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AROBS has posted disappointing 1H24 earnings, as falling orders for embedded software from automotive
customers collided with sticky cash wage costs; while the 1H24 revenues contracted by 6% yoy, wages
(excluding the employee share option scheme; ESOP) were 13% higher yoy. Wages now represent c.65% of
the cash opex, vs. c.59% in 1H23 (the FY22 figure was c.46%). The company has announced remediating
steps already, including headcount cuts in the software services segment and a 5-10% reduction in the pay
for selected managers; these should bring a modicum of relief in 2H24E, as should the still ongoing
integration of the companies acquired over the past couple of years. All this should better position the
company for the uptick in 2H24E revenues that management still expects; for the moment, however, we
believe that investors will want the proof that customers are reopening their wallets, before revisiting the
story.

NEGATIVE

On 30 August, after the market closed, AROBS reported 2Q24 adjusted net profit of RON 2.4m (-71% yoy), on
revenues of RON 101.2m (-6% yoy) and adjusted EBITDA of RON 13m (-44% yoy). In absolute terms, the biggest
contribution to the 2Q24 RON 10.6m yoy contraction in the adjusted EBITDA was the RON 6.9m drop in revenues,
follow by a RON 2.4m increase in cash costs excluding wages and, finally, a RON 1.3m increase in cash wages.
For the whole of 1H24, the RON 16.5m yoy contraction in the adjusted EBITDA was led by lower revenues and
higher cash wages – RON 12.6m and RON 13.2m, respectively – and a RON 9.3m reduction in other cash costs,
especially third-party expenses, e.g., external software contractors.

In our view, the biggest structural issue for FY24E will be on the side of wage costs, which the company is
addressing partly via the announced 5-10% reduction in the pay for selected managers – which should save c.RON
0.5m on a quarterly basis – and an unspecified headcount reduction in the software development bench (mostly
junior staff). The company will be able to quantify the savings from the latter, according to management, once the
budget for September-December has been finalised. Management is taking measured steps on the headcount
front, as it is loath to lose development talent during what, in its telling, is a market trough, but it is prepared to cut
deeper if the negative revenues trends continue.

The biggest issue in terms of the top line is falling revenues for software service, e.g., development, its largest
segment. Segment revenues fell by 10% yoy, to RON 80m, in 2Q24 (vs. flat revenues in 1Q24) and were,
overwhelmingly, driven by fewer contracts in its key business of embedded software for automotive manufacturers,
especially related to electrification. The 1H24 organic revenues in the segment fell by 18% yoy, to RON 98.3m,
while the acquired businesses, in total, grew by 21%, to RON 68.0m (these include embedded software
development for non-automotive application, e.g., healthcare and marine).

Additionally, there was a 77% drop in the revenues from integrated services, mainly IT contracts for the public
sector. Firstly, this was a timing issue – AROBS completed one big project in 1Q23 and booked revenues of RON
7.3m; however, since then, the quarterly revenues have been minimal (on average, c.RON 1.4m). The start of the
biggest project on AROBS’ books for FY24 has, moreover, been delayed, due to the timing of receiving EU funding.
Management hopes to have this contract signed and delivered partially starting only in 4Q24E.

The software products segment performed in line with our expectations, growing by 11% yoy, in 2Q24, to RON
19.6m. Both the organic – e.g., fleet telematics or accounting software – and acquired businesses contributed to
the growth, with the former up by RON 2.4m in 1H24, to RON 33.6m, and the latter RON 1.8m, to RON 4.2m.

WOOD FLASH
 

04 September 2024

Prague Sales, Trading, Research Tel.: +420 224 236 065 www.wood.cz

For our disclaimer, please see the back pages of this report.



AROBS: 2Q24 results        
RON m 2Q24 1Q24 2Q23 qoq yoy 1H24 1H23 yoy
Revenues 101.2 105.0 108.2 -4% -6% 206.3 218.8 -6%
Software services 80.0 86.4 88.6 -7% -10% 166.4 175.9 -5%
Software products 19.6 18.2 17.7 8% 11% 37.8 33.6 12%
Integrated systems 1.7 0.4 1.9 311% -11% 2.1 9.2 -77%
COGS -74.8 -75.2 -75.8 0% -1% -150.0 -150.9 -1%
Gross profit 26.4 29.9 32.4 -12% -19% 56.3 67.9 -17%
Gross margin 26.1% 28.5% 29.9%   27.3% 31.0%  
Adjusted EBITDA 13.4 20.6 24.0 -35% -44% 34.1 50.6 -33%
Adj EBITDA margin 13.3% 19.6% 22.2%   16.5% 23.1%  
EBITDA 12.0 16.8 18.0 -28% -33% 28.8 41.9 -31%
EBIT 4.1 9.7 11.0 -57% -62% 13.8 28.7 -52%
Pre-tax profit 4.4 10.5 11.5 -58% -62% 14.9 28.9 -48%
Net profit 2.4 8.0 8.4 -70% -71% 10.5 22.2 -53%
Adjusted net 4.3 11.7 14.7 -63% -70% 16.0 31.2 -49%

Source: Company data, WOOD Research; note: adjustments exclude the non-cash costs of the SOP and goodwill amortisation

Key takeaways from the 2Q24 earnings call

Regarding the FY24E guidance from April, the CEO said this may be updated – if necessary – during September
(the 1H24 revenues and adjusted EBITDA came in at 42% and 37% of the FY24E guidance, respectively). The
picture should be clearer, he explained, as discussions with customers resume after the summer break.

While the contracts from automakers for embedded software – related particularly to electrification – have
contracted, management sees demand growth in embedded software in other areas, e.g., healthcare, for
cybersecurity contracts and for AI products. Especially in cybersecurity, it is both getting incoming queries and
reaching out to existing business partners

The CEO sees a pick-up in the contract talks for software services after the summer and, according to the head of
the division, this should translate into revenues by the end of this year, or in early-2025E.

Infobest (software development based in Romania, but serving mostly the DACH markets) was consolidated for
one month in 2Q24. In 2023, it generated revenues of EUR 4.8m (c.RON 24m), so it should contribute meaningfully
to the top line in 2H24E.

AROBS will maintain the current higher level of S&M costs, including staffing, and key focus areas require more
marketing. Specifically, in 2H, it wants to consolidate its presence in the US, starting with a VP of Sales position,
and developing the sales team in the UK for Future Workforce (process automation).

The impact of the elimination of tax breaks for IT workers from January has increased AROBS’ wage bill by 5-10%
(so, by RON 6-12m in 1H24).

ESOP costs fell 20% in 1H24, to RON 7.0m; for FY24E, the CFO expects a reduction of 25% (our model includes a
27% drop).

M&A will focus on the SEE region, but also looking in the EU, the US and Türkiye.
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DISCLAIMER
Important Disclosures
This publication is issued by WOOD & Company Financial Services, a.s. (“WOOD&Co”) and/or one of its branches who are authorised and regulated by the Czech National Bank (CNB) as Home State regulator and in Poland 
by the Polish Financial Supervision Authority (KNF), in Slovakia by the National Bank of Slovakia (NBS), in Italy by the Companies and Stock Exchange Commission (CONSOB), in Ireland by the Central Bank of Ireland (CBI), 
in Romania by the Financial Supervisory Authority (ASF) and in the UK by the Financial Conduct Authority (FCA) as Host State regulators.

This investment research was prepared by the assignment of Bucharest Stock Exchange (having its registered office in Bucharest, 34-36 Carol I Avenue, 13-14th Floor, 2nd District, registered with the Trade Register under no 
J40/12328/13.07.2005, VAT Number RO, Unique Registration Code 17777754) (“BSE”) under the agreement which was concluded by and between BSE and WOOD&Co and WOOD&Co will receive a remuneration for this 
commitment. BSE shall not be liable for the content of this investment research, especially for the accuracy and completeness of the information therein and for the forecasts and conclusions. The views expressed in this 
investment research are those of WOOD&Co and can in no way be taken to reflect the official opinion of BSE. WOOD&Co is entitled to all copyrights regarding this investment research.

This investment research was completed on 03/09/2024 at 18:05 CET and disseminated on 04/09/2024 at 07:40 CET.

The meanings of the recommendations made in WOOD&Co.’s investment research are as follows:

BUY: The stock is expected to generate total returns of over 15% during the next 12 months, as measured by the price target.
HOLD: The stock is expected to generate total returns of 0-15% during the next 12 months, as measured by the price target.
SELL: The stock is expected to generate a negative total return during the next 12 months, as measured by the price target.
RESTRICTED: Financial forecasts, and/or a rating and/or a price target is restricted from disclosure, owing to Compliance or other regulatory/legal considerations, such as a blackout period or a conflict of interest.
UNDER REVIEW: Due to changes in the Research team, or other considerations indicated in WOOD&Co.’s investment research, the disclosure of a stock’s rating, and/or price target, and/or financial information are
suspended temporarily, until further notice.
NOT RATED: The stock is currently not rated. If applicable, the previous rating and/or price target should be relied upon no longer. The NOT RATED designation is not a recommendation or a rating.

As of the end of the last calendar quarter, the proportion of all WOOD&Co’s investment research vis-à-vis the proportion of subject companies that were investment banking clients over the previous 12 months is as follows:

BUY HOLD SELL Restricted NOT RATED UNDER REVIEW
Equity Research Coverage 60% 29% 7% 1% 3% n.a.
IB Clients 1% n.a. n.a. n.a. 1% n.a.

Any prices of financial instruments quoted in this investment research are taken as of the previous day’s market close on the home market unless otherwise stated.

Details of the methodologies used to determine WOOD&Co’s price targets and risk assessment related to the achievement of the targets are outlined throughout the most recent substantive report/note on the subject company.

It should be assumed that the risks and valuation methodology presented in daily news or flash notes, and not changing WOOD&Co’s estimates or ratings, are as set out in the most recent substantive research report/note on
the subject company and can be found on our website at https://research.wood.com.

WOOD&Co.’s policy is to update investment research as it deems appropriate, based on developments in the subject company, sector or market that may have a material impact on the views or opinions stated in the
investment research.  
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Description

1. The company currently is, or in the past 12 months was, a client of WOOD & Co or any of its affiliates for the provision of corporate finance/investment banking services.
2. In the past 12 months, WOOD & Co or any of its affiliates have received compensation for corporate finance/investment banking services from the company.
3. In the past 12 months, WOOD & Co or any of its affiliates have been lead manager or co-lead manager of a publicly disclosed offer of the company’s financial instruments.
4. In the past 12 months, WOOD & Co or any of its affiliates have acted as broker to the company.
5. WOOD & Co or any of its affiliates are market maker(s) or liquidity provider(s) in relation to financial instruments of the company.
6. In the past 12 months, WOOD & Co or any of its affiliates have provided to the company any services set out in Sections A and B or Annex I to the Directive 2014/65/EU of the European Parliament and of the Council,

other than services listed under points 1, 3, 4 or 5 above, or received compensation for such services from the company.
7. The authoring analyst or any individual involved in the preparation of this investment research have purchased/received shares in the company prior to a public offering of those shares; and the price at which they were

acquired along with the date of acquisition are disclosed above.
8. The authoring analyst or any individual involved in the preparation of this investment research has a direct ownership position in securities issued by the company.
9. A partner, director, officer, employee or agent of WOOD & Co and its affiliates, or a member of his/her household, is an officer, or director, or serves as an advisor or board member of the company.

10. WOOD & Co or its affiliates hold a net long or short position exceeding the threshold of 0,5% of the total issued share capital of the company, calculated in accordance with Article3 of Regulation (EU) No 236/2012 and
with Chapters III and IV of Commission Delegated Regulation (EU) No 918/2012.

11. The company owns more than 5% of the total issued share capital in WOOD & Co or any of its affiliates.

The authoring analysts who are responsible for the preparation of this investment research have received (or will receive) compensation based upon (among other factors) the overall  profits of WOOD&Co, which includes
corporate finance/investment banking, sales and trading and principal trading revenues. However, such authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or
more specific activities, or to recommendations contained in the investment research. One factor in equity research analyst compensation is arranging corporate access events/meetings between institutional clients and the
management teams of covered companies (with the company management being more likely to participate when the analyst has a positive view of the company).

WOOD&Co and its affiliates may have a corporate finance/investment banking or other relationship with the company that is the subject of this investment research and may trade in any of the designated investments
mentioned herein either for their own account or the accounts of their clients, in good faith or in the normal course of market making. Accordingly, WOOD&Co or their affiliates, principals or employees (other than the authoring
analyst(s) who prepared this investment research) may at any time have a long or short position in any such designated investments, related designated investments or in options, futures or other derivative instruments based
thereon.

WOOD&Co manages conflicts of interest arising as a result of preparation and publication of research through its use of internal databases, notifications by the relevant employees and Chinese Walls as monitored by
Compliance. For further details, please see our website at https://www.wood.cz/mifid-information/. 

The information contained in this investment research has been compiled by WOOD&Co from sources believed to be reliable, but (with the exception of the information about WOOD&Co) no representation or warranty, express
or implied, is made by WOOD&Co, its affiliates or any other person as to its fairness, accuracy, completeness or correctness. WOOD&Co has not independently verified the facts, assumptions, and estimates contained herein.
All estimates, opinions and other information contained in this investment research constitute WOOD&Co’ judgement as of the date of this investment research, are subject to change without notice and are provided in good
faith but without legal responsibility or liability.

WOOD&Co salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary trading desk that reflect opinions that are contrary to the opinions
expressed in this investment research. WOOD&Co’s affiliates, proprietary trading desk and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this
investment research.

This investment research is provided for information purposes only and does not constitute or form part of an offer or invitation or solicitation to engage in investment activity or to buy or sell any designated investments
discussed herein in any jurisdiction. As a result, the designated investments discussed in this investment research may not be eligible for offer or sale in some jurisdictions. This investment research is not, and under no
circumstances should be construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the business of a securities broker or dealer in that
jurisdiction.
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This investment research is prepared for general circulation to WOOD&Co’s clients and does not have regard to the investment objectives, financial situation or particular needs of any particular person. Investors should
consider this report as only a single factor in making their investment decision and obtain advice based on their own individual circumstances before making an investment decision. To the fullest extent permitted by law, none
of WOOD&Co, its affiliates or any other person accepts any liability whatsoever for any direct or consequential loss arising from or in connection with the use of this investment research.

For United Kingdom or European Economic Area (EEA) Residents:

In the United Kingdom, this investment research is only for persons of a kind described in Article 19(5) (Investment Professionals) and 49(2) (High Net Worth companies, unincorporated associations, etc.) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005. In the EEA, this investment research is only for persons who are professional clients within the meaning of Directive 2014/65/EU of the European Parliament
and of the Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU. This investment research is not intended to be distributed or passed on, directly or
indirectly, to any other class of persons. Accordingly, this investment research must not be acted on or relied on by any other class of persons. This material is not for distribution in the United Kingdom or EEA to persons
regarded as retail clients in their home jurisdictions. 

For United States Residents:

This investment research distributed in the United States by WOOD&Co, and in certain instances by Brasil Plural Securities LLC (“Brasil Plural”), a U.S. registered broker dealer, only to “major U.S. institutional investors”, as
defined under Rule 15a-6 promulgated under the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (“SEC”). This investment research is not
intended for use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research and are not a major U.S. institutional investor, you are instructed not to read, rely on or
reproduce the contents hereof, and to destroy this research or return it to WOOD&Co or to Brasil Plural. Analyst(s) preparing this report are employees of WOOD&Co who are resident outside the United States and are not
associated persons or employees of any U.S. registered broker-dealer. Therefore the analyst(s) are not be subject to Rule 2711 of the Financial Industry Regulatory Authority (“FINRA”) or to Regulation AC adopted by SEC
which, among other things, restrict communications with a subject company, public appearances and personal trading in securities by a research analyst. Any major U.S. Institutional investor wishing to effect transactions in any
securities referred to herein or options thereon should do so by contacting a representative of Brasil Plural. Brasil Plural is a broker-dealer registered with the SEC and a member of FINRA and the Securities Investor Protection
Corporation. Its address is 545 Madison Avenue, 8th Floor, New York, NY 10022 and its telephone number is 212-388-5613. WOOD&Co is not affiliated with Brasil Plural or any other U.S. registered broker-dealer.

The views and sentiments expressed in this investment research and any findings thereof accurately reflect the analyst’s truthful views about the subject securities and or issuers discussed herein.
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