribute significantly to overall sales (i.e. 
Electromobility). We actually expect the sales per employee for the established 
business segments (e.g. Cockpit) to be at about € 300k per employee p.a. 
which compares to the range between € 75k and € 242k of our automotive 
coverage. 
 
Productivity is seen to significantly improve with the ramp-up of the 
Electromobility business given that the new business is based on (1) fully 
automated production lines and (2) a modular system approach allowing to 
benefit from economies of scale.   

  

 
 

Development of sales per employee 

Source: Company data; Hauck & Aufhäuser
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Fully automated production lines of the Electromobility business in Germany (Delbrück, SOP Jan. 2015) and the US (Texas, SOP May 2015).

Source: Company data; Hauck & Aufhäuser  
 
 
Focus on premium reduces cyclicality and supports pricing power   

 

With the majority of sales (c. 95%) still related to the automotive market, 
paragon is sensitive to economic conditions and automotive trends. However, 
by primarily focusing on the premium segment (c. 80% of sales are from 
German premium manufacturers) paragon’s performance is less correlated 
to the volume/ mass market and its associated higher cyclicality. 
Moreover, the increasing transition towards a system supplier (more € sales 
per car) provides a non-linear relationship to underlying automotive volume.  
 
Technological innovations normally find their way on the premium car segment 
first before entering the mass market. Hence, premium OEMs are forced to 
constantly seek new innovations, new technologies and customised concepts 
in order to protect their leading positions as premium OEMs. The high quality 
requirements of premium OEMs also support high entry barriers and 
consequently paragon’s pricing power.     

  

 
 

Expansion of Electromobility business accelerates diversification     

 

Dependency on the automotive industry should decline with the expansion of 
the Electromobility business. paragon secured an initial contract (June 2013) 
with Vossloh-Kiepe to supply 42 backup power packs for trolley buses 
providing combined battery, power management and electronics control with 
stringent automotive safety quality. After receiving the order, paragon 
commenced the expansion of a highly automated manufacturing facility in 
Germany (Delbrück).  
 
paragon follows a clear strategy  to concentrate on those markets where 
batteries are already established, and the lithium-ion batteries provide an 
advantage over traditional lead-acid batteries, with 60% lower weight, better 
cold start characteristics and longer life.  
 
Importantly, with the group’s expertise in electronics, power management and 
systems integration, paragon is in a position to develop entire power 
systems solutions. This allows the company to target a variety of 
diversified end markets such as:  
 

• Electric, hybrid and trolley busses 
 

• Intralogistics markets (e.g. fork lifts) 
 

• Starter batteries for combustion engines, motor bicycles or military vehicles 
 

• Traction batteries for scooters, cars, or mining trucks 
 

• Small scale power generators and load levellers for stationary applications 
(grid stabilisation, solar storage) 
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This should allow the company to further diversify from the pure automotive 
market, further lowering cyclicality and supporting pricing power. Given the 
high visibility with regards to the order backlog (see graph below), we expect 
paragon to generate c. 36% of total sales outside the automotive industry by 
2018.  

 
 
Order backlog of € 991m (as per 30.09.2015) Sales breakdown by segment

Source: Company data; Hauck & Aufhäuser Source: Company data; Hauck & Aufhäuser
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The order backlog should largely consist of bookings related to the 
Electromobility business (eH&A c. 35-40%) partly with contractually agreed 
minimum volumes. We believe the Electromobility business will generate 
cumulative sales of € 245m between 2014-18E with an annualised sales run 
rate of € 58m from 2018E onwards based on current contracts.  
 

• The strategic partnership with Vossloh-Kiepe (concluded in 2013) was 
initially based on an order to supply 42 battery packs for trolley buses 
worth several million € of sales. The relationship was extended in May 
2014 when paragon (Voltabox, US) received a major follow-up order worth 
double-digit million $ of sales for the supply of backup batteries for a new 
fleet of 200 electric trolley buses. Initial production commenced in 2014 
and is due for delivery throughout 2015 and 2016. The order includes an 
option for potentially 330 additional battery packs to cover a total of 530 
electric buses.    

 

• The strategic partnership with Triathon Batteries (concluded March 
2015) is based on an initial long-term agreement covering the production of 
several thousand battery modules p.a. with an initial production in 2015 of 
several hundred modules, rising from 2016 onwards. This is seen to secure 
several million € of sales p.a. with contractually agreed minimum 
volumes.  

 

• paragon also announced that it had received a € 72m, six-year contract 
from a well-know German OEM for its battery packs to be used as 
starter battery within conventional power vehicles. Production will start in 
May 2016.  

  

 
 
Cash generation is seen to strongly improve – capex cycle should turn 
back into investors favour 

  

 

The expected strong EBIT growth (eH&A CAGR 2015-18E of c. 35% to c.  
€ 19m) should drive cash generation which should be additionally supported 
by a significant decline of capital requirements.   
 
Generally, the capital intensity of the business was relatively low with c. 25% 
of total assets being employed in PP&E in 2013. However, this has changed 
with the establishment of the Electromobility business and the 
internationalisation to the US (Electromobility) and China (air quality sensors) 
respectively with peak investments of c. € 30m expected for 2015E. However, 
as the two new production facilities started operations by the end of 2015, 
capex is seen to normalise to c. € 14m in 2016E. Capital requirements are 
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additionally relieved by a release of cash from working capital improvements 
(normalisation of inventories). With the increasing ramp-up of the highly 
automated new business lines and diminishing capital requirements we expect 
the company to generate a sound FCF of c. € 5.0m (3.7% of sales) by 2017E.    

 
 
Capex bar and Capex/depreciation Capital requirements and CFO before changes  in w/c

Source: Company data; Hauck & Aufhäuser Source: Company data; Hauck & Aufhäuser
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Capital turn concealed by recent investments    

 

Historically, the capital turn was > 2.0x.  The capital turn looks set to arrive at 
1.4x in 2016E due to significant investments, which have not yet contributed to 
sales, before improving back to historical levels.   
 
The capital turn is seen to be concealed by recent investments and the ramp-
up period of the new business lines throughout 2016E. We expect 
improvements of the capital turn back to levels of about 2.0x which more 
accurately reflects the generally low capital intensity and the high degree of 
automation within the production set-up thanks to paragon’s focus on high 
volume niche applications with global market shares of up to 90% (e.g. air 
quality sensors).  

  

 
 

Capital employed turnover and sales

Source: Company data; Hauck & Aufhäuser
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Business looks set to strongly improve again   

 

The expansion of the new business segments (Electromobility & Body 
Kinematics) in combination with the internationalisation (build-up of own 
production facilities in China & the US) look set to temporarily reduce the 
capital turn to 1.4x in 2016. At the same time, EBIT-margins were biased by 
pre-production costs (e.g. c. € 3.8m in 2015E biasing the EBIT-margin by 
3.8pp). Both events have subdued ROCEs recently. However, we expect 
paragon to increase its ROCE again to levels of above 20% by 2018E 
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thanks to: 
 

• The capital turn should improve to historical levels of about  2.0x driven by 
the ramp-up of sales of the new business lines (Electromobility & Body 
Kinematics) with increasing utilisation rates of the new facilities. To be 
conservative, we have not yet reflected paragon’s market entrance in 
China for air quality sensors systems. 

 

• An EBIT-margin expansion of 4pp by 2018E to 11.9% (EBIT-margin in 
2014 7.9%) thanks to economies of scale, a favourable product mix effect 
and diminishing preproduction costs. In fact, adjusting for the expected  
€ 3.8m pre-production costs in FY15E, ROCE would have been at 20%.   

 
A substantial recovery of paragon’s business quality appears to be 
imminent thanks to:   

 

• Expansion capex should normalise in 2016: The internationalisation of 
the existing business to China (SOP of air quality sensors in Nov. 2015) as 
well as the expansion of the new Electromobility business to the US 
(Voltabox, SOP July 2015) with own production plants had been completed 
by the end of 2015. Capacity should be sufficient to process the order 
backlog as well as new orders so that ramp-up costs should gradually ease 
off from 2016E (e.g. in 2014 paragon took on more engineers than ever 
before in a single year).   

 

• Increasing transition towards a system supplier: The strong underlying 
automotive core business with increasing content penetration should lift 
gross profits and should also support high utilisation rates.   

 

• Economies of scale: The ramp up of the new business segments 
(Electromobility & Body Kinematics) should allow paragon to increasingly 
benefit from economies of scale given that these divisions alone should 
contribute about 83% of growth within the next 3 years. Scale effects of 
the Electromobility division are particularly routed in the modular 
approach targeting different end markets.    

 

• Diminishing pre-production costs: In 2015E paragon’s earnings seem to 
be subdued by c. € 3.8m (eH&A) pre-production costs mainly related to the 
ramp-up of the Body-Kinematics and Electromobility business biasing the 
EBIT-margin by 3.8pp.   

 
Still, ROCE looks set to decline to c. 13.6% in 2015E before improving strongly 
towards a decent level of above 20% by 2018E.  

  

 
 
Returns Roce development 

Source: Company data; Hauck & Aufhäuser Source: Company data; Hauck & Aufhäuser
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Growth 

 

The high visibility with regard to the order backlog of € 991m (as per 30.Sep. 
2015) is seen to translate into dynamic growth of c. 17% CAGR 2015-18E to 
c. € 161m mainly driven by the new market segments (Electromobility & Body 
Kinematics), which over the next three years alone are seen to contribute c. 
84% of growth.  
 
Still, our estimates do not include the ramp-up of sales related to the air quality 
sensor business in China, where the company has just recently commenced 
its first production, as we conservatively want to see sales to materialise first. 
Therefore, we only consider the launch of new products and systems as well 
as the continuous expansion of the customer base mainly with German 
premium OEMs while we expect the order backlog for air quality sensors in 
China already to be up to € 10m (over 5-7 years). Though, the true upside 
potential should exceed the initial order backlog several times given the 
high demand in China for high-tech solutions that allow controlling air quality 
and reduce pollution. This is backed by the fact that paragon has just started 
targeting the right market with the right product facing very limited competition 
(c. 90% global market share for air quality sensors).       

  

 

The global automotive market is expected to grow by 2.7% yoy in 2016   

 
 
According to IHS Automotive, the global automotive market is seen to grow 
solidly by 2.7% yoy to slightly less than 90m units in 2016. China is seen to 
remain the largest and hence most important car market (+7.2% yoy in 2015 to 
21.1m vehicles) despite a somewhat slowing economy. IHS Automotive 
expects the Chinese market to grow by 5% to 6% p.a. throughout 2020. The 
momentum in Western Europe as well as in the US is expected to remain 
strong benefiting from ongoing release of pent-up demand and low gas prices 
as well as interest rates respectively.  

 
Region

Car market growth rates 

2016E

Global 2.7%

China 5-6%

Western Europe 2.5-3%

USA 3-5%
Brazil -14%
Russia continue to contract

Source: IHS Automotive; Hauck & Aufhäuser  

 

The premium car market looks set to outperform the underlying market 
by c. 4pp p.a. 

  

 
 

The digitalisation and electrification are seen to drive the transition of the 
automotive industry and the electronics sector (e.g. digitalisation, autonomous 
driving and alternative powertrains). The ongoing electrification of powertrains 
and increased consumer demand for electric mobility solutions are driving 
increased automotive electronics usage levels.  
 
Technological innovations normally find their way to the premium car segment 
first. Around 40% of the world’s premium car production takes place in 
Germany, with around 70% of worldwide premium cars manufactured by 
Germany OEMs. This proves the enormous automotive electronics potential 
in Germany with increasing market share gains for premium OEMs.  

 Premium car production by country 2014

Source: gtai; Hauck & Aufhäuser

Japan, 6%
UK, 6%

USA, 13%

China, 14%

Germany, 

41%

Rest of the 

World, 20%

 

 
Hence, premium car sales should continue to outperform the underlying 
car market development and are expected to grow by 6-7% p.a. 
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New EU car registration (in m units) - Premium brands are constantly gaining market share New EU car registration growth rates - Premium brands outperform volume brands by 4pp p.a. 

Source: Company data; Hauck & Aufhäuser Source: Company data; Hauck & Aufhäuser

Premium brands: Jaguar Land Rover, Porsche + other VW oremium, Audi, Daimler, BMW Group Premium brands: Jaguar Land Rover, Porsche + other VW oremium, Audi, Daimler, BMW Group

Volume brands: Other VW brands, PSA, Renault, Fiat, Ford, GM Group, Toyota, Others Volume brands: Other VW brands, PSA, Renault, Fiat, Ford, GM Group, Toyota, Others
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Lithium-ion battery market poised for growth   

 

The global battery market was about $ 64bn in 2015 with lithium-ion batteries 
capturing c. 35% market share.  
 
Lithium-ion batteries are commonly used in consumer electronics devices (e.g.  
mobile phones, digital cameras or power tools) electric vehicles and industrial 
applications (e.g. stationary applications such as energy storage systems).  

  

 
Global Battery market about $ 64bn in 2015 of which Lithium-batteries have a market share of c. 35% 

Source: acicenne Energy; Company data; Hauck & Aufhäuser

Applications: 

SLI: start light and ignition batteries for cars, truck,boats, etc

Portable: consumer electronics (cellular, portable PCs, cameras, etc.)

Power tool: power tools but also gardening tools

Industrial: intralogistic market (e.g. fork lifts) & stationary applications (Telecom, UPS, Energy storage, Railroad signailing, etc)

Others: e.g. medical (wheelchairs, medical carts & devices)

Global battery market by 

application

Global battery market

 
 
 

The global lithium-ion battery market is seen to nearly double to $ 42bn by 
2025 from $ 23bn in 2015 driven by increasing demand from the 
automotive industry (e.g. hybrid-, electronic vehicles, starter batteries) and 
industrial applications (mainly energy storage) driven by superior product 
properties compared to its nickel based or acid counterparts (e.g. lighter, 
smaller in size, improved power density, safety, recharge time and costs). 
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Lithium-ion battery market (in bn $) should almost double to $ 42bn in 2025 from $ 23 in 2015

Source: acicenne Energy; Company data; Hauck & Aufhäuser

Others (2) Batteries for power tools, E-bikes, Industrial, medical …

Key driver are industrial applications 

(11% CAGR 2014-25E) and the 

automotive market (10% CAGR 2014-

25E)

lithium batteries for electric vehicles are 

seen to grow at a CAGR of 50% 

throughout 2016-20E

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



paragon AG 
 

 
 

14                                 Hauck & Aufhäuser Privatbankiers KGaA
 

We expect paragon’s top line to grow by 17% annually throughout 2018E 
with the vast majority coming from incremental new market penetration 

  

 
All segments with positive growth prospects   

 
 

CAGR 
 2015-18E

Divisional Sales

Sensors 26.0 27.6 31.3 34.0 35.2 36.4 37.7 3.5%

yoy 13.4% 8.7% 3.5% 3.5% 3.5%

in % of total sales 36.9% 37.3% 39.6% 34.2% 32.1% 27.4% 23.4%

Acoustics 11.0 11.7 14.5 15.3 15.7 16.1 16.6 2.7%

yoy 23.7% 5.8% 2.7% 2.7% 2.7%

in % of total sales 15.6% 15.8% 18.3% 15.4% 14.3% 12.1% 10.3%

Cockpit 33.0 27.3 27.5 33.0 34.2 35.4 36.6 3.5%

yoy 0.8% 20.0% 3.5% 3.5% 3.5%

in % of total sales 46.8% 36.9% 34.8% 33.2% 31.2% 26.6% 22.7%

Body Kinematics 0.0 3.5 3.7 7.0 8.5 10.0 12.0 19.7%

yoy 5.7% 87.1% 21.4% 17.6% 20.0%

in % of total sales 0.0% 4.8% 4.7% 7.0% 7.8% 7.5% 7.5%

Total automotive sales 70.0 70.1 77.0 89.3 93.6 97.9 102.9 4.8%

in % of total sales 94.9% 97.4% 89.9% 85.4% 73.7% 63.9%

Voltabox Germany 0.0 3.8 1.1 1.0 5.0 17.0 30.0 210.7%

yoy -70.6% -10.0% 400.0% 240.0% 76.5%

in % of total sales 0.0% 5.1% 1.4% 1.0% 4.6% 12.8% 18.7%

Voltabox USA 0.0 0.0 0.9 9.0 11.0 18.0 28.0 46.0%

yoy 852.1% 22.2% 63.6% 55.6%

in % of total sales 0.0% 0.0% 1.2% 9.1% 10.0% 13.5% 17.4%

Electromobility 0.0 3.8 2.1 10.0 16.0 35.0 58.0 79.7%

yoy -45.6% 386.3% 60.0% 118.8% 65.7%

in % of total sales 0.0% 5.1% 2.6% 10.1% 14.6% 26.3% 36.1%

Total sales 70.4 73.9 79.0 99.3 109.6 132.9 160.9 17.4%
yoy 7.0% 25.6% 10.3% 21.3% 21.0%

Source: Company data; Hauck & Aufhäuser

2015E2012 20142013 2017E 2018E2016E

 
 
 

Automotive    

 
The automotive segment is seen to grow dynamically at a 4.8% CAGR 
2015-18E to € 103m and hence is expected to outperform the underlying 
global car market given (1) paragon’s stringent focus on the premium 
segment, (2) several new product launches and (3) an increasing supply of 
entire systems allowing the company to generate more € sales per vehicle.   

  

 

To be conservative, we do not yet reflect any further series productions with 
new customers for any (doppelte Verneinung) of the automotive business lines 
at this stage. Additional series production (e.g. for the CO2 sensor) would 
provide additional 2 to 3pp growth upside p.a. to our sales estimates lifting the 
total automotive sales to a 7% CAGR 2015-18E.     

  

 

• Sensors: paragon developed a new fine particulate air sensor by the end 
of last year and received a first advance development order. The OEM 
expressed its interest in a series production while also several other OEMs 
have great interest in the new product. Moreover, paragon started a series 
production of its CO2 sensor with a German premium OEM. Several follow-
up orders with other OEMs are likely to materialise from 2016E onwards.    

 

• Acoustics: The Acoustics business (interior sound systems) should 
basically grow in line with the underlying market development. paragon’s 
new Acoustic Vehicle Alerting System (AVAS) that basically creates a 
synthetic engine noise for both the inside and outside of the car 
environment appears to be very promising. This system improves safety 
especially for people who go by in streets not noticing electric vehicles 
arriving. According to EU law, electric vehicles have to be equipped with 
these systems from 2019 onwards.  

 

• Cockpit: The cockpit business should largely grow in-line with the 
underlying automotive market, benefitting from an increasing trend towards 
connectivity and digitalisation. The 2015E sales estimates include  
€ 4.5m sales (eH&A) from the acquisition of the SphereDesign GmbH 
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(Feb. 2015). Organically, the segment should have grown by 3.6% yoy to 
c. € 29m in 2015E. 

 

• Body Kinematics: The new market segment should substantially 
outperform (c. 20% sales CAGR 2015-18E) the other automotive business 
units, also explained by a lower base effect, driven by new spoiler products 
(SOP for a rear spoiler system) and systems entering series production. In 
Q3 2015, the group acquired a serial order for a rear spoiler system from a 
German sports car manufacturer. Moreover, the company received further 
advance development orders for construction and design investigations 
into overall vehicle aerodynamics given the increasing importance of 
aerodynamic systems helping OEMs to reduce CO2 emissions. 

 
 

Enormous growth potential in automotive not yet reflected   

 

paragon opened its own production facility in China, Kunshan (near Shanghai)  
in November 2015. The production will initially focus on air quality sensors and 
systems that provide protection from high pollution in Chinese cities. First 
orders were received with local OEMs (e.g. Changan).  
 
Given the high level of air pollution in Chinese cities, high-tech solutions to 
control air quality and reduce pollution address an issue of high social and 
political priority.  As such, the Chinese government provides subsidies for end-
consumers especially in the field of e-mobility for instance.  
 
Air quality sensors for which paragon holds a c. 90% global market share 
hence look set to particularly meet high demand in China.   
 
Notably, our sales estimates do not yet reflect any sales contribution from the 
air quality sensor business in China as the company has just commenced the 
production and, taking a conservative approach, we want to see sales to 
materialise first. However, the Chinese business is seen to ramp-up in 2016 
with initial sales contributions. We expect the order backlog for air quality 
sensors in China already to be up to € 10m (over 5-7 years). Though, the true 
upside potential should exceed the initial order backlog several times 
given that paragon has just started targeting the right market with the right 
product facing very limited competition (c. 90% global market share).  

  

 
 

Electromobility   

 
Electrifying performance – key growth driver    

 

The Electromobility business is expected to grow dynamically from a low base 
of € 2.1m in 2014 at a 80% CAGR 2015-18E to € 58m and hence explaining 
c.  74% of total growth within the forecasted period from 2015-18E.  

  

 

This is backed by the high visibility of the order backlog (€ 991m). The order 
backlog should largely (eH&A 35-40%) consist of bookings related to the 
Electromobility business partly with contractually agreed minimum volumes. 
We expect the Electromobility business to generate cumulative sales of € 
245m between 2014-18E with an annualised run rate of € 58m sales 
based on existing contracts from 2018E onwards. This is largely in line 
with management guidance targeting cumulative sales of between € 220-300m 
in the same time period.  
 
Notably, this only relates to the orders with paragon’s strategic partners 
Vossloh-Kiepe and Triathlon Batteries as well as the first order from a German 
premium OEM for the supply of starter battery packs for conventional cars 
worth c. € 72m over a period of 6 years.   
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Significant upside for the Electromobility business not yet reflected    

 

• Expansion of customer base: Within a short time, paragon has built up a 
track record with well recognised firms serving a variety of different end 
markets (electro busses, intra-logistic market and starter batteries for the 
automotive market) with high quality lithium-ion battery packs. That should 
not only allow the generation of follow-up orders with existing 
customers but also to attract new clients. As such, the cooperation with 
Triathlon Batterien, only serving the European market at present, is also 
likely to be extended to the US.      

 

• Conclusion of further strategic partnerships: Against the background of 
paragon’s expertise in electronics, power management systems and 
system integration the company is in a position to provide entire power 
system solutions allowing to target a wide range of different end markets 
(e.g. electric, hybrid and trolley busses, the intralogistics markets, small 
scale power generators and load levellers for stationary applications, or 
traction batteries for scooters, cars, or mining trucks, etc). Concluding 
further strategic partnerships should allow paragon to quickly get access to 
established end markets and hence ramp up sales rapidly.   

 

• Benefits from a different end market mix: The pricing for the battery 
packs largely depends on the size and consequently the number of battery 
modules processed. While the price of a fork-lift battery pack is seen to be 
around € 10k, that for an electro bus should be around € 40k while 
stationary applications such as for network operators are worth up to 
million € of sales per unit.       

 

• Introduction of the new products to new markets: In a first step 
paragon started to produce air quality sensors in systems in its new 
production facility in China.  In a second step, paragon could also expand 
its Electromobility business to China targeting the largest lithium-ion end 
consumer market globally. It is estimated that China will demand c. 73% of 
total lithium-ion battery consumption by 2020 followed by Europe with c. 
14%. Given that the production set-up is based on highly automated 
production lines the ramp-up of the Electromobility business in China could 
be easily carried out with capital investments while not being dependent on 
hiring additional engineers or sales people.     

  

 
 

EBIT looks set to grow disproportionately at a CAGR 2015-18E of 34%    

 

The gross margin is seen to slightly improve to 51.9% by 2018E after 50.8% in 
2014 benefiting from (1) an increasing gross profit contribution from the new 
business segments, (2) an increasing penetration of entire systems across all 
automotive segments as well as (3) paragon’s solid pricing power based on its 
superior product solution offering with global market shares of up to 90% (e.g. 
air quality sensors).    

  

 

While group profitability is burdened by pre-investments into the build-up of the 
new business segments (Electromobility & Body Kinematics) and the 
expansion to China, the EBIT-margin should improve by 4pp to 11.9% in 
2018E driven above all by the fade-out of pre-production costs and economies 
of scale. The latter should be sufficient to offset somewhat higher D&A after 
peak investments into the new business segments and the expansion to new 
markets. This should allow the company to return to a historical EBIT margin 
of c. 12% by 2018e (vs c. 13% in 2011).  

  

 

• Diminishing pre-production costs: The EBIT-margin looks set to be 
biased by 3.8pp in 2015E, 0.9pp in 2016E and 0.4pp in 2017 respectively 
due to temporary pre-production costs related to the build-up of the new 
business segments (Electromobility & Body Kinematics) as well as to the 
expansion to China (air quality sensors/systems). These costs should 
gradually diminish from € 3.8m in 2015E to € 1m in 2016E and € 0.5m in 
2017E and completely fade out by 2018E.  
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• Economies of scale: The ramp-up of the Electromobility business in the 
US as well as the Sensors business in China should improve utilisation 
rates. The improvement of utilisation should be supported by the start of 
several series productions in the automotive business (Body Kinematics, 
Sensors) as well as an increasing penetration of entire product systems/ 
solutions. Both personnel expenses and other operating expenses are 
expected to decline in relation to sales by 2017E reflecting the favourable 
impact of scale.  

 

o There is limited need for additional personnel when sales grow 
thanks to the high degree of automation especially with regard to the 
Electromobility business.  

 

o Operating expenses are mainly rental expenses, sales & marketing 
expenses as well as legal & consultancy fees. Initially Voltabox (US) 
operated in a rented building. However, with the start of production in 
its own production facility in mid 2015 rental costs should decline 
substantially from 2016E onwards. Moreover, also legal & 
consultancy costs should largely be non-recurring with the 
completion of the expansion to China and the establishment of the 
new business segments. Ultimately, given that paragon’s focus 
should be on the execution of the huge order backlog for now, we 
expect the overall marketing & sales efforts to decline respectively.    

 

o Required R&D should normalise to a level of 11% of sales (peak of 
11.7% as per 9m 2015) given that investments in the Electromobility 
business have been made.  

 
 
EPS should increase at a CAGR of c. 42% 2015-18E   

 

EPS should grow disproportionately to EBIT benefiting from financial leverage 
and a stable tax rate. With the FCF turning positive in 2017E (eH&A c. € 5m) 
paragon should start deleveraging its balance sheet.     
 
• paragon has a corporate bond outstanding with a nominal value of c.  

€ 13m with a 7.25% coupon and a maturity due July 2018.   
   
• For other interest bearing liabilities and long-term liabilities to banks we 

have assumed an interest rate of c. 4%. 
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paragon AG 2017E 2018E CAGR 
profit & loss statement 2015-18E

Total sales 70.4 73.9 79.0 99.3 109.6 132.9 160.9 17.4%

Other operating income 2.0 1.1 1.4 2.5 3.0 3.5 4.0

in % of sales 2.9% 1.5% 1.7% 2.5% 2.7% 2.6% 2.5%

Increase (+) / decrease (-) in inventory, finsihed goods & work in progress 0.6 0.3 0.8 2.5 3.0 3.5 4.0

in % of sales 0.8% 0.3% 1.0% 2.5% 2.7% 2.6% 2.5%

Other own work capitalised 2.0 1.7 5.2 8.0 5.0 5.0 5.0

in % of sales 2.9% 2.3% 6.5% 8.1% 4.6% 3.8% 3.1%

Total operating performance 75.1 76.9 86.3 112.3 120.6 144.9 173.9

in % of sales 106.5% 104.1% 109.2% 113.1% 110.0% 109.0% 108.1%

Cost of materials 37.0 36.3 41.8 53.8 57.3 68.6 81.7

in % of sales 52.5% 49.1% 52.9% 54.2% 52.3% 51.6% 50.8%

Gross profit (H&A definition) 36.1 39.5 43.1 56.0 60.3 72.8 88.2

Gross-margin 51.2% 52.2% 50.8% 51.0% 51.3% 51.5% 51.9%

Personnel expenses 18.9 19.6 21.8 28.0 30.5 35.6 42.3

in % of sales 26.8% 26.5% 27.5% 28.2% 27.8% 26.8% 26.3%

Other operating expenses 7.5 8.5 12.2 16.4 15.8 18.6 21.7

in % of sales 10.7% 11.6% 15.4% 16.5% 14.4% 14.0% 13.5%

EBITDA 11.7 12.5 10.5 14.1 17.1 22.1 28.1 25.9%

EBITDA-margin 16.6% 16.9% 13.3% 14.2% 15.6% 16.6% 17.5%

D&A 3.8 4.3 4.3 6.3 6.9 8.2 9.0

in % of sales 5.4% 5.8% 5.4% 6.3% 6.3% 6.2% 5.6%

EBIT 7.8 7.9 6.2 7.8 10.2 13.8 19.1 34.8%

EBIT-margin 11.0% 10.7% 7.9% 7.9% 9.3% 10.4% 11.9%

Financial result -1.1 -1.5 -2.0 -2.0 -2.6 -2.4 -2.4

in % of sales -1.5% -2.0% -2.5% -2.0% -2.4% -1.8% -1.5%

EBT 6.7 6.4 4.3 5.8 7.6 11.4 16.7 42.3%

EBT-margin 9.5% 8.7% 5.4% 5.8% 6.9% 8.6% 10.4%

Income taxes 2.1 2.5 1.5 2.0 2.6 4.0 5.9

tax rate 2.9% 38.6% 35.2% 35.0% 35.0% 35.0% 35.0%

Net income 4.6 3.9 2.8 3.8 4.9 7.4 10.9 42.3%

Net income margin 6.6% 5.3% 3.5% 3.8% 4.5% 5.6% 6.8%

EPS 1.13 0.96 0.68 0.92 1.19 1.81 2.64

Source: Company data; Hauck & Aufhäuser

2016E2012 2013 2014 2015E
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Valuation 

 

In order to derive a fair value for paragon, the following valuation metrics were 
used: 
 

• DCF model 
• Adjusted FCF valuation 

 

Our PT of € 40 is based on half way FCFY 2017E and 2018E. However, 
giving the company credit for its recently established Electromobility business 
with an order backlog exceeding 2020 would also justify a longer valuation 
perspective and hence the DCF valuation approach. Valuing paragon on a 
DCF model would imply a fair value of € 51.     

  

 
DCF model indicates a fair value of € 51 per share   

 

Our DCF model for paragon assumes a CAGR for sales growth of c. 19% in 
the forecast period (2014-2018E) which is largely driven by the ramp-up of the 
Electromobility business, a medium-term growth rate of 6% (2018E-2022E) 
and long-term growth rate of 2.0%. The terminal EBIT margin is set at 12.0% 
which is comparable to the level estimated for 2018E or the EBIT-margin in 
2015E adjusted for pre-production costs of the new business segments. The 
discount factor (WACC) of 7.0% is made up of a risk free rate of 1.5%, a 6% 
equity risk premium and a beta of 1.0. 
 
The DCF model leads to a fair value of € 51 per share. Notably, our short- 
to medium term growth rates do not yet consider the ramp-up of the air quality 
sensor business in China. The long-term growth rate of only 2% also is a 
rather conservative assumption, in our view, given that it does not reflect (1) 
paragon’s strict focus on the premium automotive sector, which looks set to 
outperform the underlying market by c. 4pp pa and (2) paragon’s growth 
potential outside automotive.  

  

 

2015E 2016E 2018E 2019E 2020E 2021E 2022E
Terminal 

value

5.1 6.6 12.4 15.3 17.1 18.6 19.6 16.6

6.3 6.9 9.0 9.0 8.5 8.2 8.0 7.8

-2.7 -1.9 -1.8 -1.4 -1.0 -1.0 -0.7 -0.5

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

-30.0 -14.0 -10.0 -9.0 -8.5 -8.2 -8.0 -7.8

-1.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0

0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

-22.6 -2.4 9.6 13.9 16.1 17.7 19.0 16.1

-22.8 -2.3 7.9 10.7 11.5 11.9 11.9 193.4

7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0% 7.0%

DCF per share derived from DCF avg. growth and earnings assumptions

Total present value 228 Short term growth (2014-2017) 18.9%

thereof terminal value 85% Medium term growth (2017 - 2022) 6.0%

Net debt (net cash) at start of year 16 Long term growth (2022 - infinity) 2.0%

Financial assets 0 Terminal year EBIT margin 12.0%

Provisions and off balance sheet debt 2

Equity value 210 WACC derived from

Cost of borrowings before taxes 7.0%

Discounted cash flow per share 51.2 Tax rate 35.3%

upside/(downside) 94% Cost of borrowings after taxes 4.5%

Required return on invested capital 7.5%

Risk premium 6.0%

Risk-free rate 1.5%

Share price 26.34 Beta 1.0

Sensitivity analysis DCF Sensitivity analysis DCF

51.2 1.0% 1.5% 2.0% 2.5% 3.0% 51.2 10.0% 11.0% 12.0% 13.0% 14.0%

9.0% 29.3 31.1 33.2 35.5 38.3 9.0% 25.6 29.4 33.2 36.9 40.6

8.0% 35.0 37.6 40.5 44.0 48.3 8.0% 31.1 35.8 40.5 45.2 49.9

7.0% 42.9 46.7 51.2 56.6 63.5 7.0% 39.0 45.1 51.2 57.2 63.3

6.0% 54.3 60.1 67.4 76.9 89.4 6.0% 51.0 59.2 67.4 75.6 83.7

5.0% 71.7 81.7 95.2 114.0 142.2 5.0% 71.5 83.4 95.2 106.9 118.6

7.0%

6.4

2017E

9.0

Increase/decrease in long-term provisions and accruals

8.2

-1.8

0.0

EBIT margin terminal year

W
A

C
C

4.1

DCF (EUR m) 

(except per share data and beta)

NOPAT

Depreciation

Increase/decrease in working capital

Cash flow

Present value

WACC

No. of shares outstanding

W
A

C
C

Long term growth

Capex

Acquisitions

Capital increase

-9.0

0.0

0.0

5.7
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Average FCFY 2017E and 2018E leads to our PT of € 40   

 

Due to the fact that companies rarely bear sufficient resemblance to peers in 
terms of geographical exposure, size or competitive strength and due to the 
fact that long-term returns often are flawed by the lack of sufficient visibility, an 
Adjusted Free Cash Flow analysis (Adjusted FCF) has been conducted. 
 
The main driver of this model is the level of return available to a controlling 
investor, influenced by the cost of that investors’ capital (opportunity costs) 
and the purchase price – in this case the enterprise value of the company. 
Here, the adjusted FCF yield is used as a proxy for the required return and is 
defined as EBITDA less minority interest, taxes and investments required to 
maintain existing assets (maintenance capex). 
 
Normally we would assume maintenance capex to be equal to D&A. However, 
considering the recent build-up of own production facilities in the US 
(Electromobility) and in China (Sensors) D&A is seen to be inflated. Hence, we 
only consider the D&A for intangible assets (software, patents, license) and 
technical equipment & machinery which is equal to c. 60% of total D&A. The 
(new) buildings are depreciated over 20 yrs however.  
 
Simply put, the model assumes that investors require companies to generate a 
minimum return on the investor’s purchase price. The required after tax return 
equals the model’s hurdle rate of 7.5%. Anything less suggests the stock is 
expensive; anything more suggests the stock is cheap. 

  

 

Our PT of € 40 is derived from the average of FCFY 2017E and 2018E. 
Valuing paragon on half way 2018E figures is justified in our view, given that 
pre-production costs should still conceal company’s earnings in 2017 (c. € 
0.5m) but completely fade out by 2018E.  
 
What is more, our 2015E and 2016E estimates incorporate the significant 
build-up of debt related to capex for the establishment of the Electromobility 
business which should only start contributing to earnings from 2016E onwards. 
Against this backdrop and given the high order backlog of about  
€ 1bn implying high visibility into growth, we value on half way FCFY 2017E 
and 2018E.  
 
Notably, to take a conservative stance we do not yet consider the ramp-up of 
the Chinese air quality sensor business (eH&A initial order backlog already of 
up to € 10m over the next 5-7 years) in our estimates which should improve 
overall utilisation rates and hence earnings. Also, the true upside potential 
should exceed the initial order backlog several times given that paragon 
has just started targeting the right market with the right product facing very 
limited competition (c. 90% global market share). 
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paragon AG

FCF yield, year end Dec. 31 2014 2015E 2016E 2017E 2018E

EBITDA 10.5 14.1 17.1 22.1 28.1

- Maintenance capex 2.6 3.8 4.1 4.8 5.4

- Minorities 0.0 0.0 0.0 0.0 0.0

- tax expenses 1.5 2.0 2.6 4.0 5.9

= Adjusted Free Cash Flow 6.5 8.3 10.3 13.3 16.9

Actual Market Cap 100.5 100.5 100.5 100.5 100.5

+ Net debt (cash) 16.0 40.8 45.6 41.7 35.1

+ Pension provisions 1.9 1.9 1.9 1.9 1.9

+ Off balance sheet financing 0.0 0.0 0.0 0.0 0.0

+ Adjustments prepayments 0.0 0.0 0.0 0.0 0.0

- Financial assets -0.4 -0.4 -0.4 -0.4 -0.4

- Dividend payment -1.0 -1.0 -0.8 -1.0 -1.5

EV Reconciliations 16.4 41.3 46.4 42.3 35.2

= Actual EV' 116.9 141.8 146.9 142.7 135.6

Adjusted Free Cash Flow yield 5.5% 5.9% 7.0% 9.3% 12.4%

Sales 79.0 99.3 109.6 132.9 160.9

Actual EV/sales 1.5x 1.4x 1.3x 1.1x 0.8x

Hurdle rate 7.5% 7.5% 7.5% 7.5% 7.5%

FCF margin 8.2% 8.4% 9.4% 10.0% 10.5%

Fair EV/sales 1.1x 1.1x 1.3x 1.3x 1.4x

Fair EV 86.1 110.7 137.1 177.5 225.1

- EV Reconciliations 16.4 41.3 46.4 42.3 35.2

Fair Market Cap 69.7 69.3 90.8 135.2 189.9

No. of shares (million) 4.1 4.1 4.1 4.1 4.1

Fair value per share 16.9 16.9 22.1 32.9 46.1

Premium (-) / discount (+) in % -30.7% -31.0% -9.7% 34.6% 89.0%

Sensitivity analysis fair value

7.5% 16.9 16.9 22.1 32.9 46.1

10.0% 11.7 10.1 13.7 22.1 32.5

12.5% 8.6 6.1 8.7 15.6 24.3

15.0% 6.5 3.4 5.4 11.3 18.8

Source: Company data; Hauck & Aufhäuser

Hurdle rate
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Theme 

 
Dynamic Q4 sales expected while earnings should be concealed by 
temporary one-off costs  

  

 
 

paragon will report FY15 results on March 03. We expect the company to 
report dynamic Q4 sales growth yoy while earnings should be concealed by 
temporary ramp-up costs (eH&A € 0.5m) with regard to the SOP in the US 
(Electromobility) and in China (Sensors). Adjusted for these costs the Q4 
EBIT-margin should have arrived at 11.4%. Moreover, Q4 results are seen to 
compare against an inflated previous year base given that last year’s Q4 
earnings benefitted from about € 3m own work capitalised with regard to the 
ramp-up of the new Electromobility business (vs only € 1.5m in Q4 2015).  
 
The Q4 results should again be characterised by a solid order intake 
especially driven by the Electromobility business exceeding the total order 
backlog of € 1.0bn by then.  

  

 
 

Q4 2015 FY 2015

est est

Sales 31.9 23.1 38.5% 22.7 40.4% 99.3 79.0 25.6%

EBITDA 5.0 5.2 -3.5% 2.4 107.9% 14.1 10.5 34.0%

EBITDA margin 15.6% 22.4%  - 6.8 pp 10.6% + 5.1 pp 14.2% 13.3% + 0.9 pp

EBIT 3.2 4.2 -25.6% 0.7 328.4% 7.8 6.2 24.9%

EBIT margin 9.9% 18.4%  - 8.5 pp 3.2% + 6.6 pp 7.9% 7.9%  - 0.0 pp

Net income 1.9 2.6 -29.4% -0.1 n.a. 3.8 2.8 35.4%

Net margin 5.8% 11.4%  - 5.6 pp -0.2% + 6.0 pp 3.8% 3.5% + 0.3 pp

EPS 0.45 0.64 -29.4% -0.01 n.a. 0.92 0.68 35.4%

Source: Company data; Hauck & Aufhäuser

paragon AG FY 2014 yoyyoy Q3 2015Q4 2014 qoq

 
 
 

With the Q3 2015 results, paragon provided a first taste for the FY16E outlook. 
Management expects the company’s growth course to continue in 2016E with 
almost double-digit growth yoy accompanied by further improvement in 
earnings. This development should be supported by the company’s investment 
activities which, however, look set to decline to pre-2014 levels. A precise 
guidance should be provided with the final set of FY15 figures.  

  

 
 

Consensus estimates look too conservative   

 

As we outlined above, we consider our own estimates to be conservative 
providing additional upside as we have neither reflected the ramp-up of the 
Sensor business in China, nor any further series production wins with 
additional OEMs for the automotive business nor the potential expansion of 
the Electromobility business to China.  
 
Still, consensus is about 13% below our 2017 estimates possibly ignoring that 
the ramp-up of the new business lines as well as the expansion to China 
should only temporary conceal paragon’s earnings while at the same time 
giving the company too little credit to benefit from economies of scale when 
the new business ramps up.      
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Conssensus overview

2015E 2016E 2017E

eCons sales 99 110 127

eH&A 99 110 133

delta eH&A estimates (total) 0 0 -6

delta eH&A estimates (in %) - - -4.4%

eCons EBIT 7 9 12

eCons EBIT-margin 7.1% 8.2% 9.4%

eH&A 7.8 10.2 13.8

eH&A EBIT-margin 7.9% 9.3% 10.4%

delta eH&A estimates (total) -1 -1 -2
delta eH&A estimates (in %) -10% -11% -13%

Source: Company data; Hauck & Aufhäuser  
 
 
Increase in market awareness as it is currently not well covered and 
under owned  

  

 

Admittedly, consensus estimates are hardly representative given that the 
company is not well covered by other brokers or banks. This is also reflected 
in the fragmented owner structure where the top 5 institutional investors 
merely hold c. 7.9% of total shares (Otus c. 5%, TBF 1.4%, Lupus alpha 0.7%, 
Metzler Asset Management 0.6%, DJE 0.2%). Positively, a broader coverage 
should increase transparency and hence investors’ attention which should also 
be a share price catalyst.   

  

 
 
Newsflow should remain positive - ramp-up of the new business should 
attract new investors 

  

 

Newsflow should remain positive especially with regard to the ramp-up of the 
Electromobility business as well as the Sensors business in China. This is 
seen to attract new long-term investors especially with regard to paragon’s 
appealing growth prospects stemming from the Electromobility business.    
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Investment Risk 

 

• Higher than expected pricing pressure from OEMs leading to lower gross 
profits 

 

• Significant reputation damage caused by possible emission cheating of 
other leading premium OEMs (e.g. Daimler, BMW or Porsche) could 
potentially cause a significant decline in vehicle unit sales. That in turn 
would adversely affect paragon’s sales and earnings.  

 

• Lithium-ion battery packs might possibly be replaced by other innovations/  
technologies (e.g. fuel cells)   

   
• A possible change of control at one of paragon’s strategic partners 

(Vossloh-Kiepe, Triathlon Batterien) might adversely affect current 
business relations.  
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Company Background 

 

paragon was established by founder and major shareholder, Klaus Dieter 
Frers in March 1988, originally as an industrial electronics subcontract 
manufacturer, but subsequently concentrating primarily on the automotive 
market. 
 
paragon operates a centralised, highly-automated manufacturing approach 
with products designed for ease of production from the outset, giving the 
company a competitive edge over many of its peers. While there appear to be 
many competitors, in reality there are very few rivals in more than one or two 
specific product lines. 

  

 

The following graph shows paragon’s operations.    

 
 
paragon locations

Source: Company data; Hauck & Aufhäuser  
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Segment & product description    

 

Automotive   
 
Sensors (c. 34% of total FY15E sales)   

 

Air quality sensors measure harmful gas (e.g. emissions) outside the car. 
Moreover, the sensor also controls the ventilation flap of the vehicle air 
conditioning system. This allows to reduce the fine dust inside the car and 
hence to improve the overall air quality for passengers.  

  

 
 

 

Air Quality Improver (AQI) allows to improve the well-being of passengers by 
reducing germs and bacteria inside the vehicle interior. The system moreover 
reduces fine dust and unpleasant smells inside the car. The system is 
incorporated in the air conditioning.  

 

 
 

CO2 sensor for the control of interior air quality and for CO2 air conditioning 
systems.  

 

 
 

Fragrance system allows the driver to choose between two different 
fragrances for the vehicle interior.  

 

 
 

Acoustics (15% of total FY15E sales)   

 

Microphones for the application of hands-free equipment with integrated noise 
cancellation ensure high quality.  

 

 
 

The microphone integrated in the seat belt which allows to cut other system 
components and hence weight and costs is globally unique.  

 

 
 
Cockpit (33% of total FY15E sales)   

 

Paragon develops digital media interfaces for the use of other hardware such 
as Iphone, Ipod, MP3-player or UBS sticks. It also offers universal phone trays 
allowing both wireless phone charging and antenna coupling.  

 

 
 

Indicating instruments such as stopwatch, tachometer, multi-colour LEDs. All 
control elements can be customised and operated with touch screen or 
gesture recognition.  
 
Moreover, paragon also produces rear review backup cameras.  
 
 

 

 

Body Kinematics (7% of total FY15E sales)   

 

Spoiler systems and steering wheel paddle shifter.   
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Electromobility business, Voltabox (10% of total FY15E sales)   

 

paragon has started to produce lithium-ion battery packs in its own fully 
automated production facilities in January 2015 in Germany (Delbrück) and the 
US (Austin, Texas) in May 2015 respectively.  

  

 
 

Voltabox - fully automated production line

Source: Company data; Hauck & Aufhäuser  
 
 

Initially, paragon received its first order via its strategic partnership with 
Vossloh-Kiepe to supply 42 battery packs for trolley buses worth several million 
€ of sales. The relationship was extended in May 2014 when paragon 
(Voltabox, US) received a major follow-up order worth double-digit million $ of 
sales for the supply of backup batteries for a new fleet of 200 electric 
trolley buses. Initial production commenced in 2014 and is due for delivery 
throughout 2015 and 2016. The order includes an option for further potential 
330 battery packs to cover a total of 530 electric buses.    

 Basic information

Backup battery pack

26 kilowatt hours

436 V

600 kg

OEM: New Flyer
Source: Company data; Hauck & Aufhäuser  

 
 
Backup lithium-ion battery pack for electric (trolley) buses

Source: Company data; Hauck & Aufhäuser  
 
 
The strategic partnership with Triathon Batteries (concluded March 2015) 
is based on an initial long-term agreement covering the production of several 
thousand battery modules p.a. for the European intralogistics market (e.g. fork 
lifts) with an initial production in 2015 of several hundred modules, rising from 
2016 onwards. This is seen to secure several million € of sales p.a. with 
contractually agreed minimum volumes.  

 

 
 
 
Paragon also announced that it had received a € 72m, six-year contract from 
a well-know German OEM for its battery packs to be used as starter motors 
within conventional power vehicles. Production will start in May 2016. 
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The pricing for the battery packs largely depends on the size and consequently 
the number of battery modules processed. While the price of a fork-lift battery 
pack is seen to be around € 10k, that for an electro bus should be around € 40k 
while stationary applications such as for network operators are worth up to 
millions € of sales per unit.       

 

  
 

Management   

 
Klaus Frers, CEO & founder   

 

Klaus Dieter Frers founded paragon electronic GmbH in 1988 and paragon AG 
in 1999, into which paragon electronic GmbH was merged following its IPO. As 
the CEO of the company he is responsible for business strategy and 
development, production, finance and human resources.  
 
Mr. Frers graduated with a degree in mechanical engineering and received 
numerous awards for his entrepreneurial activities. In 2000 he was awarded 
the “Oskar des Mittelstands”, a highly respected German award for medium-
sized enterprises of the Oskar-Patzelt-Foundation. In 2006 Mr. Frers received 
the nomination as “Entrepreneur of the Year” by Ernst & Young, as well as the 
distinction as “Premier” of the Oskar-Patzelt-Foundation. In 2010 he received 
the “Kunststoff-Oscar” by the Society of Plastic Engineers (SPE) Europe for 
the innovative Belt-Mic. 

 

 

 
Dr. Stefan Schwehr, CTO   

 

In April 2014, the management board was expanded with the appointment of 
Dr. Stefan Schwehr to the position of CTO (chief technology officer), 
responsible for development, sales and customer management. Mr. Schwehr 
has many years of experience with the automotive industry. Among others, he 
was head of department for serial development of control and display systems 
at Daimler.  
 
Mr. Schwehr holds a degree in electrical engineering/microelectronics; in his 
dissertation he focused on analogue CMOS integrated circuits 
 
The appointment has allowed Mr. Frers to concentrate on the development of 
the new growth segments Electromobility and the internationalisation of the 
group.  

 

 

 

Shareholder structure   

 

Founder and CEO Klaus Frers is majority shareholder of paragon holding 52% 
of total shares. The company is listed in the Prime Standard with 4.1m shares 
outstanding.  

  

 
 
Shareholder structure

Source: Company data; Hauck & Aufhäuser

52.0%
48.0%

Klaus Frers Free float

 Top 5 shareholders

Otus Capital 4.99%

TBF Global Asset Management1.41%
Lupus alpha 0.73%

Metzler Asset Management0.61%
DJE 0.16%
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Recent milestones reflect paragon’s product expansion & 
internationalisation 

  

 

1988 Founded as electronics manufacturer in Delbrück  
 
1993 Development and production of sensors commenced  

 
1995 Entry into large series automotive electronics with Air Quality 

Sensor 
 

 
1999 Initial patents secured for acoustic sensors  

 
2000 IPO as paragon AG in Frankfurt  

 
2003 Acquisition of air quality sensor division of Bosch   

 
2004 Acquisition of Andreas Haller created display instrument division  

 
2005 Entry into market for car media systems  

 
2007 Spin off of Artega GT sports car  

 
2009 Extensive group-wide restructuring  

 
2010 Full focus on automotive industry  

 
2011 Development of construction kit for electromobility  

 
2012 Entry into Bodyworks Kinematics with Kartec acquisition  

 
2013 Established sales office in China  

 
2014 Spin-off of Electromobility business to subsidiaries Voltabox 

Deutschland GmbH and Voltabox Texas Inc., US 
 

 
2015 Opened Voltabox Texas manufacturing operations  

 
2015 Acquisition of SphereDesign GmbH  

 
2015 Opened manufacturing plant in China for air sensors  
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Financials 

 
Profit and loss (EUR m)  2012 2013 2014 2015E 2016E 2017E 2018E 

                
Net sales 70.4 73.9 79.0 99.3 109.6 132.9 160.9 

Sales growth 5.1 % 4.9 % 7.0 % 25.6 % 10.3 % 21.3 % 21.0 % 

Increase/decrease in finished goods and work-in-process 2.6 1.9 5.9 10.5 8.0 8.5 9.0 

Total sales 73.0 75.8 85.0 109.8 117.6 141.4 169.9 

Other operating income 2.0 1.1 1.4 2.5 3.0 3.5 4.0 

Material expenses 37.0 36.3 41.8 53.8 57.3 68.6 81.7 

Personnel expenses 18.9 19.6 21.8 28.0 30.5 35.6 42.3 

Other operating expenses 7.4 8.5 12.2 16.4 15.8 18.6 21.7 

Total operating expenses 61.2 63.3 74.5 95.7 100.5 119.3 141.7 

EBITDA 11.8 12.5 10.5 14.1 17.1 22.1 28.1 

Depreciation 2.8 2.9 3.2 5.0 5.4 6.5 7.0 

EBITA 9.0 9.6 7.4 9.1 11.7 15.6 21.1 

Amortisation of goodwill 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Amortisation of intangible assets 1.1 1.4 1.1 1.3 1.5 1.7 2.0 

Impairment charges 0.1 0.3 0.0 0.0 0.0 0.0 0.0 

EBIT 7.8 7.9 6.2 7.8 10.2 13.8 19.1 

Interest income 0.0 0.0 0.0 0.2 0.2 0.2 0.2 

Interest expenses 1.1 1.5 2.0 2.2 2.8 2.6 2.6 

Other financial result 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Financial result -1.1 -1.5 -2.0 -2.0 -2.6 -2.4 -2.4 

Recurring pretax income from continuing operations 6.7 6.4 4.3 5.8 7.6 11.4 16.7 

Extraordinary income/loss 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Earnings before taxes 6.7 6.4 4.3 5.8 7.6 11.4 16.7 

Taxes 2.1 2.5 1.5 2.0 2.6 4.0 5.9 

Net income from continuing operations 4.6 3.9 2.8 3.8 4.9 7.4 10.9 

Result from discontinued operations (net of tax) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net income 4.6 3.9 2.8 3.8 4.9 7.4 10.9 

Minority interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Net income (net of minority interest) 4.6 3.9 2.8 3.8 4.9 7.4 10.9 

Average number of shares 4.1 4.1 4.1 4.1 4.1 4.1 4.1 

EPS reported 1.13 0.96 0.67 0.92 1.19 1.81 2.64 

 
 
Profit and loss (common size) 2012 2013 2014 2015E 2016E 2017E 2018E 

                
Net sales 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 

Increase/decrease in finished goods and work-in-process 3.7 % 2.6 % 7.5 % 10.6 % 7.3 % 6.4 % 5.6 % 

Total sales 103.7 % 102.6 % 107.5 % 110.6 % 107.3 % 106.4 % 105.6 % 

Other operating income 2.9 % 1.5 % 1.7 % 2.5 % 2.7 % 2.6 % 2.5 % 

Material expenses 52.5 % 49.1 % 52.9 % 54.2 % 52.3 % 51.6 % 50.8 % 

Personnel expenses 26.8 % 26.5 % 27.5 % 28.2 % 27.8 % 26.8 % 26.3 % 

Other operating expenses 10.6 % 11.6 % 15.4 % 16.5 % 14.4 % 14.0 % 13.5 % 

Total operating expenses 86.9 % 85.7 % 94.2 % 96.4 % 91.7 % 89.8 % 88.1 % 

EBITDA 16.8 % 16.9 % 13.3 % 14.2 % 15.6 % 16.6 % 17.5 % 

Depreciation 4.0 % 3.9 % 4.0 % 5.0 % 4.9 % 4.9 % 4.4 % 

EBITA 12.7 % 13.0 % 9.3 % 9.2 % 10.7 % 11.7 % 13.1 % 

Amortisation of goodwill 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Amortisation of intangible assets 1.5 % 1.9 % 1.4 % 1.3 % 1.4 % 1.3 % 1.2 % 

Impairment charges 0.2 % 0.4 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

EBIT 11.1 % 10.7 % 7.9 % 7.9 % 9.3 % 10.4 % 11.9 % 

Interest income 0.1 % 0.0 % 0.0 % 0.2 % 0.2 % 0.2 % 0.1 % 

Interest expenses 1.6 % 2.1 % 2.5 % 2.2 % 2.6 % 2.0 % 1.6 % 

Other financial result 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Financial result -1.5 % -2.0 % -2.5 % -2.0 % -2.4 % -1.8 % -1.5 % 

Recurring pretax income from continuing operations 9.5 % 8.7 % 5.4 % 5.8 % 6.9 % 8.6 % 10.4 % 

Extraordinary income/loss 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Earnings before taxes 9.5 % 8.7 % 5.4 % 5.8 % 6.9 % 8.6 % 10.4 % 

Tax rate 30.8 % 38.6 % 35.3 % 35.0 % 35.0 % 35.0 % 35.0 % 

Net income from continuing operations 6.6 % 5.3 % 3.5 % 3.8 % 4.5 % 5.6 % 6.8 % 

Income from discontinued operations (net of tax) 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Net income 6.6 % 5.3 % 3.5 % 3.8 % 4.5 % 5.6 % 6.8 % 

Minority interest 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Net income (net of minority interest) 6.6 % 5.3 % 3.5 % 3.8 % 4.5 % 5.6 % 6.8 % 

Source: Company data, Hauck & Aufhäuser   
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Balance sheet (EUR m)  2012 2013 2014 2015E 2016E 2017E 2018E 

                
Intangible assets 4.9 5.6 9.4 18.1 20.6 20.9 20.9 

Property, plant and equipment 13.5 13.0 20.2 36.4 41.0 41.5 42.4 

Financial assets 0.0 0.1 0.4 0.4 0.4 0.4 0.4 

FIXED ASSETS 18.5 18.7 30.0 54.9 62.0 62.8 63.8 

Inventories 7.3 7.5 6.9 8.7 11.0 14.8 17.9 

Accounts receivable 1.8 6.0 9.8 12.3 12.9 14.2 15.4 

Other current assets 1.8 1.6 1.9 1.9 1.9 1.9 1.9 

Liquid assets 14.1 17.6 13.3 3.4 5.6 4.5 11.1 

Deferred taxes 0.5 0.5 0.6 0.6 0.6 0.6 0.6 

Deferred charges and prepaid expenses 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

CURRENT ASSETS 25.5 33.2 32.4 26.8 32.0 36.0 46.9 

TOTAL ASSETS 44.0 51.9 62.4 81.7 94.0 98.7 110.6 

SHAREHOLDERS EQUITY 13.0 15.9 17.2 20.0 24.2 30.6 40.0 

MINORITY INTEREST 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Long-term debt 14.1 21.4 24.3 39.3 46.3 41.3 41.3 

Provisions for pensions and similar obligations 2.7 1.2 1.9 1.9 1.9 1.9 1.9 

Other provisions 0.3 0.1 0.1 0.1 0.1 0.1 0.1 

Non-current liabilities 17.1 22.7 26.2 41.2 48.2 43.2 43.2 

short-term liabilities to banks 2.1 2.2 5.0 5.0 5.0 5.0 5.0 

Accounts payable 3.0 3.4 6.1 7.7 8.7 12.0 14.5 

Advance payments received on orders 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Other liabilities (incl. from lease and rental contracts) 8.3 6.8 6.7 6.7 6.7 6.7 6.7 

Deferred taxes 0.4 1.0 1.2 1.2 1.2 1.2 1.2 

Deferred income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Current liabilities 13.8 13.4 19.0 20.5 21.6 24.9 27.4 

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY 44.0 51.9 62.4 81.8 94.0 98.7 110.6 

 

 
Balance sheet (common size) 2012 2013 2014 2015E 2016E 2017E 2018E 

                
Intangible assets 11.2 % 10.8 % 15.1 % 22.2 % 22.0 % 21.2 % 18.9 % 

Property, plant and equipment 30.8 % 25.0 % 32.3 % 44.5 % 43.6 % 42.0 % 38.4 % 

Financial assets 0.0 % 0.2 % 0.6 % 0.5 % 0.4 % 0.4 % 0.3 % 

FIXED ASSETS 42.0 % 36.0 % 48.0 % 67.1 % 66.0 % 63.6 % 57.6 % 

Inventories 16.6 % 14.4 % 11.1 % 10.6 % 11.7 % 15.0 % 16.2 % 

Accounts receivable 4.1 % 11.6 % 15.6 % 15.0 % 13.7 % 14.4 % 13.9 % 

Other current assets 4.2 % 3.0 % 3.0 % 2.3 % 2.0 % 1.9 % 1.7 % 

Liquid assets 32.0 % 34.0 % 21.2 % 4.1 % 6.0 % 4.6 % 10.0 % 

Deferred taxes 1.1 % 1.0 % 1.0 % 0.8 % 0.7 % 0.6 % 0.6 % 

Deferred charges and prepaid expenses 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

CURRENT ASSETS 58.0 % 64.0 % 52.0 % 32.8 % 34.0 % 36.4 % 42.4 % 

TOTAL ASSETS 100.0 % 100.0 % 100.0 % 99.9 % 100.0 % 100.0 % 100.0 % 

SHAREHOLDERS EQUITY 29.6 % 30.6 % 27.6 % 24.4 % 25.7 % 31.0 % 36.1 % 

MINORITY INTEREST 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Long-term debt 32.1 % 41.2 % 38.9 % 48.0 % 49.2 % 41.8 % 37.3 % 

Provisions for pensions and similar obligations 6.2 % 2.4 % 3.0 % 2.3 % 2.0 % 1.9 % 1.7 % 

Other provisions 0.7 % 0.1 % 0.1 % 0.1 % 0.1 % 0.1 % 0.1 % 

Non-current liabilities 39.0 % 43.7 % 42.0 % 50.4 % 51.3 % 43.8 % 39.1 % 

short-term liabilities to banks 4.7 % 4.2 % 8.0 % 6.1 % 5.3 % 5.0 % 4.5 % 

Accounts payable 6.9 % 6.5 % 9.8 % 9.4 % 9.3 % 12.2 % 13.1 % 

Advance payments received on orders 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Other liabilities (incl. from lease and rental contracts) 18.8 % 13.1 % 10.7 % 8.2 % 7.1 % 6.8 % 6.0 % 

Deferred taxes 1.0 % 1.9 % 2.0 % 1.5 % 1.3 % 1.2 % 1.1 % 

Deferred income 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 0.0 % 

Current liabilities 31.4 % 25.7 % 30.4 % 25.1 % 23.0 % 25.2 % 24.8 % 

TOTAL LIABILITIES AND SHAREHOLDERS EQUITY 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 

Source: Company data, Hauck & Aufhäuser   
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Cash flow statement (EUR m)  2012 2013 2014 2015E 2016E 2017E 2018E 

                
Net profit/loss 4.6 3.9 2.8 3.8 4.9 7.4 10.9 

Depreciation of fixed assets (incl. leases) 2.8 2.9 3.2 5.0 5.4 6.5 7.0 

Amortisation of goodwill 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Amortisation of intangible assets 1.1 1.4 1.1 1.3 1.5 1.7 2.0 

Others -0.9 0.9 0.3 0.0 0.0 0.0 0.0 

Cash flow from operations before changes in w/c 7.6 9.2 7.3 10.1 11.8 15.7 19.9 

Increase/decrease in inventory -0.4 -0.2 0.6 -1.8 -2.3 -3.8 -3.1 

Increase/decrease in accounts receivable -1.3 -4.2 -3.7 -2.5 -0.6 -1.3 -1.2 

Increase/decrease in accounts payable 0.0 0.3 2.8 1.6 1.0 3.3 2.5 

Increase/decrease in other working capital positions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Increase/decrease in working capital -1.8 -4.1 -0.4 -2.7 -1.9 -1.8 -1.8 

Cash flow from operating activities 5.8 5.1 6.9 7.4 9.9 13.9 18.1 

CAPEX 5.5 4.7 15.8 30.0 14.0 9.0 10.0 

Payments for acquisitions 0.0 0.0 0.0 1.2 0.0 0.0 0.0 

Financial investments 0.8 0.1 0.3 0.0 0.0 0.0 0.0 

Income from asset disposals 0.1 0.1 0.4 0.0 0.0 0.0 0.0 

Cash flow from investing activities -6.2 -4.8 -15.7 -31.2 -14.0 -9.0 -10.0 

Cash flow before financing -0.3 0.3 -8.8 -23.9 -4.1 4.9 8.1 

Increase/decrease in debt position -1.3 7.4 5.6 15.0 7.0 -5.0 0.0 

Purchase of own shares 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Capital measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Dividends paid 0.0 1.4 1.0 1.0 0.8 1.0 1.5 

Others 0.5 -2.8 -0.1 0.0 0.0 0.0 0.0 

Effects of exchange rate changes on cash 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Cash flow from financing activities -0.8 3.2 4.5 14.0 6.2 -6.0 -1.5 

Increase/decrease in liquid assets -1.1 3.4 -4.3 -9.9 2.2 -1.1 6.6 

Liquid assets at end of period 14.1 17.6 13.3 3.4 5.6 4.5 11.1 

Source: Company data, Hauck & Aufhäuser   
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Key ratios (EUR m)  2012 2013 2014 2015E 2016E 2017E 2018E 

                
P&L growth analysis        

Sales growth 5.1 % 4.9 % 7.0 % 25.6 % 10.3 % 21.3 % 21.0 % 

EBITDA growth -8.7 % 5.9 % -15.8 % 34.0 % 21.0 % 29.4 % 27.3 % 

EBIT growth -11.1 % 1.7 % -21.1 % 24.8 % 30.3 % 36.3 % 38.0 % 

EPS growth -12.2 % -15.0 % -29.7 % 35.9 % 30.4 % 51.4 % 46.0 % 

Efficiency        

Total operating costs / sales 86.9 % 85.7 % 94.2 % 96.4 % 91.7 % 89.8 % 88.1 % 

Sales per employee 181.1 188.5 188.2 217.3 228.3 268.9 316.0 

EBITDA per employee 30.4 31.9 25.1 30.9 35.6 44.7 55.3 

Balance sheet analysis        

Avg. working capital / sales 7.3 % 11.0 % 13.1 % 12.0 % 13.0 % 12.1 % 11.1 % 

Inventory turnover (sales/inventory) 9.6 9.9 11.4 11.4 10.0 9.0 9.0 

Trade debtors in days of sales 9.3 29.8 45.1 45.1 43.0 39.0 35.0 

A/P turnover [(A/P*365)/sales] 15.8 16.6 28.3 28.3 29.0 33.0 33.0 

Cash conversion cycle (days) 51.5 71.2 52.0 51.8 57.4 53.6 49.9 

Cash flow analysis        

Free cash flow 0.4 0.3 -8.9 -22.6 -4.1 4.9 8.1 

Free cash flow/sales 0.5 % 0.4 % -11.3 % -22.8 % -3.7 % 3.7 % 5.0 % 

FCF / net profit 7.6 % 8.2 % -320.6 % -600.3 % -83.0 % 65.7 % 74.3 % 

Capex / depn 162.0 % 112.9 % 376.2 % 476.2 % 202.8 % 109.2 % 111.0 % 

Capex / maintenance capex 120.2 % 93.3 % 423.6 % 529.1 % 241.5 % 146.5 % 148.0 % 

Capex / sales 8.9 % 6.6 % 20.3 % 30.2 % 12.8 % 6.8 % 6.2 % 

Security        

Net debt 2.1 5.9 16.0 40.8 45.6 41.7 35.1 

Net Debt/EBITDA 0.2 0.5 1.5 2.9 2.7 1.9 1.2 

Net debt / equity 0.2 0.4 0.9 2.0 1.9 1.4 0.9 

Interest cover 6.9 5.2 3.2 3.5 3.6 5.3 7.4 

Dividend payout ratio 31.0 % 26.1 % 37.1 % 20.0 % 20.0 % 20.0 % 20.0 % 

Asset utilisation        

Capital employed turnover 2.2 1.8 1.6 1.5 1.4 1.7 1.8 

Operating assets turnover 3.6 3.2 2.6 2.0 2.0 2.3 2.6 

Plant turnover 5.2 5.7 3.9 2.7 2.7 3.2 3.8 

Inventory turnover (sales/inventory) 9.6 9.9 11.4 11.4 10.0 9.0 9.0 

Returns        

ROCE 25.0 % 21.7 % 14.0 % 13.6 % 14.2 % 17.7 % 22.9 % 

ROE 35.7 % 24.8 % 16.1 % 18.9 % 20.4 % 24.3 % 27.2 % 

Other        

Interest paid / avg. debt 6.7 % 7.7 % 7.5 % 6.0 % 5.9 % 5.3 % 5.6 % 

No.  employees (average) 389 392 420 457 480 494 509 

Number of shares 4.1 4.1 4.1 4.1 4.1 4.1 4.1 

DPS 0.4 0.3 0.3 0.2 0.2 0.4 0.5 

EPS reported 1.13 0.96 0.67 0.92 1.19 1.81 2.64 

Valuation ratios        

P/BV 8.3 6.8 6.3 5.4 4.5 3.5 2.7 

EV/sales 1.6 1.6 1.6 1.5 1.4 1.1 0.9 

EV/EBITDA 9.6 9.2 12.0 10.7 9.1 6.9 5.2 

EV/EBITA 12.6 12.0 17.1 16.6 13.4 9.8 6.9 

EV/EBIT 14.5 14.6 20.2 19.4 15.3 11.0 7.6 

EV/FCF 319.7 356.6 -14.2 -6.7 -38.2 31.1 18.0 

Adjusted FCF yield 6.5 % 6.5 % 5.2 % 5.5 % 6.6 % 8.8 % 11.8 % 

Dividend yield 1.3 % 0.9 % 0.9 % 0.7 % 0.9 % 1.4 % 2.0 % 

Source: Company data, Hauck & Aufhäuser   
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Disclosures regarding research publications of Hauck & Aufhäuser Privatbankiers KGaA 
pursuant to section 34b of the German Securities Trading Act (WpHG) and the regulations 
of the German Financial Analysis Ordinance (FinAnV) 

 

 
  

Pursuant to section 34b of the German Securities Trading Act (WpHG) and section 5 of the Financial Analysis Ordinance (FinAnV) a research 
report has to point out possible conflicts of interest in connection with the analysed company. A conflict of interest is presumed to exist in 
particular if Hauck & Aufhäuser Privatbankiers KGaA 

 

(1) or its affiliate(s) was, within the past twelve months, a member in a consortium that acquired the financial instruments of the analysed 
company, 

(2) has entered into an agreement on the production of the research report with the analysed company, 

(3) or its affiliate(s) has, within the past twelve months, been party to an agreement on the provision of investment banking services with the 
analysed company or have received services or a promise of services under the term of such an agreement, 

(4) or its affiliate(s) holds 5% or more of the share capital of the analysed company, 

(5) or its affiliate(s) regularly holds a trading position in shares of the analysed company or derivatives thereof, 

(6) or its affiliate(s) manages the financial instruments of the analysed company on the basis of an existing contractual relationship, 

(7) or the analyst has any other significant financial interests relating to the analysed company such as, for example, exercising mandates in 
the interest of the analysed company. 

(8) The research report has been made available to the company prior to its publication. Thereafter, only factual changes have been made to 
the report. 

Conflicts of interest that existed at the time when this research report was published: 

Company Disclosure 

paragon AG 5, 8 

 

Historical target price and rating changes for paragon AG in the last 12 months 

Initiation coverage 

15-February-16 

 

 

 

 

 

 

 

 

 

 

 
Hauck & Aufhäuser distribution of ratings and in proportion to investment banking services 

Buy 65.35 % 100.00 %  

Sell 6.30 % 0.00 %  

Hold 28.35 % 0.00 %  
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1. General Information/Liabilities 
This research report has been produced for the information purposes of institutional investors only, and is not in any way a recommendation, offer 
or solicitation to buy or sell the financial instruments mentioned herein. The document is confidential and is made available by Hauck & Aufhäuser 
Privatbankiers KGaA, exclusively to selected recipients [in DE, GB, FR, CH, US, Scandinavia, and Benelux or, in individual cases, also in other 
countries]. A distribution to private investors in the sense of the German Securities Trading Act (WpHG) is excluded. It is not allowed to pass the 
research report on to persons other than the intended recipient without the permission of Hauck & Aufhäuser Privatbankiers KGaA. Reproduction 
of this document, in whole or in part, is not permitted without prior permission Hauck & Aufhäuser Privatbankiers KGaA. All rights reserved. 

 
Under no circumstances shall Hauck & Aufhäuser Privatbankiers KGaA , any of its employees involved in the preparation, have any liability for 
possible errors or incompleteness of the information included in this research report – neither in relation to indirect or direct nor consequential 
damages. Liability for damages arising either directly or as a consequence of the use of information, opinions and estimates is also excluded. 
Past performance of a financial instrument is not necessarily indicative of future performance. 
 
2. Responsibilities 
This research report was prepared by the research analyst named on the front page (the ʺProducerʺ). The Producer is solely responsible for the 
views and estimates expressed in this report. The report has been prepared independently. 
The content of the research report was not influenced by the issuer of the analysed financial instrument at any time. It may be possible that parts 
of the research report were handed out to the issuer for information purposes prior to the publication without any major amendments being made 
thereafter. 
 
3. Organisational Requirements 
Hauck & Aufhäuser Privatbankiers KGaA took internal organisational and regulative precautions to avoid or accordingly disclose possible conflicts 
of interest in connection with the preparation and distribution of the research report. All members of Hauck & Aufhäuser Privatbankiers KGaA 
involved in the preparation of the research report are subject to internal compliance regulations. 
No part of the Producer’s compensation is directly or indirectly related to the preparation of this financial analysis. 
 
4. Information Concerning the Methods of Valuation/Update 
The determination of the fair value per share, i.e. the price target, and the resultant rating is done on the basis of the adjusted free cash flow (adj. 
FCF) method and on the basis of the discounted cash flow – DCF model. Furthermore, a peer group comparison is made. 
 
The adj. FCF method is based on the assumption that investors purchase assets only at a price (enterprise value) at which the operating cash flow 
return after taxes on this investment exceeds their opportunity costs in the form of a hurdle rate of 7.5%. The operating cash flow is calculated as 
EBITDA less maintenance capex and taxes. 
 
Within the framework of the DCF approach, the future free cash flows are calculated initially on the basis of a fictitious capital structure of 100% 
equity, i.e. interest and repayments on debt capital are not factored in initially. The adjustment towards the actual capital structure is done by 
discounting the calculated free cash flows with the weighted average cost of capital (WACC), which takes into account both the cost of equity 
capital and the cost of debt. After discounting, the calculated total enterprise value is reduced by the interest-bearing debt capital in order to arrive 
at the equity value. 
 
Hauck & Aufhäuser Privatbankiers KGaA uses the following three-step rating system for the analysed companies: 
 
Buy: Sustainable upside potential of more than 10% within 12 months 
Sell: Sustainable downside potential of more than 10% within 12 months. 
Hold: Upside/downside potential is limited. No immediate catalyst visible. 
 
NB: The ratings of Hauck & Aufhäuser Privatbankiers KGaA are not based on a performance that is expected to be “relative“ to the market. 
 
The decision on the choice of the financial instruments analysed in this document was solely made by Hauck & Aufhäuser Privatbankiers KGaA. 
The opinions and estimates in this research report are subject to change without notice. It is within the discretion of Hauck & Aufhäuser 
Privatbankiers KGaA whether and when it publishes an update to this research report. 
 
5. Major Sources of Information 
Part of the information required for this research report was made available by the issuer of the financial instrument. Furthermore, this report is 
based on publicly available sources (such as, for example, Bloomberg, Reuters, VWD-Trader and the relevant daily press) believed to be reliable. 
Hauck & Aufhäuser Privatbankiers KGaA has checked the information for plausibility but not for accuracy or completeness. 
 
6. Competent Supervisory Authority 
Hauck & Aufhäuser Privatbankiers KGaA are under supervision of the BaFin – German Federal Financial Supervisory Authority 
Bundesanstalt für Finanzdienstleistungsaufsicht), Graurheindorfer Straße 108, 53117 Bonn and Marie-Curie-Straße 24 – 28, 60439 Frankfurt a.M. 
 
7. Specific Comments for Recipients Outside of Germany 
This research report is subject to the law of the Federal Republic of Germany. The distribution of this information to other states in particular to the 
USA, Canada, Australia and Japan may be restricted or prohibited by the laws applicable within this state. 
This document is only being distributed to and is only directed at (i) persons who are outside the United Kingdom or (ii) to investment professionals 
falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the „Order“) or (iii) high net worth 
entities, and other persons to whom it may lawfully be communicated, falling within Article 49(2)(a) to (d) of the Order. This document shall not be 
made available - whether directly or indirectly - to another group of people in or from the United Kingdom. 
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