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Growing earnings power »
Bubenzer acquisition increases internationalisation and diversification »
Demand and order backlog at a high level »

Price potential confirmed: target price € 42 »
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Schaltbau

11 October 007

Event: Company Update
Schaltbau remains on a solid upward trend

Given the strong demand for railway infrastructure and industrial products, and the
substantial order backlog, we evaluate positively Schaltbau Group’s expanding in-
ternationalisation and diversification. We are therefore marginally raising our earn-
ings estimates and confirm our Buy rating, as well as our target price of €42.

Share data EPS EV/Sales EV/EBIT PER
current previous
2006 2,67 2,67 0,6 10,7 13,9
2007e 3,64 3,53 0,5 8,6 10,2
2008e 4,52 4,17 0,5 7,4 8,2
2009e 5,14 4,87 0,5 6,8 7,2
Company data Revenues EBITDA EBIT EBIT margin ~ Net Profit
€m €m €m in % €m
2006 212,7 16,8 11,8 0,1 5,0
2007e 232,2 20,1 14,3 0,1 6,8
2008e 248,2 22,6 16,4 0,1 8,5
2009e 256,0 23,8 17,5 0,1 9,6

Change the sales mix improves earnings power.

Strong demand for railway as well as industrial products is reflected in the his-
torically high order backlog.

Good capacity utilisation ensures higher margins via economies of scale.

Acquisition of the Bubenzer Group strengthens Schaltbau’s activities outside
Germany and makes the group the leading international company for crane
brakes in the maritime sector.

® The capital investment backlog at Deutsch Bahn AG is unwinding and leads us to
anticipate further orders.

Please note the disclaimer on the last page of this study.
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Valuation

Multiple-based valuation

Share price Enterprise EV/Sales EV/EBITDA PER
10 October 2007  Value (€m) 2007e 2008e 2007e 2008e 2007e 2008e

Diirr 34,40 € 651 0,44 0,43 12,2 9,2 22,4 15,5
Funkwerk 19,15 € 165 0,61 0,59 12,4 53 17,7 11,9
GEA Group 25,82 € 4657 0,91 0,84 12,0 29,5 26,2 16,6
Gildemeister 20,44 € 981 0,65 0,61 8,9 1,8 19,5 15,6
Heidelberger Druck 31,85 € 3533 0,89 0,83 9,9 6,3 13,5 10,7
Jungheinrich 31,68 € 1029 0,51 0,48 73 47 13,0 10,6
Krones 58,99 € 1835 0,86 0,80 12,2 8,4 19,1 15,3
Kénig & Bauer 25,42 € 450 0,25 0,24 8,1 2,0 10,3 9,2
Rheinmetall 59,79 € 2961 0,75 0,71 11,1 27,7 14,4 10,9
Vossloh 79,63 € 1315 1,00 0,95 9,8 2,8 15,2 13,5
mean 0,69 0,65 10,4 9,8 17,1 13,0
Schaltbau 36,70 € 126 0,54 0,49 88 7,7 10,2 8,2
difference to mean -21,0% -24,2% -15,5% -21,6% -40,6% -37,0%

Source: LBBW

® In our estimation, Schaltbau Group’s significant upward trend in sales and
earnings is still not adequately reflected in the stock market valuation.

® Based on 2007 multiples, Schaltbau has a lower valuation compared to the
peer group. With a PER of 10.2 as well as EV/Sales and EV/EBIT multiples of
0.54 and 8.8, respectively, Schaltbau’s multiples are significantly lower than
the peer group.

® The discrepancy is also just as evident in forecasts for 2008. We see further
price potential for the Schaltbau stock given the continued earnings dynamic
at the operating level and given a rapid and successful integration of the
Bubenzer acquisition.

Discounted cash flow valuation

B We rely on a three-phase model to derive the free cash flow. The detailed pro-
jection period from 2007 to 2009 is based on explicit cash flow projections. In
the second phase (2010 to 2016) free cash flows are generated using value
drivers. In the third phase we have calculated the terminal value. We assume
here a growth rate of 0.5%.
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B Our model is based on the following assumptions.

DCF model assumptions

Risk free interest 4,3%
Market risk premium 4,8%
Beta-factor 1,0
Cost of equity 9,1%
Cost of debt 5,1%
Target equity ratio 90,0%
WACC 8,7%
Terminal growth rate 0,5%

Source: LBBW

m The free cash flow projections show the following picture:

Free cash flow (€m) 2007e  2008e  2009e  2010e 2011e 2012e 2013e 2014e 2015e  2016e

Revenues 232 248 256 262 269 273 277 280 283 285
Growth (yoy) 92% 6,9% 31% 2,5% 2,5% 1,5% 1,5% 1,0% 1,0% 1,0%
EBIT 14 16 18 18 18 18 19 19 19 19
EBIT margin 6,2% 6,6% 6,8% 6,7% 6,7% 6,7% 6,7% 6,7% 6,7% 6,7%
- Income tax on EBIT 3 4 4 4 5 5 5 5 5 5
Tax rate 17,5%  232%  24,0% 250% @ 250% @ 250% @ 250% @ 250% @ 250% @ 250%
+ Depreciation & amortization 6 6 6 7 7 7 7 7 7 7
in % of revenues 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5%
Pension provisions 19 19 19 21 21 21 22 22 22 22
in % of revenues 8,3% 7,7% 7,4% 8,0% 7,8% 7,8% 7,8% 7,8% 7,8% 7,8%
+ Change of pension provisions -0,1 -0,1 -0,1 2,0 0,0 0,3 0,3 0,2 0,2 0,2
= Operating cash flow 17 19 20 22 20 21 21 21 21 22
- Capital expenditure 8 7 6 7 7 7 7 7 7 7
in % of revenues 3,3% 2,8% 2,6% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5% 2,5%
Net working capital 26 28 28 29 30 30 30 31 31 31
in % of revenues 11,1% 11,1% 11,0% 11,0% 11,0% 11,0% 11,0% 11,0% 11,0% 11,0%
- Change of net working capital 3 2 1 1 1 0 0 0 0 0
= Free cash flow 7 10 13 14 13 14 14 14 14 14
Present value 7 9 1 1 9 9 8 8 7 7

Source: LBBW

®m Based on the DCF method, we derive a valuation of €44.18 per share. Compar-
ing with the current share price as well as the multiple-based valuation indi-

cates further share price potential.
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Calculation of fair value per share (€m)

Present value of free cash flow in planned years 85
+ Present value of terminal value 81
= Enterprise value 166

Share of TV on enterprise value 48,8%
- Net financial debt 62
- Pension liabilities 19
- Minority interests 2
= Market capitalization 83
/ Number of shares (m) 1,87
Fair value per share 44,18

Source: LBBW

Recommendation

Given the strong demand for railway infrastructure and industrial products, and
the substantial order backlog, we evaluate positively Schaltbau Group’s expanding
internationalisation and diversification. We are therefore marginally raising our
earnings estimates and confirm our Buy rating, as well as our target price of € 42.

Development current business year

Schaltbau H1/2007 H1/2006

€m y-0-y
order intake 131,1 115,0 14,0%
order backlog 151,0 117,8 28,2%
net sales 109,7 106,2 3,3%
EBIT 7,3 5,8 25,9%
EBIt margin 6,7% 55% 21,8%
net earnings 4.9 3,2 53,1%
EPS 2,15 1,29 66,7%

B The significant increase in demand both in the railway as well as in the indus-
trial sector is reflected in the substantial gain in orders and earnings. Particu-
larly Schaltbau is currently profiting from the strong domestic market.

B Both segments are currently making a positive contribution in improving the
EBIT margin. Particularly the smaller segment Stationary Transportation Tech-
nology (ca. 29% of total sales), the EBIT margin increased sharply in the first
half from 8.6% last year to now 11.2%. This was largely due to a shift in the
sales mix in favour of higher margin product groups.

® The considerable decline in the tax rate to ca. 16% was evident in the dispro-
portionate increase in net profit (+53.1%). In our estimation, this is due to de-
ferred taxes and particularly the exceptionally strong short-term earnings con-
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tribution from foreign subsidiaries (primarily the low-tax regions in China). We
believe this is a temporary effect and that taxation will normalise at a higher
level in future (sustained 25%).

Outlook

We anticipate that the improvement will continue in the fiscal year 2007 and
2008. Our assumption is supported by the strong order backlog (€151m),
which will probably ensure good capacity utilisation and a better margin due
to economies of scale. However, we expect order intake to stabilise at a high
level, albeit lower than the record level currently (LBBW 2007e: range €240-
250m).

The driving force will probably be the positive medium-term economic growth
prospects for Germany and those foreign markets relevant to Schaltbau (pri-
marily Europe and China).

The apparent unwinding in the investment backlog in infrastructure at
Deutsche Bahn (e.g. safety systems for level crossings) will provide further
momentum. It should be positively stated here that the Schaltbau Group has a
broadly diversified customer base and even a substantial contract from DB AG
should not lead to a significant dependence on this client (DB AG sales contri-
bution currently ca. 12%).

Schaltbau has implemented measures (including personnel measures) to opti-
mise the cost structure in the volatile door systems business for buses and
trains, where margins are temporarily below the level for the entire group. We
anticipate the initial stabilising impact in 2007 and 2008, which will probably
develop into a sustained margin improvement from 2009 onwards.

The acquisition of Bubenzer Group, as of 1 July 2007, was an important and,
in our opinion, necessary step in expanding Schaltbau’s international activi-
ties. The industrial brakes manufacturer (sales ca. €26m and 115 employees)
has subsidiaries in the USA and Malaysia, and generates over 80% of its sales
from exports. Overall, at group level, the foreign contribution would increase
from ca. 41% to approximately 46%.

In addition to the internationalisation aspect, the acquisition will increase the
significance of the industrial business (>24% in 2008e) and, at the same time,
reduce dependence on public sector clients - which is characteristic for the
railway business.

As a result of acquiring the Bubenzer Group’s product and customer portfolio,
which complements that of Schaltbau, its subsidiary Pintsch Bamag will be-
come one of the leading international market participants for crane brakes in
the maritime sector (according to the company, the global market leader with
a ca. 35% market share). However, in our estimation, the dominant market po-
sition will impact earnings in 2008 at the earliest. The initial earnings increase
firstly depend on the successful integration of the family-run company (e.qg.
unified reporting, compensation for the transaction costs).

The Schaltbau Group will increasingly operate in an attractive market in future.

Global growth in maritime trade is estimated at ca. 8-9% in the medium term,
whereby it is increasingly evident that port capacities (e.g. construction of
loading and unloading systems) will become a bottleneck. With products such

as navigation marks and crane brakes, Schaltbau is in a good position to bene-
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fit from this market potential.

Parallel to the acquisition of the Bubenzer Group, the group is simultaneously
reorganising Schaltbau GmbH’s current US activities. In our view, these are the
right strategic measures to boost the US market’s lucrative potential, given the
fact that after decades of neglecting the railway infrastructure in the USA in-
vestments will reach a record level of USD 9.4bn in 2007 alone. Further major
investments are already planned for subsequent years.

The company laid the foundation for organic growth in issuing a convertible
bond (volume ca. €8.5m) and created room for manoeuvre with future acquisi-
tions. The financial market’s confidence was reflected in the fact that the con-
vertible bond was oversubscribed by several times.

Furthermore, it should be noted that the weak equity in the holding (€-6.4m as
of 30/6/2007) will be compensated economically by the near-equity form of
the profit-sharing rights (€7.0m) and these give the balance sheet a solid
structure. We anticipate that, if the favourable operating performance contin-
ues, equity will probably be balanced in 2008 at the earliest.
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Profit & Loss Account FY FY FY FY FY

€m 2005 2006 2007e 2008e 2009e
Net sales 203,9 212,7 232,2 248,2 256,0
Change y-0-y -5,2% 43% 92% 6,9% 31%
Change in finished goods 0,7 3,1 0,0 0,0 0,0
Total performance 204,5 215,8 232,2 248,2 256,0
Change y-o-y -4,5% 55% 7,6% 6,9% 31%
Costs of materials -103,7 -110,3 -118,0 -126,0 -130,0
Gross profit 100,9 105,5 114,2 122,2 126,0
Gross profit margin 49,5% 49,6% 492% 492% 492%
Personal expenses -70,4 -71,9 -78,0 -83,2 -85,5
Depreciation -5,0 -5,0 -5,8 -6,2 -6,3
Other operating income 45 2,7 2,2 2,5 2,9
Other operating expenses -17,9 -19,5 -18,9 -18,9 -19,6
EBIT 12,1 11,8 13,7 16,4 17,5
EBIT margin 59% 55% 59% 6,6% 6,8%
Financial income -4,2 -3,2 -3,2 -3,5 -3,0
Extraordinary income 0,0 0,0 0,0 0,0 0,0
Extraordinary expenses 0,0 0,0 -0,5 0,0 0,0
EBT 7,9 8,6 10,0 12,9 14,5
EBT margin 3,9% 4,0% 4,3% 52% 57%
Income taxes -2,8 -2,6 -2,4 -3,0 -3,5
Tax rate 36,0% 29,9% 24,0% 23,3% 24,1%
Minority interests -1,1 -1,1 -1,4 -1,5 -1,4
Net earnings 3,9 5,0 6,2 8,4 9,6
Earnings per share in € 2,34 2,67 3,64 4,52 5,14
galance sheet 2005 2006 2007e 2008e 2009e
m

Assets 136,7 140,0 150,2 160,9 169,7
Goodwill 1,8 1,8 6,8 6,8 6,8
Other intangible assets 4,0 4,4 4,4 4,4 4,4
Tangible assets 38,0 371 37,2 37,2 37,2
Financial assets 5,0 59 6,2 6,6 6,9
Other fixed assets 10,2 10,1 10,1 10,1 10,1
Long-term assets 59,1 59,3 64,8 65,0 65,4
Inventories 39,9 42,3 46,2 49,1 50,4
Trade receivables 27,9 28,3 31,3 33,5 34,6
Other receivables and assets 5,5 5,5 6,3 6,5 6,7
Cash and cash equivalents 4,4 4,6 1,6 6,8 12,7
Short-term assets 77,6 80,7 85,4 95,9 104,3
Equity and liabilities 136,7 140,0 150,2 160,9 169,7
Equity -18,4 -12,3 -6,6 1,4 10,6
Minority interests 1,3 2,2 4,1 6,1 8,0
Pension provisions 19,5 19,3 19,2 19,1 19,0
Other provisions 21,8 22,3 24,6 26,3 27,1
Financial liabilities 53,3 52,9 48,0 43,0 38,0
Trade payables 16,8 17,3 19,0 20,4 21,0
Other liabilities 423 38,3 41,8 447 46,1
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Cash flow statement 2005 2006 2007e 2008e 2009e
€m

Consolidated net profit 5,0 6,0 6,2 8,4 11,0
Depreciation 5,1 5,1 58 6,2 6,3
Chnage in pension provisions -0,1 -0,2 -0,1 -0,1 -0,1
Change in working capital -9,9 -59 -0,2 0,6 0,3
Other changes 9,4 3,8 1,4 0,6 -0,1
Cash flow from operating activities 9,5 8,8 13,1 15,8 17,4
Capital expenditure -53 -4,8 -11,5 -6,7 -6,9
Diposals/divestments 0,0 0,2 0,2 0,2 0,3
Other Changes -0,2 -0,4 0,5 0,6 -0,2
Cash flow from investing activities -54 -5,0 -10,8 -59 - 6,9
Proceeds from capital increase 5,3 0,0 0,0 0,0 0,0
Dividend payment 0,0 -0,1 -0,5 -0,5 -0,5
Change in financial liabilities -12,0 -0,4 -49 -5,0 -5,0
Other changes -1,6 -3,0 -0,7 0,7 0,7
Cash flow from financing activities -8,3 -3,5 - 6,1 - 4,7 -4,8
Other changes 0,1 -0,1 0,4 0,0 0,0
Change in cash and cash equivalents -4,1 0,2 -3,3 5,2 5,8
Cash and cash equivalents at start of year 8,5 4,4 4,6 1,3 6,5
Cash and cash equivalents at end of year 4,4 4,6 1,3 6,5 12,3
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Please note
This research report is impartial investment research. A copy of our policy on impartial investment research is available
on request. Please note that the individuals who prepared this research report may also be involved in the preparation of

non-impartial research.

This research report and the information contained therein is furnished and has been prepared solely for information
purposes by LBBW. It is furnished for your private information with the express understanding, which recipient acknowl-
edges, that it is not an offer or solicitation to buy, hold or sell, or a means by which such securities or related derivatives

may be offered or sold.

This research report is not an invitation nor is it intended to be an inducement to engage in investment activity for the
purpose of section 21 of the Financial Services and Markets Act 2000 of the United Kingdom ("FSMA"). To the extent that
this research report does constitute such an invitation or inducement, it is directed only at (i) persons who are invest-
ment professionals within the meaning of Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promo-
tion) Order 2001 (as amended) of the United Kingdom (the "Financial Promotion Order"); or (ii) persons who fall within
Articles 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order
(all such persons together being referred to as "relevant persons”). Any investment or investment activity to which this
research report relates is available only to such persons and will be engaged in only with such persons. Persons who are

not relevant persons should not rely on this research report.

The information in this report has been obtained by LBBW from sources reasonably believed to be reliable. LBBW can not
verify such information, however, and because of the possibility of human or mechanical error by our sources, LBBW or
others, no representation is made by LBBW that the information contained in this report is accurate in all material re-
spects, reliable or complete. LBBW does not accept any liability for the accuracy, adequacy, or completeness of any in-
formation and is not responsible for any errors or omissions or the result obtained from the use of such information.
None of LBBW, its affiliates, directors, officers or employees shall have any liability whatsoever for any indirect or conse-
quential loss or damage arising from any use of this report. The recommendations contained in this report are state-
ments of opinion and not statements of fact. Changes to assumptions, opinions and estimates may be made without no-

tice and may have a material impact on any performance detailed.

Percentage of companies within this rating category
Buy Hold Sell
55.3% 31.8% 12.9%

Rating History

Date Rating
11/14/2005 Buy

Historic information on performance is not indicative of future performance. LBBW may have issued, and may in the fu-
ture issue, other reports that are inconsistent with, and reach different conclusions from, the information presented in
this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and LBBW is under no obligation to ensure that such other reports are brought to the attention of any recipient of
this report. However, where a recommendation in a research report differs from the recommendations in this report,
concerns the same security, derivative or issuer and is issued within twelve months of this report, LBBW will indicate

clearly and prominently such change and the date of this report in the new report.

Nothing in this report constitutes legal, accounting or tax advice. This report has no regard to the specific investment
objectives, financial situation or needs of any specific recipient. Investments in general involve some degree of risk. The
investments discussed in this document may not be suitable for all recipients and an investor may not get back the
amount originally invested. Recipients should make their own investment decisions based upon their own financial objec-

tives and financial resources. If in doubt, prior to taking any investment decision recipients should contact an investment
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adviser. Where investment is made in currencies other than the investor's base currency, movements in exchange rates

will have an effect on the value, either favourable or unfavourable. Levels and bases for taxation may change.

This document is intended for the benefit of market counterparties and intermediate customers (as detailed in the UK Fi-

nancial Service Authority's rules).

Distributed in the UK by LBBW, which is authorised and regulated by the Financial Services Authority.

Please note that LBBW or an associated enterprise of LBBW
- has made an agreement on the production of financial analyses relating to the issuer or its financial instru-

ments



