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2G Energy

Fifth successive year of growth

2G Energy’s FY20 results marked the fifth successive year of revenue
growth, despite the coronavirus pandemic. Customers in Germany and
elsewhere continued to invest in combined heat and power (CHP) systems
that help cut electricity costs, reduce dependence on overstretched
electricity grids and address the variability of output from wind and solar
sources. Importantly 2G’s CHP systems can be upgraded to run on
hydrogen, future proofing the investment as the sector decarbonises.

FY20 revenue and profit growth in line with guidance

Group sales rose by 4.4% y-0-y during FY20 to €246.7m, which is towards the top
end of management’s €235-250m guidance. EBIT grew by 6.4% to €16.4m, with
EBIT margins (as a percentage of net sales) increasing very slightly to 6.7%. This
was also towards the top end of management’s 5.5-7.0% guidance. Cash flow from
operating activities was significantly higher during FY20 than the previous year
(€9.8m vs €1.9m) because of lower working capital outflow and tax payments,
resulting in a €5.4m increase in net cash during FY20 to €5.6m at the year end.

Management expects further growth in FY21

Noting an order book totalling €136.6m at end Q121 and a ¢ 35% year-on-year
jump in revenues during Q121 to €43m, management expects net sales of €245—
260m for FY21 as a whole, with an EBIT margin of 6.0-7.5% This view assumes
that the pandemic does not worsen again in the markets where 2G operates.
Management has reiterated its longer-term goal of hitting €300m revenues in 2024
and raising the EBIT margin to 10%. This margin improvement would be achieved
through a combination of efficiency gains realised through internal programmes,
economies of scale and a higher proportion of service revenues.

Valuation: Premium for fuel-agnostic approach

2G Energy’s product portfolio of CHP systems positions it to benefit from the
transition from coal- and nuclear-powered electricity generation to increasing use of
wind and solar sources augmented by natural gas to balance supply and demand.
In the longer term, 2G has proven technology to address the potential switch from
natural gas to hydrogen. However, there will still be significant demand for 2G’s
biogas and natural gas-powered systems if adoption of hydrogen as an energy
storage medium is delayed or derailed. We believe that this fuel-agnostic approach
justifies 2G’s share price, currently trading on multiples towards the upper end of
our sample of companies offering conventional power generation equipment.

Consensus estimates

Year Revenue PBT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12119 236.4 15.3 2.33 0.45 40.3 0.5
12/20 246.7 16.5 2.70 0.45 34.8 0.5
12121e 258.9 18.3 2.82 0.53 33.0 0.6
12/22e 284.3 224 3.32 0.83 28.2 0.9

Source: Refinitiv
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Share details
Code 2GB
Listing Deutsche Borse Scale
Shares in issue 4.5m
Net cash at end December 2020 €5.6m

Business description

2G Energy is a leading international manufacturer of
highly efficient combined heat and power plants
(CHP). These are deployed in the housing industry,
agriculture, commercial and industrial companies,
public energy utilities, and municipal and local
government authorities.

Bull

Increasing demand for flexible and decentralised
generation of power and heat worldwide as coal
and nuclear power stations are closed down.

Decentralised CHP solutions reduce CO2
emissions by improving conversion efficiency.

Hydrogen-fuelled systems offer mechanism for
storing surplus power from renewables.

Bear
Uptake affected by green regulation.
Economics depend on spark gap.

Low free float (47.7%).

Analyst

Anne Margaret Crow +44 (0)20 3077 5700

Edison Investment Research provides
qualitative research coverage on companies
in the Deutsche Borse Scale segment in
accordance with section 36 subsection 3 of
the General Terms and Conditions of
Deutsche Borse AG for the Regulated
Unofficial Market (Freiverkehr) on Frankfurter
Wertpapierborse (as of 1 March 2017). Two to
three research reports will be produced per
year. Research reports do not contain Edison
analyst financial forecasts.


mailto:industrials@edisongroup.com
https://www.edisongroup.com/company/2g-energy/2569/

EDISON

FY20: Growth in a time of coronavirus

FY20 growth in line with management guidance

Group sales rose by 4.4% y-o-y during FY20 to €246.7m, which is towards the top end of
management’s €235-250m guidance. While travel restrictions caused by the coronavirus pandemic
had delayed the commissioning and installation of new CHP plants during H120, there was very
little disruption to production and no order cancellations, enabling the group to more than recover
the lost ground in the second half. Exports grew more quickly than domestic sales, boosted by
strong performances in the United States and the UK, and accounted for 43% of CHP system sales
(39% in FY19). Revenues from services and the sale of replacement parts grew by 4% to €93.3m,
accounting for 38% of total revenues. The 4% increase in revenues from CHP systems was
attributable to demand for natural gas systems in Germany and elsewhere, which more than
compensated for lower sales of biogas systems.

Cost of materials as a proportion of total operating revenue increased by 0.9pp to 65.8%.
Management notes that the metric is similar to the previous year if the distorting impact of changes
in inventory is removed, showing that cost-saving measures in previous years, particularly in the
area of engine procurement, have proved sustainable. Personnel costs as a proportion of operating
revenue increased by 0.2pp to 17.4%, in line with rising output. EBIT grew by 6.4% to €16.4m, with
EBIT margins (as a percentage of net sales) increasing very slightly, by 0.1pp to 6.7%. This was
also towards the top end of management’s 5.5-7.0% guidance. Dividend payments were
maintained at FY19 levels, ie €0.45/share.

Strong cash generation

Net cash rose by €5.4m during FY20 to €5.6m at the year end. In January 2021, the group raised
€5.3m (gross) through a placing at €95.60/share. The funds raised are being used to provide
additional liquidity to accommodate the working capital requirements of individual major projects.
Cash flow from operating activities was significantly higher during FY20 than the previous year
(€9.8m vs €1.9m) because of lower working capital outflow and tax payments. Working capital
increased by €5.6m, much of which was attributable to final invoices issued during December to
external financing partners by the group’s internal financing operation which were not due as of the
balance sheet date. Capex totalled €2.4m (gross), around half of which was spent on purchasing
new vehicles.

Favourable outlook supported by order book

Good start to FY21

New order intake for systems grew by ¢ 5% y-0-y during FY20, resulting in an order book at end
FY20 of €111.2m compared with €116.8m at end FY19. New orders grew by 3% in Q121,
contributing to an order book totalling €136.6m at end Q121. More than 50% of the new orders
related to exports. Preliminary data for Q121 show a ¢ 35% jump in revenues to €43m. Significantly,
the revenues included final invoicing for a number of the projects which were partly completed at
the end of FY20, showing that management is succeeding in reducing the imbalance of revenues
between the fourth and first quarters.

Based on the order book position and the current general business trend in Germany and
elsewhere, management expects net sales of €245-260m for FY21 as a whole, with an EBIT
margin of 6.0-7.5%. This view assumes that the pandemic does not worsen again in the markets
where 2G operates, which could lead to temporary closures of construction sites in key foreign
markets, delaying commissioning of systems. Management has reiterated its longer-term goal of
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hitting €300m revenues in 2024 and raising the EBIT margin to 10%. This margin improvement
would be achieved through a combination of efficiency gains realised through the use of partners to
develop international markets, the ‘Lead-to-Lean’ project and digitalisation of maintenance and
services, as well as economies of scale and a higher proportion of service revenues.

Supporting global energy transition

Management expects there is likely to be a reduction in domestic sales of biogas systems from
H221 onwards because the subsidies to replace older systems with ones able to provide more
flexible output will finish at the end of July 2021. However, demand for biogas systems is not likely
to go away. The European Biogas Association estimates that implementation of the EU Green Deal
brings opportunities to scale-up biogas and biomethane production across Europe from 167 TWh in
2019 to a minimum of 380 TWh by 2030. Moreover management expects the short-term decline in
demand for biogas systems in Germany will be more than offset by domestic demand for natural
gas systems to complement renewable generation sources. It expects that this deployment of
natural gas power generation systems as a substitute for coal-based power generation will then be
followed by gradual adoption of hydrogen-fuelled systems as part of the move to a completely
carbon-neutral power generation industry.

Addressing energy shortfall in 2023 as Germany turns off coal and nuclear
power stations

Exhibit 1: Calculated surplus capacities or capacity bottlenecks by 2023
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Source:2G Energy
In July 2020, Germany’s lower house of parliament passed a bill to phase out coal-fired power
stations in the country by 2038 at the latest. The bill means that more than 40GW of electricity
capacity will gradually be withdrawn from the market, in addition to more than 9GW of capacity loss
because of the phasing out of nuclear power by the end of 2022. In total, this represents around
40% of the available base load capacity being withdrawn. Management estimates that if the coal
and nuclear power plants in Germany are shut down as now required by law, there will be
insufficient electricity being generated for 15% of the hours in a year from 2023 onwards. This view
is supported by a report from the German Federal Audit Office which calculates a shortfall of up to
4.5GW of generation capacity by 2024. Gas-based CHP plants such as those offered by 2G Energy
represent a solution for bridging the immediate generation capacity shortfall. This is because 2G
Energy’s systems have a flexible output; they can be installed close to the point of consumption,
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reducing investment in transmission and distribution grids; and their planning and construction time
is substantially less than that for wind farms or utility-scale, gas-powered generation facilities.
Having a flexible output is particularly helpful as the proportion of energy generated from renewable
sources increases since wind and solar generation sources are inherently intermittent. As part of
the coal phase-out, the subsidies for larger CHP systems have been enhanced, with the funding
period expanded to the end of 2029 and the annual cap raised from €1.5bn to €1.8bn.

2G’s natural gas CHPs are hydrogen-ready

Governments are increasingly introducing policies intended to encourage the use of hydrogen so
they can meet their obligations to achieve carbon neutrality. For example, in July 2020 the EU
published ‘A hydrogen strategy for a climate-neutral Europe’. This document sees hydrogen playing
a key role in achieving decarbonisation of EU energy consumption by 2050. As discussed in
Edison’s , the roadmap envisages progressive uptake of hydrogen leading to a
repurposing of parts of the existing natural gas infrastructure to transport hydrogen. The hydrogen
gas will primarily be used to replace fossil fuels in some carbon-intensive industrial processes and
to power fuel cell trucks, buses and other heavy vehicles. There is also a role for hydrogen as an
energy storage medium to address the imbalance between supply from renewable energy sources
and demand. Hydrogen presents an alternative to utility-scale battery energy storage systems,
using surplus electricity from renewable sources to generate hydrogen by electrolysing water.
Importantly, hydrogen can store energy for a period of several months, while batteries can only
provide storage for up to a week.

2G Energy received its first order for a CHP system powered by hydrogen in September 2018. This
was for a project in Germany. The company will be implementing its first hydrogen-based projects in
Japan and the UK during 2021. Its hydrogen CHPs give comparable performance to those
operating on natural gas and are offered at similar prices. Management has recently committed to
converting the company’s natural gas CHP systems to run on up to 100% hydrogen after
approximately 30,000 operating hours as part of the regular maintenance schedule. This policy is
very attractive for operators because it eliminates the risk of stranded investments.

Valuation: Premium for fuel-agnostic approach

A comparison of prospective peer multiples for companies manufacturing fuel cells or electrolyser
equipment for generating renewable energy yields limited information because few of the
companies have reached commercial revenues and even fewer are generating meaningful profits.
2G Energy is trading on multiples that are lower than our sample mean, which is to be expected
given that it has been generating substantial revenues and profits for several years. It is interesting
to note that most of these hydrogen-related stocks have reduced in value since the start of the year
as investors have realised that many of the valuations were . 2G Energy’s share price
also benefited from investor interest in hydrogen-related stocks during 2020 and has doubled in
value over the last year. We believe that 2G Energy should be more resilient than many of the other
stocks in our sample to a continued downturn in investor sentiment regarding the sector because it
provides a route for participating in the potential growth in the global hydrogen economy without
technology or execution risk. Moreover, there still will be significant demand for 2G’s biogas and
natural gas-powered systems if the transition to a hydrogen economy is delayed or derailed.
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Exhibit 2: Peer multiples comparison

Name Performance  Market EV/Sales  EV/Sales EV/EBITDA EV/EBITDA PIE 1FY PIE 2FY

ytd (%) cap (€m) 1FY (x) 2FY (x) 1FY (x) 2FY (x) (x) (x)
AFC Energy (26.8) 491 2134 954 (69.7) (71.8) (50.1) N/A
Ballard Power Systems (35.5) 3,854 314 213 (71.7) (126.9) (74.6) (128.4)
Bloom Energy Corp (24.5) 3,087 45 3.6 54.5 325 (223.9) 104.0
Ceres Power Holdings (15.4) 2,398 65.3 57.2 (150.5) (153.9) (128.5) (126.8)
Doosan Fuel Cell Co (26.9) 2,073 55 37 65.3 373 128.0 66.5
ITM Power (19.3) 2,644 336.9 714 (122.1) (124.9) (94.9) (161.9)
Plug Power (28.4) 10,131 246 15.8 428.8 134.1 (105.2) (138.6)
Bloom Energy Corp (24.5) 3,087 45 36 545 325 (223.9) 104.0
Doosan Fuel Cell Co (26.9) 2,073 55 37 65.3 37.3 128.0 66.5
McPhy Energy (16.4) 796 222 13.8 (90.1) (69.4) (77.6) (80.5)
Nel (32.9) 2,822 255 15.6 (87.7) (107.9) (43.4) (87.9)
Powercell Sweden (publ) (39.0) 1,008 477 243 (147.8) 295.6 (85.0) 71738
SFC Energy 49.0 342 4.7 33 55.7 242 565.5 59.4
Hydrogen power generation equipment mean 219 15.1 120.7 84.8 273.8 741
China Yuchai Intermnational (2.1) 543 0.2 0.2 1.7 1.7 6.5 6.1
Cummins 14.9 31,668 1.7 1.6 10.9 9.9 173 14.7
DEUTZ 345 827 0.6 0.5 8.0 49 204 10.6
Generac Holdings 404 16,686 5.7 5.0 225 19.6 317 28.8
Conventional generation equipment mean 2.0 1.8 10.8 9.0 19.0 151
2G Energy 4.57 415 1.6 14 17.8 15.0 33.0 28.2

Source: Refinitiv. Note: Grey shading indicates exclusion from mean. Prices at 6 May 2021.

At the current level, a comparison with companies manufacturing conventional power generation
equipment shows 2G Energy trading at a discount to the sample mean for prospective EV/sales
multiples, but at a premium to the sample mean for prospective EV/EBITDA and P/E multiples.
Manufacturers of conventional power generation equipment have started to take the steps needed
to ensure they have a place in a fully decarbonised energy generation. For example, Cummins
acquired fuel cell manufacturer Hydrogenics in September 2019, while DEUTZ acquired German
battery specialist Futavis in 2019. Generac offers a range of combined solar and storage systems
for homeowners. 2G has a proven range of energy generation systems that are able to use natural
gas to address the predicted shortfall in generation capacity when coal- and nuclear-powered
plants are turned off in Germany and elsewhere. These systems can then be converted to use
hydrogen during the transition to a fully decarbonised power generation environment. We believe
that 2G’s fuel-agnostic approach justifies multiples that are at the upper end of our sample.
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Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Bérse AG or the Frankfurter Wertpapierbérse. Any investment decision should be solely based on a
securities offering document or another document containing all information required to make such an investment decision, including risk factors. This report has been commissioned by Deutsche Borse AG and prepared and
issued by Edison for publication globally.

Edison Investment Research standard fees are £49,500 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 2021 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 (jii) 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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