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Last Year‘s Best Idea
Anheuser-Busch InBev S.A./N.V.

SAP – a SAAS story

1Y Performance  I Anheuser-Busch InBev S.A./N.V.
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It's far better to buy a 
wonderful company 
at a fair price than a 
fair company at a 
wonderful price.

Modern Value
Sustainable returns with wonderful companies!

SAP – a SAAS story

Warren Buffett
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• Grow faster than their respective industries

• Grow faster than the economy (sales growth > GDP growth)

• Obtain better returns on their assets than competitors

• Sell into growth markets

• Exploit opportunities when they arise

• Constantly try to innovate and improve

• Can withstand setbacks – a “capacity to suffer” 

• Successfully allocate capital and reinvest earnings

Modern Value 
Wonderful Companies…

SAP – a SAAS story
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„If you have a business that's bringing in 5 or 6 percent on equity, 
and you hold it for a long time, you're not going to do well in 
investing. Even if you buy it cheap at the beginning. 

Time is the enemy of the bad company, and it's the 
friend of the good company.

I mean, if you have a company that's making 20 or 25 percent 
return on equity, and you're doing it for a long time, time is your 
friend.“

Warren Buffett, Berkshire Hathaway Annual General Meeting 1998

Modern Value
Sustainable returns with wonderful companies!

SAP – a SAAS story
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Buffett Business (1) 50% MoS and (2) 30% MoS
-> Business (1) with 20% higher margin of safety!

SAP – a SAAS story

–––
Business (1) 

6% ROE

–––
Business (2) 

20% ROE

Source: own calculation and presentation, calculation based on fictitious data, MoS (Margin of Safety)

Business (1) with 50% safety margin on fair 
value, 6% return on investment

Business (2) with 30% safety margin on fair 
value, 20% return on investment
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Modern Value
What distinguishes quality companies?

SAP – a SAAS story

AAA

20%

• Goods & services with a positive growth dynamic

• Business model with above-average returns on capital > 20%

• Internal investment requirements for many years and incrementally 

better results

• Structural competitive advantages, as protection against dilution of 

returns on capital for at least 10 years (economic moat)

• Moderate debt levels that are appropriate for the business model in 

question

• Reduced conflicts of interest between shareholders ("principle") and 

management ("agent") with the ideal of the family- or owner-managed 

company making economically sustainable decisions
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1) Network effect: established networks that become more useful for all 

existing ones with each additional participant. 

Example: Meta (Facebook) / Visa

2) Intangible assets as brand awareness, patents or (regulatory) licenses. 

Example: LVMH / Roche / Verisign

3) Switching costs: switching to a competitor involves high costs. Example: 

SAP / Microsoft

4) Cost advantages due to location, processes, access to a unique facility or 

own size allow competitors to be undercut on price. Example: 

Heidelberger Cement / Admiral

Modern Value 
What are the different types of moats? 

SAP – a SAAS story
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SAP (XTRA:SAP)

SAP – a SAAS story

• SAP is active in the B2B software space. They are one of the 

leaders in ERP software for corporates.

• Moat: very high switching costs.

Generally, B2B software is a relatively predictable/ sticky space. 

ERP for large corporates is even more sticky than many other 

subsectors, as the switching costs are very high. We assume 

churn is around 5% or below p.a.

• Cash Flows are highly recurring due to license + maintenance 

model, increasing in SAAS

• Market cap of €122bn and EV of €123bn (as of 11/01/2023)
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Thesis

SAP – a SAAS story

The thesis here consists of a few key building blocks:  

1. The S4 HANA transition 

2. Continued strong growth in acquired businesses  

3. Some degree of margin expansion 

The predictability is high as particularly the S4 HANA transition is 

something where the growth path is very clear though limited as 

we estimate there is underlying churn in the mid single digits
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S4 HANA Transition 

SAP – a SAAS story

S4 HANA is SAP’s “new” ERP product generation. The S4 HANA transition 

began with the launch of S4 HANA in 2015. SAP’s goal is to migrate all or 

virtually all of the current ECC 6.0 customer base to S4 HANA. Originally 

the idea was that support for ECC6.0 ends after 2025. The timeline was 

extended, now normal support ends after 2027, there is however an 

extended support offering with which the migration can be further 

delayed after 2027 – but at a higher price.

We assume of the 11,5bn maintenance and support revenues in 2019 ca. 

80% was from ECC6.0. This stems from between ca. 25-30k customers.
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S4 HANA Transition 

SAP – a SAAS story

The range of potential outcomes with regards to the level of uplift is 

wide: at the lower end, if customers simply choose to upgrade from ECC 

6.0 to S4, on prem, in license + maintenance payment model, the uplift is 

1,2x at the very lowest end, likely more like 1,3-1,4x. At the higher end, 

for subscription deployments in the public cloud, a 2,25x uplift has been 

indicated by SAP. The uplift might be even higher for private cloud 

solutions.  

We are assuming a 1,8x uplift on average in our model. We think ca. 

40% of clients might still choose traditional deployment and payment 

modes. I believe that by 2025, ca. 60% of current ECC 6.0 customers 

might switch.
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Summary on ERP 

SAP – a SAAS story

In sum, being conservative, we think the ERP business will grow 

around ca. 2,5% CAGR (2020-2025) based on the assumptions 

given above. These are probably quite conservative, and there is 

likely not much downside to this – I do not believe pricing will be 

below 1% p.a.; churn will get higher; or that it is likely that the 

value uplift realized through the S4 HANA transition will be 

smaller. If anything, SAP might well surprise positively here.
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Continued Strong Growth in Acquired Businesses

SAP – a SAAS story

In the last 10 years, especially during Bill McDermott’s tenure as CEO, 

SAP acquired a lot of SAAS / Cloud native businesses, including  

• Successfactors

• Qualtrics 

• Ariba 

• Concur 

• Fieldglass 

> For these businesses, I have assumed 11% growth p.a. It is worth 

noting that, pre-Covid, those businesses all grew above 20% p.a. - but 

they were also at a less mature stage
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Margins

SAP – a SAAS story

We have assumed a ca. 30bps p.a. operating margin expansion over the 

time period (2020-2025, with an uneven distribution, before SBC). This is 

roughly in line with what SAP is aiming and guiding for and would 

naturally make sense given increased benefits of scale. We do think that 

there is tremendous margin potential at SAP over and above that level, 

as we only assume a 20% operating margin in 2025 for them.

However, SAP does not have an aggressive commercial culture/ more 

margin potential was always there and never really lifted. Thus, there is 

big potential upside, but we would not see that in the base case.
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SAP vs. Oracle

SAP – a SAAS story

–––
Oracle 

Operating Margin %

–––
SAP 

Operating Margin %

Source: Capital IQ As of: 31.12.2021 
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Outcome, Returns and Recommendation 

SAP – a SAAS story

With our modest current assumptions we should get to ca. 5%+ topline 

growth (core ERP at 2,5% CAGR) to ca. 35,5bn revenues and ca. 6%+ 

earnings growth per year.

Slower growth in the early years, and then growth speeding up in the 

latter years, as the transition progresses. This is largely following SAP 

guidance for the near term.

Over time either customers will churn from SAP R3 or convert. So even 

after 2025 it is fair to assume roughly 6% top line growth.

Inflation, if structurally higher will add to nominal growth since it will be 

passed on through the pricing power 

Main risk: execution of transition
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Source: SAP Third Quarter 2022 Results Presentation

Total revenue and operating profit

SAP – a SAAS story

Growth to accelerate as cloud transition reaches inflection in 2023
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SAP - The Opportunity
Valuation

SAP – a SAAS story

• EV/EBIT incl. SBC at ca. 23x and 19x respectively for 

2022/2023

• Company aims for 11,5bn operating profit in 2025. If 

they achieve this, we trade a touch above 13x 2025 

(after-SBC).

• Balance sheet strong, with close to 1bn net debt only, 

ca. 0,1x net debt/EBITDA

• ROE was at ca. 15% in 2021, 17% in 2020

• Expected 5Y TSR at €106 per share = around 10%
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• Founders of SAP are still owners of the company and 

some of them are still actively engaged

• Dietmar Hopp Stiftung still owns around 6% of 

shares (Source: Capital IQ)

• Hasso Plattner owns close to 7%

• Hasso Plattner is a board member

• Governance is far from great though 

The Business Owner

SAP – a SAAS story
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Frankfurter Modern Value Index & ETF
Characteristics

SAP – a SAAS story

• 25 wonderful businesses chosen by SVM with the highest expected 
total shareholder return (TSR) over the next 5 years

• Quarterly re-composition and equal weighting of the top 25 stocks at 
4% each

• 100% investment exposure (fully invested)

• Full transparency of all stocks

• Continuous price fixing

• Index and ETF are live:

• Bloomberg: FRAX Index
• Bloomberg: ETF LU2439874319



Shareholder Value Management AG  I Best Ideas 2023 January 202322

Frankfurter Modern Value Index & ETF
Index components

SAP – a SAAS story

Source: Solactive As of: 12.2022
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Frankfurter UCITS-ETF – Modern Value 
Performance since 12.06.2020

SAP – a SAAS story

Performance since June 2020

23,97 %

–––
Frankfurter 

Modern Value 
Index
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The Frankfurter Funds Family
Small & Mid Caps | Balanced Funds | Equity Index

SAP – a SAAS story

▪Capital preservation and positive real returns via sustainable Modern 
Value Equity or dynamic Balanced Funds depending on risk appetite

▪Primary goal is long-term wealth creation with lower volatility 
compared to the stock market

▪Preference of owner- or family-managed wonderful companies

▪ ESG sustainability research with Sustainalytics based on exclusion 
criteria and complementary internal monitoring

▪ Long-standing expertise of fund management & owner-managed 
fund advisors
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Your contact persons

Philipp Prömm

Vorstand, Head of Sales

+49 (0) 69 66 98 30 18
pp@shareholdervalue.de

Endrit Çela

Relationship Manager

+49 (0) 69 66 98 30 257
ec@shareholdervalue.de

Micha Siegle

Client Support Manager

+49 (0) 69 66 98 30 259
ms@shareholdervalue.de

Heiko Böhmer

Kapitalmarktstratege

+49 (0) 69 66 98 30 0
hb@shareholdervalue.de

Viktor Scheidt

Relationship Manager

+49 (0) 69 66 98 30 251
vs@shareholdervalue.de

Clara Ankner

Relationship Manager

+49 (0) 69 66 98 30 252
ca@shareholdervalue.de

Shareholder Value Management AG  

Neue Mainzer Straße 1
D-60311 Frankfurt am Main
Phone: +49 (0) 69 66 98 30 0
E-Mail: info@shareholdervalue.de

www.shareholdervalue.de
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more news about us and our funds online

facebook.com/ShareholderValueManagementAG

wallstreet-online.de/nachrichten/autor/frank-fischer

instagram.com/SVM_AG

xing.com/companies/shareholdervaluemanagementag

twitter.com/SVM_AG

YouTube Kanal: Shareholder Value TV

Value Kompakt: shareholdervalue.de/value-kompakt

linkedin.com/company/shareholder-value-management-ag

#Fondsgipfel #FondsgipfelAkademie
www.fondsgipfel.de www.fondsgipfel-akademie.de

http://www.facebook.com/ShareholderValueManagementAG
http://www.wallstreet-online.de/nachrichten/autor/frank-fischer
http://www.twitter.com/ValueInvestoren
http://www.instagram.com/ShareholderValueManagement
http://www.xing.com/companies/shareholdervaluemanagementag
http://www.youtube.com/channel/UCuQD8EKeXBX1S9GEJbnEtTA
http://www.linkedin.com/company/shareholder-value-management-ag
https://shareholdervalue.de/category/blog/
https://shareholdervalue.de/category/blog/
http://www.fondsgipfel.de/
http://www.fondsgipfel-akademie.de/
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Legal Disclaimer

This presentation is subject to copyright. All included information are intended solely for the recipient. The presentation in whole or parts of it shall not be copied or published without prior written

approval of Shareholder Value Management AG.

Shareholder Value Management AG offers investment advice as a tied agent as stipulated by § 2 sec. 10 German Banking Act solely on the account of NFS Netfonds Financial Service GmbH,

Heidenkampsweg 73, 20097 Hamburg (NFS). NFS is an independant financial service institutuion and is licensed accordingly by the German financial supervisory authority Bundesanstalt für

Finanzdienstleistungsaufsicht (BaFin).

The information contained does not replace a consultation with a financial advisor. Fund units are sold exclusively based on the current annual or semi-annual report and the sales prospectus.

The domicile of the fund is Germany. In Switzerland, the representative is ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, and the paying agent is InCore Bank AG, Wiesenstrasse

17, CH-8952 Schlieren/Zurich. The prospectus with the investment conditions, key investor information as well as the annual and semi-annual reports can be obtained free of charge from the

representative. With regard to the fund units offered in or out of Switzerland, the place of performance (“Erfüllungsort”) and place of general jurisdiction is the registered office of the representative.

Past performance is not an indicator of current or future performance. The performance data do not take into account the commissions and costs charged on the issue and redemption of units.

An investment into the aforementioned funds or the target companies contains risks. The price of the the share units / shares as well as the payouts can increase or decrease, investors therefore might

not get back the invested money. Historical performance is not necessarily indicative of future performance. The only legal basis for a subscription regarding the funds is the current version of the

prospectus, the key investor information, the current reports.

All estimations and opinions contained in this publication are those of Shareholder Value Management AG at the time of its preparation; they are subject of changes which will not be reported

seperately. The data used for this publication are drawn from a variety of sources and have been researched with the greatest possible care but the data have not been reviewed by an independent

third party; the completeness and correctness of the data are not guaranteed and no liability is assumed for direct or indirect damages deriving from its use. This publication is a marketing information

and its content cannot replace personal consultation, it does not constitue an invitation to purshase or sell fund units. The decision to purchase funds units should be based on the information given by

the prospectus of the funds, the current annual report and the key investor information. Those can be requested for free at AXXION S.A., 15, rue de Flaxweiler, L-6776 Grevenmacher, Luxemburg bzw.

IP Concept (Luxemburg) S.A., 4, rue Thomas Edison, L-1445 Luxembourg-Strassen. The prospectus contains important information regarding the risiks, costs and the investment strategy. The

aforementioned documents are also available at the respective homepage of either Axxion S.A. www.axxion.lu, IP Concept www.ipconcept.com or at www.shareholdervalue.de

All rights reserved. The distribution, publication and reproduction of the content in any form is prohibited.

This presentation is not a financial analysis according to German Law including the Securities Trading Act (WpHG). It does not meet the requirements to ensure the impartiality of a financial analysis.

There is no prohibition to trade financial instruments before its publication. Opinions or recommendations are those of the respective author but not necessarily those of Shareholder Value

Management AG. They are subject of change even without prior announcement.
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