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EBT at more than Euro 37m – Order book remains high at
Euro 7.1bn – Dividend suspended – P&L estimates again
slightly reduced - Target down to Euro 19.00, Buy affirmed
Two days ago, PORR published the 2019 annual report and confirmed the
prelims, which were released on 10 March. The numbers were in line with
the firm’s most recent guidance, which was revised in November in light of
an impairment charge for a project in Norway and the market situation in
Poland, and were on top of our then adjusted estimates. However, the previously announced dividend proposal of 40 cents per share was revoked.
Production output was at almost Euro 5.6bn, more or less unchanged to the
record levels of the previous year, 94% of which comes from the firm's
home markets. Business Unit 1, Austria and Switzerland made up for 51% of
the production output and recorded a slight growth of about 1%. Business
Unit 2, Germany stood for 18% and grew by about 7% in 2019. The international Business Unit 3 made up the remaining 29%. Here, a decline of about
6% was recorded in terms of production output and a significant decline
from Euro 6.6m to Euro -45m was recorded in terms of EBT. This sharp decline came as already announced with the profit warning in November from
one-offs in Poland and Norway. All in all the firm's pre-tax profit was at
Euro 37.4m, thus in accordance with the firm's most recent 2019 guidance
of an EBT of more than Euro 35m and also on top of our estimate of Euro
34.5m. This translates into a relatively low EBT margin of only 0.7% (FY
2018: 1.6%). The order backlog continues to be high and stood at almost
Euro 7.1bn at year-end, giving a good outlook to the coming years in terms
of the order book. The order intake was at more than Euro 5.5bn more than
12% below last year’s level, reflecting the more selective approach and
margin focus. Included here are some large-scale projects like the LK131
Railroad Kalina project in Poland with a Volume of almost Euro 240m or the
E81 motorway Sibiu in Romania with a volume of more than Euro 122m.
Looking at the effects from the current Corona Pandemic, while construction sites especially in Austria were shut down for some weeks, by now almost all sites are up and running again. The company stated that the temporary restrictions are having an effect on the business and that a serious
reevaluation of the given 2020 targets is not possible at present. We also
agree on the fact that the extent and duration of these implications is uncertain and precautiously reduced our P&L estimates again slightly, after
we already lowered these more significantly following the preliminary
numbers and the at that time given outlook by the firm.
As a consequence of the turbulent times and the uncertainty, the management decided to that no dividend is supposed to be paid out for 2019
as a precautionary measure and a sign of solidarity towards all stakeholders. While this might not be pleasant to some shareholders, we see
this decision as comprehensible. For the following years we believe that
the company will return to its former dividend policy of a targeted payout ratio of 30% to 50%, as also explicitly stated by the company. Due to
the reduced P&L estimates and the suspension of the dividend for 2019,
we reduce our target price from Euro 20.00 to Euro 19.00. Since our last
update, the PORR share has already recovered some of its losses, however, is still trading at a low level of below 15 Euros. Thus, we maintain
our Buy rating at an upside of more than 25%.
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The PORR 2025 transformation program is supposed to put
PORR in an optimal position in the coming years

Initiated in 2019, the PORR 2025 program addresses the growth of the recent years
and is supposed to put PORR in an optimal position for the profound shifts occurring in
the construction sector. With this program, the company subjected its activities to a
strategic review and implemented initiatives in the four areas of "markets/segments",
"Organisation", "Operations", and "Digital opportunities".

The firm has already made some progress and is working on the rapid implementation
of the program, e.g. the organisation has already been realigned, processes are being
standardised and cost structures are being analyzed and the first measures have been
implemented here. Further steps are to come and targets are set to be reached with
the outlined measures.

Source: company presentation
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Order backlog remains high at about Euro 7.1bn
The firm's order backlog more or less remained on the record levels of last year of
about Euro 7.1bn. This allows for a positive outlook for the coming years.

Source: company presentation

Included here are some top projects, some of which are already well in progress, but
some are also still at a very early stage.
The order intake on the other hand decreased by more than 12% in 2019 to Euro
5.54bn. This is the result of the firm's more selective approach for the acquisition of
new projects and the higher focus on the margins. Here the company's goal is to reach
an EBT margin of 3%. While the mentioned focus on margins is not yet visible in the
2019 results with an EBT margin of only 0.7%, we believe that the margin will grow in
the coming years. It was stated, that for example in the business unit 2, Germany,
more than 60% of the projects have already margins of 3% or more.
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Please note:
The PORR share price mentioned in this report is from 28 April 2020. PORR AG
mandated SRC Research for covering the PORR share.
Disclaimer © 2020: This equity research report is published by: SRC-Scharff Research und Consulting
GmbH, Klingerstr. 23, D-60313 Frankfurt, Germany (short name: SRC Research). All rights reserved.
Although we feel sure that all information in this SRC report originates from carefully selected sources with
high credibility, we cannot give any guarantee for accuracy, trueness and completeness. All opinions quoted
in this report give the current judgement of the author which is not necessarily the same opinion as SRCScharff Research und Consulting GmbH or another staff member. All the opinions and assessment made in
this report may be changed without prior notice. Within the scope of German regulative framework the
author and SRC-Scharff Research und Consulting GmbH do not assume any liability for this document or its
content being used. This report is solely for information purposes and does not constitute a request or an
invitation or a recommendation to buy or sell any stock that is mentioned here. Private clients should obtain
personal advice at their bank or investment house and should keep in mind that prices and dividends of
equities can rise and fall and that nobody can give a guarantee of the future development of equities. The
author of this report and the SRC-Scharff Research und Consulting GmbH commit themselves on a unsolicited basis to having no long or short-positions in equities or derivatives related to equities mentioned in
this report.
Reproduction, distribution or publishing this report and its content as a whole or in parts is only allowed
with approval of SRC management written form. With acceptance of this document you agree with all regulations mentioned here and all general terms and conditions you will find at anytime at our website
www.src-research.de.
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