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Feedback from Sapphire Now 2016 (Day 2): a simpler product roadmap
Fair Value EUR73 (+6%) NEUTRAL

As a follow-up to our comments published yesterday on the Sapphire Now 2016 event, and on top of
the analysts’ meeting, we met the CFO Luka Mucic and the Head of Business Networks & Apps Steve
Singh. Management remains committed to medium-term targets. Our key takeways from yesterday
are the following: 1). The simplified product roadmap should help adoption of S/4HANA, with the
goal of converting half of the Business Suite installed base by 2020; 2). Q2 is likely to be the fastest
growing quarter of 2016; 3). Business Networks are expected to see growth accelerate.

ANALYSIS

o  Simplifying the roadmap. Although SAP has 3,200 customers on S/4HANA, only 170 are “live”
(Sabre, Burberry, Under Armour, Siemens...), and have not had generated a significant percentage
of revenues so far. The product roadmap (available in a 12-page flyer), an increased number of live
references and the support of large systems integrators — under a “value assurance” contract — are
important for mass adoption of S/4HANA. SAP expects 1,000 S/4HANA will be gone “live” by end
2016 and half of its 30,000 Business Suite (customers will migrate to S/4HANA by 2020. At this
stage, the vast majority of S/4HANA deals are on-premise, but public cloud contracts are expected
to surge from 2018. The HANA Cloud Platform will enjoy growing importance going forward as SAP
has recently launched its APl framewok in order to help partners building apps on top of S/4HANA.
Finally, SAP relaunched its Bl in the cloud through Business Objects Cloud, which replaces its
Lumira Cloud and catches up on Tableau.

e Q2 likely to be the fastest-growing quarter of the year. Unsurprisingly, SAP reiterated confidence
in 2016 guidance (Cloud & Software up 6-8% at cc, non-IFRS op. profit of EUR6.4-6.7bn at cc) as
well as 2020 targets (sales of EUR26-28bn with a non-IFRS op. profit of EUR8-9bn) with the goal to
improve the operating margin from 2018. Q2 16 is likely to be strong on licence sales growth as
most of the deals postponed at the end of Q1 — licence sales in Q1 16 were down 10% Ifl — have
been closed since, and management is confident on flattish licence revenues for 2016. This implies
a decent Q3, but maybe some decline in Q4 given tough comps (+11% Ifl in Q4 15). On emerging
countries: 1). Brazil was weak in Q1 16 with very low licence sales, but looks to have reached the
trough; 2). China continues to perform quite well, and management is confident that this will
continue; 3). Russia has returned to growth Ifl since H2 15; 4). Middle-East is impacted by oil
prices. Finally, SAP reiterates its intention not to make big acquisitions until 2018. It will be
opportunistic and we deem machine learning is an area the company may look at on M&A.

e  Acceleration expected on Business Networks. Within cloud subscriptions up 33% Ifl in Q1 16,
Business Networks (Ariba, Concur, Fieldglass) were up 21% Ifl while other SaaS applications
(SuccessFactors, Cloud for Customer, Business ByDesign...) were up 51% Ifl. The growth rate of
Business Networks was a bit weak (Ariba was up just above the low double-digits after having
slowed down since H1 15), but is expected to accelerate in the coming quarters. On Concur,
penetration rate is already high in the US, but there is high potential in other geographies. On
SMEs, SAP intends to make further announcements highlighting its renewed focus in this areas,
and we understand this will imply more integration with the different business suites with cloud
apps and business networks. More investments are planned for pushing Ariba and Fieldglass in the
SME space, but also to make sure that software deployments will be affordable for SMEs.

VALUATION
®  SAP’sshares are trading at est. 13.5x 2016 and 12.3x 2017 EV/EBIT multiples.

e Net debt on 31* March 2016 was EUR3,365m (net gearing: 15%).
NEXT CATALYSTS

Q2 16 results on 20" July before markets open.
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a petiod of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

clements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 57.4%

Distribution of stock ratings

NEUTRAL ratings 33.3% SELL ratings 9.2%
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