EDISON
Mutares

Rapidly expanding portfolio

Mutares (MUX) specialises in restructuring distressed companies and is
taking advantage of the current economic downturn caused by the
pandemic, as large capital groups are selling unprofitable divisions.
Including announced but not yet finalised transactions, the portfolio grew
to 18 companies vs 13 at end-FY19. While tough conditions in European
industrials sectors weighed on MUX’s H120 results (it consolidates all its
entities in full), management highlighted that the portfolio has returned to
profitability in recent months. At the same time, the stabilisation of
operations should allow restructuring initiatives postponed during the
pandemic to restart (likely triggering higher costs in H220). A €50m bond
issue in Q120 secured additional liquidity.

Building further scale

In H120, MUX posted a 40% y-o-y increase in sales to €0.6bn on the back of
acquisitions, and management is confident it can reach €1.5bn in FY20. Meanwhile
the relatively young portfolio, with eight out of 13 companies still undergoing
restructurings, paired with operational struggles due to the pandemic and a fall in
demand in the automotive business weighed on the overall profitability. This led to a
group adjusted EBITDA loss of €16.7m vs EBITDA break-even in H119. To finance
further support to its portfolio, MUX secured €50m in debt financing in Q120.

Specialists for troubled times

In line with earlier declarations, MUX accelerated its expansion of the portfolio,
finalising two new platform investments and three add-on acquisitions to portfolio
companies in H120. Moreover, as at end-H120 five new platform companies are
pending closure. Meanwhile some restructuring initiatives of entities acquired
earlier needed to be postponed due to the ongoing pandemic, which resulted in
plant closures and travel restrictions.

Valuation: High dividend yield

MUX shares have rebounded close to levels before the pandemic-induced sell-off,
following broader market movements, and slightly outperforming the DAX ytd. The
share price is supported by the announced dividend from FY20 profits in line with
the recently paid DPS of €1.00. At the current share price, the payout implies a
healthy 9.7% dividend yield. MUX trades at an FY21 P/E of 17x, although analysts’
estimates for FY21 EPS range from negative €1.24 to positive €1.22.

Consensus estimates*

Year Revenue PBT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12/18 865.1 14.8 0.96 1.00 10.7 9.7
12/19 1,015.9 16.7 1.37 1.00 75 9.7
12/20e 1,724.0 (6.6) 1.27 1.00 8.1 9.7
12121e 2,308.0 (11.7) 0.62 1.00 16.6 9.7

Source: Refinitiv, 24 August 2020. Note: *Based on the estimates of three analysts.
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Share details
Code MUX
Listing Deutsche Borse Scale
Shares in issue 15.2m

Last reported net debt at end-H120 €47.0m*
*Edison calculation including long-term financial
liabilities.

Business description

Founded and listed in 2008, Mutares acquires special
situation companies that are underperforming and
can be turned around through financial and
operational restructuring. It currently owns multiple
companies across three focus industries.

Bull

Exposure to a portfolio of potentially high-growth
recovery companies actively managed by
experienced industry professionals.

Prospect of high dividends following exits.

Company specialises in underperforming
companies amid global downturn.

Bear

Exposure to German industrial sector, which is
experiencing headwinds from economic
slowdown.

Turnaround investments are inherently risky.

Above-average number of ongoing
restructurings creates higher execution risk.

Analyst

Milosz Papst +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
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Financials: Temporary plant closures weigh on results

MUX acquires distressed companies and conducts exits following successful turnarounds. It
consolidates the entities in full, making its financial results characteristic of a conglomerate. Newly
acquired companies normally contribute negatively to overall EBITDA, while mature investments
generate profits. Recent (FY19 and H120) robust investment activity has led to a relatively young
portfolio contributing negative earnings to the consolidated results, magnified by the weakened
results of industrial companies amid the Europe-wide lockdown. Management highlighted that
companies are returning to normal operations and in June 2020 the portfolio was profitable. With
recent robust investment activity, Mutares expects revenues over €1.5bn in FY20 (FY19: €1.0bn),
as the current portfolio generates annualised revenue of c €2bn (assuming full-year consolidation).

The group normally acquires companies below their book value, which results in gains on bargain
purchases. In H120 these gains amounted to €66m (7% less y-o0-y) which has led to €41.5min
reported EBITDA (38% lower y-0-y). The one-off restructuring costs amounted to €9.2m (H119:
€3.7m) and were limited as some of the processes were on hold due to COVID-19. Adjusted
EBITDA removes the gains from bargain purchase, restructuring costs and deconsolidation effects,
and was a loss of €16.7m in H120. Net financial costs increased twofold to €10.1m due to the Q120
€50m bond issue. Consequently, MUX reported a €1.35 earnings loss per share vs €2.45 in H119.

Exhibit 1: H120 financial highlights

€m unless otherwise stated H120 H119 Y-o0-y (%)
Revenues 620.5 443.2 40%
Reduction or increase of finished goods and work in progress (1.6) 12.8 N/M
Other operating income 78.5 771 2%
Cost of materials (390.2) (277.7) 41%
Personnel expenses (174.4) (133.7) 30%
Other operating expenses (91.3) (54.6) 67%
EBITDA 415 67.1 (38%)
EBITDA margin (%) 6.7% 15.1% (845bp)
o/w Income from bargain purchases 65.8 70.8 (7%)
o/w Restructuring and other non-recurring expenses 9.2) (3.7) 149%
o/w Deconsolidation effects 1.6 0.0 N/M
Adjusted EBITDA (16.7) 0.0 N/M
Adjusted EBITDA margin (%) (2.7%) 0.0% (269bp)
D&A (59.2) (21.3) 178%
Interest and similar income 0.7 0.3 N/M
Interest and similar expenses (10.8) (5.6) 93%
Pre-tax profit (27.8) 405 N/M
Income taxes (2.4) (3.9) (38%)
Minority adjustment 9.7) (0.8) 1113%
Group share of consolidated income (20.5) 374 N/M
Net margin (%) (3.3%) 8.4% N/M
EPS (€) (1.35) 245 N/M

Source: Mutares accounts

In February 2020 MUX completed a €50m bond issue (which may be increased by €30m) to
support acquisitive growth of portfolio companies. Bonds have a four-year maturity and bear
interest of Euribor + 6%. MUX ended H120 with €72.4m in current financial liabilities, which coupled
with €109.3m of cash, resulted in a company-reported net cash position of €36.8m (up from €22.2m
at end-FY19). This does not include long-term financial liabilities as per company methodology, and
we calculate that including those (€83.9m) total net debt amounted to €47m (vs €2.6m net cash at
end-FY19). It is important to note, that due to the full consolidation of held entities, most of the debt
relates to portfolio companies. MUX publishes standalone accounts only on full-year results and as
a point of reference, at end-FY19 it held €10m in cash with no financial liabilities (currently at €50m
from the bond placement). It is also worth highlighting that MUX’s acquisition agreements usually
limit its liability in case of unsuccessful turnarounds, and some restructurings are co-financed by the
seller. This limits the risk associated with the currently above-average number of ongoing
restructurings.
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Hard times present plenty of opportunities

Amid the economic downturn, MUX increased its efforts to expand the portfolio. It finalised two new
platform investments (PrimoTECS, BEXity) and increased the portfolio to 13 companies. The
portfolio companies also performed three add-on acquisitions. A further five platform investments
were in the process of being acquired at end-H120 (two of which were closed in July 2020), which
will result in the portfolio consisting of 18 platform investments. Currently five companies have
mostly finalised their restructurings and contribute earnings to the group results.

The acquisition of SFC Solutions was finalised on 1 July 2020. The acquired business (seal and
fluid activities) generated ¢ €180m revenue in 2019. MUX intends to realign the company to
develop new technologies for electric vehicles, as there is increasing demand for thermal
management. The total consideration, including potential funds and support up to end-2021,
amounts to €6m. The SABO Maschinenfabrik acquisition was agreed in June 2020 and is still
pending final closure. SABO is an outdoor power tools business of John Deere. On closure
(expected in Q320) the company will strengthen the Goods & Services segment. Also in June, MUX
signed the agreement to acquire a manufacturer of copper wire rod (currently Nexans Metallurgie
Deutschland) from Nexans. The agreement to acquire road maintenance business of NCC was
signed recently with limited details so far. The acquisition has been made to strengthen MUX’s
footprint in the Nordic market, and the transaction is expected to close in Q320 as well. The last
deal pending closure as at end-June 2020 is Nexive, signed early in 2020 and described in

MUX distinguishes three phases of a company’s lifecycle within the portfolio: realignment,
optimisation and finally, harvesting. Five companies in its portfolio are profitable and considered
ready to exit and contributed €5.0m to the adjusted EBITDA figure, which implies a 1.5% adjusted
EBITDA margin (vs 4.3% in FY19). The four companies in realignment phase are still developing
their roadmap to profitability, while four in the optimisation phase are on the way to implementing it.
Overall, eight companies undergoing restructurings delivered €20m in adjusted EBITDA loss.

Exhibit 2: Portfolio breakdown by phase at end-H120 (€m)

Phase Companies H120 revenues  H120 adjusted EBITDA
Acquisition SFC Solutions, Nexans, Nexive, SABO, NCC N/A N/A
Realignment BEXity, KICO, PrimoTECS, TréfilUnion 161.7 (12.7)
Optimisation Balcke-Diirr, Cenpa, keeeper, Plati 130.6 (7.2)
Harvesting Elastomer, Eupec, STS, Gemini Rail, Donges 325.3 5.0
Mutares - 620.5 (16.7)

Source: Mutares. Note: Numbers do not add-up due to corporate consolidation

MUX groups its portfolio companies into three main industries: Automotive & Mobility, Engineering
& Technology, and Goods & Services. The Automotive & Mobility segment is under heavy
pressure from ongoing the COVID-19-induced slowdown and reported a minor 1% y-o-y growth in
revenues, despite the first-time consolidation of KICO in H219 and PrimoTECS since January 2020.
The largest company within segment is STS, which reported 30% decrease in revenues y-o0-y in
H120 (to €136m, 63% of the segment) due to COVID-related plant closures in Europe. This has
also led to a significant decrease in profitability, as STS reported a ¢ €4m adjusted EBITDA loss
(compared to ¢ €10m profit in H119). Similar, the remaining companies in the segment also
experienced plant closures, which weighed on profitability. In consequence, the adjusted EBITDA of
the segment arrived at €14m loss compared to €11m profit in H119. The reported EBITDA
amounted to €2.4m, mainly on the back of profit from bargain purchase of PrimoTECS.

The Engineering & Technology segment reported 31% y-o-y growth in sales, and €0.7m in
adjusted EBITDA (from €6.9m loss in H119). The segment was less affected by the pandemic, but
there was a temporary slump in demand. The growth in sales was inorganic as it came from the
consolidation of last year’s add-on acquisitions to Donges for the full six months, supported by
H120 add-ons. Organically, Balcke-Dirr maintained sales flat y-o-y (but visibly below budget),
Donges saw a considerable reduction in demand and staff shortages, which were offset by the
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consolidation of new business. The reported EBITDA of the segment amounted to €23.1m, which
stemmed from income from the bargain purchases of the two add-on acquisitions. It was supported
further by profit recognised on the sale of Balcke-Durr Polska — the Polish subsidiary of Balcke-
Durr, which completed its repositioning. The subsidiary was sold for €5.5m, and MUX has
recognised a €2.9m profit on the transaction. The price can be increased by €1.5m on earn-out.

The Goods & Services segment reported an almost threefold increase in revenues y-o-y, as three
out of four companies in the segment were not consolidated for the full H119. The adjusted EBITDA
loss was marginal at €1.5m. The main negative contributor to the segment’s results was
TréfilUnion, which is undergoing realignment. The progress is far behind schedule as both its plants
were closed due to the pandemic, which influenced output as well as stalled investment initiatives.
However, Cenpa and keeeper saw increased demand for products in their toilet paper and napkins
divisions. Keeeper acquired a paper napkin business from Metsa Tissue Corporation as an add-on
in February 2020, and increased sales supported its liquidity and accelerated the ongoing
restructuring process. The segment’s reported EBITDA amounted to €23.2m, mostly due to profit
on the bargain purchase of the abovementioned add-on.

Exhibit 3: Segment details* (€m)

Automotive & Mobility Engineering & Technology Goods & Services
Segment H1 2020 H12019 y-0-y H12020 H12019* y-0-y H12020  H12019* y-0-y
Revenues 216.4 2145 0.9% 2416 208.2 16.0% 162.5 205 692.7%
Cost of material (129.6) (124.1) 4.4% (162.4) (139.7) 16.2% (96.8) (13.3) 627.8%
Personnel expenses (70.3) (60.5) 16.2% (60.3) (59.6) 1.2% (33.5) (6.3) 431.7%
Other expenses (36.5) (27.8) 31.3% (27.0) (27.6) (2.2%) (32.0) (4.3) 644.2%
EBITDA 24 125 (80.8%) 231 15 N/A 232 55.9 (58.5%)
Adjusted EBITDA (13.8) 11.0 N/A 0.7 (7.2) N/A (1.5) (1.7) N/A

Source: Mutares accounts. Note: *Corporate overheads are not allocated to segments, in H120 these amounted to €2.1m loss at the
adj. EBITDA level (H119: €2.2m loss). **H119 results adjusted retrospectively to reflect the integration of La Meusienne into Balcke-

Durr and reclassification from Goods & Services into the Engineering & Technology segment.

Valuation: 4.8x money multiple on existing portfolio

MUX stopped publishing the NAV of its portfolio holdings from FY19, so shareholder returns are its
main performance indicator. We analysed the book value per share (BVPS) performance, which
delivered a 6.1% decrease in H120 in total return terms (TR) ie including the €1.00 DPS paid during
the period, which reflects the H120 net loss. Despite the recent market-wide downturn, the long-
term (4.5 years) annual performance (TR of BVPS) remains at a healthy 18% pa. MUX acquires
companies for a price materially below the respective book value and as its current portfolio is
relatively new, it is understandable that MUX trades at a discount to BVPS, with the current P/BV
multiple at 0.99x (vs 0.89x in our ).

Over the course of the lifecycle within MUX’s portfolio, companies benefit from financial support
during the restructuring process and unlock cash once profitable. The distributions come not only
from exits, but also from partial sales, dividends, interest on granted loans and consulting fees.
Having said that, 10 companies currently held by MUX that have been in portfolio longer than 12
months as of end-H120, have already delivered 4.8x cash return on invested capital (ROIC)
through distributions alone. Successful exits and further distributions should increase the multiple.
This compares to an average ROIC of 1.9x on 21 realised transactions (which is lowered by
deconsolidations due to insolvencies). We note that the realised multiple has decreased from an
average 2.2x at end-FY19. We understand that this is due to the disposal of KLANN Packaging in
H120 for a symbolic price (which could increase on earn-out until 2023). MUX expects the final
ROIC on its 14-company portfolio to be in the range of 7—10x once sold.
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Any Information, data, analysis and opinions contained in this report do not constitute investment advice by Deutsche Borse AG or the Frankfurter Wertpapierbdrse. 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 curre nt 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 2020 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice given
by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having regard to your
objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic
of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to
acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a
“class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing
communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing
ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49 of
the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be distributed or
passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Inve stment 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 re port 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.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1646 653 7026 +61 (0)2 8249 8342
Schumannstrasse 34b 280 High Holborn 1185 Avenue of the Americas Level 4, Office 1205
60325 Frankfurt London, WC1V 7EE 3rd Floor, New York, NY 10036 95 Pitt Street, Sydney
Germany United Kingdom United States of America NSW 2000, Australia
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