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GARO - A well positioned company for future market demand 2022-04-23

Company background
Garo is a company based in Gnosjö, Sweden that was established
in 1939. Garo conducts business mainly in Sweden (69% of sales
came from Sweden in 2021) but they also have operations in
Norway, Ireland, Finland, UK and a few other countries as well.

Garo’s business idea is to develop, produce and sell innovative
electrical products on the European market. Garo is a
market-leading company in northern Europe. The current
workforce is about 500 employees and in 2021 their sales reached
an ATH of 1296 MSEK.

Case
The market for EV (electrical vehicles) chargers has been growing
a lot in recent years, and it is still expected to keep growing very
fast. Some analysts estimate that the market for EV charges could
have a CAGR of close to 40%. Most estimates range from 20- 40%
CAGR for the EV chargers market. With an already strong
position in the northern European market Garo could have a great
opportunity to benefit from this extremely fast growing trend.
With a sales increase of 14,5% (per share), on average for the last 5
years, this could be a sign that Garo is already benefiting from the
increase in demand for EVs.

Garo recently released their annual report for 2021 and they
delivered some amazing numbers compared to 2020. They
increased their sales by 24,6% to 1296 MSEK which is an all time
high for Garo. They also had an incredible ROC of 39,2% during
2021 and a profit margin of 12,9%. Though this might seem really
great at first glance we should keep in mind that there was an
ongoing pandemic during 2020 and 2021, which most likely have
caused a delay in business and shifted some of 2020’s sales into
2021.

All numbers in MSEK,
unless stated otherwise
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Garo is in a position where they could benefit greatly from multiple macro
trends that are driving a market where they already have a market leading
position. The opportunity that Garo should be seeing, with an expected
market growth of ≈30% is rarely experienced. Though the market has been
growing very fast and Garo has also been growing, Garo hasn't really lived up to
their expected growth rate, at least not when looking at profits.

According to BIL Sweden 55,6% of all cars are some sort of EV, either a plug-in
hybrid of an entirely electrical car. With the current sustainability trend, and with the
EU determined to reduce pollution, the portion of new vehicles sold has changed
greatly. Each year more and more EVs are produced and chargers to these vehicles
are increasing a lot each year.

Garo is just in the right position to meet the demand for the biggest macro-trend that
we are seeing right now. The trend is ofcourse the increasing awareness and
increasing demand for sustainability, which electrifications seems to be the solution
for. Just looking back a few years we can see how fast the society is changing from a
petrol-based transport system to an electrical one. Not only are cars changing but we
are now seeing planes, boats and buses being fueled by nothing more than electricity.

As we can see in the graph below we are far away from reaching our goals of a
zero-emission society. Even with an extremely fast changing market there are only
≈50% EVs among all Swedish cars. Looking globally we see that this number is even
lower. A total of 8,3% of all cars globally are electrical. Only looking at Sweden, and
assuming that each car needs 1 charger, the TAM for Garo would be almost 50% of
the entire Swedish car fleet.
Global BEV & PHEV sales ('000s) . Passenger auto registations (Sweden 2021)
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Patrik Andersson - CEO Holding: 204 200 shares
Patrik is the CEO of “Garo Group'' and “Garo AB”. He has a
long history of working within the electricity business. He
started as an electrician after graduating from an  electrician
focused high school, and has also been working as a seller.
In total, he has 25 years of work experience within the
electricity business. He was a board member for 4 years
before he  became chairman of the board at another
company. Though he lacks academic background, he has been working at Garo since
2008 and as a CEO since 2019. His extended experience within the field and
knowledge about the market should make him suitable as CEO.

Helena Claesson - CFO Holding: 550 shares
Helena has a background of working with economics. For 28
years she has been working with economics and has had both the
CFO, and CEO position earlier in her career. She holds a
bachelor’s degree in philosophy and has studied “executive
general manager” at Stockholm School of Economics

Daniel Emilsson - CTO Holding: 5000 shares
Daniel is holding a master’s degree in economics from School of
Business in Gothenburg and is also a civil engineer who graduated
from Chalmers in Gothenburg. Daniel has extensive education, and
work life experience, within product development and technology.

Håkan Davidsson - Purchasing & Logistics director Holding: -- shares
Håkan has no previous academic education but he has been
working with logistics earlier. He was an owner of Sordin AB
until 2005 and was working as CEO at Steelo AB until 2018.
Now he has been working as purchasing & logistics director at
Garo since 2018.

Niklas Rönnäng - Business Area Manager E-mobility
Holding: 2050 shares
Niklas was recently hired at Garo, during 2022, and is sitting as CEO of
the daughter company Garo E-mobility. Before becoming CEO he
worked with sales for 20 years.
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Rickard Blomqvist - Chairman of the board Holding: 622 500 shares
Rickard has a BSc in economics and has an extensive history of working with economics.
He has been working as a consultant for almost 12 years before he became CFO. He is
currently working as CEO at “Volador AB”, and has been doing so for the last 7 years. He
has also been a board member at “Edgeware AB” for 9 years.

Susanna Hilleskog - Board member Holding: -- shares

Susanna is holding a MSc in business administration and economics from Lunds
University. She has been working as sales manager, and sales director, for 24
years before starting as managing director at Trelleborg Wheel Systems Nordic.

Lars-Åke Rydh - Board member Holding: 2500 shares
Lars-Åke is a civil engineer with a MSc in industrial economics from Linköpings
university. He has extensive experience of being a board member and has been a
board member in multiple firms. He has been a member of the board at: Nolato,
Nefab, Garo, Söderbergsföretagen and Danfo, only to mention a few.

Ulf Hedlundh - Board member Holding: 1500 shares
Ulf has earlier been working as an analyst at the Alfred Berg Group and is
currently the CEO of Svolder, a big and popular Swedish investment

company. Ulf is holding an MSc in corporate finance.

Mari-Katharina Kadowaki - Board member Holding: 238 shares
Mari-Katharina is a civil engineer who has extensive operative experience within
the electricity sector. She has  been working for many years with electricity and
manufacturing and is currently CEO at the battery producer “saft”

Martin Althén - Board member Holding: -- shares
Martin is holding a MSc in industrial economy. Martin has had multiple
positions within manufacturing business and is working as CIO, and CEO at
Securitas and Securitas Services, respectively.

Johan Paulsson - Board member Holding: -- shares
Johan is also a civil engineer who is focused on electrical engineering. Johan has
experience from working as COO and Head of R&D. He is currently working as
CTO at Axis Communications AB.

Jonas Lohtander - Employe representant Holding: -- shares
Jonas is an electrician who has been working at Garo since 2012.
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Income statement,
2018-2024 2018 2019 2020 2021 2022e 2023e 20242

Sales MSEK 902 1008 1040 1296 1494 1663 1847

Sales/Share SEK 18 20 21 26 29 33 37

Gross profit MSEK 449 493 519 653 747 831 916

Operating profit MSEK 114 113 136 207 224 249 275

EBIT MSEK 106 110 123 208 213 237 261

Earnings MSEk 83 86 95 167 202 225 248

EPS SEK 1,65 1,71 1,91 3,33 4,04 4,50 4,96

Antal Aktier M 50 50 50 50 50 50 50

Utdelning SEK 0,80 0,00 0,95 1,40 1,74 2,04 2,30

Balance sheet 2018 2019 2020 2021 2022e 2023e 2024e

Assetts MSEK 566 657 743 937 1067 1191 1437

Cash MSEK 8 41 69 82 91 99 116

Equity MSEK 296 343 430 552 587 655 790

Liabilities MSEK 270 314 313 385 480 536 647

Sum liabilites &
debt MSEK 566 657 743 937 1067 1191 1437

Solidity % 52,30% 52,21% 57,87% 58,91% 55,00% 55,00% 55,00%

Cash flow 2018 2019 2020 2021 2022e 2023e 2024e

Cash flow from
operations MSEK 73 115 87 122 135 149 164

Net change for
the year MSEK −20 32 29 12 24 26 28

- change % %

−50,80
% 261,00% −10,25% −58,82% 97,48% 10,00% 10,00%

Key figures (assuming
same price as today) 2018 2019 2020 2021 2022e 2023e 2024e
P/E x 21,20 41,10 78,70 47,30 35,88 30,54 27,14

P/S x 1,90 3,50 7,20 6,10 5,32 4,77 4,24

P/B x 5,90 10,30 17,40 14,30 13,27 11,89 9,86

EV/S x 2,00 3,50 7,20 6,10 5,47 4,95 4,51

Dividend yield % 2,30% 0,00% 0,60% 0,90% 1,12% 1,31% 1,47%

Enterprise value MSEK 1800 3571 7511 7781 8180 8227 8320
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Relative Valuation
According to the relative valuation method that is displayed below we can see that
Garo has a lower valuation than their closest competitors. The average PE of 44,54 is
almost the same as Garo’s 46,7, even though the average PEG is 0,79 versus Garo’s
0,62. The lower valuation could be justified due to the fact that Garo is behind their
competitors when looking at both profit growth and profit/share.

Considering that Garo has both a lower profit growth and a lower profit/share I
think a PE of 46,7 is fair, or slightly under-valued. Though according to the PEG
ratio, Garo is to be considered as under-valued. I believe that the valuation is fair,
based upon the numbers that we see at the moment. To be able to justify a valuation
higher than the market Garo has to improve their profit/share. Though one could
argue that Garo deserves a “higher than the market” rating. This is due to the fact
that they have a higher profit margin, and a higher ROA than the average company,
as they at the same time have a higher dividend yield than the average company. I
disagree with this and think that Garo is a good company, but it's not better than
their competitors, not right now at least. Though considering the market they
operate within and thinking about the expected growth rate of the market, I believe a
slightly higher valuation, based upon the possibility for great opportunities for Garo,
would be justified. I believe a PE of at most 55 would be justified, and no lower than
35.

Peers
MCap
(Msek) Profit / share

Profit growth,
average last 3y Solidity

Dividend
yield EV/EBIT P/E PEG Profit Margin ROA

Lagercrantz 21 482 2,6 15,60% 36% 0,97% 32,6 39,6 0,87 10,50% 9,50%

Hexatronic 17 599 6,6 59,10% 34,90% 0,12% 52 65,6 0,69 7,30% 5,40%

Malmbergs
elektriska 448 4,5 −3,10% 65% 2,70% 10,5 12,5 0,4 5,70% 6,60%

Alcadon 1548 2,4 27,80% 58,60% 0,63% 24,3 32,7 1,1 6,10% 5,70%

Plejd 3531 4,6 73,40% 70% 0 55,2 72,3 0,91 13,90% 11%

Average 8 922 4,14 34,56% 53% 0,88% 34,92 44,54 0,794 8,70% 7,64%

Median 3 531 4,5 27,80% 59% 0,63% 32,6 39,6 0,87 7,30% 6,60%

Garo 7790 3,3 26,30% 58,90% 0,90% 37,6 46,7 0,62 12,90% 17,80%

Garo vs
average −1 132 −0,84 −8,26% 6,00% 0,02% 2,68 2,16 −0,174 4,20% 10,16%

Garo vs
median 4 259 −1,2 −1,50% 0,30% 0,27% 5 7,1 −0,25 5,60% 11,20%

(Green = Garo is better than average, Red = Garo is worse than average)
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Positive
The positive aspect with Garo is the fact that the expected market growth rate is
extremely high, it’s a company that has a great position in the market with leading
products and an already established business and they have had a fairly good profit
increase, even though they lag behind their competitors. This is an old company but
they are still growing and have a big opportunity of growing even more, and even
faster in the future. With a new factory in eastern-Poland I expect an increase in sales
over the next few years and I hope to see an increase in profit margin and profit
growth.
In the future I hope to see some acquisitions made by Garo to consolidate the market
and keep their competitive edge by being the biggest and most widespread EV
charging company. I think we could see some acquisitions in the near future
considering the fact that Garo has a solidity of 58,9%. This could make the case for
Garo even stronger, if they manage to find some good companies to acquire and
connect the synergies between them and Garo.

Negative
On the downside we have the profit growth which hasn’t been as great as one could
hope for. We will also have to wait for the next quarterly reports to see how the
Russia-Ukraine war has affected the market demand in Europe. I expect the fallout
of the war with regards to Garo’s business to be very small.
There is also a risk with more competitors entering the market causing a price-war
between the competitors. If this happened we would probably see a continued weak
profit increase and a lower growth rate as the sales are distributed across the
competitors. 

Overall view on Garo
My overall view of Garo is that it’s a good company with an interesting business
idea and good financials. The main problem is the low profit growth that we have
seen for the last 3 years. Hopefully the pandemic has changed market demand and
we will hopefully see an increase in sales and profit growth over the next 3 years. If
Garo manages to expand their business more into Europe they could also have a
great opportunity to grow faster than before. Due to these reasons I think Garo is a
great company to buy at current levels if you want exposure to the EV market and
the electrical chargers market. I believe that the opportunities this company is
experiencing is at least worth keeping the company under surveillance. But if you
are looking for a company with fast growing profits and high profitability, I think
you could find better stocks. Therefore I believe this stock is a ‘hold’.
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Equity reports, documents and any other information originating from Equity
Research Group (Henceforth “ERG”) are created for information/education
purposes only, for general dissipation and are not intended to be advisory. The
forward-looking information found in this analysis are based on assumptions about
the future, and are therefore uncertain by nature and using information found in the
analysis should always be done with care. Furthermore, ERG can never guarantee
the accuracy of the information and that the projections and forward-looking
statements will be fulfilled to any extent. This means that any investment decisions
based on information from ERG, any employee or person related to ERG are to be
regarded to be made independently by the investor. ERG disclaims all liability for
any loss or damage of any kind that may be based on the use of equity reports,
documents and any other information derived from ERG.

Equity Research Group,
A part of the Finance Society of Föreningen Ekonomerna
equityresearchgroup@foreningenekonomerna.se
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