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Atoss

Downgraded earnings I EUR 8.4
Year Sales EBIT EPS PER EV/ EV/
End (DEM m) (DEM m) (DEM) X EBITDA Sales
31 Dec (x) (x)
1999A 35.1 3.2 0.37 447 15.5 1.9
2000A 421 *0.4 (0.03) Neg 304 1.6
2001E 453 0.7 0.31 53.7 254 1.5
2002E 54.2 43 0.78 21.0 9.6 1.2
2003E 67.3 6.7 1.09 15.0 6.9 1.0

. *includes DEM 2.3m of investment return on short term assets

Although we anticipate revenues for the first half in line with market
expectations, we are downgrading to take account of the worsening
economic conditions. We downgrade our expectations from DEM 51m
revenue to DEM 45.2m revenue this year and EBT from DEM 6.3m to
DEM 2.5m. However, another large deal similar to the Deutsche
Telekom deal signed last year could still push estimates upward. We
downgrade our estimate to market perform, although the NPV still
appears to offer significant hope of outperformance at EUR 16, we do
not see any reason that will crystallise this value before Q3 is out of
the way, unless a major deal is signed.

Software revenues in Q2 are likely to come in below Q1 levels, and this is
a concern for us, since this is the core product and could affect future
revenues from maintenance and services, both currently strong.

The new version 2.4 of the Staff Efficiency Suite will not ship until the
middle of Q3. We believe customers are using this as a reason for inaction.

The company is likely to reaffirm its DEM 51m revenue forecast, but we
do not feel happy supporting this level of forecast given the worsening
economic situation and poor metrics at other software companies in this
sector.

The shares are backed by around DEM 57m of net cash (EUR7.2 a share).
We do not believe cash burn is significant, so the shares are trading pretty
close to cash value.

We still believe Atoss has a strong product portfolio and a convincing
benefit to customers, but we are puzzled by its failure to execute on the sales
front particularly given strong interest at CEBIT. Unless Atoss can increase
sales significantly, then we believe a further round of cost cuts may be
justified.
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Q2 preview

We already knew that Q2 would be below last year because of the
unflattering comparison with Q2 2000, which included the multi
million DEM Deutsche Telekom deal. However, revenue
performance and in particular software revenue performance appears
to have been lower than our expectations.

We anticipate that software revenue could turn out about DEM 1.5m
below Q1 revenues, although total revenues are in line due to a good
performance from maintenance and consulting. We believe this is a
significant shortfall because:

1. software is the core product. What we saw at CEBIT was
impressive, and customer interest was extremely keen. The
company has however not managed to turn high interest
levels into actual sales. Version 2.4 of the core SEM software
will be on the market in mid Q3 and a number of customers
appear to be sitting it out until this is available.

2. software is a key driver for both services and maintenance
revenue. The impact for future quarters is therefore likely to
be more substantial than the impact in this period implies.

On the services side, Atoss is actually performing quite well - 20%
plus growth in services revenues matches the performance of most of
the better consultancies.

Our forecasts are shown below. We believe these are conservative
forecasts but the company has indicated that there is a 20% margin of
error on current forecasts owing to the end-quarter loading of
contract signings.

Q2 % change H1 % change

Revenue 9.31 -24% 20.41 -2%
EBIT -1.93 N/a -2.21 13%
improvement

Cost cuts, as at other companies, are taking longer to implement than
to announce. However we do expect to see a benefit in the second
half of the year, with the average number of employees reduced by
10-12%. Cost control has been tight, but we feel a rather more severe
approach to cutting might have proved wise.

2 Disclaimer applies throughout the document

ICE SECURITIES



9
25 June 2001 Company: Atoss ﬁ;g

Valuation

We believe that fundamentally Atoss shares are undervalued. The
shares are now trading around the level of cash in the balance sheet,
and the 2002 PER of 21 times earnings appears relatively modest if
the company can return to historic growth patterns.

The problem is that the company has shown very variable
performance over the last four quarters in both revenue and
profitability. While Q4 2000 and Q1 2001 appeared to indicate an
underlying growth trend of 10-20%, this appears to be slowing, and
the benefits of cost cutting are taking longer than we expected to be
realised.

What will make the shares’ true value crystallise?

The company could outperform our expectations in these results. We
believe this is not unlikely, but we do not expect any marked
outperformance in software revenues for the end of the month. Atoss
have indicated that in software they believe there is a 20% margin of
error on forecasts - that equates to only 6% of total sales.

A single large deal could be brought in. We believe the company is
talking to a number of customers about significant (DEM 2m and
above) deals. The pipeline appears strong but it is getting the
signature on the dotted line that is crucial.

Q3 results may put the company back on track for both profitability
and revenue growth. However, we currently assess profitability for
that quarter as marginal, so that we cannot confidently forecast a
good Q3 result.

Sales of version 2.4 of the Staff Efficiency Suite should start in late
August or early September. If sales of this product do well, this
would be the clearest signal for us to start buying Atoss shares again.

Distributed and approved by: ICE Securities Limited is regulated by the Securities and Futures Authority. The information and opinions
in this document are based on sources believed to be reliable and are made in good faith, but no representation or warranty, express or
implied, is made or given as to their accuracy, completeness or correctness. All opinions expressed herein are subject to change without
notice. This document is for information purposes only, descriptions of any company or companies or their securities mentioned herein
are not intended to be complete and this document is not, and should not be construed as, an offer to buy or sell any securities.
Recipients of this document should note that share prices can fluctuate in value and may rise or fall against an investor’s interests. Not all
investments may be suitable for a particular individual, and if he has any doubts, then he should seek advice from his investment
adviser. The value of investments denominated in a foreign currency may be affected adversely by changes in rates of exchange. Past
performance of an investment is not necessarily a guide to future performance. Recipients of this document should note that investments
may not be readily realisable, and it may be difficult for an investor to sell or realise his investment, or to obtain reliable information
about its value or the extent of the risks to which it is exposed. ICE Securities Limited, its members, its directors and/or their families and
entities associated with any of them may have a long or short position in any of the securities mentioned in this document at any time
and may make a purchase and/or sale, or offer to make a purchase and/or sale, of any of the securities from time to time in the open
market or otherwise, in each case either as principals or as agents. This document may not be reproduced, distributed or published
elsewhere for any purpose.
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