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Machine tools market under pressure

Significantly weaker markets and increased costs ahead of a ramp up in
production, drove DVS TECHNOLOGY’s 2019 revenue and reported EBIT
down 1% and 49%, respectively. A comprehensive cost and efficiency plan
was initiated after the H119 results and should bring savings in 2020. The
coronavirus crisis has materially worsened the economic outlook and
management now expects 2020 revenues and EBIT to be significantly
lower compared to last year. The market contraction is also affecting the
company'’s financial position, but management has stated that its financial
resources should be sufficient to meet its existing payment obligations.

FY19 results affected by weak markets

Weaker market conditions in machine tools in 2019 resulted in a decline in group
revenues of 1% to €261.6m. Operating costs were up 8% in anticipation at that time
of an upcoming ramp up in production. EBIT reported declined 49% to €8.8m,
reflecting a margin decline of 310bps to 3.4%. The weaker markets resulted in
losses at three of the 13 subsidiaries. Net profit was around zero compared to a
profit of €8.6m in FY18. We expect no dividend payment from the 2019 results.

Outlook worsened by the coronavirus crisis

With its order intake down 18% at end 2019 compared with end 2018, management
started 2020 with a cautious yearly budget. At that point, it had expected 7% lower
revenues and an improvement in adjusted EBIT margin of 160bps to 4.4%, driven
by cost savings. Deteriorating market conditions and then the coronavirus led to a
22% drop in Q120 in the company’s order intake. This is a better performance than
the decline of 30% in the machining tools market segment relevant for DVS.
Management now anticipates significantly lower revenues and EBIT in 2020. In light
of the deteriorating results, the company is in talks with its banks, seeking some
debt condition flexibility if necessary. Management stated that it fulfilled all bank
covenants in 2019 and that it can meet its existing financial obligations.

Long recovery ahead

It is likely that the automotive sector, a key market for DVS, may be slow to recover.
Industry body LMC Automotive predicts that it may take until 2025 to return to 2018
levels. Meanwhile, this period of weakness may mask the full benefits of DVS’s cost
control programme. The free float is only 2% and there are currently no consensus
estimates available for DVS TECHNOLOGY. Recovery in demand is needed before
the market can assess prospects.

Historical financials

Year Revenues PBT EPS DPS PIE Yield
end (€m) (€m) (€) (€) (x) (%)
12/16 2184 8.4 0.52 0.20 28.7 1.3
12117 246.9 13.6 0.75 0.25 19.9 1.7
12/18 264.0 14.6 0.89 0.25 16.7 1.7
12119 261.6 5.3 0.00 0.00 N/A 0.0

Source: DVS TECHNOLOGY
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Business description

Besides engineering and manufacturing machine
tools as well as grinding and honing tools, DVS
TECHNOLOGY operates two production sites where
automotive parts are machined in series production
exclusively on DVS machines. The company is
organised around three business units: Machine
Tools & Automation, Tools & Components and
Production.

Bull
Strong market position.
Few strategic threats.

Growth in contract manufacturing and tooling
business.

Bear
Very low free float.
Several loss-making subsidiaries.

Development of the automotive industry.
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Review of 2019 results

In 2019, DVS TECHNOLOGY reported a decline in revenues of 1% to €261.6m, mainly driven by
weaker market conditions across its businesses. According to the German Machine Tool Builders'
Association (VDW), global production of machine tools in 2019 was down 4.5% from the record

year 2018.

Results were under pressure from losses at three of the 13 subsidiaries (Buderus Grinding

Technology, DVS Production South and DVS Production). EBIT dropped 49% to €8.8m reflecting a
reported EBIT margin decline of 310bps to 3.4% (adjusted EBIT margin was 2.8%). Average staff

numbers were 80 higher at 1,434, due to the start-up and ramp-up of new orders at DVS

Production. Pre-tax profit came in at €5.3m, which is, as to be expected, below the guidance of

€10m provided at the time of the H119 results.

After the lower than expected H119 results, DVS TECHNOLOGY took several measures to support
its profitability, including a sales offensive, a halt to investment, a hiring freeze and further cost
reductions in materials purchasing and personnel. Some of the benefits of these programmes were

realised in 2019 but the full effect will be felt in 2020.

Net interest paid in 2019 was higher, including losses at associates. As a result, net profit came in
at almost zero compared to a net profit of €8.6m in 2018. DVS TECHNOLOGY paid a dividend per
share of €0.25 for 2018 but we do not expect any dividend payments for 2019. The company’s AGM

will be held on 19 August 2020.
Exhibit 1: 2019 results DVS TECHNOLOGY

Year-end December (€m), HGB FY18
Revenue 264.0
Change in inventory 54
Other operating income 1.8
Total operating income 271.2
Other income 45
Total income 275.7
Cost of materials (126.1)
Personnel costs (80.3)
Other operating costs (42.3)
EBITDA 270
EBITDA margin 10.2%
Depreciation (9.8)
EBIT reported 17.2
EBIT adjusted 17.2
EBIT margin adjusted 6.5%
Net interest 2.7
Pre-tax profit 14.6
PBT margin 5.5%
Tax (6.0)
Net profit 8.6

Source: DVS TECHNOLOGY, Edison Investment Research

FY19
261.6
(2.5)
37
262.8
37
266.5
(113.8)
(85.9)
(46.3)
204
7.8%
(11.6)
8.8
74
2.8%
(3.5)
53
2.0%
(5.3)
0.0

% change
-1%

-3%

-3%
-10%
7%
9%
-24%
18%
-49%
57%

33%
-63%

-11%

DVS TECHNOLOGY has 13 subsidiaries, which are grouped in three divisions: Machine Tools
(65% of total revenues), Production (16%) and Tools & Components (16%). Several smaller units

are grouped in ‘Other’, which represented 3% of total revenues in 2019.

The largest geography remains homeland Germany, which represented 39% of total revenues in
2019 (see Exhibit 3 below). Growth in the different regions showed large differences in 2019 with
Germany reporting a decline of 6% in revenues but the rest of Europe and America realising large
increases of 19% and 58%, respectively. Revenues in Asia declined by 25% and the share in total

revenues of this region declined to 21%.
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Exhibit 2: Revenues split by segment, FY19
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Source: DVS TECHNOLOGY

Outlook

Exhibit 3: Revenues split by geography, FY19
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Source: DVS TECHNOLOGY

Due to the weakened market conditions during H219, order intake at year-end 2019 was 18% lower
at €225.7m, compared to end 2018. Almost all subsidiaries felt the impact of the market weakness
and reduced customer demand. The order backlog at year-end 2019 stood at €101.0m, down 27%
from end 2018. At the beginning of 2020, management had expected revenues in 2020 to be 7%
lower at €245m and the EBIT margin, driven by cost savings, had been expected to rise to 4.4% up

from 2.8% in 2019.

Since then, markets have contracted sharply, amplified by the effect of the coronavirus. This has
seriously affected the performance of DVS TECHNOLOGY, in particular in the automotive segment.
According to the German Machine Tool Builders' Association (VDW), the overall order intake in the
machining segment relevant for DVS TECHNOLOGY was 30% lower in Q120 while production was
down 23%. In Q120, order intake at DVS TECHNOLOGY declined 22%, thereby outperforming the
market. Management refrains from any specific guidance for 2020 due to the highly uncertain
market environment but does expect a significant decline in both revenues and EBIT.

Giving an oversight of the automotive industry, industry body LMC Automotive is projecting a fall of
more than 20% in global light vehicle production to ¢ 71m units in 2020 as a result of the COVID-19
pandemic. According to the European Automobile Manufacturers Association (ACEA), car sales
volumes were down 42% in Q120 in China, 27% in Europe and 12% in the US. LMC does not
anticipate a quick recovery in automotive and estimates that it could take five years until the levels

of 2018 will be reached again.

Financials

The lower than expected results in 2019 also had an effect on the company’s financial position.
Although solvency remained at a sound level of 51%, net debt/EBITDA increased from 2.4x to 3.3x.
Net debt year-on-year was up 5% to €67.4m. Operating cash flow amounted to €13.1m and capex
was €9.8m in 2019 while management expects a significantly lower capex of below €5m for 2020,
mainly forced by the worsened market conditions.

In response to the worsening market conditions due to the coronavirus crisis, DVS TECHNOLOGY
is in talks with its banks, for instance about the possibility of a covenant holiday. The company also
agreed to suspend repayment of its real estate loans by up to six months and it is making use of
Kurzarbeit (a short-term work allowance programme). In its press release of 29 May 2020,
management stated that it assumes that its current financial resources will be sufficient to meet its

existing payment obligations.
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Exhibit 4: Balance sheet DVS TECHNOLOGY

Year-end December (€m)
Fixed assets

Current assets

Cash

Balance sheet total

Equity

Interest bearing debt
Other liabilities

Solvency
Net debt
Net debt / EBITDA

Source: DVS TECHNOLOGY, Edison Investment Research

FY18 FY19
94 93
151 155
10 9
259 253
132 129
74 77
53 47
50.7% 51.1%
64.4 67.4
24 3.3

The shareholder base of DVS TECHNOLOGY has not changed much in recent years with 98%
currently in the hands of shareholders holding a stake of more than 5%.The shareholder base is
dominated by the Rothenberger family, which remains on board as a long-term investor.

Exhibit 5: Shareholders DVS TECHNOLOGY
Shareholder

Rothenberger 4xS Vermogensverwaltung GmbH
Gunter Rothenberger Beteiligungen GmbH
FWI Fritz Werner International GmbH

Maschinenfabrik Heid AG
Total of >5% stakes
Free float

Source: DVS TECHNOLOGY
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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 Wertpapierborse. 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 Bérse 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 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") (i) 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.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. 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 reportis 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.

+49 (0)69 78 8076 960 +44 (0)20 3077 5700 +1646 653 7026 +61 (0)2 8249 8342
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