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Kendrion

Q123 — good revenue growth at lower margins

Kendrion’s Q123 results were mixed with good revenue growth of 5% but
an unexpected decline in EBITDA of 7%. Gross margin was under pressure
due to Kendrion passing on material price inflation at no margin and lower
direct engineering revenues in Automotive. We have adjusted our
estimates only slightly downward as the positive energy transition trend is
still intact. Our estimates for FY23-25 reflect a revenue CAGR of 7%, an
EBITDA CAGR of 18% and a normalised EPS CAGR of 27%. The
unweighted average of our three valuation methods points to a fair value
of €23.0 per share.

Year Revenue  EBITDA* EPS* DPS  EV/EBITDA PIE
end (€m) (€m) (€ (€ (x) (x)
12121 4636 55.8 139 0.69 8.2 15.1
12122 519.3 574 145 0.72 6.7 10.7
12123e 551.2 659 158 0.79 6.4 17
12124e 592.1 78.6 2.22 1.11 5.2 8.4

Note: *EBITDA and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments.

Mixed results in Q123

Revenue growth of 5% y-o-y in Q123 was in line with our 6% estimate, but the
EBITDA decline of 7% y-o-y fell short of expectations (we had anticipated 6%
growth). Automotive continues its recovery with organic revenue growth of 8% y-o-y
and management commented that it has a full pipeline for Automotive E (electric
vehicle related) with an expected stronger contribution from H223. Industrial
reported 3% y-0-y revenue growth despite the very strong comparison base and
the negative effect of lower economic activity in China in the quarter. Group
EBITDA margin declined 140bp due to higher input costs, higher engineering costs
in Automotive and one-off wage inflation payments in Germany.

New factory facilitates doubling of revenues in China

Kendrion expects the economic climate to remain unpredictable for the foreseeable
future but is positive about its long-term growth prospects, driven by the energy
transition trend. The new factory in China will be operational from July and
facilitates a revenue increase from around €50m currently towards €100m in
FY25/26. In China, Kendrion will start six new projects in H223 in Automotive E and
recently won an additional suspension order, which will start in FY24. We have left
our revenue estimates broadly unchanged and only slightly adjusted our EBITDA
forecasts downward following the lower-than-expected margin in Q123. For FY23
we now expect 6% revenue growth and a 90bp increase in EBITDA margin to
12.0% (was 12.4%), driven by cost savings.

Valuation points to upside towards €23 per share

Kendrion is trading on an EV/EBITDA multiple of 6.4x and a P/E of 11.7x in FY23e.
For the valuation of Kendrion we look at three different methods: historical
multiples, discounted cash flow and peer comparison. On broadly unchanged
estimates and assumptions, the average of these methods now points to a value of
€23.0 per share (versus ).
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Q123: mixed results

Kendrion’s Q123 results were mixed, with revenue growth of 5% y-o-y in line with our 6% estimate,
but the decline in EBITDA of 7% y-o-y was below our expectation of a stable margin. Revenue
growth was derived completely organically. Management commented that the market environment
was more stable compared to the last few years when particularly automotive markets were volatile.
On the other hand, inflation remained high and economic activity in China was temporarily lower
due to the sharp rise in COVID-19 infections because of the abandoning of the zero-COVID-19
policy. We estimate the impact of this on group revenues at around 2% y-o-y, which then means
that the other regions had 7% y-o-y organic revenue growth.

To compensate for the input cost pressures, Kendrion has raised its prices in Q123 with an effect of
3.5% y-o0-y in the quarter (in FY22 price increases had an effect of 5% y-o-y). During the analyst
meeting, management commented that a lot of price agreements were made during the quarter
with the full effect from Q223, thereby suggesting a higher impact in the remainder of the year.

Exhibit 1: Kendrion Q123 results

€m Q122 Q123 Change
Revenues 129.9 136.8 5%
Gross margin 49.0% 46.4%

EBITDA normalised 16.8 15.7 1%
EBITDA margin 12.9% 11.5%

Depreciation (5.4) (5.8) 7%
Amortisation, acquisition related (1.2) (0.8) -33%
EBIT normalised 10.2 9.1 -11%
EBIT margin 7.9% 6.7%

Non-recurring items (2.1) (0.1)

EBIT reported 8.1 9.0 1%
Financial income and expenses (1.0) (2.3)

Pre-tax income 71 6.7 -6%
Taxes (2.0) (1.8) -10%
Net profit 5.1 4.9 -4%
Net profit normalised 7.6 5.6 -26%
Shares outstanding, average 14.9 15.1 1%
EPS - reported (€) 0.34 0.32 -5%
EPS - normalised (€) 0.51 0.37 27%

Source: Kendrion

After having been able to keep the gross margin stable in FY22 (despite the input pressure), in
Q123 this margin was down 260bp to 46.4% for the following reasons:

1. the passing on material price inflation at no margin continued and had an effect of 200bp, and

2. lower direct engineering revenues in Automotive.

The combination of the modest 1% increase in gross profit and 3.3% higher opex resulted in a
decline of 7% y-o-y in EBITDA to €15.7m. Kendrion has taken cost-saving measures of €8m with
the full effect in FY23, that is the closure in FY22 of the plant in Austria and the organisational split
into Automotive Core and Automotive E from the beginning of FY23 (as announced at its

)- These savings were partly offset by temporary high costs for external
engineering services for several new projects and one-off wage inflation payments in Germany.
According to management, the wage increases in Germany this year consist of a percentage and a
€1,500 lump sum per employee, which was paid in Q123 (and will only occur again in Q124).

Reported EBIT was 11% y-o-y higher as there were no restructuring costs this year. Due to higher
financing costs, caused by higher interest rates and net debt, normalised net profit declined 26%
y-0-y to €5.6m.
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Net debt increased from €140m at end-FY22 to €148m in Q123, due to typical seasonal effects and
the higher activity level (causing an increase in working capital, particularly inventories). According
to management, there is room for improvement at the inventory level of a couple of million euro,
which should bring down working capital as a percentage of revenues by around 50bp for the full
year. Net debt/EBITDA slightly increased to 2.6x but is still within the covenant of 3.25x.

Divisional performances

The Industrial division showed slower growth after a few years of strong growth of 10-25%, making
the comparison base rather challenging. Revenue growth in Industrial was 3% and below the
company'’s expectation. The lower activity in China had a clear negative impact on growth in
Industrial, particularly in Industrial Brakes. As this effect will be temporary, we expect higher growth
rates for the remainder of FY23. Underlying market demand remains good, driven by the energy
transition trend, and management is positive about the growth opportunities of these activities.

Exhibit 2: Kendrion’s divisional revenues in Q123

€m Q122 Q123 Change
Industrial Brakes 378 38.9 3%
Industrial Actuators & Controls 32.3 3341 2%
Industrial total 70.1 720 3%
Automotive Core (combustion related) 44.9 48.9 9%
Automotive E (electric vehicle related) 14.9 15.9 7%
Automotive total 59.8 64.8 8%

Source: Kendrion

Automotive continued its recovery, which started in Q322, with organic revenue growth in Q123 of
8% y-o-y. Half of the growth of 9% in Automotive Core (combustion related) came from higher
prices. Automotive E (electric vehicle related) showed growth of 7% and Kendrion expects an
acceleration of growth in the remainder of the year, partly driven by the ramp up of six new projects
in China from H223. It also recently won an additional suspension order in China, which is expected
to ramp up in 2024.

As already mentioned, Kendrion’s operations in China (one of its strategic growth areas) were
affected by the abandoning of China’s zero-COVID-19 policy, which resulted in a temporary hike in
COVID-19 iliness. Annual revenues in China are about €50m and management indicated an impact
of around €3.5m in Q123. The construction of the new factory has been finalised and Kendrion
expects the first production from July. Kendrion will move the activities from the current two
locations (with annual revenues of around €50m) to the new factory, which has room for revenues
of up to €100m. Kendrion expects to start six new Automotive E projects in China in H223 (with
combined annual peak revenues of >€20m) and the recently won suspension order in FY24. Based
on the current orderbook, management expects to reach full capacity in the new factory some time
in FY25/26. At the same site, there is room for further expansion, potentially adding another €50m
revenues.

Positive long-term outlook

Kendrion expects the economic climate to remain unpredictable for the foreseeable future but
remains positive about its long-term growth prospects, driven by the energy transition trend. During
the analyst call, management commented that in China the company is now returning to normal
activity levels and it is expecting to accelerate growth from the second half with the contribution of
six new orders in Automotive E. At the time of the FY22 results, management commented that it
expects a positive contribution margin from these new orders.
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We have left our revenue estimates for the period FY23-25 broadly unchanged, as the long-term
growth trends are still intact. We have slightly lowered our EBITDA forecast for FY23 due to the
lower-than-expected margin in Q123. As we believe that this effect will only be temporarily, our
adjustments for FY24-25 EBITDA are less pronounced than for FY23.

Our current estimates for FY23-25 reflect a CAGR in revenues of 7%, in EBITDA of 18% and in
normalised EPS of 27%.

Exhibit 3: Change in estimates

€m 2023e 2024e 2025e

Old New Change Old New Change Old New Change
Sales 552.5 551.2 -0.3% 593.6 592.1 -0.2% 640.6 639.1 -0.2%
EBITDA normalised 68.3 65.9 -3.5% 80.4 78.6 2.2% 94.6 94.0 -0.6%
EBITDA margin 124% 12.0% 13.6% 13.3% 14.8% 14.7%
EBITA margin 7.8% 7.4% 9.3% 8.9% 10.8% 10.6%
Net profit normalised 252 23.9 -5.2% 33.7 335 -0.5% 434 445 2.6%
EPS normalised (€) 1.67 1.58 -5.2% 223 222 -0.5% 287 2.94 2.6%
DPS (€) 0.83 0.79 -5.2% 1.11 1.11 -0.5% 1.43 1.47 2.6%

Source: Kendrion, Edison Investment Research

Valuation

For the valuation of Kendrion, we look at three different valuation methods: historical multiples,
discounted cash flow (DCF) and peer comparison (as discussed in ).

Historical valuation: based on our forecast 2023e EV/EBITDA multiple, Kendrion is trading at a
discount of 23% compared to its historical valuation of 8.4x. As we expect that in FY23 the
company’s profitability will surpass its 10-year average, we think that a valuation in line with its
historical multiples is justified (previously we used a 5% discount). This assumption gives a value
per share of €21.9 (up from €20.3 per share previously).

DCF valuation: we have left our assumptions unchanged and are still using a WACC of 8.4%. On
our slightly lower estimates, our DCF now indicates a fair value per share of €24.8, versus €26.9
previously.

Peer group comparison: we have not changed our assumption that a valuation in line with its
peers is merited based on the 2023e EV/EBITDA multiple, versus the current discount of 12%. This
assumption delivers a value per share of €22.3, up from €21.2.

The unweighted average of these valuation methods points to a valuation of €23.0 per share

( )-

Exhibit 4: Valuation methods for Kendrion

Valuation method Edison assumptions Equity value per share (€)
Historical valuation 2023e EV/EBITDA in line with historical multiples 219
DCF Terminal growth 1.5%, terminal EBITA margin 7.5% 248
Peer group 2023e EV/EBITDA in line with peers 223
Average value per share 23.0
Current share price 18.5

Source: Edison Investment Research
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Exhibit 5: Financial summary

€m 2020 2021 2022 2023e 2024e 2025e
Year end 31 December IFRS IFRS IFRS IFRS IFRS IFRS
INCOME STATEMENT

Revenue 396.4 463.6 519.3 551.2 592.1 639.1
Gross Profit 191.0 225.8 249.3 259.5 2817 307.2
EBITDA normalised 446 55.8 574 65.9 78.6 94.0
EBITDA reported 40.2 51.7 (6.6) 65.8 78.6 94.0
Depreciation & Amortisation (25.7) (23.9) (23.3) (25.3) (25.8) (26.5)
EBITA normalised 18.9 31.9 341 40.6 52.8 67.6
Amortisation of acquired intangibles (4.4) (3.9) 4.7) (4.0) (4.0) (4.0)
Exceptionals (Edison definition) (4.4) (4.1) (64.0) (0.1) 0.0 0.0
EBIT reported 101 239 (-34.6) 36.5 488 64.6
Net Interest (4.4) (3.7 (5.1) (7.7 (6.6) (6.0)
Participations 0.0 (0.1) 0.0 0.0 0.0 0.0
Profit Before Tax 5.7 20.1 (39.7) 28.8 422 58.6
Reported tax (1.4) (5.7) (6.6) (7.9 (11.7) (16.1)
Profit After Tax 43 14.4 (46.3) 20.8 30.5 425
Net income (normalised) 117 206 21.7 239 335 445
Net income (reported) 43 144 (46.3) 208 30.5 435
Average number of shares (m) 14.8 14.8 15.0 15.1 15.1 15.1
Total number of shares (m) 14.9 14.9 15.1 15.1 15.1 15.1
EPS normalised before amortisation (€) 0.79 1.39 1.45 1.58 2.22 2.94
EPS reported (€) 0.29 0.97 (3.09) 1.38 2.02 2.88
DPS (€) 0.40 0.69 0.72 0.79 1.11 1.47
Revenue growth -3.9% 17.0% 12.0% 6.1% 7.4% 7.9%
Gross Margin 48.4% 48.3% 48.1% 47.1% 47.6% 0.0%
EBITDA Margin 11.3% 12.0% 11.1% 12.0% 13.3% 14.7%
Normalised Operating Margin 4.8% 6.9% 6.6% 7.4% 8.9% 10.6%
BALANCE SHEET

Fixed Assets 299.6 3245 278.5 279.8 282.0 285.3
Intangible Assets 159.1 183.4 126.5 125.1 123.6 122.2
Tangible Assets 118.7 121.9 131.6 134.3 138.0 142.7
Investments & other 218 19.2 204 204 204 204
Current Assets 129.5 166.3 198.1 208.8 227.0 2515
Stocks 61.7 79.7 85.1 89.7 95.8 102.7
Debtors 472 56.8 58.8 62.4 67.0 724
Other current assets 7.6 11.2 16.4 174 18.7 20.2
Cash & cash equivalents 13.0 18.6 37.8 39.2 455 56.2
Current Liabilities 87.9 97.6 104.8 116.3 128.3 142.3
Creditors 440 51.6 54.9 59.4 63.8 68.9
Other current liabilities 319 332 384 40.3 429 459
Short term borrowings 12.0 12.8 11.5 16.5 215 26.5
Long Term Liabilities 137.8 170.2 196.8 186.8 176.8 166.8
Long term borrowings 104.2 136.4 166.6 156.6 146.6 136.6
Other long term liabilities 33.6 33.8 30.2 30.2 30.2 30.2
Shareholders' equity 203.4 223.0 175.0 185.4 204.0 221.7
Balance sheet total 4291 490.8 476.6 488.5 509.0 536.8
CASH FLOW

Op Cash Flow before WC and tax 40.6 54.6 521 65.8 78.6 94.0
Working capital 5.4 (17.4) (4.9) (2.8) (5.0) (5.7)
Tax (1.3) (6.2) (5.2) (7.9) (1.7) (16.1)
Net interest (2.9) (3.2) (4.1) (7.2) (6.6) (6.0)
Net operating cash flow 418 27.8 37.9 479 55.3 66.2
Capex (16.0) (30.0) (37.7) (30.6) (32.1) (33.7)
Acquisitions/disposals (78.2) (18.8) (0.2) 0.0 0.0 0.0
Equity financing 0.0 0.0 0.0 0.0 0.0 0.0
Dividends 0.0 (4.3) (7.1) (10.9) (11.9) (16.7)
Other (3.4) (2.1) (2.6) 0.0 0.0 0.0
Net Cash Flow (55.8) (27.4) 9.7) 6.4 1.3 15.8
Opening net debt/(cash) 474 103.2 130.6 140.3 133.9 122.6
Closing net debt/(cash) 103.2 130.6 140.3 133.9 122.6 106.9

Source: Kendrion accounts, Edison Investment Research
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This report has been commissioned by Kendrion and prepared and issued by Edison, in consideration of a fee payable by Kendrion. Edison Investment Research standard fees are £60,000 pa for the production and broad
dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and related
IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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