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Demand remains strong despite supply issues

The continuation of component shortages and further COVID-19 disruption
reduced the amount of product XP Power could ship in H122, weighing on
gross margins and adjusted operating profit. At the same time, customer
demand remains strong and the company has a record order backlog. With
component availability improving, XP is already seeing better financial
performance and expects a much stronger H2. We have revised our
forecasts to reflect H122 results and the strengthening US dollar, resulting
in an 8.7% cut to our FY22 normalised EPS and a 0.5% increase for FY23.

Revenue PBT* Diluted EPS* DPS PIE Yield
Year end (£m) (£m) ) (v) (x) (%)
12/20 233.3 443 198.4 74 15.3 24
12121 240.3 438 176.3 94 17.2 31
12/22¢ 2716 429 172.8 94 176 31
12/23e 295.8 54.8 221.0 97 138 3.2

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

Component shortages weigh on H122 results

H122 revenue of £123.6m was 3% higher year-on-year and 7% lower on a constant
currency, organic basis. Component shortages and a Chinese COVID-19 lockdown
combined to reduce the amount of product XP was able to ship in H122, with the
company estimating a £15m revenue shortfall in Q222 from these factors. Lower
factory utilisation combined with higher freight and component costs weighed on
gross margins, which dipped to 40.2% (H121: 46.6%), and adjusted operating
profit, which declined 35% y-0-y. Demand continued to outpace supply during
H122: order intake was up 23% y-o-y, book-to-bill was 1.56x and the record
backlog of £285m was 31% higher half-on-half. End H122 net debt increased to
£102m (net debt/EBITDA 2.1x) after paying for the FuG and Guth acquisitions and
higher working capital.

Factoring in currency and supply chain issues

XP is already seeing improvements in the supply chain and expects production to
ramp up in H2. We have revised our forecasts to reflect H122 results and the
stronger US dollar versus sterling (85% of XP revenue is dollar-based). The currency
translation effect outweighs revenue slippage, resulting in our revenue upgrades of
4% in FY22 and 5% in FY23. We reduce our gross margin assumption for FY22 and
FY23 reflecting higher component and freight costs. We cut our normalised diluted
EPS forecast by 8.7% in FY22 and increase it by 0.5% in FY23. We forecast net
debt/EBITDA of 2.2x by the end of FY22, reducing to 1.7x by the end of FY23.

Valuation: Pressured by supply chain & legal issues

On a P/E basis for FY22, XP is trading in line with global power solution companies
and at a discount to UK electronics companies, with a dividend yield at the upper
end of the range. XP generates EBITDA and EBIT margins at the top end of both
peer groups, even after our FY22 estimate cuts, and has a record order book
entering Q322. In our view, evidence that supply chain issues are abating and
litigation has been resolved will be key drivers of the share price.
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Review of H122 results

Exhibit 1: H122 financial highlights

£m H122 H121 y-0-y
Revenues 123.6 119.9 3.1%
Gross profit 49.7 55.9 -11.1%
Gross margin 40.2% 46.6% -6.4%
EBITDA 20.6 28.3 -27.2%
EBITDA margin 16.7% 23.6% 6.9%
Normalised operating profit 15.0 23.2 -35.3%
Normalised operating margin 12.1% 19.3% -7.2%
Reported operating profit (45.2) 171 N/A
Reported operating margin -36.6% 14.3% -50.8%
Normalised PBT 138 225 -38.7%
Normalised net income, after minority interest (MI) 10.3 18.5 -44.3%
Reported net income, after Ml -35.6 13.5 N/A
Normalised diluted EPS (p) 52.2 93.3 -44.1%
Reported basic EPS (p) -181.4 69.3 N/A
Net debt 102.0 20.3 402.5%
Dividend per share (p) 37.0 37.0 0.0%

Source: XP Power. Note: Edison normalised and XP adjusted profit measures are on the same basis.

XP Power reported H122 revenue of £123.6m (Q122 £61.8m, Q222 £61.8m), which included a
£7.8m contribution from FuG and Guth (acquired 30 January). This equated to year-on-year growth
of 3%, constant currency (cc) growth of -1% and like-for-like growth of -7%.

Several factors that affected Q122 production continued into Q222, with industry-wide component
shortages and extended component lead times. The company also experienced challenges with
logistics, which resulted in more finished product being shipped via air freight than via the sea to
meet customer demand and to avoid the disruption at ports (air freight costs c 5x sea freight and
sea freight rates are at 2—-3x pre-COVID-19 levels). During the five-week lockdown in China the
Kunshan facility could not operate, although staff were retained so that production could be ramped
up once allowed.

The company estimates that these factors resulted in a revenue shortfall of c £15m in Q222 with a
follow-on impact on gross margins. Lower production volumes meant lower factory utilisation,
inflation, higher prices paid to get hold of components that are in short supply, and higher logistics
costs all contributed to the H122 gross margin decline to 40.2% from 46.6% in H121 and 45.1% in
FY21. The company noted that product prices were increased in Q321, but this takes time to work
through the order backlog, so the company should start to see the benefit in H222. A further price
increase in Q222 should benefit FY23 financials. Where possible, the company passes increased
freight and material costs to customers in the form of surcharges. The company is also working with
customers to qualify alternative components and to redesign to mitigate shortages.

Operating costs excluding depreciation and amortisation increased 5% y-0-y to £29.1m, resulting in
adjusted operating profit of £15.0m (12.1% margin), down 35% y-o-y or 44% cc.

Reported operating profit is after charging specific items totalling £60.2m, made up of the following
costs/credits:

provision for the COMET damages award plus related legal fees: £47.8m (we forecast £50m
for the full year);

a £7.5m write down of capitalised development costs for products related to the COMET case;
ERP implementation project: £2.5m;

acquisition-related costs: £0.9m;
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amortisation of acquired intangibles: £2.1m;
currency gain of £2.4m on euro-based debt for the acquisitions of FuG and Guth; and
other costs: £1.8m.

XP reported financing costs of £2.2m, of which £1m has been treated as a specific item (loss on
refinancing debt), resulting in adjusted PBT of £13.8m and reported PBT of -£47.4m.

Net debt at the end of H122 was £102.0m, up from £24.6m at the end of FY21.

Key cash outflows included:

Working capital consumed £22.1m (excluding the provision made for the COMET case) as XP
built component inventory at higher prices and the US dollar strengthened against sterling
(most components are priced in dollars).

£32.3m/€39.0m to acquire FuG and Guth in January.
Capex totalling £10.3m.
Dividend paid of £11.5m.

As debt is US dollar-denominated, translation added £8.1m at the end of H122.

Net debt/EBITDA increased to 2.1x at the end of H122 and management expects this to remain at
¢ 2x at year-end after paying the potential damages claim.

The company announced a Q222 dividend of 19p per share, flat year-on-year and in line with our
forecast.

Divisional revenue performance mixed

Exhibit 2: Revenue by vertical and geography

£m H122 H121 y-0-y H122 H121 y-0-y
Europe Asia

Semi manufacturing 1.4 15 -7% Semi manufacturing 6.9 6.6 5%
Industrial technology 28.2 221 28% Industrial technology 5.7 55 4%
Healthcare 9.3 11.0 -15% Healthcare 26 28 1%
Total 38.9 346 12% Total 15.2 14.9 2%
North America Group

Semi manufacturing 40.0 36.4 10% Semi manufacturing 48.3 445 9%
Industrial technology 19.0 17.8 7% Industrial technology 52.9 454 17%
Healthcare 10.5 16.2 -35% Healthcare 224 30.0 -25%
Total 69.5 70.4 -1% Total 123.6 119.9 3%

Source: XP Power

Semiconductor manufacturing equipment (39% of H122 revenue): revenue increased 9%
y-0-y or 4% cc. Order intake increased 8% y-o-y or 3% cc. While there have been some reports
of softening demand for PCs and smartphones, XP continues to see strong demand from its
customer base, which themselves are forecasting continued demand growth through 2023.

Industrial technology (43%): revenue increased 17% y-o-y or 13% cc. This division contains
the majority of FUG and Guth revenues; on a like-for-like basis, this division saw a 2% cc
revenue decline. Orders grew by 9% y-o-y or 6% cc. Distribution, which makes up 12% of
group revenue, grew 29% y-o-y.

Healthcare (18%): revenue declined 25% y-o-y or 32% cc, reflecting lower order intake in 2021
as COVID-19 related demand dropped and the shortage of components that affected
shipments. Order intake has picked up again (+49% y-o-y, +45% cc) as health providers work
through the backlog of operations that were delayed due to COVID-19 and invest in areas such
as robotics.
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Demand remains strong across all segments

H122 order intake of £193.1m was up 23% y-0-y and 18% cc. On a quarterly basis, XP received
orders worth £102.4m in Q122 (+39% y-0-y) and £90.7m in Q222 (+8% y-0-y). Book-to-bill was
1.56:1 for H122. The company has seen positive momentum in all segments (which has continued
into Q3), particularly Healthcare (Exhibit 3) and has not seen any evidence of double-stocking or
over-ordering. FUG and Guth combined contributed orders worth £10.4m, which implies like-for-like
order growth of 12%. The committed record order book at end H122 of £285.2m was up 31% h-o-h.

Exhibit 3: Order intake by vertical

£m H120 H220 H121 H221 H122
Industrial technology 50.7 46.3 67.6 65.3 73.8
Semi fab 44.7 440 61.8 84.8 66.6
Healthcare 50.4 219 282 35.7 423
FuG & Guth 0.0 0.0 0.0 0.0 104
Total orders 145.8 112.2 157.6 185.8 193.1
Growth y-0-y

Industrial technology -14% -25% 33% 41% 9%
Semi fab 118% 66% 38% 93% 8%
Healthcare 140% -17% -44% 63% 49%
FuG & Guth N/A N/A N/A N/A N/A
Total 45% 2% 8% 66% 23%
Growth h-0-h

Industrial technology -18% -9% 46% -3% 13%
Semi fab 69% 2% 40% 37% 21%
Healthcare 90% 57% 29% 21% 18%
FuG & Guth N/A N/A N/A N/A N/A
Total 27% -23% 40% 18% 4%

Source: XP Power

Continuing to invest across the business

The company is currently constructing a third Asian manufacturing facility in Malaysia; this is
targeted to have a final capacity potential of $300—400m (in revenue) and is due to go live in Q124.
XP has also expanded capacity at all other sites so that when component shortages are resolved,
the company can rapidly ramp up manufacturing to deliver the backlog of orders. The roll out of the
SAP ERP system to Asian manufacturing sites is substantially complete, with only the US and
German sites still to adopt the software. XP is also investing in its design centres globally.

Debt refinanced

The company refinanced its debt during H122, increasing its revolving credit facility (RCF) from
$150m to $255m and the accordion option from $30m to $75m, due in 2026 with an extension
option to 2027.

COMET case: Awaiting judge’s ruling

In March, in a trade secrets misappropriation case brought by COMET, a jury awarded damages of
$40m against XP. As of 1 August, the judge has not yet filed a ruling on the jury’s decision or
subsequent filings. The board will assess the next steps once the ruling has been made. The
company has outlined the appeals process, estimating that it would cost $0.5-1.0m in total. The
company has accrued the $40m damages award and related legal costs (included in Specific items
for a total of £47.8m).
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Outlook and changes to forecasts

XP has seen improving financial performance metrics in July, so expects a significantly improved
performance in H222 as committed components are delivered and expanded capacity is used.
Management notes that while it is confident of a better performance in H222 supported by inventory
on hand and a record, committed order book, there remains a wider range of full year outcomes
than in prior years, including scenarios where the full year outturn is at the lower end of current
analyst expectations. On 30 July, analyst forecasts ranged from £257—282m for revenue and
£46.4-53.4m for adjusted operating profit.

We have revised our forecasts to reflect the H122 results and the strengthening of the US dollar
versus sterling. As 85% of XP’s revenue is US dollar-denominated, the business saw a £1m benefit
at the operating profit level in H122. The change in currency rates more than offsets the revenue
slippage in H122, resulting in our revenue upgrade of 4% for FY22 and 5% for FY23. We have
reduced our gross margin forecast for FY22 to reflect the lower level in H122 and forecast
improving margins in H222. Overall, we reduce our normalised operating profit forecast by 7% in
FY22 and increase it by 1% in FY23. Given the strong order intake over the last 18 months, we
continue to expect some normalisation in FY23.

Exhibit 4: Changes to forecasts

£'m FY22e FY22e FY23e FY23e

Old New Change y-0-y Old New Change y-0-y
Revenues 260.2 271.6 4.4% 13.0% 2822 295.8 4.8% 8.9%
Gross profit 1201 173 (2.3%) 8.3% 132.7 135.5 2.1% 15.5%
Gross margin 46.1% 43.2% (3.0%) (1.9%) 47.0% 45.8% (1.2%) 2.6%
EBITDA 615 57.9 (5.8%) 4.4% 70.2 70.8 0.9% 22.3%
EBITDA margin 23.6% 21.3% (2.3%) (1.8%) 24.9% 23.9% (0.9%) 2.6%
Normalised operating profit 49.0 454 (7.2%) 0.7% 56.6 57.2 1.1% 26.0%
Normalised operating margin 18.8% 16.7% (2.1%) (2.0%) 20.0% 19.3% (0.7%) 2.6%
Reported operating profit (1.4) (20.1) 1362.6% (167.6%) 534 53.0 (0.7%) N/A
Reported operating margin (0.5%) (7.4%) 6.9%)  (19.7%) 18.9% 17.9% (1.0%) 25.3%
Normalised PBT 47.0 429 (8.6%) (2.0%) 54.6 54.8 0.4% 27.7%
Reported PBT (3.4) (236)  598.9% (183.0%) 514 50.6 (1.5%) N/A
Normalised net income 37.8 345 (8.7%) (1.4%) 440 44.2 0.5% 27.9%
Reported net income (3.0) (19.4)  548.7% (185.7%) 414 40.8 (1.5%) N/A
Normalised basic EPS (p) 192.5 175.8 (8.7%) (2.0%) 2239 2249 0.5% 27.9%
Normalised diluted EPS (p) 189.2 172.8 (8.7%) (2.0%) 220.0 221.0 0.5% 27.9%
Reported basic EPS (p) (15.2) (98.6) 548.7% (185.1%) 2109 207.8 (1.5%) N/A
Dividend per share (p) 94.0 94.0 0.0% 0.0% 97.0 97.0 0.0% 3.2%
Net debt/(cash) 106.4 125.2 17.7%  408.9% 98.7 116.0 17.5% (7.3%)
Orders 365.3 361.1 -1.1% 5.2% 326.0 320.9 -1.6% -11.1%
Net debt/EBITDA (x) 1.8 22 14 1.7

Source: Edison Investment Research

Valuation

On our revised forecasts, XP is trading in line with global power converter peers on FY22e P/E and
at a discount to UK electronics peers, with a dividend yield at the upper end of the range. Even after
the reduction in our estimates for FY22, the company generates underlying EBITDA and EBIT
margins at the top end of both peer groups. Evidence that the component supply situation is
improving and that the COMET litigation has been resolved would be key triggers for upside.
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Exhibit 5: Peer group financial and valuation metrics

Revenue growth

cY NY
XP Power 13.0% 8.9%
Cosel 15.6% 8.3%
Delta Electronics 13.7% 9.2%
Advanced Energy Industries 12.8% 4.1%
Comet Holdings 8.6% 9.7%
Diploma 221%  10.7%
DiscoverlE 6.6% 3.3%
Electrocomponents 9.1% 4.2%
Gooch & Housego 16%  11.9%
TT Electronics 10.8% 5.0%
Average power converter 12.7% 7.8%
companies
Premium/(discount)
Average UK electronics 10.1% 7.0%
companies
Premium/(discount)

EBITDA margin
cYy NY
21.3%  23.9%
148%  16.2%
156%  16.5%
170%  18.9%
202%  21.8%
213%  20.8%
142%  14.2%
147%  151%
156%  16.9%
1.0% 121%
16.9%  18.4%
154%  15.8%

Source: Edison Investment Research, Refinitiv (as at 28 July)
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EBIT margin
cY NY
16.7%  19.3%
N/A N/A
105%  11.4%
148%  16.7%
164%  17.9%
17.7%  17.5%
11%  112%
12.7%  13.0%
9.0% 10.7%
8.0% 9.1%
13.9%  15.3%
1M7% 123%

PIE (x)

CcY
17.6
12.7
22.3
17.0
17.1
255
219
174
245
10.9
173

2%
201

-12%

NY
13.8
10.2
18.9
14.2
144
23.7
20.9
16.5
18.7

9.3
144

-5%
178

-23%

EVIEBIT (x)

cY NY
154 122
N/A N/A
189 159
129 109
132 11
210 192
156 149
132 124
208 157
103 86
150 126

3%  -3%
162 142
5%  -14%

Dividend yield

CcY NY
3.1% 3.2%
3.2% 3.6%
2.4% 2.7%
0.5% 0.5%
2.1% 2.6%
1.9% 2.0%
1.6% 1.7%
2.1% 2.2%
1.4% 1.5%
3.4% 3.9%
2.0% 2.3%
24% 2.3%
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Exhibit 6: Financial summary

£'m 2015
Year end 31 December IFRS
INCOME STATEMENT
Revenue 109.7
Cost of Sales (55.1)
Gross Profit 54.6
EBITDA 29.7
Normalised operating profit 259
Amortisation of acquired intangibles 0.0
Exceptionals (0.3)
Share-based payments 0.0
Reported operating profit 256
Net Interest 0.2)
Joint ventures & associates (post tax) 0.0
Exceptional & other financial 0.0
Profit Before Tax (norm) 25.7
Profit Before Tax (reported) 254
Reported tax (5.5)
Profit After Tax (norm) 20.2
Profit After Tax (reported) 19.9
Minority interests (0.2)
Discontinued operations 0.0
Net income (normalised) 20.0
Net income (reported) 19.7
Basic average number of shares outstanding (m) 19.0
EPS - basic normalised (p) 105.3
EPS - diluted normalised (p) 104.3
EPS - basic reported (p) 103.7
Dividend (p) 66
Revenue growth (%) 85
Gross Margin (%) 49.8
EBITDA Margin (%) 27.0
Normalised Operating Margin 236
BALANCE SHEET
Fixed Assets 65.4
Intangible Assets 48.2
Tangible Assets 16.1
Investments & other 1.1
Current Assets 5815
Stocks 28.7
Debtors 175
Cash & cash equivalents 49
Other 24
Current Liabilities (19.8)
Creditors (14.6)
Tax and social security (1.2)
Short term borrowings (4.0)
Other 0.0
Long Term Liabilities (10.0)
Long term borrowings (4.6)
Other long term liabilities (5.4)
Net Assets 89.1
Minority interests (0.8)
Shareholders' equity 88.3
CASH FLOW
Op Cash Flow before WC and tax 29.7
Working capital (4.6)
Exceptional & other 0.6
Tax 4.7)
Net operating cash flow 21.0
Capex (5.4)
Acquisitions/disposals (8.3)
Net interest (0.1)
Equity financing 0.0
Dividends (12.2)
Other 0.2
Net Cash Flow (4.8)
Opening net debt/(cash) (1.3)
FX 0.2)
Other non-cash movements 0.1
Closing net debt/(cash) 3.7

Source: XP Power, Edison Investment Research
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2016
IFRS

1298
(67.8)
62.0
330
28.8
(0.4)
(0.4)
0.0
280
(0.2)
0.0
0.0
286
278
(6.3)
23
215
(0.2)
0.0
22.1
213
19.0
116.2
115.3
12,0

18.3
478
254
22.2

33.0
(6.1)

@)

2017
IFRS

166.8
(89.2)
776
47
364
(0.6)
(3.3)
0.0
325
(0.3)
0.0
0.0
36.1
322
(3.6)
28.8
286
(0.3)
0.0
285
283
19.1
149.4
147.0
1483

28.5
46.5
25.0
21.8

88.1

2018
IFRS

195.1
(102.8)
923
492
429
(2.8)
(0.8)
0.0
393
(1.7)
0.0
0.0
412
376
(7.2)
339
304
(0.2)
0.0
337
302
19.1
176.1
1728
157.8

17.0
47.3
252
22.0

129.2

2019
IFRS

1999
(109.8)
90.1
445
35.0
3.2)
(5.1)
0.0
2.7
27)
0.0
0.0
323
2.0
3.2)
279
208
(0.3)
0.0
276
205
19.2
144.1
1414
107.0

2020
IFRS

2333
(123.2)
110.1
56.8
46.0
(3.2)
(5.4)
0.0
374
(1.7)
0.0
0.0
443
357
(4.0)
39.2
317
(0.2)
0.0
390
315
19.3
201.8
198.4
163.0

16.7
47.2
24.3
19.7

135.2

2021
IFRS

2403
(132.0)
1083
555
45.1
(2.8)
(12.6)
0.0
297
(1.3)
0.0
0.0
438
28.4
(5.4)
354
230
(0.4)
0.0
35.0
26
19.5
1794
1763
115.8

(50.8)
(39.9)
(109)
1724

(0.9)
1715

555
(4.0)
(10.9)
(4.2)
36.4
(219)
0.0
(0.9)
0.6
(18.4)
(1.7)
(5.9)
17.9
(0.8)
0.0
26

2022¢
IFRS

2716
(154.3)
17.3
57.9
454
(4.2)
(613)
0.0
(20.1)
(2.5)
0.0
(1.0)
429
(23.6)
45
348
(19.1)
(0.3)
0.0
345
(19.4)
19.6
1758
1728
(98.6)
94

13.0
43.2
21.3
16.7

198.3
144.2

2023e
IFRS

2058
(160.4)
1355
708
57.2
4.2)
0.0
0.0
53.0
(24)
0.0
0.0
54.8
50.6
(9.6)
444
411
(0.3)
0.0
442
4038
19.6
2249
2210
207.8
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This report has been commissioned by XP Power and prepared and issued by Edison, in consideration of a fee payable by XP Power. 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
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