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Back to double digit margins

Masterflex develops and manufactures polymer-based hoses for a big
variety of industrial applications. In ten out of the last thirteen years,
the group earned EBIT-margins between 8.0%-14% which underlines
its market leading position and pricing power. Its top-line growth ex-
ceeded the expansion of its underlying market over two cycles. A
steep and sudden volume decline in its key customer segment, capi-
tal goods, caused a margin drop towards 5.7% in FY19 and the initia-
tion of a restructuring plan to return to double digit margins by
FY22e. Based on a better than expected performance in H1/20 and a
moderate 35% operating leverage, Masterflex should be able to at
least deliver on its FY20 guidance and to achieve its restructuring tar-
gets. Further organic growth and acquisitions should lift group sales
towards EUR200m in 2030e. Most likely, the lion's share of any future
growth happens in non-cyclical sectors that already contribute 22%
of group sales. A greater exposure in industries like medtech,
food&beverage or renewable energy should serve as a further sup-
port to expand profitability.

Valuation: Assuming Masterflex expands as expected, the business
model becomes less cyclical and substantially more profitable vs to-
day. On that basis, a return to historic multiples appears realistic, in-
cluding a chance for the share price to double. We initiate coverage
with a BUY rating and a price target of EUR7.50 per share.

Fundamentals (in EUR m) 2017 2018 2019 2020e 2021e 2022¢
Sales 75 77 80 71 77 84
EBITDA 10 9 9 7 9 12
EBIT 7 6 5 3 6 8
EPS adj. (EUR) 0.46 0.36 0.26 0.10 0.31 0.62
Ebit (adj) n.a. n.a. n.a. 3.6 n.a. n.a.
DPS (EUR) 0.00 0.00 0.00 0.07 0.10 0.15
BVPS (EUR) 4.00 4.23 4.43 4.58 4.87 5.39
Net Debt incl. Provisions 20 21 23 25 23 20
Ratios 2017 2018 2019 2020e 2021e 2022e
EV/EBITDA 10.4 9.5 7.2 10.8 7.5 5.4
EV/EBIT 15.5 14.6 14.6 28.3 12.8 8.0
P/E adj. 18.9 19.8 17.0 47.7 15.7 9.4
Dividend yield (%) 0.0 0.0 0.0 1.4 2.0 3.0
EBITDA margin (%) 13.1 12.2 1.4 9.4 12.1 14.8
EBIT margin (%) 8.8 7.9 5.7 3.6 7.1 10.1
Net debt/EBITDA 2.0 2.3 25 3.8 25 1.6
ROE (%) 131 8.7 6.1 2.3 6.6 10.2
PBV 2.2 1.7 1.0 1.1 1.0 0.9

Sources: Refinitiv, Metzler Research
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Company profile
CEQ: Dr. Andreas Bastin CFO: Mark Becks Gelsenkirchen
Maijor shareholders
Key figures
P&L (in EUR m) 2017 % 2018 % 2019 % 2020e % 2021e % 2022¢ %
Sales 75 123 77 3.4 80 35 71 -11.3 77 9.1 84 8.6
EBITDA 10 11.0 9 35 9 32 7 -27.0 9 410 12 321
EBITDA margin (%) 13.1 -1.1 12.2 -6.7 1.4 -6.5 9.4 -17.7 121 29.1 148 218
EBIT 7 8.3 6 -76 5 -2566 3 -437 6 1164 8 533
EBIT margin (%) 8.8 -3.6 7.9 -10.6 5.7 -28.1 36 -365 7.1 98.2 10.1 41.3
Financial result -1 225 -1 103 -1 219 -1 148 -1 0.0 -1 0.0
EBT 5 185 5 -7.0 3 -365 1 -552 4 2042 7 665
Taxes -1 8.7 -2 -67.6 -1 54.2 -0 424 -1 -204.2 -2 -66.5
Tax rate (%) -19.5 n.a. -35.1 n.a. -24.9 n.a. -32.0 n.a. -32.0 n.a. -32.0 n.a.
Net income 4 277 3 -25.0 2 -264 1 -b94 3 204.2 5 66.5
Minority interests 0 -87.7 0 nm. 0 -42.0 0 -100.0 0 n.a. 0 n.a.
Net Income after minorities 4 256 3 -215 3 -26.2 1 -60.9 3 2042 5 66.5
Number of shares outstanding (m) 9 8.0 10 2.0 10 0.0 10 0.0 10 0.0 10 0.0
EPS adj. (EUR) 046 16.2 036 -23.0 0.26 -26.2 0.10 -60.9 0.31 204.2 062 66.5
DPS (EUR) 0.00 n.a. 0.00 n.a. 0.00 n.a. 0.07 n.a. 0.10 429 0.15 50.0
Dividend yield (%) 0.0 n.a. 0.0 n.a. 0.0 n.a. 1.4 n.a. 2.0 n.a. 3.0 n.a.
Cash Flow (in EUR m) 2017 % 2018 % 2019 % 2020e % 2021e % 2022¢ %
Gross Cash Flow 9 140 8 -12.1 8 8.6 6 -255 8 287 10 26.0
Increase in working capital -2 n.a. -2 n.a. -2 n.a. -2 n.a. -0 n.a. -0 n.a.
Capital expenditures -4 512 -4 9.3 -2 380 -3 -48.0 -3 5.1 -3 -85
D+A/Capex (%) -81.0 n.a. -93.8 n.a. -208.4 n.a. -126.1 n.a. -125.0 n.a. -117.5 n.a.
Free cash flow (Metzler definition) 2 2971 2 -9.1 4 1103 1 -80.3 4 412.7 6 383
Free cash flow yield (%) 2.8 n.a. 3.1 n.a. 10.3 n.a. 1.9 n.a. 9.5 n.a. 13.1 n.a.
Dividend paid 0 n.a. 0 n.a. 0 n.a. -1 n.a. -1 429 -1 -50.0
Free cash flow (post dividend) 2 2971 2 -9.1 4 1103 2 -6b.1 b 2519 8 403
Balance sheet (in EUR m) 2017 % 2018 % 2019 % 2020e % 2021e % 2022e %
Assets 73 208 75 3.0 82 856 83 1.2 85 26 88 4.3
Goodwill 9 1820 9 0.0 9 0.0 9 0.0 9 0.0 9 0.0
Shareholders' equity 37 303 40 7.6 42 4.5 44 3.6 46 6.5 51 10.7
Equity/total assets (%) 51.3 n.a. 53.5 n.a. 51.5 n.a. 52.7 n.a. 54.7 n.a. 58.1 n.a.
Net Debt incl. Provisions 20 7.9 21 9.5 23 8.3 25 8.2 23 63 20 -141
thereof pension provisions 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a.
Gearing (%) 52.3 n.a. 53.2 n.a. b55.2 n.a. 57.6 n.a. 50.7 n.a. 39.3 n.a.
Net debt/EBITDA 2.0 n.a. 2.3 n.a. 2.5 n.a. 3.8 n.a. 25 n.a. 1.6 n.a.
Structure

Sales by region (min) 2020e
Germany (min)
46%

RoW (min) y
54%

Sources: Refinitiv, Metzler Research
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Investment Case

8% Sales CAGR, > 9% EBIT with spe-
ciality products

Decent chance to return to double digit
margins

Returning to historic margins and mul-
tiples bears massive share price upside

METZLER
Capital Markets

Masterflex, founded in 1987, is specialised on the development and production of
hoses, tubes and related joining and connecting technologies.

After divesting roughly 50% of group sales in 2009, the group focuses entirely on
speciality products in a variety of niche markets. Since then it managed an average
annual sales growth of 8%, without any meaningful acquisitions. With the excep-
tion of two years (2015/2018) EBIT-margins were above 9.0% with a peak of 14.1%
in 2011. That track-record suggests that Masterflex, over all, has the right prod-
ucts, market position and corporate structures in place to generate decent returns
over the cycle.

The decline in profitability to a 5.7% EBIT margin in 2019 triggered the initiation of
a restructuring-and growth initiative "Back-to-double-digit (B2DD) with the target
to return to double-digit margin territory in FY22 and to grow the top-line from
EUR79m to EURT00m by 2023. A reduction of complexity and labour-intensity on
the cost side and a stronger exposure to growing industries such as MedTech, Avi-
ation and renewable energy are core pillars of the profitability enhancement plan.

Based on the fact that the current executive board already managed EBIT-margins
in the 10.1% to 14.1% bracket between 2010 and 2014, we consider the success-
ful implementation of the B2DD-plan and hence the achievement of EBIT-margins
above 10% as feasible.

Even before Masterflex may achieve its mid-term sales target of EUR100m in
FY23e, the operating upside vs 2020 appears to be huge: A rather conservative op-
erating leverage assumption of 35% on 22% to-line growth in the coming two
years is sufficient to lift Masterflex' EBIT-margin back into the double digits by
FY22e. A return to historic margin territory should also send the shares back to its
historic average trading range (2015-2019) including a P/E around 21x compared
with 11x for FY22e, based on our EPS estimate for that year. On that assumption
MZX shares would trade around EUR10.65 vs a level around EUR5,00 today.

Apart from cost cutting efforts that might even be accelerated in the current eco-
nomic crisis, we believe the group’s intention to grow its business with less cycli-
cal industries such as the pharma- rail- or medtech-sectors bears a decent chance
to reduce top-line volatility and to generate more sales within sectors that are likely
to grow faster and more sustainable than Masterflex' industrial customers. The
combination of cost cutting measures and a less volatile top-line bears substantial
upside to average profitability over the cycle.

Adding Masterflex' market position, pricing power and growth opportunities — or-
ganic/anorganic — to the likely benefits from the restructuring plan and finally the
chance for a share price revaluation in line with historic multiples, we consider the
shares as a very solid investment opportunity, exactly at a time when the earnings
impact from the B2DD-plan should become visible on the bottom-line.
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Group profile

The Masterflex group focuses on individualized solutions for a large variety of dif-
ferent customers, industries and applications. Masterflex hoses are used by its
customers to transport almost all kinds of liquid, gaseous or solid materials. In ad-
dition to the transport media, the group also develops and produces required sys-
tems to connect the hose or tube with the respective devices on the customer
side. All hoses and tubes are made from different kinds of flexible materials such
as plastics, synthetic rubber or industrial fabrics.

Development and production of hoses  The Masterflex group does not produce any connectivity products made from steel

and related technologies or rubber. Micro-hoses for hearing devices and a large variety of other end-cus-
tomer products (e.g. for coffee machines) belong to the product portfolio as well
as large, acid-resistant tubes for processing purposes in the chemical industry. In
total, the group offers over 100 different tubes and hoses and related connectivity
products. Masterflex is not active at all in the mass-market for industrial standard
hoses or retail markets. The group quantifies its target market with an annual vol-
ume of EUR2.0bn opposed to about EUR21bn for the mass markets.

Product individualisation limits price Typically, a hose out of the Masterflex group is no core part of any end product or

pressure production process. It plays no major role in the design phase of a customer’s ma-
chine or the design phase for a plant. As a consequence, Masterflex' products
have to be developed to fit into a given product- or process- environment, includ-
ing the physical conditions (e.g. heat, pressure) and space restrictions that come
along with it. Consequently, individualisation is a key characteristic of all group
products. The upside of that situation is a relatively limited price sensitivity for any
given hose among Masterflex’ customers. Quality is of major importance as any
leakage causes downtimes on the customer side. The price of a system (hose and
joining devices) relative to the price of a customer’s end-product is also rather
small which adds to the pricing power of the group.

For most customer projects that comprise larger production volumes and shipping
over several quarters, Masterflex negotiates price moving clauses to pass on fluc-
tuations in procurement prices for raw materials to the customer.

Managing the trade-off between com- The downside of Masterflex’ highly diversified product portfolio is a very limited

plexity and cost control chance to standardize production processes and related logistics. Another reason
for the high degree of individualisation of its product portfolio is the history of the
group: The group consists of seven different brands of which five were acquired by
Masterflex over time. The group’s core products, spiral hoses, are being manufac-
tured and marketed under the Masterflex brand. All other products carry their indi-
vidual brand names with Masterflex functioning as an umbrella brand. Each brand
has its own manufacturing site and product development.

A key challenge for management under the current structure is to handle the
trade-off between individualisation and cost control: A very high degree of individ-
ualisation within the Masterflex group which basically functions as a holding, al-
lows to capitalize on seven well established brand names in each individual end
market. It also helps to maintain premium pricing and the position as a technology
leader. The flip-side of that strategy is complexity that could eat into profitability:
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Diversification limits scale-effects in hose-manufacturing. Close ties between de-
sign and production reduces the chance to relocate production to low-cost coun-
tries.

Experienced management behind mar-  Historically, the group’s applied strategy translated into a decent EBIT-margin of

gin revival plan 10% on average between 2007 and 2019. Both, CEO and CFO are in the group
board since 2008 (CEQ) and 2009 (CFO). Mounting staff cost and the weakening
capital goods sector as of late 2019 were largely responsible for the drop in prof-
itability towards a 5.7% EBIT-margin trough in 2019 which marked the lowest level
in 13 years. Management’s “back to double digit” program is supposed to return
to levels above 10% by 2022e.

How to return to decent margins - Masterflex’ restructuring plan

Managing complexity has a high priori- Masterflex’ brand-focussed structure allows to address end customers with highly

ty individualized product solutions and helps to manifest and expand reputations of
each of the individual brands under the group umbrella. However, it also comprises
the immanent risk to maintain redundant overhead-structures, to purchase raw
materials individually for each brand or to maintain sub-scale entities under the
holding roof.

Those circumstances were certainly among the reasons why management now
decided to streamline its headcount and to simplify its entire organisation. The
years with the lowest EBIT-margin in the last decade 2015, and 2019 — were also
the years with the highest labour cost intensity within the group. Roughly speak-
ing, a reduction of total labour cost by 10% in 2019 would have propelled the EBIT-
margin back into double digit territory.

Key components of the "back-to-double-digit" plan

B2DD - Components ELIRm
Workforce optimization 14
Product innowvation 0.6
Material expenses 05
TOTAL SAVINGS 25
in % of FY19 sales 319

Sources: Metzler Research, Masterflex

Expanding sales per head is essen- Apparently, there are two major sources for the group to return to the last decade’s
tial ... profitability:

1) improving revenues per employee to trigger a decline in personnel cost relative
to sales by at least 200-300bps vs the 40.9% peak level of 2019.

... enriching the product mix as well 2) enhancing the product mix via the elimination of slow selling and overly com-
plex product series to achieve a decline in material spending relative to sales. A
streamlined product portfolio may contribute another 50-80bps EBIT-margin im-
provement over a period of two years or so. Those measures could help Masterflex
to return to a performance it already achieved some years ago. The current eco-
nomic crisis may even become a catalyst to accelerate required changes in the
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cost structure.

Management's cost saving plans sound Our cost saving assumptions are very much in line with savings, management tar-

realistic gets under its B2DD (back to double digit) restructuring program. According to
that plan, EUR1.4m or 175bps of FY19 sales are supposed to come from staff cost
savings. Another EURO.6m (75bps) are linked with product innovation and a fur-
ther EURO.5m (63bps) are supposed to come from reduced material costs. Total
planned savings under the B2DD-plan amount to EUR2.5m or roughly 290bps of
EUR86m sales, Masterflex may reach in FY21e or FY22e. Given the fact that tar-
geted savings were decided before the pandemic, we believe the savings plan
could be further extended towards EUR3.0m savings, predominantly via greater
optimizations in staff costs. Such an expansion could close the gap in our labour
savings assumption of 200-300bps of sales and the 175bps in the current plan.
Site closures in France and the Czech Republic in H2/20 are a first structural step
to reduce Masterflex’ biggest individual cost position.

A greater focus on growing end-mar-  Looking further beyond, a different sales mix could turn out to be as lucrative as

kets the cost saving measures: Today, sales into the food&beverage, medtech and re-
newable energy sectors account for roughly 24% of group sales. Growing business
with those less-cyclical sectors could provide Masterflex with a better capacity util-
isation and stronger top-line growth as most of these industries enjoy annual
growth clearly above GDP. Typically, customers with decent margins like in phar-
ma, med-tech or those with a limited focus on profitability (public rail) allow suppli-
ers better pricing for their products opposed to those customers in highly competi-
tive industries like auto or capital goods. For sure, changes in the customer profile
are only to be achieved over time, however, Masterflex already began to increase
its marketing efforts in the “right” industries. Mix changes could hence develop in-
to a lasting profitability tailwind for the hose-maker towards the middle of the
decade.

Centralising more functions underthe  The agglomeration of seven rather individually operating brands under the Master-

group umbrella flex umbrella were so far no obstacle for the achievement of EBIT-margins above
10% in five out of the last thirteen years, despite a relatively small degree of inte-
gration in the group. However, the retention of largely independent brands under a
holding-like structure typically leaves a number of cost saving potentials un-
touched. Joint purchasing and one centralised group treasury have already been
established. However, streamlining the overall product portfolio or the network of
production sites to eliminate double-work is typically tougher to achieve. Modifica-
tions to Masterflex’ group structure may hence become a source of further prof-
itability improvements at some stage.

Key driver of group earnings

The following table puts the key levers of group profitability and its planned
changes under the restructuring plan into a longer-term perspective. Regardless of
fluctuations in procurement costs and material content of the hosemaker's prod-
ucts, labour costs dominated the p&l ever since as the single most relevant individ-
ual cost item. Any cut in that line, whether it comes from a greater degree of
automatization, a relocation of production volumes to low-cost sites, or efficiency
improvements, would contribute a substantial EBIT-uplift. Any sustainable margin
expansion in Masterflex' business model will largely hinge on that line of the p&i.
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Group sales and major p&l components over a cycle

Revenues 57.90 £2.47 B4.11 EE.49 74.68 77.24 79.97 70.96 78.92 B85.42 92.77

+- 5.3% 7.9% 2.6% 3.7% 12.3% 3.4% 3.5% -11.3% 11.2% B.2% B.E%

Cost of matenals 18.10 20.37 20.83 20.80 2431 25.24 25.97 22.49 24 86 27.16 29.22

Ratio 31.3% 32.6% 32.5% 31.3% 32.6% 32.7% 32.5% 31.7% 31.5% 31.8% 31.5%:

Personel expenses 21.85 23.27 25.96 26.50 28.52 30.79 32.68 30.16 31.17 31.26 33.4(}2

Ratio 37.7% 37.2% 40.5% 39.9% 38.2% 39.9% 40.9% 42 5% 39.5% 36.6% EE.(}SGE

Employees 4] 567 B09 BO1 B4z E29 E7E 529 BO0 E20 EE@E

Sales per head 0 110,169 105,274 110,626 116316 112,100 118297 120,470 131,526 137,777 140,562
Prafitability

EEITDA B.77 9.17 7.67 2381 878 544 514 E.E7 5958 1263 1418

Margin 15.1% 14.7% 12,05 13.3% 13.1% 12.2% 11.4% 9.4% 12.1% 14.8% 15.3%

EBIT (adj 6.11 E.32 4.87 E.10 E.5O 6.10 4.54 2.56 5.63 B.52 9.72

Margin 10.6% 10.1% 7.6% 9.2% B.5% 7.9% 5.7% 3.6% 7.1% 10.1% 10.5%

Source: Metzler Research

Promising performance during the pandemic

Masterflex reported an EBIT of EUR2.25m for H1/20 or EUR2.5m excluding costs
to close a small French site, on sales of EUR37.4m. Within H1/20, Q1 sales were
down 2.9% y/y while Q2 sales dropped another 19.0% y/y. Given the hose maker’s
substantial exposure to the capital goods industry, the 19% y/y decline in Q2 ap-
pears quite moderate. Initial figures for Q3 point towards a rebound in business ac-
tivities and a chance to limit the sales decline over a year ago to a single digit fig-
ure. Apparently, management applied a very tight cost control including short-time
working schemes for several German sites through the first half of the year. The y/y
EBIT decline in H1/20 implies a very moderate operating leverage of 26%, or even
20% excluding the extra costs in France.

No EBIT-loss in Q2 despite a 19% drop  The limited drop in earnings is even more surprising as personnel costs relative to

in the top-line sales expanded to 41.3% (39.0%). Even the unadjusted EBIT figure of EUR2.25m
almost matches the upper end of this year’s EBIT guidance of EUR2,5m. With Q3
business activity indicating no worse performance vs a year ago, Masterflex has
every chance to beat its current earnings outlook, even excluding the adjustment
of some EUR1,0m costs to shut down two sites in the running year.

Reasonable chance to arrive above Beating FY20 targets would not only increase the chance to return to double digit

guidance margins ( FY22e) prior to the EUR10m group sales, planned for 2023, it would al-
so indicate Masteflex’ relative strengths under harsh conditions, relative to a lot of
other groups from the capital goods sector. Key reason behind is the diversified
customer base of the group, including a growing share of less cyclical industries
such a food, pharma and alternative energy.
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A 35% operating leverage is enough for Current efforts to trim the group’s cost base should have a positive impact on op-

a margin above 10% erating leverage out of the crisis. Assuming group sales in FY22e arrive at a level of
EUR85m, compared with a pre-crisis level of EUR80m in FY19, an operating lever-
age of 35% would already by sufficient to more than triple the EUR2.5m EBIT
management is guiding for for the running year. In that case, Masterflex would
achieve a 10.1% EBIT margin which is the core target of its restructuring plan.

In other words: the limited hit on the group by the pandemic in H1/20 and a rather
conservative leverage assumption for the upcoming 24months or so make the
achievement of the restructuring plan’s key target a very realistic scenario.

Strategy beyond the restructuring plan (B2DD)

With the key pillar of the restructuring plan — double digit profitability — on the
agenda already for FY22 management already outlined how it intends to further
develop the group. Organic expansion should lift group sales up to EUR100m by
FY23 or FY24. Another seven (six) years later the board plans with EUR200m rev-
enues, while that number contains a yet unspecified contribution from acquisi-
tions. Masterflex operates in largely atomized markets with an uncounted number
of small, family-owned competitors. The vast majority of those companies are of
much smaller size with a limited geographic sphere of activity.

Target: EUR100m sales by 2024,
EUR200m six years later

Sales per customer industry

Energy Aerospace
Rail  gag 6%
Automotive a9

1%

MedTech
26%

Machinery
57%

Sources: Metzler Research, Masterflex

Ample opportunities to grow via acqui- That environment should provide numerous opportunities to expand its product

sitions portfolio via non-organic growth. Assuming Masterflex would manage EUR100m
sales in FY23 and maintains its average top-line growth (FY09-FY18: 7.6%) in the
years 2023-2030, it would expand its top-line to EUR167m which leaves the non-
organic contribution to EUR33m. The expansion is also intended to further develop
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the mix of customer industries towards a smaller capital-goods exposure and a
growing share of business with medtech- food&nutrition- or alternative energy
customers. As such industries are much less price-sensitive as the capital goods
sector, such a move would certainly bear further upside to group profitability.

How to develop into a EUR200m sales group

Following the portfolio reshuffle in 2009, the group expanded its top-line by 7.6%
on average per year which is roughly 3x global GDP growth in the Western World.
Masterflex generates around 72% of its business within Europe, thereof 45-50%
come out of Germany.

Assuming the by far most relevant customer industry of Masterflex, the capital
goods sector but also the automakers and the rolling stock business grew with the
overall economy at best, Masterflex expansion over the last ten years is remarkable
and suggests considerable market share gains over that period. Sectors with
above-average growth (MedTech, pharma, aerospace) stand for about 26% of
group sales. Management claims the group occupied a market leading position in
Europe. Roughly one third of sales each come from end-customers, manufacturers
and dealers.

Recent top-line growth suggests sub- Looking forward, Masterflex aims to expand its business specifically with the

stantial market share gains food&pharma, aerospace and medtech sectors. Those sectors are much less cycli-
cal vs the capital goods industries that dominate Masterflex' business today. As-
suming that strategy is successful, it would also be supportive to the planned ac-
celerated top-line growth and further improve the hose-makers pricing position as
the aforementioned sectors clearly focus on product quality rather than purchase-
price optimizations. A second leg of the planned group expansion is a strength-
ened presence in the US and Asia where the group is under-represented nowa-
days.

Masterflex expanded its top-line by about EUR42m in the last ten years to
EUR80m in FY19. Current group plans comprise a further top-line expansion to
EUR200m before the end of the decade with a mix of organic (EUR140-150m) and
non-organic (EUR50-60m) growth. As mentioned before, that target is broadly in
line with organic growth between 2009 and 2018.

Still, we believe a stronger focus on industries with profound growth would be of
great help to sustain its historic organic growth of 7.6% p.a. unless the tube-maker
would bank on further substantial market share gains which is at least no part of
the communicated strategy. Under current economic conditions and the efforts
that have to be made to implement the restructuring program, any top-line contri-
bution from m&a appears unlikely to come before late 2021e.
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Masterflex' markets

Macro-environment around the group
We use two different approaches to illustrate Masterflex’ macro-environment:

Firstly, we look into the industry of the German hose maker to assess its competi-
tive position.

Secondly, we look into the end-markets of the group to asses its growth potential
over coming years.

We combine three sub-sectors to arrive Although there is no data available that exactly resembles Masterflex product port-

at a proxy for Masterflex' industry folio, industrial production data for several European markets such as plastic-prod-
ucts but also fluid handling equipment and the production of tubes, pipes and re-
lated profiles should provide a reliable proxy for Masterflex competitive environ-
ment. The second set of data comprises industrial production figures for Master-
flex" end-markets such as food&pharma, rail, aerospace and medical equipment.
To reflect Masterflex' exposure to the capital goods sector we use different figures

from the IFO Institute on German manufacturing business expectations and auto
production.

3 sub-industries together constitute a proxy for Masterflex' industry
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By adding up industrial production figures for the European fluid handling- tubes-
and plastics-sectors, we arrive at a synthetic proxy for the industry development
behind the Masterflex group. The plastics sector enters our index with a 50%
weight while fluid handling and tubes enter each with 25%. We identify two major
cycles. The first one stretches from June 2000 to April 2008 with an average annu-
al growth of 3.8%. The second cycle began with a trough in April 2009 to last until
January 2019. That trend that comprised a period of four years of stagnation
(2014-2016) expanded over the full ten-year period with a meagre 1.4%.

In other words: It appears the European hose- and tube-making sector expanded
more that twice as fast as the European economy at the beginning of the millenni-
um, while the growth rate of the second cycle that just ended about a year ago
was broadly in line with GDP in Europe. As of late, the European tube-making in-
dustry experienced a much stronger collapse in production through Q2/20 com-
pared with the overall plastic products industry and the fluid handling business.
Production in that industry actually fell massively below the levels seen in 2009.

It appears Masterflex outperformed its ~ All three sub-sectors recovered significantly until June of the running year from

underlying market in the crisis their trough levels in April. Our index made a recent high in Feb20 of 104.8 points
to drop to 75.1p in April before it recovered to 87.5 points in June. Although that
index should only be seen as an indicative description of the tube- and hose-mak-
ing sector performance overall, it illustrates how far the output of that industry in
Europe is still away from its pre-crisis levels. That industrial background makes

Masterflex’ performance in H1/20 all the more impressive. A key explanation is
certainly its customer mix:

EU Industrial production - Rail & Rolling stock Germany Industrial production - Food
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Confidence returns

Combining Masterflex' customer sec-

tors to get a proxy for its end-market
development
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EU Industrial production - Aerospace
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IFO: German manufacturing business expectations
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Our second index comprises the key customer segments of Masterflex. In accor-
dance with its actual sales exposure, business expectations of the German manu-
facturing sector stand for 69% of the index. Medical equipment makers enter with

17.5%, the aerospace sector with 7.5%. and rail- and rolling stock manufacturers
with 3.5%.
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The rebound in sentiment drives our in-
dex back up

Capital goods still dominate the cus-
tomer mix

Expanding the relevance of non-cycli-
cal sectors bears upside from many
perspectives
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Weighted composition of Masterflex' customer sectors
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The massive rebound in business sentiment within the German manufacturing sec-
tor is the key reason why our index for Masterflex’ customer industries suggests
that the German hose-maker may indeed benefit from a considerable improvement
of its production volumes in Q3 compared with Q2 of the running year. Masterflex
has an order book visibility of about six weeks. Hence, its order backlog does not
yet reflect the sentiment swing among many of its customers in the capital goods
sector. However: management indicated as of late that its third quarter business
tends towards a further normalization of its business activity.

Looking deeper into the recent performance of some customer groups that are not
yet of major relevance to the group, the picture is quite heterogeneous. Unsurpris-
ingly, the output decline in the (German) food-sector did not exceed typical fluctua-
tions of recent years. Manufacturers of medical equipment experienced a signifi-
cant decline in business, however, the absolute level of activity remained substan-
tially above the levels of the last crisis in 2009. The rail sector production in Europe
meanwhile returned to historic highs like before the pandemic.

Key characteristics of group end-markets

Customer sector representing ) Price Regulation/
Concentration N
[end-market) % of revenues pressure Quality
Capital goods 60.0% low medium medium
MedTech 15.0% medium low high
Aerospace 10.0% high low high
Food & Pharma 10.0% medium low high
Rail 3.0% high medium medium
Auto (OEM/supplier) 20% medium high medium

Source: Metzler Research

The development in those industries suggests that management’s intention to
raise Masterflex' exposure to non-cyclical sectors makes a lot of sense. Although
the reported (adjusted) EBIT of EUR2.5m for Q2/20 to us is impressive, it could
have been even higher if the industry mix change would have been in place al-
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ready at the beginning of the current year. In any case, sales growth with cus-
tomers from the medical equipment- and food sector is already rising. We consider
that mix-change as a highly relevant ingredient for the achievement of Masterflex’
profitability targets and as a prerequisite to become more profitable over the com-
ing cycle compared with the one that just came to an end with the pandemic. If
our scenario for the upcoming three years proves right, cyclical sales (machinery,
auto, aerospace) would remain basically flat vs sales with all other industries would
almost double. In other words: the entire top-line expansion of the group would
happen in customer sectors with a lower price pressure and growth above GDP,
compared with recent years, with a very likely positive impact on profitability.

Cyclical vs non-cyclical revenues
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Source: Metzler Research

Domestic customers dominate the port- The following table shows Masterlex' geographic exposure. Close to 50% of group

folio sales stem from business with domestic customers while the rest of Europe and
other regions contributing the remainder. That situation suggests Masterflex has
yet to achieve a more global set-up to better capitalize on business opportunities
abroad. However, as many German customers’ end-products that contain Master-
flex" products are being shipped to markets abroad, we consider the geo-exposure
statistic as reported not necessarily as an accurate reflection of the group’s actual
global presence.
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Geographic sales mix
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Although the German hose-maker plans to strengthen its presence outside Ger-
many, that diversification does not necessarily require the establishment of further
legal entities abroad but might be achieved through closer ties with globally active
customers that manufacture their goods in Germany.

Product portfolio

Everything but rubber-products Following a divestment of roughly 50% of group sales in 2008, the Masterflex
group focusses entirely on hoses and related connection technologies. Its core
competences lay not only in the design of an individualized hose that fits into a giv-
en environment of a customer’s product. Choosing the right polymer for the hose
that has the required material characteristics in terms of elasticity, heat- or abra-
sion-resistance and finally the connectivity technology to integrate the hose into a
machine or production process belong to the group’s expertise. Given the fact that
Masterflex focusses on individualized products, development expertise is an inte-
gral part of the value offered to its customers.

Product variety limits options to stan- From an internal perspective, the very high degree of product individualisation re-

dardize quires a highly flexible manufacturing process that allows the production of a large
number of different products on the same machines. Complexity and lot-sizes also
limit options to automatize processes. A consequence of that product strategy is
the group’s complete absence from volume markets and the retail business as
those markets require high-throughput manufacturing processes, a high degree of
standardization and a very limited development expertise.

Information for professional clients and eligible counterparties — not to be passed on to private clients 16
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Market segmentation by product category

& Tailormade
g‘? solutions including
§ product development
§§ & customization

Market volume

EURZbn

Small-volume series
production

Mass-market, standardized products

EUR21bn

Sources: Masterflex, Metzler Research

MATZEN &
MASTERFLEX

FLEIMA -
G brand [——2
roup Brancs APT MASTERDUCT PLASTIC  NOVOPLAST TIMM
KEY
PRODUCT '
APPLICATION i b
R ]
us
PEERS Optinova, Hi-tech Duravent Borla Modenplast Hutchinson Morres, Merlett
Saint Gobain Flexaust Promepla Raumedic MET, Flextab Schauenburg
Sources: Masterflex, Metzler Research
The majority of Masterflex' group competitors are non-listed enterprises of a small-
er size compared with the German-based hose maker. Exceptions to that rule are
only Hutchinson, Saint Gobain and Schauenburg. We also assume that the biggest

peer, Norres, which is located in the same town like Masterflex, realises less rev-

enues per year. Many contenders' activities are also limited to a smaller product
spectrum with a geographic focus on Germany and some export markets within
Europe. Masterflex position within that competitive environment appears to be sol-

id enough to allow the group to further expand in size and market coverage.

Information for professional clients and eligible counterparties — not to be passed on to private clients
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As of FY19, Masterflex had an equity ratio of 51.5% with a balance sheet total of
EUR51.5m and goodwill accounting for EUR9.2m. There are no pension obliga-
tions on balance. For FY20e we see the gearing ratio peaking at around 58% be-
fore it may decline towards 50% in FY21e. Net debt to EBITDA is likely to rise to
3.8xin FY20e from 2.5x for last year. With the likely rebound in profitability as of
next year, we see relative indebtness declining to a net debt/EBITDA ratio of 2.4x
for FY21e. As of FY19, EUR26.3m out of EUR30.8m financial debt carried a maturi-
ty of more than one year. The vast majority of group financial debt - around
EUR20m - was on balance already before the divestment of non-profitable seg-
ments and the concentration on speciality hoses in FY08. Prior to that refocusing,
financial debt (FY08) stood at EUR69.1Tm

Balance sheet and liquidity

Management does not intend to further raise debt in the course of the year, follow-
ing the generation of a positive net result in H1/20 and a positive cash contribution
from working capital. The latter was entirely due to a drop in inventories as a con-
sequence of the decline in revenues. We believe the group to have a sufficient lig-
uidity to digest an expansion in working capital once sales start to return into
growth mode. Moreover, Masterflex generated a positive operating cashflow in
every consecutive year since 2008. We thus conclude that the group's overall fi-
nancial status is sufficient to facilitate the group's planned expansion in upcoming
years. Any non-organic growth via acquisitions within the next two years could
certainly require the group to explore new sources of debt or equity as its free
cashflow is most likely not sufficient to fund any such project with internal re-
sources only.
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Valuation

Setting a price-target in line with his- Ve initiate coverage of Masterflex with a price target of EUR7.50 per MZX share.

torc valuation Masterflex expanded its top-line with 7.6% (CAGR09-18) which is more than twice
the level of its underlying industry over the last two cycles. Assuming the
company realises its diversification-plan with a greater exposure to less cyclical
and price sensitive sectors, growth through the next cycle may even exceed the
group’s record. Assuming Masterflex meets its guidance of a double-digit EBIT-
margin by FY22e, the shares trade at a single-digit P/E (FY22e:9.4x) and an EV/
EBITDA of 5.4x. Based on our price target, MZX shares would trade at a P/E of
14.0 which is roughly in line with the shares average P/E of 13.8x of FY15-FY19.
The corresponding EV/EBITDA would be 7.3x. vs the FY15-19 average of 7.0x.

We apply cost of capital of 6.0% (WACC) in our DCF-model and a beta of 1.1x to
reflect the current debt level of the group with EUR30m financial liabilities and the
net debt/EBITDA of 3.8x. MZX' equity ratio stands at 52.7% while gearing incl pen-
sion liabilities amounts to 58%. Given where the group stands in the cycle, we
consider indebtness and other balance sheet ratios as manageable, even more so
as the rebound towards higher earnings and the restructuring process have been
initialized.

Beating the guidance is not unrealistic ~ Following the avoidance of operating losses in Q2 and a very decent Q1/20, there
is a realistic chance for MZX to beat its guidance for the running year. A large part
of the planned earnings improvement comes via process optimizations and higher
revenues per employee. In other words: internal measures dominate the way back
to double digit margins.

Peer group multiple comparison over the cycles

PIE o7 08 08 1o n 12 13 14 15 18 1z 18 13 20e  2e 2Ze
IMasterflex 38.2 -6.0 18.8 2 1.6 8.6 203 18.5 248 5.6 74 228 2.7 45.8 5.3 2.2
Ceutz 2689 100 - - 72 73 238 ) 241 - 47.0 74 7.0 - 3 88
Krones 4 143 89 280 77 283 254 182 227 189 185 17.0 138 b8.8 33 28
Jungheinrich 142 73 47 122 138 98 16.0 16.7 70 19.9 223 187 83 329 227 87
Ringmetall 12.0 3.0 74 e 178 185 129 148 142 176 19.3 135 1.9
AVGexMZX 182 10,0 6.6 280 1.6 108 254 18.0 206 189 209 15.6 n1 323 164 12.3
Premiumidiscount e el -3TEN 92K ax -1 20 8 21 1P 17 47 ar 42 T 28K
avg 07-19 9.0
Ev/Ebitda &7 e og o n 1z 3 14 15 Is Iz g g 20 2le ZZe
IMasterflex 18.4 8.5 10.5 3.8 6.6 g4 8.1 g4 8.5 82 8.8 10.6 8.6 0.7 74 5.3
Ceutz 33 32 45 91 80 35 51 53 45 33 8.6 32 22 43 37
Krones g2 79 4.0 1.0 8.7 L] 33 B2 897 81 24 g2 85 10.0 71 57
Jungheinrich 8.1 43 35 28 LR 48 B7 70 78 87 2.4 88 52 2.4 87 78
Ringmetall bh b8 B 67 102 4.0 70 166 0.0 8 8. 8.0 67 6.2
AVYEG ex MZX 76 4.3 4.0 10.0 6.3 54 T5 T6 T4 8.4 a4 3.0 59 394 6.9 5.3
Premiumddiseaount 115 120 1643 -BEn B 19 g 12 29 -2 4 18 463 4 T -1

Fremiumidiscount vs peers [PIE, EWEDbitda)  119.3%  -19.8% -105.5x -77.4x% TEx 37x -5 9.9x  2439x  -98x  -B3x  F2O5x  TiZx 27Tx 0.2x  -17.5x

Sources: Bloomberg, Metzler Research
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Sales and EBITDA margins over 16 years
Gales 07 08 o2 10 1 12 13 14 15 18 17 18 18 e Me 22
Masterflex 888 883 384 461 B30 650 578 62 641 665 747 772 00 T7i0 774 B4D
Deutz 1524 1485 881 1180 1528 1282 1483 1530 1247 1260 1480 1778 1833 1841 1283 1578
Krones 2,156 2,381 B85 2173 2480 2884 2815 2853 3174 3391 3631 3854 3950 3313 3535 388
Jungheinrich 2,001 2746 1676 1816 2116 2270 2288 2488 2754 3085 3435 3796 3971 3605 386 4180
Ringmetall ag Y 43 48 47 86 67 g4 102 121 121 122 30
Ebitda Margins o7 o8 i 10 1 12 13 14 15 16 17 18 18 20e He 22e

Masterflex .3x  TE8W 104 1BE4 WE4 WL W WT E0M 1834 13T 22K T4k 94 T4 148
Deutz 0.7 S.d 42 WE- 10T 00K 3.5% 3T 103 Jdx J.d 5.7 91 02w 134 125
Krones  8.6% q.d 5.8 9.3 8.2m 6.9 5.8 9.8 102 9.5% 8.9 9.5 B.6% 5.9 T .00

Jungheinrich  13.62 137 8T 130x MW 152 S 18Ex 1SEk 156} 3 158K B3 15EM 15dd 162K
Ringmetall .7 1014 2.8 B.0 oM 105k TEA MEH NMEM g.8 8.29 8.8 8- 10T
VG ex MZX 3.7 3.5 Gaw T 0Tk 357 Wt M3 s ek M 0T 0EM TR M 121

Sources: Bloomberg, Metzler Research

Multiples based on target price
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DCF model & Sensitivity

FYl%  Ff2e FY2le FY22e FY23e FY24e F2Ge F26e TWVear

‘Year 1] 1 2 3 4 5 & 7
Discounting pericd 0.01 1.01 2.01 3.01 401 5.01 6.01 7.01 2.01
Sales 20.0 71.0 774 24.0 28.2 92.6 57.3 102.1 105.5
Sales growth [3) -11.3 9.1 8.5 5.0 5.0 5.0 5.0 3.3
Cperating margin (3] 5.7 3.6 7.1 10.1 7.5 7.5 7.5 7.5 4.0
EBIT 4.5 26 5.5 8.5 6.6 6.9 7.3 7.7 4.2
Taxes 0.8 05 14 2.4 20 21 22 2.3 1.3
Tax rate (%) 245 32.0 32.0 32.0 300 300 30.0 300 30.0
Depreciation 46 41 3.5 3.9 3.1 3.2 3.4 36 3.7
Amartisation [ppa etc.)
Gross cash flow 6.6 4.1 7.6 9.6 7.7 3.1 8.5 8.9 6.6
Capex 2.21 3.26 3.10 3.36 3.1 3.2 3.4 3.6 7
Change in working capital -1.7 -2.1 0.4 0.5
Free cazh flow 2.3 -1.2 4.1 5.7 4.6 4.9 5.1 5.4 3.0
Discounted free cash flow 2.8 -1.1 3.6 1.8 3.7 3.6 3.6 3.6
Sum of DCF 24
™ 70
Net Debt 23
Fair' Equity value 72
Number of shares 9.6
Fair' value per share 7.5
WACC
Sales growth (%), years 3-7 5.0 Capex/sales (%), TVyear 1.0 Cost of debt (%) 3.2
Sales growth (%), TV year 3.3 Depreciation/Capex (%) 100 Cost of equity [3) 8.2
Operating margin (%), years 3-7 7.5 Beta 11 Equity 42.0
Operating margin (%), TV vear 4.0 LTdebtinterestrate (%) 4.5 Financial Debt 30.8
Tax rate (%), years 3-7 30.0 Risk Free Rate () 1.0 Total capital 72.9
Capex/Sales (%), years 3-7 3.5 Market Risk Premium (%) E£.5 WACC (%) 6.0
Sales CAGROS-18 TR
Sensitivity analysis
Sensitivity of DCFvalue Market ™ ™
per share to a +/- 5% change DCF risk DCF sales OCF Ebit DCF
in key assumptions beta walue !premium wvalue | growth walue | margin  value
-5%s 1.05 2.1 £.13% 8.2 3.15% 7.0 3.80% 7.1
base case 1.10 7.5 6.50% 7.5 3.32% 7.5 4.00% 7.5
+5% 1.16 6.3 6.23% &.3 3.49% 2.0 4.20% 7.8

Sources: Bloomberg, Metzler Research
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Balance sheet

(in EUR m) 2017 % 2018 % 2019 % 2020e % 2021e % 2022e %
Assets 73 208 75 3.0 82 8.5 83 1.2 85 2.6 88 4.3
Fixed assets 43 272 45 4.2 a7 55 49 4.1 50 25 51 24
Intangible fixed assets 11 1497 13 115 13 4.7 14 5.2 14 5.1 15 4.8
Goodwill 9 182.0 9 0.0 9 0.0 9 0.0 9 0.0 9 0.0
Other intangible assets 2 649 3 633 4 175 5 174 5 15.2 6 132
Tangible assets 31 8.2 32 1.5 34 5.9 35 3.6 36 1.4 36 1.4
Technical plant and equipment M 20.2 12 11.3 12 3.8 12 -1.9 14 12.5 14 0.0
Financial assets 0 297 0 7.6 0 -276 0 37.0 0 0.0 0 0.0
Other financial assets 0 n.a. 0 -275 0 -6.9 0 222 0 0.0 0 0.0
Current assets 29 1356 30 5.1 34 1356 33 27 34 29 37 7.8
Inventories 15 123 17 9.4 19 118 19 2.0 19 1.1 19 -1.0
Receivables and other assets 7 8.8 8 149 8 -5.7 9 180 10 5.4 10 7.1
Cash and cash items 5 336 4 -18.1 7 58.1 4  -38.7 4 5.8 7 475
Deferred taxes 2 0.6 1 -66.9 0 -221 0 -196 0 0.0 0 -688
Shareholders' equity and liabilities 73 20.8 75 3.0 82 8.6 82 0.7 84 2.6 88 4.3
Shareholders' equity 37 303 40 7.6 42 4.5 44 3.6 46 6.5 51 10.7
Subscribed capital 10 1041 10 0.0 10 0.0 10 0.0 10 0.0 10 0.0
Reserves 30 425 32 9.1 34 5.7 35 2.9 38 8.5 43 131
Minority interests -0 2.4 -0 -46.2 -1 243 -1 12.0 -1 0.0 -1 0.0
Outside capital 36 122 35 -1.7 40 131 39 -23 38 1.7 37 -35
Liabilities 35 184 34 20 39 1565 38 -2.3 38 -1.8 36 -3.5
Financial debt 26 111 26 3.1 31 16.4 30 2.7 29 -4.3 28 -39
Accounts payable, trade 2 -12.0 2 7.0 2 7.0 2 -2.2 2 13.6 2 0.0
Other liabilities 5 739 4 -159 5 175 5 -0.7 5 3.9 5 -5.6
Deferred taxes liabilities 2 877 1 -416 1 0.1 1 0.8 1 8.9 1 7.4
Balance sheet total 73 208 75 3.0 82 8.5 83 1.2 85 2.6 88 4.3

Sources: Refinitiv, Metzler Research
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Profit & loss account

(in EUR m) 2017 % 2018 % 2019 % 2020e % 2021e % 2022e %
Sales 75 123 77 3.4 80 35 71 -11.3 77 9.1 84 8.5
Change in finished goods and

work in progress 1 426 2 1237 0 -765 0 131 0 0.0 0 0.0
Own work capitalised 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a.
Total output 76 126 79 4.8 80 1.6 71 1141 78 9.1 85 8.4
Other operating income 1 -50.8 1221 1 850 1 1441 1 -220 1 -13.2
Operating expenses 69 119 74 6.1 77 4.6 70 -9.3 73 4.7 77 4.8
Cost of materials 24 16.9 25 3.8 26 2.9 22 -134 24 8.6 27 9.5
Personnel expenses 29 7.6 31 8.0 33 6.1 30 -7.7 31 1.4 31 0.5
Depreciation and amortization 3 172 3 5.0 5 376 4  -105 4 -5.9 4 2.0
\S’Z{'Stzgg‘g?]zo;‘s':;f:g fixed as- 3 172 3 50 5 376 4 105 4 59 4 20
Other operating expenses 13 1.7 14 6.5 14 -3.6 13 -4.7 14 9.1 15 6.7
EBIT 7 8.3 6 -7.6 5 -25.6 3 -437 6 1164 8 533
Financial result -1 225 -1 10.3 1219 -1 14.8 -1 0.0 -1 0.0
Income from investments 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a.
Interest income (net) -1 11.0 -1 10.9 -1 =240 -1 16.5 -1 0.0 -1 0.0
Result of ordinary activities 5 185 5 -7.0 3 -365 1 -652 4 2042 7 665
EBT 5 185 5 -7.0 3 -3b5 1 -b52 4 2042 7 665
Taxes on income -1 8.7 -2 -67.6 -1 54.2 -0 424 -1 -204.2 -2 -66.5
Tax rate (%) -195 230 -35.1  -80.1 -249 289 -32.0 -284 -32.0 0.0 -32.0 0.0
Net income 4 277 3 -25.0 2 -254 1 -594 3 2042 5 66.5
Minority interests 0 -87.7 0 nm 0 -420 0 -100.0 0 n.a. 0 n.a.
Minority rate (%) 0.2 -904 48 n.m. 3.7 -22.3 0.0 -100.0 0.0 n.a. 0.0 n.a.
Net Income after minorities 4 256 3 -2156 3 -26.2 1 -60.9 3 204.2 b5 66.5
iL[J]zz;r)T?éoprlated consolidated net 0 na 0 na 0 na 0 na 0 na 0 na
Adjustment calculation

Net Income after minorities 4 256 3 215 3 -26.2 1 -60.9 3 204.2 5 66.5
Adjustments of net income 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a. 0 n.a.
Adjustment rate (%) 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a. 0.0 n.a.
Adj. net income after minorities 4 256 3 -215 3 -26.2 1 -60.9 3 204.2 5 66.5
Number of shares outstanding 9 8.0 10 2.0 10 0.0 10 0.0 10 0.0 10 0.0
EPS (EUR) 046 16.2 0.36 -23.0 026 -26.2 0.10 -60.9 0.31 204.2 052 665
EPS adj. (EUR) 046 16.2 0.36 -23.0 026 -26.2 0.10 -60.9 0.31 204.2 052 665

Sources: Refinitiv, Metzler Research
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Cash flow/ratios/valuation

2017 % 2018 % 2019 % 2020e % 2021e % 2022e %
Cash Flow/ Net Debt (in EUR m)
Gross Cash Flow 9 140 8 -12.1 8 8.6 6 -255 8 287 10 26.0
Increase in working capital -2 -3563.7 -2 192 -2 16.0 -2 229 -0 806 -0 -25.0
Capital expenditures -4 n.a. -4 n.a. -2 n.a. -3 n.a. -3 n.a. -3 n.a.
D+A/Capex (%) -81.0 n.a. -93.8 n.a. -208.4 n.a. -126.1 n.a. -125.0 n.a. -117.5 n.a.
Free cash flow (Metzler definition) 2 2971 2 -9.1 4 110.3 1 -80.3 4 4127 6 383
Free cash flow yield (%) 28 n.a. 3.1 n.a. 10.3 n.a. 1.9 n.a. 9.5 n.a. 13.1 n.a.
Dividend paid 0 n.a. 0 n.a. 0 n.a. -1 n.a. -1 -42.9 -1 -50.0
Free cash flow (post dividend) 2 2971 2 9.1 4 110.3 2 -65.1 5 251.9 8 403
Net Debt incl. Provisions 20 7.9 21 9.5 23 8.3 25 8.2 23 -6.3 20 -141
Gearing (%) 52.3 n.a. 53.2 n.a. 55.2 n.a. 57.6 n.a. 50.7 n.a. 39.3 n.a.
Net debt/EBITDA 2.0 n.a. 2.3 n.a. 2.5 n.a. 3.8 n.a. 2.5 n.a. 1.6 n.a.
Ratios (in %)
Liquidity
Quick ratio 98.3 n.a. 102.0 n.a. 141.9 n.a. 130.8 n.a. 131.9 n.a. 165.9 n.a.
Current ratio 209.9 n.a. 228.4 n.a. 311.9 n.a. 305.1 n.a. 300.3 n.a. 341.8 n.a.
Pay-out ratio 0.0 n.a. 0.0 n.a. 0.0 n.a. 67.9 n.a. 31.9 n.a. 28.7 n.a.
Balance sheet structure
Equity/total assets 51.3 n.a. 53.5 n.a. 51.6 n.a. 52.7 n.a. 54.7 n.a. 58.1 n.a.
Equity to fixed assets 88.2 n.a. 91.4 n.a. 90.7 n.a. 90.1 n.a. 93.5 n.a. 101.0 n.a.
Long-term capital to total assets 76.3 n.a. 78.6 n.a. 83.8 n.a. 83.4 n.a. 83.1 n.a. 84.3 n.a.
;gz%fgz:;::sltal o fixed assets 96.0 n.a. 96.5 n.a. 104.1 n.a. 101.4 n.a. 101.5 n.a. 105.9 n.a.
Liabilities to equity (leverage) 93.0 n.a. 84.8 n.a. 93.7 n.a. 88.4 n.a. 8156 n.a. 71.0 n.a.
Profitability/efficiency
Working capital to sales 26.8 n.a. 28.5 n.a. 29.7 n.a. 36.4 n.a. 33.8 n.a. 31.8 n.a.
EBIT margin 8.8 n.a. 7.9 n.a. 5.7 n.a. 3.6 n.a. 7.1 n.a. 10.1 n.a.
EBITDA margin 13.1 n.a. 12.2 n.a. 1.4 n.a. 9.4 n.a. 12.1 n.a. 14.8 n.a.
Net ROS 5.9 n.a. 4.4 n.a. 3.2 n.a. 1.4 n.a. 3.9 n.a. 6.0 n.a.
Cash flow margin 1.7 n.a. 9.9 n.a. 104 n.a. 8.7 n.a. 10.3 n.a. 12.0 n.a.
ROE (after Tax/Min.) 13.1 n.a. 8.7 n.a. 6.1 n.a. 2.3 n.a. 6.6 n.a. 10.2 n.a.
Productivity
foggre numeer ofemployees 06 68 07 73 07 19 06 -129 06 19 06 33
Sales per employee (EUR '000) 116.3 5.1 1121 -3.6 118.3 5.5 120.5 1.8 1291 7.1 135.5 5.0
EBIT per employee (EUR '000) 10.3 1.4 89 -139 6.7 -24.1 43 -354 9.2 1124 13.7 483
Valuation
PER adj. 18.9 n.a. 19.8 n.a. 17.0 n.a. 47.7 n.a. 15.7 n.a. 9.4 n.a.
PBV 2.2 n.a. 1.7 n.a. 1.0 n.a. 1.1 n.a. 1.0 n.a. 0.9 n.a.
EV/EBITDA 104 n.a. 9.5 n.a. 7.2 n.a. 10.8 n.a. 7.5 n.a. 5.4 n.a.
EV/EBIT 15.5 n.a. 14.6 n.a. 14.6 n.a. 28.3 n.a. 12.8 n.a. 8.0 n.a.
Dividend yield (%) 0.0 n.a. 0.0 n.a. 0.0 n.a. 1.4 n.a. 2.0 n.a. 3.0 n.a.

Sources: Refinitiv, Metzler Research
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Disclosures

Recommendation history Recommendations for each financial instrument or issuer - mentioned in this docu-
ment - published by Metzler in the past twelve months

Date of dissemi- Metzler recommendation * Current price ** Price target * Author ***
nation Previous Current
Issuer/Financial Instrument (ISIN): Jungheinrich (DE0006219934)
28.07.2020  Sell Hold 26.26 EUR 26.00 EUR Bauer, Stephan
15.05.2020  Sell Sell 14.85 EUR 13.00 EUR Bauer, Stephan
14.05.2020  Sell Sell 15.05 EUR 13.00 EUR Bauer, Stephan
17.03.2020  Hold Sell 12.88 EUR 10.50 EUR Bauer, Stephan
Issuer/Financial Instrument (ISIN): Krones (DE0006335003)
07.05.2020 Hold Hold 54.30 EUR 53.00 EUR Bauer, Stephan
18.02.2020  Buy Hold 71.80 EUR 73.00 EUR Bauer, Stephan

*

Effective until the price target and/or investment recommendation is updated
(FI/FX recommendations are valid solely at the time of publication)

XETRA trading price at the close of the previous day unless stated otherwise
herein

All authors are financial analysts

*%

*K¥

Masterflex

17 . Metzler and/or a company affiliated with Metzler had reached an agree-
ment on the compilation of the investment analysis with the analysed
company. Prior to publication of the financial analysis, the provider gives
the issuer a one-off opportunity to comment (comparison of facts in ac-
cordance with the DVFA Code) within the regulatory framework to avoid
quality defects.

Compiled: October 28, 2020 07:57 AM CET
Initial release: October 28, 2020 07:57 AM CET
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Disclaimer

This document has been prepared by B. Metzler seel. Sohn & Co. KGaA (Metzler) and is addressed exclusively to eligible counterparties and professional clients. It is thus not
suitable for retail clients.

This document is based on information which is generally available and which Metzler believes to be fundamentally reliable. Metzler has not verified the accuracy or com-
pleteness of the information, however, and thus provides no warranty or representation in respect of the accuracy or completeness of the information, opinions, estimates,
recommendations and forecasts contained in this document. Neither Metzler nor any of its shareholders or employees are liable for damage or any other disadvantage suf-
fered due to inaccurate or incomplete information, opinions, estimates, recommendations or forecasts as a result of the distribution or use of or in connection to this docu-
ment.

This document does not constitute or form part of any offer to buy or solicitation of any offer to buy securities, other financial instruments or other investment instruments.
Neither does it take account of the particular investment objectives, financial situation or needs of individual recipients nor does it constitute personal investment advice.
Metzler does not act as investment advisor or portfolio manager in preparing and publishing this document. Recipients must make their own investment decisions in accor-
dance with their specific financial situation and investment objectives, based on independent processes and analyses, taking sales or other prospectuses, information memo-
randa and other investor information into account, and consult with an independent financial advisor where necessary. Recipients should note that any information regarding
past performance should not be relied upon as an indication of future performance and should therefore not form the basis of any decision whether or not to invest in any fi-
nancial instruments.

The information, opinions, estimates, recommendations and forecasts contained in this document reflect the personal views of the author at the time of publication on the fi-
nancial instruments or issuers that form the subject of this document and do not necessarily reflect the opinions of Metzler, the issuer or third parties. They may also be sub-
ject to change on account of future events and developments. Metzler has no obligation to amend, supplement or update this document or to otherwise notify recipients in
the event that any information, opinions, estimates, recommendations or forecasts stated herein should change or subsequently become inaccurate, incomplete or mislead-
ing. The model calculations contained in this document, if any, are examples showing the possible performance and are based on various assumptions (e.g. regarding earn-
ings and volatility). The actual performance may be higher or lower, depending on market trends and on the correctness of assumptions underlying the model calculations.
Accordingly, actual performance cannot be guaranteed, warranted or assured.

Recipients should assume that (a) Metzler is entitled to acquire orders for investment banking, securities or other services from or with companies which form the subject of
research publications and that (b) analysts who were involved in preparing research publications may, within the scope of regulatory laws, be indirectly involved in the acqui-
sition of such orders.

Metzler and its employees may hold positions in securities of the companies analysed or in other investment objects or may conduct transactions with such securities or in-
vestment objects.

This document is provided for information purposes only and may not be copied, duplicated, forwarded to third parties or otherwise published, in whole or in part, without
Metzler's written consent. Metzler reserves all copyrights and rights of use, including those relating to electronic media. Insofar as Metzler provides hyperlinks to websites of
the companies cited in research publications, this does not mean that Metzler confirms, recommends or warrants any data contained on the linked sites or data which can be
accessed from such sites. Metzler accepts no liability for links or data, nor for any consequences which may arise as a result of following the links and/or using the data.

This document is subject to the laws of the Federal Republic of Germany. Venue of jurisdiction for any disputes shall be Frankfurt am Main, Germany.
By accepting this document the recipient declares his/her agreement with the above provisions.

Information in accordance with Regulation (EU) No. 596/2014, Delegated Regulation (EU) No. 2016/958 and section 85 (1) of the German Securities Trading Act (Wertpapier-
handelsgesetz)

Persons responsible for this document

The company responsible for preparing this document is B. Metzler seel. Sohn & Co. KGaA, Untermainanlage 1, 60329 Frankfurt am Main, Germany, which is subject to super-
vision by the German Federal Financial Supervisory Authority (Bundesanstalt fiir Finanzdienstleistungsaufsicht; BaFin), Marie-Curie-Strae 24-28, 60439 Frankfurt/Main, Ger-
many, and by the European Central Bank (ECB), SonnemannstraBe 20, 60314 Frankfurt/Main, Germany.

Key information sources

The sources of information referred to when preparing research publications include publications by national and international media, the European Central Bank and other
public authorities, information services (such as Reuters and Bloomberg), the financial press, published statistics, information published by rating agencies, annual reports
and other information provided by the issuers.

Valuation criteria and methods

Valuations are based on standard and acknowledged methods of fundamental and technical analysis (e.g. DCF model, peer-group analysis, sum-of-the-parts model, relative-
value analysis). The valuation models are affected by macro-economic values such as interest rates, exchange rates, commodities prices and economic performance, as well
as by market sentiments. Detailed information on the valuation principles and methods used by Metzler and the assumptions on which they are based is available at:
www.metzler.com/disclaimer-capital-markets-en.

Sensitivity of valuation parameters; risks

The figures on which the company valuations are based are date-specific estimates and thus carry inherent risks. They may be adjusted at any time without prior notice.
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Irrespective of the valuation principles and methods used and the assumptions on which they are based, there is always a risk that a particular price target is not achieved or
that the assumptions and forecasts prove inaccurate. This can, for instance, be the result of unexpected changes in demand, management, technology, economic or political
developments, interest rates, costs, the competitive situation, the legal situation and other factors. Investments in foreign markets and instruments are subject to additional
risks, as a result of changes in exchange rates or in the economic, political or social situation, for instance. This outline of risks makes no claim to be exhaustive.

Definition of categories for investment recommendations

The categories for investment recommendations in research publications by Metzler have the following meanings:

Shares:

BUY The price of the analysed financial instrument is expected to rise in the next 12 months.

HOLD The price of the analysed financial instrument is expected to largely remain stable in the next 12 months.

SELL The price of the analysed financial instrument is expected to fall in the next 12 months.

Bonds:

BUY The analysed financial instrument is expected to perform better than similar financial instruments.

HOLD The analysed financial instrument is not expected to perform significantly better or worse than similar financial instruments.
SELL The analysed financial instrument is expected to perform worse than similar financial instruments.

Summary of investment recommendations

A list of all investment recommendations for each financial instrument or issuer published by Metzler in the past twelve months can be found at www.metzler.com/disclaimer-
capital-markets-en.

wou

The quarterly quotation of the number of all investment recommendations given as “buy”, “hold”, “sell” or similar for the past 12 months as a proportion of the total number
of investment recommendations made by Metzler and the quotation of the proportion of these categories relating to issuers to whom Metzler has provided services within the
meaning of Annex | sections A and B of Regulation 2014/65/EU within the past 12 months can be accessed and downloaded at www.metzler.com/disclaimer-capital-markets-
en.

Planned updates of this document

This document reflects the opinion of the respective author at the time of its preparation. Any changes of factors can cause information, opinions, estimates, recommenda-
tions and forecasts contained in this document to cease to be accurate. No decision has as yet been taken as to whether, and if so when, this document will be updated. If an
investment recommendation is updated, the updated investment recommendation replaces the previous investment recommendation upon publication.

Compliance arrangements; conflicts of interest

All analysts are bound by Metzler's internal compliance regulations which ensure that the research publications are prepared in accordance with statutory and regulatory pro-
visions. The analysts are classified as working in a confidential sector and are thus required to observe the resulting statutory and regulatory provisions. This is monitored on a
regular basis by the Compliance department and external auditors. The Compliance department ensures that potential conflicts of interest do not affect the original result of
the analysis. Metzler has a hinding Conflicts of Interest Policy in place which ensures that relevant conflicts of interest within Metzler, the Metzler Group, the analysts and
staff of Metzler's Capital Markets division and persons associated with them are avoided or, if they cannot be avoided, are appropriately identified, managed, disclosed and
monitored. A detailed description of Metzler's policy for avoiding conflicts of interest is available at www.metzler.com/disclaimer-capital-markets-en.

Details of the conflicts of interests to be disclosed under regulatory requirements are published at www.metzler.com/disclosures-en.

Remuneration

The remuneration of the Metzler staff members and other persons involved in preparing this document is in no way, either in whole or in any variable part, directly or material-
ly linked to transactions in securities services or other transactions processed by Metzler.

Prices

All prices for financial instruments stated in this document are, unless otherwise stated, closing prices for the trading day preceding the respective stated publication date on
the market which we regard as the most liquid market for the respective financial instrument.

Scope of application

This document was prepared in the Federal Republic of Germany in line with the legal provisions valid there. It may therefore be possible that this document does not comply
with all provisions relating to the preparation of such documents in other countries.
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