EDISON

Kendrion

Good start to the year despite many challenges

Kendrion’s revenue growth of 13% in Q1 was better than we expected,
despite increased uncertainty in its markets. Industrial remains the star
performer (revenues +28%), benefiting from the accelerating transition to
clean energy and electrification. Automotive faced declining car
production in Europe but managed to limit the revenue decline to 1%. The
EBITDA margin was below last year’s level due to higher raw material
prices and volatile demand. Kendrion’s long-term outlook remains
positive, with healthy demand for its smart actuators.

Revenue  EBITDA* EPS* DPS  EVIEBITDA PIE
Year end (€m) (€m) ) € (x) (x)
12120 396.4 446 0.79 0.40 8.3 209
12121 4636 55.8 139 0.70 8.0 147
12/22¢ 512.0 63.1 1.79 0.89 6.4 9.7
12/23e 555.1 743 2.30 1.15 5.2 75

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

Strong revenue growth in Q122

Kendrion’s Q122 results showed revenues increasing 13% y-o-y to €130m, despite
ongoing economic uncertainly, supply chain constraints, high inflation and COVID
measures (particularly in China). Despite higher input costs, Kendrion managed to
keep its gross margin stable year-on-year at 49%, which is however better than the
reported 48.3% for FY21. Higher costs for staff and energy limited growth in
EBITDA to 4% y-o0-y.

Underlying demand remains strong

Kendrion expects the economic environment to continue to be unpredictable for the
foreseeable future but remains very positive about its long-term growth
perspectives based on high demand for smart actuator products related to clean
energy and electrification. Driven by Industrial’s strong performance, we have
increased our FY22 group revenue growth forecast to 10.4% (from 8.9%). We have
also raised our revenue forecasts for FY23 and FY24 to reflect the later than
expected recovery in Automotive combined with continued solid growth in
Industrial. We have lowered our EBITDA estimate for FY22 by 2.8% due to the
higher-than-expected impact from rising raw material prices. For FY23 and FY24,
we expect more normalised market conditions, with high revenue growth triggering
operating leverage, pushing the EBITDA margin to the targeted 15%+ in 2025.

Valuation: Discount to peers offers upside

We use three different methods to value Kendron: historical multiples, discounted
cash flow (DCF) and a peer comparison. On our higher estimates and adjusted
assumptions for our DCF (higher risk-free rate), the average points to a valuation of
€26.0 per share (previously €26.6). Kendrion is valued at a discount of 19%
compared to its peer group on FY22e EV/EBITDA. We believe this discount could
narrow if Kendrion demonstrates accelerating growth and higher profitability.
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Industrial continues strong performance

Kendrion’s management was relatively optimistic at the beginning of 2022, but the war in Ukraine
(with shutdowns of car factories) and lockdowns in China have added to the uncertainty in the
market, on top of supply chain constraints and inflation. In Automotive, an upturn was expected
because the supply chain constraints had resulted in 10m less car sales globally in 2021 than
expected. Despite this increased uncertainty, Kendrion’s CEO stated that he was proud of the
company’s performance in Q122, having reported higher than expected revenue growth and
maintained stable gross margins.

Overall revenue growth was 13% y-o-y, with organic growth of 8.5% y-o-y evenly spread over
higher volumes and increased prices. The recently acquired 3T (an electronics and embedded
systems specialist) added 3% to revenue growth and currencies had a positive impact of 1.5%.

Revenue growth was driven by very strong growth of 28% y-o-y in Kendrion’s industrial activities,
continuing the trend of Q421. Industrial Brakes showed 24% revenue growth year-on-year,
continuously benefiting from accelerating electrification with good exposure to the robotics, wind
power and automation segments. Industrial Actuators & Controls reported 34% y-o-y growth, of
which 12% came from 3T. The company’s business development efforts over the last few years are
now paying off, with new products contributing to revenue growth. These products are focused on
niche markets which, according to management, could each contribute a few million euros in
revenues over the next few years. Examples of these market niches are rotary locks for industrial
washing machines, inductive heating for industrial baking and safety valves for nuclear generators
(a dormant market segment for years but recently in the spotlight again due to the focus on energy
transition).

Automotive reported a revenue decline of 1% y-o-y but performed relatively well in a difficult market
that faced ongoing semiconductor shortages, demand volatility and higher raw materials prices.
European car production dropped 18% y-o-y in the quarter (with temporary stops in production due
to the war in Ukraine) and Kendrion performed better due to the ramp-up of orders won a few years
ago. The trend in commercial vehicles is more positive — Kendrion is active in trucks and buses but
also in farm equipment, which is a relatively stable market segment.

Exhibit 1: Kendrion Q122 results

€m Q121 Q122 Change
Revenues 115.3 129.9 13%
Gross margin 49.1% 49.0%

EBITDA normalised 16.1 16.8 4%
EBITDA margin 14.0% 12.9%

Depreciation (6.3) (5.4) -14%
Amortisation, acquisition related 90.9) (1.2) 33%
EBIT normalised 8.9 10.2 15%
EBIT margin 7.7% 7.9%

Non-recurring items 0.2 (2.1)

EBIT reported 9.1 8.1 -11%
Financial income and expenses 0.7) (1.0

Pre-tax income 8.4 7.1 -15%
Taxes (2.5) (2.0 -20%
Net profit 59 5.1 -14%
Net profit normalised 6.4 7.6 19%
Shares outstanding, average 14.9 14.9 0%
EPS - reported (€) 0.40 0.35 1%
EPS - normalised (€) 043 0.51 19%

Source: Kendrion
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In China, COVID-related lockdowns have affected production levels, but this did not materially
impact the first quarter, according to management. Towards the end of the quarter there was a few
weeks’ interruption in Shanghai, and in Suzhou there were 30—40 days lost during construction of
the new factory, which will delay the planned opening of this factory to early 2023 (from H222). The
situation in China is likely to improve as restrictions are eased and Kendrion has resumed
production. According to management, the current order book is still well filled and bodes well for
strong growth over the next few years.

Despite higher input prices, Kendrion maintained a stable gross margin of 49% (-10bp). Stronger
growth in higher-margin industrial applications and increased sales prices compensated for input
pressure. Operating costs increased due to lower staff efficiency (due to demand volatility) and
higher energy costs. These factors limited growth in EBITDA to 4% y-o-y to €16.8m in Q122 (the
margin declined to 12.9% from 14.0%).

Non-recurring items amounted to negative €2.1m and mainly involved costs related to the planned
closure (announced in 2020) of the automotive factory in Austria, expected to be finalised by end
2022. Of the total planned cost savings of €3.5m, €1m was realised in 2021. Kendrion’s normalised
net profit before amortisation increased by 19% to €7.6m.

Kendrion’s financial position remains strong, with net debt/EBITDA of 2.4x (2.3x last year) and an
equity ratio of 45.3% (46.8%). Net debt increased by €6m to €137m, mainly due to seasonal
effects. Free cash flow was negative €6m in Q1 versus negative €5.4m last year. Capex was €7.4m
(€5.1m) and included €2.2m investment for the new factory in China.

Higher working capital is due to the inventory increase and during the analyst call management said
it was not expecting major changes in receivables or payables. Inventories are currently relatively
higher in anticipation of volatile demand and so there are buffer stocks of certain products that are
in short supply. The company’s CFO considers that the current level of inventories as a percentage
of revenues is appropriate. The company is expected to hold additional buffer stocks of about €2—
3m during the relocation of the factory in Austria in mid-2022 and the factory in China in late 2022.

Revenue estimates slightly raised again

Kendrion expects the economic environment to continue to be unpredictable for the foreseeable
future but remains very positive about its long-term growth perspectives based on high demand for
smart actuator products related to energy transition and clean energy. It reiterated its financial
targets for FY25: organic revenue growth of 5% or more on average per year and an EBITDA
margin of at least 15%. On 8 September 2022, the company will hold its next capital markets day,
during which it will shed some light on the different building blocks for future growth.

Exhibit 2: Change in estimates

€m 2022e 2023e 2024e

Old New Change Old New Change Old New Change
Sales 505 512 14% 545 555  1.8% 586 602 2.7%
EBITDA normalised 649 631 2.7% 759 743 -22% 865  88.1 1.8%
EBITDA margin 12.8% 12.3% 139%  13.4% 14.8% 14.6%
EBITA margin 78% 7.8% 9.0% 9.0% 10.1% 10.6%
Net profit normalised (before amortisation) 260 267 27% 335 343 25% 416 449 8.1%
EPS normalised (€) 1.74 179 27% 224 230 25% 278  3.01 8.1%
DPS (€) 087 089 27% 112 115 25% 139 150 8.1%

Source: Edison Investment Research

We have again slightly raised our revenue estimates after higher than expected growth in Q1,

particularly in the Industrial segment, while management indicated that the orderbook points at a
continuation of that growth trend. The factory closures in passenger cars appear to be behind us
and therefore market conditions in Automotive should be much better in Q2 compared to Q1. We
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now estimate group revenue growth in FY22 of 10.4% (8.9% previously). This is the result of
lowering our growth forecast for Automotive from 8% to 5% and increasing it from 9% to 16% for
Industrial. For FY23 and FY24, we have also raised our revenue forecast, mainly to incorporate the
later than expected recovery in Automotive. For Industrial, we still expect ongoing revenue growth
of 7%, but have raised our growth forecast for Automotive from 7—-8% to 10% for both years. We
now forecast 8.5% revenue growth for the group in both FY23 and FY24, up from 8.0% and 7.5%
respectively.

We have lowered our EBITDA estimate for FY22 to incorporate the larger than expected effect of
supply chain constraints and volatile ordering. We now expect EBITDA of €63.1m versus our
previous estimate of €64.9m, which reflects a 50bp reduction in our margin estimate. However, this
still assumes a 30bp year-on-year increase in margin to 12.3% for the full year, as the comparison
base will become easier during the second half. For FY23, we expect more normalised market
conditions and further efficiency benefits (including savings from the closure of the factory in
Austria), driving the expected margin improvement of 110bp to 13.4%. From FY24, we expect a
steady margin improvement driven by the high level of revenue growth, with the targeted EBITDA
margin of at least 15% by 2025 still within reach.

Kendrion recently refinanced its debt which, according to management, will reduce its interest costs
by €0.5m per year. We expect further declining financial expenses, as we anticipate increasing
cash flows to further reduce net debt. Combined with a broadly stable tax rate, we expect a CAGR
in our estimated normalised EPS (which is before amortisation) of 29% in 2021-24e.

Valuation

We value Kendrion using three different methods, namely historical multiples, DCF and a peer
comparison. Please refer to our for more details.

Kendrion’s 2022e EV/EBITDA shows a discount of 25% versus its historical multiples. Assuming a
valuation in line with its historical multiples, as current profitability is in line with its historical
average, this points to a value of €26.5 per share (versus €27.3 previously). For our DCF, we have
made only one change in our assumptions, which is to raise the risk-free rate from 2.5% to 3.0%. In
combination with our increased estimates, this delivers a fair value of €27.4 per share (versus €28.1
previously).

Peer group multiples have slightly declined since our last in March, most likely driven by the
increased uncertainty in the market in general. If we still assume a valuation in line with peers on
2022e EV/EBITDA, this delivers a value per share of €24.1 (from €24.5).

The unweighted average of these valuation methods points to a value of €26.0 per share, slightly
below €26.6 per share previously, but still offering ample upside potential in the share price.

Exhibit 3: Valuation methods for Kendrion

Valuation method Edison assumptions Equity value per share (€)
Historical valuation 2022e EV/EBITDA in line with historical multiples 265
DCF Terminal growth 1.5%, terminal EBITA margin 7.5% 274
Peer group 2022e EV/EBITDA in line with peers 241
Average value per share 26.0
Current share price 17.3

Source: Edison Investment Research
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Exhibit 4: Financial summary

€m 2019
Year end 31 December IFRS
INCOME STATEMENT

Revenue 4124
Gross Profit 193.3
EBITDA normalised 43.8
EBITDA reported 38.1
Depreciation & Amortisation (24.0)
EBITA normalised 19.8
Amortisation of acquired intangibles (2.2)
Exceptionals (Edison definition) (5.7)
EBIT reported 11.9
Net Interest 0.9
Participations 0.0
Profit Before Tax 11.0
Reported tax (2.7)
Profit After Tax 8.3
Minority interests 0.0
Net income (normalised) 12.6
Net income (reported) 8.3
Average number of shares (m) 13.5
Total number of shares (m) 14.9
EPS normalised before amortisation (€) 0.94
EPS reported (€) 0.62
DPS (€) 0.00
Revenue growth -8.1%
Gross Margin 47.4%
EBITDA Margin 10.6%
Normalised Operating Margin 4.8%
BALANCE SHEET

Fixed Assets 2448
Intangible Assets 115.5
Tangible Assets 114
Investments & other 17.9
Current Assets 113.2
Stocks 56.3
Debtors 429
Other current assets 6.9
Cash & cash equivalents 71
Current Liabilities 738
Creditors 41.3
Other current liabilities 26.9
Short term borrowings 5.6
Long Term Liabilities 80.7
Long term borrowings 48.9
Other long term liabilities 318
Shareholders' equity 203.5
Balance sheet total 358.0
CASH FLOW

Op Cash Flow before WC and tax 36.1
Working capital 13.0
Tax (6.1)
Net interest (2.1)
Net operating cash flow 40.9
Capex (20.0)
Acquisitions/disposals 0.1
Equity financing 23.3
Dividends (8.1)
Other (3.1)
Net Cash Flow 3341
Opening net debt/(cash) 80.5
Closing net debt/(cash) 474

Source: Kendrion, Edison Investment Research
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2020
IFRS

396.4
1910
445
402
(25.7)
18.9
(4.4)
(4.4)

(44)

14.8
14.9
0.79
0.29
0.40

-3.9%
48.4%
11.3%

4.8%

299.6
159.1
118.7
21.8
129.5
61.7
472
76
13.0
87.9
44.0
31.9
12.0
137.8
104.2
33.6
2034
4291

40.6

(1.3)
(2.9)
418
(16.0)
(78.2)
0.0
0.0
(34)
(55.8)
474
1032

2021
IFRS

4636
2258
55.8
517
(23.9)
319
(3.9)
4.1)
239
@.7)
(0.1)
20.1
.7)
14.4

20.6
14.4

14.8
14.9
1.39
0.97
0.70

17.0%
48.3%
12.0%

6.9%

3245
183.4
121.9
19.2
166.3
79.7
56.8
1.2
18.6
97.6
51.6
33.2
12.8
170.2
136.4
33.8
2230
490.8

54.6
(17.4)
(6.2)
(3.2)
278
(30.0)
(18.8)
0.0
(4.3)
40
(213)
1032
1245

2022¢
IFRS

512.0
2474
63.1
61.0
(23.0)
40.1
(4.5)
@2.1)
335
(3.4)
0.0
30.1
(8.3)
218

26.7
21.8

14.9
14.9
1.79
1.46
0.89

10.4%
48.3%
12.3%

7.8%

332.7
181.2
132.3
19.2
178.3
87.5
62.7
124
15.7
106.5
57.0
36.7
12.8
170.2
136.4
33.8
2344
511.0

61.0
(6.0)
(8.3)
(34)
432
(35.7)
0.0
0.0
(104)
0.0
(2.9)
1245

1274

2023e
IFRS

555.1
270.4
743
743
(24.3)
50.0
(4.5)
0.0
455
(3.0)
0.0
425
(11.6)
309

34.3
30.9

14.9
14.9
2.30
2.07
1.15

8.4%
48.7%
13.4%

9.0%

3271
179.0
128.9
19.2
199.4
94.3
68.0
134
237
114.3
61.8
39.8
12.8
160.2
126.4
33.8
2519
526.5

743
(5.2)
(11.6)
(3.0)
545
(232)
0.0
00
(13.4)
0.0
180
1274
109.4

2024e
IFRS

602.0
203.9
88.1
88.1
(242)
64.0
(4.5)
0.0
595
(24)
0.0
57.1
(15.5)
416

44.9
416

14.9
14.9
3.01
2.78
1.50

8.4%
48.8%
14.6%
10.6%

322.7
176.7
126.8
19.2
226.7
101.6
73.8
14.5
36.8
122.9
67.0
431
12.8
150.2
116.4
33.8
2764
549.5

88.1
(5.6)
(15.5)
(24)
64.6
(24.3)
0.0
0.0
(7.1
0.0
23.1
109.4
86.3
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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 2022 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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