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Carr’s Group

Diversification continues to give resilience

Once again, Carr’s Group results demonstrate how diversification gives
resilience to cyclicity in any one market. This time outperformance in UK
Agriculture, supported by improving farmer confidence, offset weak
demand in the US for feed blocks caused by a surplus of cattle following a
period of restocking. This drove a 5% increase in pre-exceptional PBT to
£8.9m. Our estimates already include downward revisions for prolonged
weakness in US feed block demand and contract delays in UK
manufacturing activity, so we leave both our estimates and indicative
valuation of 158p/share unchanged.

Year Revenue PBT* EPS* DPS PIE Yield
end (Em) (Em) (r) (p) (x) (%)
08/15 331.3 14.2 10.6 3.7 12.7 2.7
08/16 314.9 14.0 106 3.8 12.7 2.8
08/17e 332.2 118 8.9 3.9 15.2 29
08/18e 336.0 14.7 111 4.0 12.2 3.0

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments. **Excluding 17.54p special dividend.

PBT up for H117 as UK farmers gain in confidence

Group H117 revenues rose by 15% year-on-year to £176.8m, reflecting higher
commodity prices and higher volumes in the UK Agricultural businesses combined
with higher than expected activity levels in the Engineering Remote Handling
businesses. Pre-exceptional PBT grew by 5% to £8.9m. Growth in the UK
Agriculture and Remote Handling activities offset weak demand for feed blocks in
the US resulting from a surplus of beef cattle following extensive restocking and a
significant contract delay in the UK Manufacturing part of the Engineering division.

Profits dip expected for FY17 with recovery in FY18

Although deadweight cattle prices in the US have begun to pick up, it is likely to
take several months before this translates to a recovery in demand for feed blocks.
Margins in the UK manufacturing businesses are expected to be low during H217
while capacity originally designated for the delayed nuclear contract is filled with
lower margin business for oil and gas sector. There is already sufficient visibility of
the FY18 Engineering order book, which is based on long-term contracts in the
nuclear industry, to give confidence in a recovery in this division, while the US feed
block activity will benefit in FY18 from the new markets accessible from the plant in
Tennessee, which is scheduled to open this autumn.

Valuation: Uplift from US feed block recovery

Our DCF analysis, which is based on a long-term view of the group’s prospects,
gives an indicative value of 158p/share (unchanged). At the current share price,
Carr’s is trading below its peers with regards to mean EV/EBITDA (9.1x vs 10.0x)
and mean P/E (14.7x vs 16.8x) for the year ending August 2017. At the indicative
value of 158p/share derived from our DCF calculation, Carr’s implied EV/EBITDA
multiple for the year ending August 2018 is broadly in line with the peer average
(8.8x vs 9.3x), as is the P/E multiple (14.2x vs 14.6x). Evidence of an improvement
in US feed block volumes supporting a recovery in Agriculture profits during FY18
should help close the valuation gap.
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Divisional performance

Exhibit 1: Divisional analysis

Year ended 31 August, £m FY15 H116 FY16 H117 FY17e FY18e FY19e
Agriculture revenues (£Em) 297.7 139.3 284.8 160.5 294.7 297.6 300.6
Engineering revenues (£m) 335 14.0 30.1 16.3 375 384 394
Group revenues (£m) 331.3 153.4 314.9 176.8 332.2 336.0 340.0
Agriculture EBIT — excluding JVs and 94 7.0 10.3 7.3 8.8 9.6 10.0
associates (£m)

Engineering EBIT (£Em) 2.6 0.5 25 0.3 0.9 32 4.0
Reported Group EBIT (£m) 121 75 12.8 6.9 9.7 12.8 14.0
Share of profits of JVs and associates 2.3 14 2.1 1.7 2.2 2.2 2.3

Source: Company data, Edison Investment Research. *Including £0.6m exceptional costs.

Agriculture (£160.5m revenues, £9.0m operating profit)

Factors affecting H117 divisional performance were a complete reverse of the situation in H116,
when the strong performance from the US feed block activity offset challenging conditions in the
UK. This time round an improvement in UK farmer confidence relating to better commodity prices
has offset a reduction in demand for feed blocks in the US caused by a surplus of beef cattle
following a period of restocking and resultant collapse in deadweight cattle prices. However, this 7%
rise in divisional operating profit was not entirely due to external forces. Carr’s took share in the
compound feed and blend market, increasing volumes by 12% against a market that decreased by
1-2%. Sales in the Country Stores network rose by 4% (like-for-like 4%), reflecting ¢ £2m
investment in six new sites and six major refurbishments, plus £4.7m expenditure on six
acquisitions over the last three years.

Looking forward, management expects the UK Agriculture sector to remain positive. However, while
deadweight cattle prices in the US have begun to pick up, it is likely to take several months before
this translates to a recovery in demand for feed blocks. We therefore expect FY17 divisional EBIT
to be 11% lower than FY16 at £11.0m (including £2.2m attributable to JVs and associates). This is
less than double the divisional H117 total of £8.4m (including JVs and associates), since H1 is the
seasonally stronger half. We expected FY18 divisional performance to benefit from feed block sales
to the new markets that become accessible when the low-moisture plant in Tennessee comes on
line this autumn, helping to drive a recovery in divisional profits.

Engineering (£16.2m revenues, £0.3m EBIT)

The remote handling businesses (Walischmiller and MSM), which are both focused on the nuclear
industry, performed ahead of expectations. The STABER acquisition, announced in October 2016,
is also going well. However, in a similar scenario to H116, the UK Manufacturing business was
affected by delays in commencing a major contract expected to utilise a significant proportion of
FY17 production capacity. Divisional revenues increased by 16% year-on-year, but EBIT dropped
by 8%.

Looking forward, we expect the Remote Handling activity to continue to do well during H217, having
won some large orders for the supply of power manipulators into China, but margins in the UK
manufacturing businesses are expected to be low as capacity originally designated for the delayed
nuclear contract will be filled instead with lower margin business for the oil and gas sector. We
expect this to result in a modest improvement during the second half of FY17 compared with the
first half (£0.6m vs £0.3m), but a halving of divisional profits to £0.9m compared with the prior year.
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There is already sulfficient visibility of the FY18 Engineering order book, which is based on long-
term contracts in the nuclear industry, to give confidence in a recovery.

Group performance

P&L

Group revenues rose by 15% year-on-year to £176.8m, reflecting higher commodity prices and
higher volumes in the UK Agricultural businesses combined with higher than expected activity
levels in the Engineering Remote Handling businesses. Pre-exceptional PBT grew by 5% to £8.9m.
Growth in the UK Agriculture and Remote Handling activities offset weak demand for feed blocks in
the US and a significant contract delay in the UK Manufacturing part of the Engineering division. A
first interim dividend payment of 0.95p/share, the same as in FY16, has been declared. (Note: the
group pays two interim dividends each year.)

Cash flow and balance sheet

The group moved from a net cash position of £8.1m at the end of FY16 to a net debt position of
£11.5m. This is primarily attributable to the payout of £16.0m special dividend (at 17.54p/share) and
the acquisition of STABER for an initial consideration of €5.9m. Working capital requirements
increased by £3.1m, which is the typical seasonal pattern. The retirement benefit surplus increased
from £0.3m at end FY16 to £5.7m at end H117. The group no longer makes deficit reduction
contributions since the pension scheme was fully funded at the last full actuarial valuation.

Estimates

We adjusted our estimates in early April to reflect the trading update, noting continued weakness in
the US feed block market and the difficulty in replacing work on the delayed UK manufacturing
contract with high margin business. We therefore leave our estimates unchanged. These look for a
16% year-on-year reduction in group PBT to £11.8m (adjusted for amortisation of acquired
intangibles, exceptional items and share-based payments) during FY17 followed by a recovery in
FY18.

Valuation

We expect a recovery in profits during FY18 because the dip in Engineering is related to one-off
events and even if underlying demand for feed blocks in the US does not completely recover to
FY16 levels, the additional volumes going to new geographies from the Tennessee facility should
make up for any shortfall. Our valuation methodology is therefore based on a DCF analysis, as this
captures the medium- and long-term prospects for the group, supplemented with a comparison of
peer multiples. We continue to use a conservative 10.0% WACC and a 1.0% terminal growth rate
for our DCF calculation, which gives a fair value of 158p (unchanged).

Exhibit 2: DCF calculation (p/share)

Discount rate (post-tax, nominal)

9.0% 9.5% 10.0% 10.5% 11.0%
£ 0.0% 163 154 147 139 133
g 1.0% 178 167 158 150 142
s 1.5% 187 175 165 155 147
E 2.0% 197 184 172 162 153
< 3.0% 222 205 191 178 167

Source: Edison Investment Research
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A comparison of Carr’'s EV/EBITDA and P/E multiples for the years ended August 2017 and August
2018 with calendarised multiples for listed peers in the agricultural sector is shown in Exhibit 3. At
the current share price, Carr’s is trading below its peers with regards to mean EV/EBITDA (9.1x vs
10.0x) and mean P/E (14.7x vs 16.8x) for the year ending August 2017. This discount to both the
EV/EBITDA and P/E averages for the year ending August 2018 is substantially wider. Assuming that
the recovery modelled in our estimates is reasonable, then the discount to the average peer
multiples is temporary and the gap should close as feed block demand recovers in the US. There is
already sulfficient visibility of the 2018 Engineering order book, which is based on long-term
contracts in the nuclear industry, to give confidence in a recovery in this division. At the indicative
value of 158p/share derived from our DCF calculation, Carr’s implied EV/EBITDA multiple for the
year ending August 2018 is broadly in line with the peer average (8.8x vs 9.3x), as is the P/E
multiple (14.2x vs 14.6x). This supports our view that the 158p indicative valuation is reasonable.
The valuation gap should begin to close on news of a recovery in US feed block volumes. An early
signal of this recovery would be continued improvement in US beef cattle prices.

Exhibit 3: Peer multiple analysis

Company Market cap  EV/EBITDA (x) EV/EBITDA (x) PIE (x) P/E (x)

Aug17 Aug18 Aug17 Aug18
BayWa AG £884m 12.7x 10.9x 21.2x 14.0x
NWF Group PLC £66m 5.8x 5.6x 9.8x 9.5x
Origin Enterprises PLC £759m 11.6x 11.1x 15.7x 14.9x
Ridley Corp Ltd £261m 8.6x 7.7x 17.7x 15.7x
Wynnstay Group PLC £121m 11.2x 10.9x 19.8x 19.0x
Mean 10.0x 9.3x 16.8x 14.6x
Carr's Group at 131.25p/share £120m 9.1x 7.4x 14.7x 11.8x
Carr's Group at 158p/share £144m 10.8x 8.8x 17.7x 14.2x

Source: Bloomberg, Edison Investment Research. Note: prices at 10 April 2017.
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Exhibit 4: Financial summary

Year-end 31 August

PROFIT & LOSS

Revenue

EBITDA

Operating Profit (pre amort. of acq intangibles & SBP)
Amortisation of acquired intangibles

Share-based payments

Exceptionals

Operating Profit

Net Interest

Share of post-tax profits in JVs and associates

Profit Before Tax (norm)

Profit Before Tax (FRS 3)

Tax

Profit After Tax (norm)

Profit After Tax (FRS 3)

Post tax profit (loss) relating to discontinued operations
Minority interest

Net income (norm)

Net income (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised (p)

EPS - normalised fully diluted (p)
EPS-FRS 3 (p)

Dividend per share (p)

EBITDA Margin (%)
Operating Margin (before GW and except.) (%)

BALANCE SHEET

Fixed Assets

Intangible Assets

Tangible Assets and Deferred tax assets
Current Assets

Stocks

Debtors

Cash

Current Liabilities

Creditors including tax, social security and provisions
Short term borrowings

Long Term Liabilities

Long term borrowings

Retirement benefit obligation

Other long term liabilities

Net Assets

Minority interest

Shareholders’ equity

CASH FLOW

Operating Cash Flow

Net Interest

Tax

Investment activities
Acquisitions/disposals
Equity financing and other financing activities
Dividends

Net Cash Flow

Opening net debt/(cash)
HP finance leases initiated
Other

Closing net debt/(cash)

£m

2015

331.3

(5.1)
(8.1)

2017e

3322
14.4
10.2

0.0
(0.5)
0.0
97
(0.6)
22
18
13
2.1)
97
9.2
0.0
(1)

Source: Carr’s Group accounts, Edison Investment Research. Note: *Excluding 17.54p special dividend.

Carr’s Group | 12 April 2017

2018e

336.0

2019e

340.0
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by
the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2017 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Carr's Group and prepared and issued by Edison for publication globally. 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. Opinions contained in this report
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This
research is issued in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States
by Edison US to major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US 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. As such, Edison does not offer or provide personalised advice. We publish information about
companies in which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be
construed in any manner whatsoever as, personalised advice. Also, our website and 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 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. This document is provided 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. Edison has a restrictive policy relating to personal dealing. 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. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. 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.
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 (ie 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. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2017. “FTSE®” is a trade mark of the
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