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NOT WRONG BUT
EUROPE SURPRISED

ANALYST THEMES

Neil Shah As one of the largest issuer-sponsored research firms, we are known for our bottom-up
edisongroup.com work on individual stocks. However, our thinking does not stop at the company level.
+44 (0) 20 3077 5700 Through our regular dialogue with management teams and investors, we consider the
nshah@edisongroup.com broad themes related to the companies we follow. Edison themes aims to identify the
finanicals@edisongroup.com big issues likely to shape company strategy and portfolios in the years ahead.
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Not wrong to call them, but Europe surprised

Our December thematic suggested that the diversification away from
the US market, which looked stretched from a valuation perspective, into
markets that offered a higher margin of safety such as the UK (one of the
cheapest markets globally) was partially correct. Since the start of the
year, the S&P 500 has fallen c 6%, while we have seen the UK All Share up
2.8%, with the larger-cap indexes faring better. The UK gains are modest
compared to European markets, with the DAX up 13% since the start of the
year. Our core list has seen more changes than we would expect, with four
of the 20 names switching — a sign that these are volatile and unusual
times. The core list also reflects the themes driving the market: a flight to
safety amid increasing geopolitical uncertainty and a steepening yield
curve indicating outperformance in early cyclicals and defence stocks.

Trump and Germany are driving the key themes

The general consensus is that tariffs lead to inflation, lower growth, rising interest
rates and increased geopolitical uncertainty. Couple these with the cuts in spending
being undertaken by the US Department of Government Efficiency (DOGE) and
there is a greater risk that US growth will be curtailed. Recent economic reports out
of the US have disappointed. The newly elected German government reacted to the
US demand to share the burdens of NATO evenly, by relaxing fiscal rules to fund a
rearmament programme. This is a seismic event, described in the media as a once-
in-a-generation policy regime shift. The response was a steepening in the German
yield curve. Asset allocators will look hard at Germany, the third-largest economy,
moving from years of no growth into growth mode. The global volatility is driving a
preference for large-cap liquidity and defensive companies, while the steepening
yield curve in Germany makes it hard to look past financials and early-stage
cyclicals. Defensives, early cyclicals and financials it is.

Changes to our showcase of UK companies

These are unusual times. Our core list is usually relatively stable, but four of 20
names on the list have changed this month. Coming in are Accsys Technologies,
BAE Systems, Centrica, Compass Group and Telecom Plus. Dropping out are

(which recently received a bid from American Axle & Manufacturing
Holdings), Gamma Communications and Renew Holdings. These changes broadly
reflect the core themes described above: a shift to defence spending exposure and
to larger-cap defensive names.

The UK continues to see outflows

Despite the UK market outperforming, February 2025 saw the sixth largest outflow
from UK-focused funds, with investors withdrawing £1.2bn. Disappointment that the
UK government has not seized the growth opportunity has overshadowed the rate
cuts. UK companies continue to be bid for, with 13 bids announced since the start
of the year, including for Dowlais, Alliance Pharma, Assura, Care REIT and Wood
Group. While there are calls for reforms to support the UK market, and reforms
continue to be worked on, we cannot see any near-term resolution if the UK
government is looking at spending cuts in the spring budget. Buybacks and bids
look to be the near-term support mechanism for the UK market.
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20 companies we showcase

Accsys Technologies
BAE Systems

Centrica

Compass Group

International Consolidated Airlines Group
ME Group International

Mitie Group

Plus500
Rightmove

Softcat

Telecom Plus

Companies in green are Edison clients.

Analyst
Neil Shah


https://www.edisongroup.com/thematic/uk-equities/34235/
https://www.edisongroup.com/equity/dowlais-group-2/
https://www.edisongroup.com/equity/4imprint-group/
https://www.edisongroup.com/equity/card-factory/
https://www.edisongroup.com/equity/creo-medical/
https://www.edisongroup.com/equity/foxtons-group/
https://www.edisongroup.com/equity/pan-african-resources/
https://www.edisongroup.com/equity/smiths-news/
https://www.edisongroup.com/equity/target-healthcare-reit/
https://www.edisongroup.com/equity/topps-tiles/
https://www.edisongroup.com/equity/wheaton-precious-metals/
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Featured showcase: Accsys Technologies

After years of disappointment, this is a turnaround story we want to put back on investors’ radars.

(LSE: AXS, £103m market capitalisation) is a chemical technology
company enhancing the natural properties of wood to make high-performance and sustainable
building products. lts processes are based on the acetylation of solid wood and wood elements.
The stock is up 10% over the last month after a positive investor day. Analyst: Johan Van Den
Hooven.

What do we like?

Strong growth potential: the company is targeting a 14% CAGR in revenue and volume
growth from FY25-30, driven by its expansion in the US and Europe.

Operational efficiency: the Focus Strategy aims to maximise output at Accsys’s Arnhem and
Kingsport plants, with a run-rate target of 120,000m?® by FY30.

Margin expansion: we expect EBITDA to surge from €10.7m in FY25 to €54m by FY30,
supported by increased sales, cost efficiencies and scale benefits.

Deleveraging and cash flow strength: Accsys aims to eliminate net debt by FY30, with free
cash flow improving from €6m in FY26 to €21m in FY30.

Valuation upside: we recently raised the company’s discounted cash flow valuation to €1.00
per share, highlighting its long-term potential.

Compelling product: we direct investors to the , where the product was
showcased compared to alternatives in the market. We came away with the belief that it is a
best-in-class, sustainable building product (see also opportunities).

New management team and recent upgrades to forecasts: after years of Accsys
overpromising and underdelivering, we feel that the company is off investors’ radars. A new
management team is taking decisive steps and we upgraded our earnings estimates in
December 2024 and our valuation in February 2025 on the basis of higher long-term margin
targets.

What could derail the story?

Construction market exposure: the company’s growth is tied to demand in the construction
industry, which remains cyclical.

Ramp-up uncertainty in the US: the Kingsport plant’s expansion timeline has been extended
to five to six years, from the previous three-year target.

Raw material and energy costs: rising costs for wood and acetic anhydride could put
pressure on margins.

Market acceptance of Tricoya: the adoption of Tricoya panels is progressing but at a slower-
than-expected pace.

Competition and substitutes: while Accoya has strong differentiation, alternative modified
wood technologies could pose a threat in the long term.

We expect an FY25 trading update in early April, where we will be looking for further progress on
the volume ramp up and cost savings. The company reports full year results in June 2025.
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https://www.edisongroup.com/equity/accsys-technologies/
https://www.edisongroup.com/research/strategy-day-provides-insight-into-focus-strategy/BM-971/
https://www.edisongroup.com/thematic/climate-creating-multi-trillion-investment-opportunities/BM-1228/
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Featured showcase: BAE Systems

BAE Systems (LSE: BA, £47bn market capitalisation) is a leading global defence, aerospace
and security company, supplying advanced military capabilities across land, sea, air, cyber and
space. With geopolitical tensions driving increased defence spending, BAE Systems is well
positioned to capitalise on growing demand. The stock has gained 25% over the last 12 months,
and is set to benefit as defence spending increases in the UK and Europe.

What do we like?

Strong growth potential: BAE Systems is experiencing increased visibility in its key markets,
particularly in maritime and armoured vehicles, which contribute 33% of group revenues. The
Global Combat Air Programme (Tempest) and the AUKUS submarine alliance provide long-
term demand visibility.

Record order backlog: the company’s backlog reached a record £77.8bn at the end of 2024,
underscoring strong demand across its product lines.

Margin expansion and reinvestment: underlying earnings rose to £3.015bn in 2024, with
notable performance in electronic systems and services. The integration of Ball Aerospace has
also enhanced earnings.

Strategic defence tailwinds: rising European defence budgets and shifting procurement
preferences toward domestic manufacturers favour BAE Systems as one of Europe’s leading
defence contractors.

Diverse product portfolio: from electronic warfare and hypersonic missiles to advanced naval
systems and next-generation fighter jets, BAE’s broad exposure to high-tech defence
programmes positions it well for sustained demand.

What could derail the story?

Government budget sensitivity: about 25% of revenues are tied to the UK defence budget,
which faces political scrutiny and spending constraints. Given the recent uplift in spending, this
should not be a near-term issue, however.

Investment cycle limiting cash flow: we expect free cash flow to dip slightly due to
reinvestments, particularly in maritime and armoured vehicle production.

Market volatility and geopolitical risks: while defence spending trends are favourable, shifts
in geopolitical alliances, such as potential US policy changes toward European defence
commitments, could have an impact on future order flows.

Valuation complexity: despite its growth trajectory, BAE trades between its median and
industry peer valuations, making it less of a deep-value play but still attractive on a long-term
basis.
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This report has been prepared and issued by Edison. 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 2025 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. Itis 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.

20 Red Lion Street
London, WC1R 4PS
United Kingdom



www.edisongroup.com

WHO YO
ONNA
CALL?

When investment institutions
like BlackRock and HG need their
own investor relations, they pick
up the phone and dial Edison.

Discover why we work with more
than 50 financial businesses and
listed trusts. We're here for a call
(or other digital dialogue) today.

FIND OUT MORE


https://www.edisongroup.com/
https://www.edisongroup.com/
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