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Nicolas Correa (NEA) is a Spanish industrial (Burgos), whose core business David Lopez Sanchez — david.lopez@lighthouse-ieaf.com
!s the- dfmgn and‘ manufacture of chip removal rpachlne -toolsf spe‘uahsmg +34 915 904 226
in milling machines for the general mechanical engineering industry
(aerospace, automotive sectors, etc). Currently, sales in Spain account for
10% of the total (2018e). Among the 90% of exports Europe (55%) and
China (18%) stand out.
Market Data Not afraid of a change in the cycle
Market Cap (Mn EUR and USD) 51.5 58.0
EV (Mn EUR and USD) 49.7 56.0
Shares Outstanding (Mn) 123 WE UPGRADE OUR ESTIMATES on the back of very positive results in 2018. All
-12m (Max/Med/Min EUR) 4.40/3.86/3.00 . . h . d b dbv th hin busi |
Daily Avg volume (-12m Mn 01 income statement items have increased, boosted by the growth in business volume
Rotation® 56.5 seen in 2018. The concentration of the parent’s activity in a single plant, control of
Thomson Reuters / Bloomberg NEA.MC / NEA SM costs and the improvement in margins have enhanced NEA's competitive position,
Close fiscal year 31-Dec consolidating an EBITDA margin of 12% (1.5p.p. higher than estimated).
THE CYCLE APPEARS TO BE THE MAIN UNCERTAINTY... after the leap in revenue in
Shareholders Structure (%) 2018 (+22%) we expect a significant slowdown in growth in 2019e (+4%) and 2020e
g'w'as'co”ea Family 331-08 (+3%). Under these circumstances, we believe NEA to be reasonably shielded, as it
Bsz:za(SEaxcl Nicolas-Correa) 2'0 could benefit during the first half of 2019 from the momentum of an order book
Free Float ' 63..2 that is above its historical average (EUR 34Mn at the 2018 close; 0.5x 2018 revenue).
FCF YIELD, 11% (CONVERSION OF C. 60% OF EBITDA IN REC. FCF), the result of a
business with low working capital requirements (thanks to advances from
] ) customers that help with financing) and a zero impact of financial items. The
F';'a"c'a: (M"(EUF;) 2018 _2019e _ 2020e  2021e company has EUR 17.1Mn in tax credits, that will help to keep the tax rate very low
Adj. n2 shares (Mn 12.2 12.3 12.3 12.3 . .
Total Revenues 721 750 773 79.6 In coming years.
Rec. EBITDA 8.5 9.0 9.2 9.5 N )
% growth 31.8 5.9 2.9 30 NET CASH POSITION: The ability to generate recurrent FCF of c. EUR 5.3Mn will
% Rec. EBITDA/Rev. 11.7 12.0 11.9 11.9 boost net cash to EUR 6.0Mn in 2019e (11.6% of the current capitalisation). Even
% Inc. EBITDA sector ? 7.3 2.6 6.1 5.0 assuming a continuation of dividend payments (pay-out of 30% for 2019e-2021e;
Net Profit 7.9 6.8 7.0 7.0 (initial yield of 4%), this would be compatible with NEA’s very healthy capital
EPS (EUR) 0.64 055 0.56 0.56 structure.
% growth n.a. -14.4 2.5 -0.1
Ord. EPS (EUR) 0.54 0.55 0.56 0.56 . .
EUR Mn 2019%& (Mew) Review (%) 2020e (Mew) Rewview (%) 2021e (Mew)
% growth 52.8 1.8 2.5 -0.1
Rec. Free Cash Flow®® 6.2 53 6.0 6.0 Total Revenues 75.0 103% 773 11.4% 79.6
Pay-out (%) 234 30.0 30.0 30.0 Recurrent EBITDA 9.0 25.8% 9.2 30.0% 9.5
DPS (EUR) 0.15 0.17 0.17 0.17 Recurrent EGITDA growth 5.9% 45p.p. 2.9% 34pp. 3.0%
Net financial debt 1.5 -6.0 -10.0 -13.9 Rec. EBITDA/Revenues 12.0% 15pp. 119% 17pp. 119%
ND/Rec. EBITDA (x) 0.2 -0.7 -1.1 -1.5 Net Profit 6.8 42.8% 7.0 45.2% 7.0
ROE (%) 18.2 13.7 12.8 11.7 Recurrent Free Cash Flow 5.3 46.7% 6.0 45.6% 6.0
ROCE (%)™ 15.6 15.3 15.1 14.7 ND / EBITDA 0.7 x 0.3x -11x -03x -15x
Ratios & Multiples (x) Relative performance -5y (Base 100)
P/E 6.5 7.6 7.4 7.4 310
Ord. P/E 7.7 7.6 7.4 7.4 260
P/BV 11 1.0 0.9 0.8 N
Dividend Yield (%) 3.6 4.0 4.1 4.0 210 4 NEA
EV/Sales 069  0.66 0.64 0.62 160 Py,
EV/Rec. EBITDA 59 55 54 52 ol NEA vs lbex
FCF Yield (%) 120 104 117 1.7 Y0 A M
(*) Unless otherwise indicated, all the information contained in this report 60 e 'v
is based on: The Company, Thomson Reuters and Lighthouse Apr/14 Apr/15 Apr/16 Apr/17 Apr/18 Apr/19
(1) Total volume traded in the share (Mn EUR) -12m vs Mkt Cap.
Represents the % of the capitalisation traded -12m. Stock performance (%) -Im -3m -12m YTD -3Y -5Y
(2) Expected EBITDA growth (consensus) for the share's benchmark  Absolute -3.9 219 10.9 28.6 179.6 153.3
sect'or (Thomson Reuters Europe Industrial Machinery and s |pex 35 6.7 14.7 15.1 16.8 150.5 178.4
(3) :gtsjézn;inrz.current FCF. Please refer to Appendix 2 vs Ibex Small Cap Index 39 18.6 232 183 89.7 1315
(4) Calculated with a theoretical tax rate. Please refer to Appendix 2. vs Eurostoxx 50 7.9 9.4 11.3 127 137.7 1332
vs Sector benchmark® -13.3 5.5 12.9 5.0 105.1 94.6

(5) vs Thomson Reuters Europe Industrial Machinery and Equipment.

Report issued by IEAF Servicios de Analisis, S.L.U. Lighthouse is a project of IEAF Servicios de Analisis, S.L.U.

This report has been prepared on the basis of information available to the public. The report includes a fi ial lysis of the y covered. The report does not propose ﬁn I E A F
any personalised investment recommendation. Investors should consider the contents of this report as just another element in their investment decision-making process. &ﬂ INSTITUTO ESPAROL DE
The final two pages of this report contain very important legal information regarding its contents. ANALISTAS FINANCIEROS
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Review of estimates: upgrade
The order book and resilient margins result in better numbers in
2019e
Chart 1. Total sales (2014 — 2021e) 2018 results show the growth started years ago has continued: (i) a 22% increase in revenue vs
w0 3.3% CAGR 2017, with (ii) a recurrent EBITDA margin close to 12% (vs 10.9% in 2017), proving that the
. 6.3% CAGR p T3 T decisions made during the restructuring were strategically correct.
721
70
o | w5 w2 o %2 The order book figure (EUR 34.4Mn 2018; +16% vs 2017) with an average duration of 6-7
50 months (chart 2), allows for a certain moderate optimism in 2019e projections, as, under these

EUR Mn

circumstances, NEA is reasonably shielded from an adverse macro scenario. However, we
should not lose sight of the figure for new orders for 4Q 2018 (EUR 11Mn vs an average of EUR
21Mn in 2018), which could be anticipating the effects of a slowdown.

2014 2015 2016 2017 2018 2019e 2020e 2021e

Accordingly, we upgrade our estimates (2019-2020)

Chart 2. Order intake, total sales and order This upgrade can be summarised in three main areas:
book
- Revenue (EUR 75Mn; +10% vs initial estimates), boosted by higher volume in 2018
& % L, and an order book that is larger than the historical average; which NEA could benefit
e L - . from in the first half of 2019e.
60 57 5a 56
_® - EBITDA (EUR 9Mn; +25% vs initial estimates), due mainly to the higher volume of
gﬂﬁ B 344 revenues. In addition, the concentration of the parent’s activity in a single plant and
0 | |20 250 : control of costs have enhanced NEA's competitive position and ability to maintain
» J I He margins close to 12% (+1.5p.p. vs our initial estimate).
10
0 l - Net profit (+43% vs initial estimates). The previous points, together with a

2014 2015 2016 017 2018

downgrade to the effective tax rate (9.3% vs our original estimate of 19.9%), causes
2019e net profit to rocket to EUR 6.8Mn.

Order intake MM Totalsales Order book

Chart 3. Rec EBITDA and EBITDA margin. Deceleration of revenue growth (+3.3% CAGR 2019e-2021e) ...
(2014 - 2021e) According to CECIMO (European Association of the Machine Tool Industries), demand for
machine tools will continue to grow until the first half of 2019 (although more slowly than in
2017 and 2018). In this scenario, the revenue growth seen in 2018 thanks to cyclical
o e _epa a2 momentum (+22%), should normalise in 2019e (+4%) and 2020e (+3%), in line with the growth
- =, o= expected for global machine tool consumption in coming years (according to CECIMO 3Q 2018:
8% o - +3.8% in 2019e, stabilising at growth of 3% in the next 4 years).

EUR Mn

= = ... with much better margins than the sector (12% of revenue)

We value the company’s focus on margins very positively (5p.p increase in EBITDA margin
between 2014 and 2018) vs growth in volumes of previous periods. We think the company has
reached an optimum operating profitability (higher than its main competitors), with an EBITDA
margin of 12% (gross margin of 55,5%) vs an average of 8.7% for the milling machine subsector.
Under these circumstances, NEA will generate EBITDA of close to EUR 9Mn in 2019 (EV/EBITDA
of 5.5x vs 10.7x for industrial machinery industry).

2013 2014 2015 2016 2017 2018 12019e 2020e 2021e

m— Rerurring EBITDA EBTDA/Sales %

Chart 4. Review impacto in EBITDA (V)

117% 120% 119% Ordinary net profit (+1,6% CAGR 2018-2020e)

The continual financial de-leveraging has been reflected in lower financial expenses (5% of
EBITDA in 2018 vs. +70% in 2013), with the contribution of financial items being immaterial in
the mid term. In addition, the tax credits available to the company in 2018 (EUR 17.1Mn) will
keep tax rates low (we assume an average rate of 10.6% until 2021e; vs tax income of EUR
0.9Mn in 2018).

10 10.8%

10.5% 10.2%
B
=
= B
S
o 90 92
1 I 71

’ [ | =
2 23 43 I
L Hl

2017 2018 201%e 2020
EBITDA prereview — New EBTDA
EBITDA Mz pre-review New EBTDAMg

Note 1: “EBITDA pre-review” refers to estimated EBITDA in the
initiation of coverage published on jan 17, 2019.
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Chart 6. Net financial cash (2019e — 2021e)

How much Free Cash Flow does NEA generate?

In the current scenario, in which the company has achieved a profitable operating structure,
we think that NEA will generate recurrent Free Cash Flow of EUR 5.3Mn in 2019e and EUR
6.0Mn in 2021e (recurrent FCF to the firm yield of 11.0% and 12.2%, respectively vs a sector
average of 5.8%).

Chart 5. Free Cash Flow (2 2019e

(16)

(19)

(12)

(10

EUR Mn

(6.0)

(10.0)

2019e

2020e

(13.9)

2021e

0 93
9.0
9 03 23
g
7 0.2 07
£ 6 : 53
=
e 5
o 4
2
0
EBMDA201%  Working Capilal Capex Net financal result Tanss {Fec)FCF 201%¢ Edreordinary  Free Cash Flow

201%e

Note 2: Including an extraordinary cash inflow (EUR 4Mn) related to the amount pending collection from the sale of the Itziar plant.

Financially solid beyond doubt (in an adverse cycle too)

Since Group net debt peaked in 2012 (EUR 21.3Mn), NEA has been using the cash generated to
reduce its leverage, with a 93% reduction in net debt between 2013 and 2018 (ND/Rec. EBITDA
of 0.2x in 2018, in line with the machine tool industry: 0.5x). However, the FCF of EUR 9.3Mn
estimated for 2019e (including an extraordinary collection of EUR 4.0Mn for the sale of the
Itziar plant), will enable NEA to achieve a net cash position of EUR 6.0Mn in 2019e; after paying
a dividend of EUR 1.8Mn against 2018 earnings (in line with expectations).

The company's financial strength means we assume dividend payments will continue going
forward. We assume a pay-out of 30% for 2019e-2021e (initial yield of 4%).

2019e — 2021e: What would happen if...?

In conclusion: we maintain the equity story which rests almost exclusively on the company’s
ability to maintain its competitive position thanks to the flexibility (and experience) acquired
after the crisis it underwent during the last decade. Now there is only one question: against a
backdrop of evident cyclical deceleration in NEA's main markets (Europe: 65% of sales and
China: 18% of sales), can current levels of profitability be maintained in a scenario of falling
revenue?

The basic idea is that of a company with a certain resilience, but not that of a company that is
unaffected by the cycle nor that of a favourable cycle. The machine tool sector is inherently
cyclical and the cycle, barring surprises, will decelerate. The final question to answer is what to
expect in an even worse scenario. In the event of a fall in revenues of 5% in 2019 vs 2018, we
estimate a margin of 9.8% and recurrent FCF of c. EUR 4.0Mn which implies a FCF yield of 7.6%.
Perhaps this is the most interesting aspect when valuing the result of this “success story” and
its impact on the share price. A fall in revenue of 10% (vs 2018) would leave FCF at EUR 3.0Mn,
underlining the argument that cyclical risk has been significantly reduced for NEA thanks to its
restructuring, although obviously it has not disappeared...

Worst Worst Case Worst
Base Case Worst Case
Worst Case vs Base Worst Case
EUR Mn 2019e 2019e 2019e Case vs Base
Total Revenues growth 4.0% 0.0% -5.0%
Total Revenues 75.0 72.1 68.3 -3.8% -8.7%
Recurrent EBITDA 5.0 8.0 6.7 -11.3% -25.5%
Rec. EBITDA/Revenues 12.0% 11.0% 5.8%
Recurrent EBITDA growth 5.9% -6.1% -21.1%
Waorking Capital Increase (0.5) (0.8) (0.3)
Capex (2.3) (2.2) (2.1)
Net Financial Result affecting (0.2) (0.2) (0.2)
Taxes (0.7) (0.5) (0.1)
Recurrent Free Cash Flow 5.3 1.4 3.9 -17.9% -27.4%
Net Cash (6.0) (5.0) (4.5)
FCF Rec. Yield % 10.4% B8.6% 7.6%
The final two pages of this report contain very important legal information regarding its contents. Page 3/10
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Appendix 1. Financial Statements

Balance Sheet (EUR Mn) 2014 2015 2016 2017 2018 2019e 2020e 2021e
Intangible assets 0.2 0.7 0.4 0.4 0.3 0.3 0.3 0.3
Fixed assets 22.8 22.4 17.0 16.7 12.7 13.8 14.4 15.1
Other Non Current Assets 10.4 10.4 9.8 9.6 10.5 10.5 10.5 10.5
Financial Investments 1.0 0.9 2.9 2.5 6.4 2.4 2.4 2.5
Goodwill & Other Intangilbles 9.5 9.5 9.5 9.5 9.5 9.5 9.5 9.5
Current assets 325 28.8 28.2 30.6 36.2 37.6 38.7 39.8
Total assets 76.4 72.6 67.8 69.4 75.5 74.0 75.8 77.6
Equity 32.7 34.3 37.2 39.4 47.1 52.1 57.0 61.9
Minority Interests 3.4 3.4 0.7 0.7 0.8 0.9 11 1.2
Provisions & Other L/T Liabilities 2.7 2.7 2.1 2.1 2.3 2.3 2.3 2.3
Net financial debt 16.4 14.5 12.1 8.1 15 (6.0) (10.0) (13.9)
Current Liabilities 21.2 17.7 15.8 19.0 23.8 24.7 25.4 26.2
Equity & Total Liabilities 76.4 72.6 67.8 69.4 75.5 74.0 75.8 77.6
CAGR
P&L (EUR Mn) 2014 2015 2016 2017 2018 2019e 2020e 2021e 14-18 18-21e
Total Revenues 56.5 56.2 60.5 59.2 72.1 75.0 77.3 79.6 6.3% 3.3%
Total Revenues growth 1.4% -0.5% 7.7% -2.1% 21.8% 4.0% 3.0% 3.0%
COGS (26.6) (25.8) (27.2) (26.6) (32.1) (33.4) (34.4) (35.4)
Gross Margin 29.9 30.4 33.3 32.6 40.1 41.7 42.9 44.2 7.5% 3.3%
Gross Margin/Revenues 53.0% 54.1% 55.0% 55.1% 55.5% 55.5% 55.5% 55.5%
Personnel Expenses (15.3) (16.4) (16.6) (14.8) (16.9) (17.5) (18.0) (18.5)
Other Operating Expenses (10.8) (10.3) (11.1) (11.4) (14.6) (15.2) (15.7) (16.2)
Recurrent EBITDA 3.8 3.7 5.6 6.4 8.5 9.0 9.2 9.5 22.0% 3.9%
Recurrent EBITDA growth 181.4% -2.6% 49.3% 15.8% 31.8% 5.9% 2.9% 3.0%
Rec. EBITDA/Revenues 6.8% 6.6% 9.2% 10.9% 11.7% 12.0% 11.9% 11.9%
Restructuring Expenses - - - (2.1) - - - -
Other non-recurrent Income / Costs - - - - - - - -
EBITDA 3.8 3.7 5.6 4.3 8.5 9.0 9.2 9.5 22.0% 3.9%
EBITDA growth 181.4% -2.6% 49.3% -22.1% 95.7% 5.9% 2.9% 3.0%
EBITDA/Sales 6.8% 6.6% 9.2% 7.3% 11.7% 12.0% 11.9% 11.9%
Depreciation & Provisions (1.6) (1.7) (2.2) (1.4) (1.3) (1.2) (1.3) (1.3)
Capitalized Expense 0.1 0.3 0.0 - 0.1 - - -
EBIT 2.4 23 3.4 3.0 7.3 7.8 7.9 8.2 32.1% 4.0%
EBIT growth 162.2% -4.6% 48.4% -11.9% 143.9% 6.9% 2.4% 2.8%
EBIT/Revenues 4.2% 4.1% 5.6% 5.0% 10.1% 10.3% 10.3% 10.3%
Impact of Goodwill & Others - - - - - - - -
Net Financial Result (1.1) (0.9) (0.6) (0.3) (0.5) (0.2) (0.1) (0.1)
Income by the Equity Method 0.0 (0.1) 0.0 (0.3) 0.0 0.0 0.0 0.0
Ordinary Profit 1.3 1.3 2.7 2.4 6.8 7.6 7.9 8.1 50.4% 6.2%
Ordinary Profit Growth n.a. 1.6% 103.9% -13.6% 186.2% 12.5% 3.1% 3.3%
Extraordinary Results - - 19 - 0.4 - - -
Profit Before Tax 1.3 1.3 4.7 2.4 7.2 7.6 7.9 8.1 52.5% 4.3%
Tax Expense 0.0 (0.2) 0.1 (0.0) 0.9 (0.7) (0.8) (1.0)
Effective Tax Rate n.a. 12.3% n.a. 0.2% n.a. 9.3% 9.8% 12.7%
Minority Interests 0.0 0.2 (0.6) (0.1) (0.2) (0.2) (0.2) (0.2)
Discontinued Activities - - - - - - - -
Net Profit 1.4 1.4 4.1 2.2 7.9 6.8 7.0 7.0 55.3% -4.1%
Net Profit growth n.a. 0.2% 203.0% -45.6% 251.8% -13.8% 2.5% -0.1%
Ordinary Net Profit 1.3 1.4 2.1 4.3 6.6 6.8 7.0 7.0 48.9% 1.6%
Ordinary Net Profit growth n.a. 0.7% 56.3% 104.4% 52.8% 2.5% 2.5% -0.1%
CAGR
Cash Flow (EUR Mn) 2014 2015 2016 2017 2018 2019e 2020e 2021e 14-18 18-21e
Recurrent EBITDA 9.0 9.2 9.5 22.0% 3.9%
Working Capital Increase (0.5) (0.4) (0.4)
Recurrent Operating Cash Flow 8.5 8.8 9.1 8.1% 5.6%
CAPEX (2.3) (1.9) (2.0)
Net Financial Result affecting the Cash Flow (0.2) (0.1) (0.1)
Tax Expense (0.7) (0.8) (1.0)
Recurrent Free Cash Flow 5.3 6.0 6.0 13.7% -0.8%
Restructuring Expense & Others - - -
- Acquisitions / + Divestures of assets - - -
Extraordinary Inc./Exp. Affecting Cash Flow 4.0 - -
Free Cash Flow 9.3 6.0 6.0 11.4% -7.2%
Capital Increase - - -
Dividends (1.8) (2.0) (2.1)
Net Debt Variation (7.5) (4.0) (3.9)
The final two pages of this report contain very important legal information regarding its contents. Page 4/10
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Appendix 2. Free Cash Flow

CAGR
A) Cash Flow Analysis (EUR Mn) 2015 2016 2017 2018 2019 2020e 2021e 15-18 18-21e
Recurrent EBITDA 3.7 5.6 6.4 8.5 9.0 9.2 9.5 31.6% 3.9%
Recurrent EBITDA growth -2.6% 49.3% 15.8% 31.8% 5.9% 2.9% 3.0%
Rec. EBITDA/Revenues 6.6% 9.2% 10.9% 11.7% 12.0% 11.9% 11.9%
+/- Working Capital increase 0.2 -1.3 0.8 (0.7) (0.5) (0.4) (0.4)
= Recurrent Operating Cash Flow 3.9 4.3 7.2 7.7 8.5 8.8 9.1 25.3% 5.6%
Rec. Operating Cash Flow growth -30.6% 9.0% 67.8% 7.4% 9.5% 4.4% 3.0%
Rec. Operating Cash Flow / Sales 7.0% 7.1% 12.1% 10.7% 11.3% 11.4% 11.4%
- CAPEX (1.5) (0.9) (1.0) (1.9) (2.3) (1.9) (2.0)
- Net Financial Result affecting Cash Flow (0.9) (0.6) (0.3) (0.5) (0.2) (0.1) (0.1)
- Taxes (0.2) 0.1 (0.0) 0.9 (0.7) (0.8) (1.0)
= Recurrent Free Cash Flow 1.4 2.8 5.8 6.2 53 6.0 6.0 63.2% -0.8%
Rec. Free Cash Flow growth -61.6% 97.3% 108.4% 5.7% -13.2% 12.8% -0.3%
Rec. Free Cash Flow / Revenues 2.5% 4.6% 9.8% 8.5% 7.1% 7.8% 7.6%
- Restructuring expenses & others 0.1 (0.1) 0.0 - - - -
- Acquisitions / + Divestments 0.9 0.2 1.2 - - - -
+/- Extraordinary Inc./Exp. affecting Cash Flow - - (2.1) 1.4 4.0 - -
= Free Cash Flow 2.4 2.9 5.0 7.5 9.3 6.0 6.0 47.1% -7.2%
Free Cash Flow growth -51.7% 23.8% 71.4% 50.1% 24.1% -35.5% -0.3%
Recurrent Free Cash Flow - Yield (s/Mkt Cap) 2.8% 5.4% 11.3% 12.0% 10.4% 11.7% 11.7%
Free Cash Flow Yield (s/Mkt Cap) 4.6% 5.7% 9.7% 14.6% 18.2% 11.7% 11.7%
B) Analytical Review of Annual Recurrent Free Cash
Flow Performance (Eur Mn) 2015 2016 2017 2018 2019e 2020e 2021e
Recurrent FCF(FY - 1) 3.7 14 2.8 5.8 6.2 5.3 6.0
EBITDA impact from revenue increase (0.0) 0.3 (0.1) 1.4 0.3 0.3 0.3
EBITDA impact from EBITDA/Sales variation (0.1) 1.5 1.0 0.6 0.2 (0.0) (0.0)
= Recurrent EBITDA variation (0.1) 1.8 0.9 2.0 Of5 0.3 0.3
+/- Working capital variation impact (1.6) (1.5) 2.0 (1.5) 0.2 0.1 (0.0)
= Recurrent Operating Cash Flow variation (1.7) 0.4 2.9 0.5 0.7 0.4 0.3
+/- CAPEX impact (0.6) 0.6 (0.1) (0.9) (0.3) 0.3 (0.1)
+/- Financial result variation 0.2 0.2 0.3 (0.2) 0.3 0.0 0.0
+/- Tax impact (0.2) 0.3 (0.1) 0.9 (1.6) (0.1) (0.3)
= Recurrent Free Cash Flow variation (2.3) 1.4 3.0 0.3 (0.8) 0.7 (0.0)
Recurrent Free Cash Flow 1.4 2.8 5.8 6.2 5.3 6.0 6.0
C) "FCF to the Firm" (pre debt service) (EUR Mn) CAGR
2015 2016 2017 2018 2019 2020e 2021e 15-18 18-21e
EBIT 2.3 3.4 3.0 7.3 7.8 7.9 8.2 47.2% 4.0%
* Theoretical tax rate 12.3% 0.0% 0.2% 0.0% 9.3% 9.8% 12.7%
= Taxes (pre- Net Financial Result)\? (0.3) - (0.0) - (0.7) (0.8) (1.0)
Recurrent EBITDA 3.7 5.6 6.4 8.5 9.0 9.2 9.5 31.6% 3.9%
+/- Working Capital increase 0.2 (1.3) 0.8 (0.7) (0.5) (0.4) (0.4)
= Recurrent Operating Cash Flow 3.9 4.3 7.2 7.7 8.5 8.8 9.1 25.3% 5.6%
- CAPEX (1.5) (0.9) (1.0) (1.9) (2.3) (1.9) (2.0)
- Taxes (pre- Financial Result) (0.3) - (0.0) - (0.7) (0.8) (1.0)
= Recurrent Free Cash Flow (To the Firm) 2.2 3.4 6.1 5.8 5.5 6.1 6.1 38.8% 1.6%
Rec. Free Cash Flow (To the Firm) growth -54.4% 54.9% 83.5% -5.9% -5.1% 11.6% -0.9%
Rec. Free Cash Flow (To the Firm) / Revenues 4% 6% 10% 8% 7% 8% 8%
- Acquisitions / + Divestments 0.9 0.2 1.2 - - - -
+/- Extraordinary Inc./Exp. affecting Cash Flow - - (2.1) 14 4.0 - -
= Free Cash Flow "To the Firm" 3.1 3.6 5.3 7.1 9.5 6.1 6.1 32.8% -5.3%
Free Cash Flow (To the Firm) growth -43.8% 17.4% 47.4% 35.2% 32.7% -35.4% -0.9%
Rec. Free Cash Flow To the Firm Yield (o/EV) 4.4% 6.7% 12.4% 11.6% 11.0% 12.3% 12.2%
Free Cash Flow "To the Firm" - Yield (o/EV) 6.1% 7.2% 10.6% 14.4% 19.1% 12.3% 12.2%
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Recurrent Free Cash Flow accumulated variation analysis (2014 - 2018)
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Recurrent Free Cash Flow accumulated variation analysis (2018 - 2021e)
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Appendix 3. Historical performance ()

Historical performance CAGR

(EUR Mn) 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019e 2020e 2021e  08-18 18-21e

Total Revenues 116.0 58.0 34.0 63.9 31.7 54.7 56.5 56.2 60.5 59.2 72.1 75.0 77.3 79.6 -4.6% 3.3%

Total Revenues growth 26.9% -50.0% -41.3% 87.9% -50.4% 72.7% 3.2% -0.5% 7.7% -2.1% 21.8% 4.0% 3.0% 3.0%

EBITDA 6.4 (2.6) (5.4) 4.1 (3.8) 2.4 3.8 3.7 5.6 4.3 8.5 9.0 9.2 9.5 2.9% 3.9%

EBITDA growth 26.9% n.a. 106.0% n.a. n.a. n.a. 56.5% -2.6% 49.3% -22.1% 95.7% 5.9% 2.9% 3.0%

EBITDA/Sales 5.5% n.a. n.a. 6.4% n.a. 4.5% 6.8% 6.6% 9.2% 7.3% 11.7% 12.0% 11.9% 11.9%

Net Profit 4.4 (5.1) (8.6) 0.7 (7.1) (0.3) 1.4 1.4 4.1 2.2 7.9 6.8 7.0 7.0 6.1% -4.1%

Net Profit growth 1.2% n.a. 68.1% n.a. n.a. -95.7% n.a. 0.2% 203.0% -45.6% 251.8% -13.8% 2.5% -0.1%

Adjusted number shares (Mn) 12.5 12.5 12.4 12.3 12.2 12.2 12.2 12.2 12.2 12.2 12.2 12.3 12.3 12.3

EPS (EUR) 0.35 n.a. n.a. 0.06 n.a. n.a. 0.11 0.11 0.34 0.18 0.64 0.55 0.56 0.56

EPS growth 1.9% n.a. n.a. n.a. n.a. n.a. n.a. 0.2% n.a. -45.6% n.a. -14.4% 2.5% -0.1%

Ord. EPS (EUR) 0.33 n.a. n.a. 0.04 n.a. n.a. 0.11 0.11 0.17 0.35 0.54 0.55 0.56 0.56

Ord. EPS growth -2.1% n.a. n.a. n.a. n.a. n.a. n.a. 0.7% 56.3% n.a. 52.8% 1.8% 2.5% -0.1%

CAPEX 4.8 2.7 0.7 1.9 0.4 1.7 (0.9) (1.5) (0.9) (1.0) (1.9) (2.3) (1.9) (2.0)

CAPEX/Sales %' n.a. n.a. n.a. n.a. n.a. n.a. 1.6% 2.6% 1.5% 1.7% 2.7% 3.0% 2.5% 2.5%

Free Cash Flow (6.5) (8.5) (0.3) (4.5) (1.6) 0.3 4.9 24 29 5.0 7.5 9.3 6.0 6.0 n.a. -7.2%

ND/EBITDA (x)®? 0.7x n.a. n.a. 3.6x n.a. 5.3x 4.3x 3.9x 2.2x 1.9x 0.2x -0.7x -1.1x -1.5x

P/E (x) 8.4x n.a. n.a. 18.5x n.a. n.a. 9.9x 11.5x 5.2x 17.5x 5.1x 7.6x n.a. n.a.

EV/Sales (x) 0.4x 0.7x 0.9x 0.5x 0.9x 0.6x 0.5x 0.5x 0.5x 0.8x 0.5x 0.7x 0.6x 0.6x

EV/EBITDA (x)? 6.8x n.a. n.a. 7.6x n.a. 13.1x 6.8x 7.1x 5.6x 10.4x 4.6x 5.5x 5.4x 5.2x

Absolute performance -41.6%  -22.0% -357% -30.1% -32.4%  85.0% -158% 17.0% 36.9% 83.1% 1.7% 28.6%

Relative performance vs Ibex 35 -3.6% -40.0%  -22.1%  -19.5% -29.1% 52.4% -18.8% 26.0% 39.7% 70.5% 19.6% 16.8%
Note 1: The multiples are historical, calculated based on the price and EV at the end of each year, except (if applicable) in the current year, when multiples would be given at current prices.

The absolute and relative behavior corresponds to each exercise (1/1 to 31/12). The source, both historical multiples and the evolution of the price, is Thomson Reuters.
Note 2: All ratios and multiples on EBITDA refer to total EBITDA (not to recurrent EBITDA).

Appendix 4. Main Competitors 2019e

EUR Mn Atlas Copco  Georg Fischer Danieli Average Starrag Fidia Datron AG
- Ticker (Reuters) ATCOa.5T FIN.S DANLMI STGN.S FDA.MI DARG.DE MEA.MC
g g Country Sweden Switzerland Italy Switzerland Italy Germany Spain
g T |Market cap 31,106.3 3,516.6 1,265.0 11,962.6 146.3 24.9 43.3 51.5
Enterprise value (EV) 31,474.4 3,767.9 386.3 11,876.2 151.0 37.9 41.3 49.7
Total Revenues 9,227.8 3,593.8 2,653.8 5,158.5 364.0 58.0 66.0 75.0
Total revenues growth -1.8% -11.5% 5.1% -2.7% 5.4% 0.4% 10.0% 4.0%
2y CAGR (2019e - 2021e) 2.9% 4.6% 5.9% 4.5% 1.3% n.a. n.a. 3.0%
EBITDA 2,364.3 457.9 246.4 1,022.9 22.8 4.2 8.0 9.0
E EBITDA growth -1.4% -3.3% 10.1% 1.8% 15.8% 467.6% 14.3% 5.9%
T |2y CAGR (2019e - 2021e) 3.0% 4.8% 1.9% 3.2% 8.8% n.a. n.a. 3.0%
E EBITDA/Revenues 25.6% 12.7% 9.3% 15.9% 6.3% 7.3% 12.1% 12.0%
:'E MNet profit 1,478.7 247.3 107.6 611.2 9.4 1.8 n.a. 6.8
T |Met profit growth -8.1% -0.2% 85.6% 25.7% 26.5% n.a. n.a. -13.8%
E 2y CAGR (2019e - 2021e) 4.9% 7.3% -2.5% 3.2% 12.6% n.a. n.a. 1.2%
i.E- Capex 299 173.6 81.7 184.7 71 1.2 n.a. 2.3
'é CAPEX/Sales % 3.2% 4.8% 3.1% 3.7% 1.9% 2.1% n.a. 3.0%
@ |free Cash Flow 1,519.0 219.4 161.1 633.1 10.0 2.2 8.9 9.3
Net financial debt 345.5 125.5 {942.1) (157.0) 2.6 9.2 (8.9) {6.0)
ND/EBITDA (x) 0.1 0.3 (3.8) (1.1) 0.1 2.2 (1.1) (0.7)
Qutstanding shares 1,215.3 4.1 74.4 3.4 5.1 n.a. 12.3
Pay-out 53.9% 38.3% 11.5% 34.5% 31.4% 21.1% n.a. 30.0%
P/E (x) 21.3 14.0 184 17.9 20.2 25.0 11.3 7.6
& P/BV (x) 6.6 2.5 0.7 3.3 0.9 1.9 1.5 1.0
E EV/Revenues (x) 3.4 1.0 0.1 1.5 0.4 0.7 0.6 0.7
T |EW/EBITDA (x) 13.3 8.2 1.6 7.7 6.6 8.9 5.2 5.5
g ROE 33.2 15.2 3.7 18.7 4.6 8.6 13.0 13.7
ﬁ_ FCF Yield (3) 4.7 6.2 (1.0 3.3 3.8 12.4 4.8 10.4
'_; Des a.7 23.1 .2 8.0 0.9 0.1 0.3 0.2
= Price close 25.9 857.5 18.2 43.5 4.9 12.1 4.2
Dvd Yield 2.5% 2.7% 0.9% 2.0% 2.0% 1.5% 2.5% 4.0%

Note 1: Financial data, multiples and ratios based on market consensus (Thomson Reuters). In the case of the company analyzed, own estimates (Lighthouse).
Note 2: All ratios and multiples on EBITDA refer to total EBITDA (not to recurrent EBITDA).
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Appendix 5. Valuation inputs

Inputs for the DCF Valuation Approach

2019e 2020e 2021e Terminal
Value M
Free Cash Flow "To the Firm" 9.5 6.1 6.1 71
Market Cap 51.5 At the date of this report
Net financial debt 1.5 Debt net of Cash (last financial year)
Best Case Worst Case

Cost of Debt 2.0% Net debt cost 2.0% 2.5%
Effective tax rate (T) 20.0% T (Normalised tax rate) = =
Net debt cost 1.6% Kd = Cost of Net Debt * (1-T) 1.6% 2.0%
Risk free rate (rf) 1.4% Rf (10y Spanish bond yield) = =
Equity risk premium 6.0% R (own estimate) 5.5% 6.5%
Beta (B) 1.4 B (Thomson Reuters) 1.4 1.6
Cost of Equity 9.5% Ke =Rf + (R * B) 9.1% 11.8%
Equity / (Equity + Net Debt) 97.2% E (Market Cap as equity value) = =
Net Debt / (Equity + Net Debt) 2.8% D = =
WACC 9.3% WACC=Kd *D +Ke * E 8.9% 11.5%
G "Razonable" 1.5% 2.0% 1.0%

(1) Terminal value calculated over recurrent Free Cash Flow “to the Firm” in the last estimated year with a normalised tax rate for the long term of 20%.

Inputs for the Multiples Valuation Approach

Ticker EPS EV/EBITDA EBITDA EV/sales Revenues EBITDA/Sales FCF Yield FCF
Company Reuters Mkt. Cap P/E 19e 19e-21e 19e 19e-21e 19e 19e-21e 19e 19e 19e-21e
Atlas Copco ATCOa.5T 31,106.3 213 5.4% 133 3.0% 3.4 2.9% 25.6% 4.7% 2.7%
Georg Fischer FINS 35166 140 57% 3.2 4.3% 10 4.6% 12.7% 5.2% 7.9%
Danieli DAMINMI 1,265.0 18.4 3.3% 1.6 19% 01 5.9% 9.3% -1.0% -19.9%
Machine-tools 17.9 4.8% 7.7 3.2% 1.5 4.5% 15.9% 3.3% -3.1%
Fidia FDA.MI 249 250 na. 89 na. 07 n.a. 7.3% 12.4% n.a.
Starrag STGMN.S 146.3 20.2 129% 6.6 3.8% 0.4 1.3% 6.3% 3.8% -29%
Datron AG DARG.DE 483 113 na. 52 na. 06 n.a. 12.1% 4.8% n.a.
Milling machines 18.8 12.9% 6.9 8.8% 0.6 1.3% 8.6% 7.0% -2.9%
Nicolas Correa NEA.MC 51.5 7.6 1.2% 55 3.0% 0.7 3.0% 12.0% 10.4% 6.0%

Free Cash Flow sensitivity analysis (2020e)

A) EBITDA and EV/EBITDA sensitivity to changes in EBITDA/Sales

Scenario EBITDA/Sales 20e EBITDA 20e EV/EBITDA 20e
Max 12.9% 10.0 5.0x
Central 11.9% 9.2 5.4x
Min 10.9% 8.5 5.9x

B) Rec. FCF and Rec. FCF - Yield sensitivity to changes in EBITDA and CAPEX/sales

Rec. FCF EUR Mn CAPEX/Sales 20e
EBITDA 20e 1.5% 2.5% 3.5%
10.0 7.6 6.8 6.0 Max 14.7% 13.2% 11.7%
9.2 6.8 6.0 5.3 ‘ Central 13.2% 11.7% 10.2%
8.5 6.0 5.3 4.5 Min 11.7% 10.2% 8.7%
The final two pages of this report contain very important legal information regarding its contents. Page 8/10

IEAF Servicios de Analisis — Basilica, 15 12 Planta, 28020 Madrid, Espafia — Tel. +34 91 563 19 72 — www.ieaf.com


file:///C:/Users/David%20López/Desktop/www.ieaf.com

S LIGHT
= HOUSE

@ IEAF

INDEPENDENT
EQUITY

Nicolas Correa (NEAMC / NEA SM)
Report date: 11 Apr 2019
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Lighthouse is a project of IEAF Servicios de Analisis S.L.U. Lighthouse is a research project funded by Bolsas y Mercados Espafioles S.A. Lighthouse aims to improve the research
coverage of the "orphan stocks" of the Spanish market: those which lack real and continuous research coverage. Lighthouse reports will not include valuation and target price.
Lighthouse does not seek to provide investment advice to any natural or legal person. For this reason, Lighthouse will not provide a valuation, target price or investment recommendation
for any of the securities analysed.

IEAF Servicios de Analisis S.L.U. is a Spanish company whose corporate purpose is:

1°) To provide information and financial analysis regarding securities issued by any class of legal person traded on official secondary markets, and specifically those securities which are
not the object of the recurrent provision of information and analysis by financial analysts who participate in the markets.

2°) To publicise and update the aforementioned financial reports and analysis, in addition to the monitoring and following of the securities on which the information and analysis is
provided.

3°) To prepare studies and projects aimed at proposing and implementing measures to improve the information and financial analysis of securities traded on official secondary markets.
IEAF Servicios de Analisis S.L.U. is a company whose sole shareholder is the Instituto Espafiol de Analistas Financieros (IEAF), a professional, not for profit association.

DISCLAIMER

The Instituto Espafiol de Analistas Financieros (IEAF) hereby certifies that the analyst of IEAF Servicios de Andlisis S.L.U. whose name figures as the author of this report, expresses
views that reflect their personal and independent opinion of the company analysed without these implying, either directly or indirectly, a personalised recommendation of the company
analysed for purposes of providing investment advice. This report is based on the preparation of detailed financial projections from information available to the public and following
traditional fundamental research methodology (i.e. it is not a technical or quantitative analysis report). For the analysis methodology used in the preparation of this report, please contact
the analyst directly; contact details are included on the front page of this report.

The report includes basic information regarding the main parameters to be used by an investor when making their own valuation (whether by discounted cash flows or multiples). These
parameters are the personal opinion or estimate of the analyst. The person receiving this report should use their own judgement when using these parameters and should consider them
as another element in their decision-making process in respect of investment. These parameters do not represent a personalised investment recommendation.

Rules governing confidentiality and conflicts of interest

None of the following rules governing confidentiality and conflicts of interest (12) is applicable to this report:
1. This report is non-independent research as it has been commissioned by the company analysed (issuer).

2. In the last 12 months, the Instituto Espafiol de Analistas Financieros or its subsidiary, IEAF Servicios de Analisis S.L.U., has had Investment Banking mandates or has managed or co-
managed a public offering of the securities of the issuer, or has received compensation from said issuer for Investment Banking services, that exclude brokerage services for prepaid
fees.

3. In the next 6 months, the Instituto Espafiol de Analistas Financieros or its subsidiary, IEAF Servicios de Analisis S.L.U., expects to receive or intends to obtain compensation for
Investment Banking services provided to this company that exclude brokerage services for prepaid fees.

4. The Investment Analyst or a member of the Research Department or a member of their household has a long position in the shares or derivatives of the corresponding issuer.
5. The Investment Analyst or a member of the Research Department or a member of their household has a short position in the shares or derivatives of the corresponding issuer.
6. At the date of publication, the Instituto Espafiol de Analistas Financieros or its subsidiary, IEAF Servicios de Andlisis S.L.U. held a long position of over 0.5% of the issuer's capital.
7. At the date of publication, the Instituto Espafiol de Analistas Financieros or its subsidiary, IEAF Servicios de Analisis S.L.U. held a short position of over 0.5% of the issuer's capital.

8. At the end of the month immediately prior to the publication of this report, or of the previous month if the report is published in the ten days following the end of the month, the company
analysed (the issuer) or any of its subsidiaries held 5% or more of any class of equity security of the Instituto Espafiol de Analistas Financieros or its subsidiary, [EAF Servicios de
Andlisis S.L.U.

9. A senior director or officer of the Instituto Espafiol de Analistas Financieros or its subsidiary, IEAF Servicios de Analisis S.L.U., or a member of their department is a director, officer,
advisor or member of the Board of Directors of the issuer and/or one of its subsidiaries.

10. The Instituto Espafiol de Analistas Financieros or its subsidiary, IEAF Servicios de Anélisis S.L.U., acts as broker for the Issuer for the corresponding prepaid fees.
11. The contents of this report have been reviewed by the issuer prior to its publication.
12. The issuer has made changes to the contents of this report prior to its distribution.

The Investment Analysts who have prepared this Investment Analysis are employees of IEAF Servicios de Analisis S.L.U. These analysts have received (or will receive) compensation
according to the general earnings of IEAF Servicios de Analisis S.L.U. To obtain a copy of the Code of Conduct of IEAF Servicios de Analisis S.L.U. (in respect of the Management of
Conflicts of Interest in the research department), please use the e-mail address secretaria@ieaf.es or consult the contents of this Code at www.ieaf.es.

IEAF Servicios de Analisis S.L.U. is compensated by Bolsas y Mercados Espafioles, S.A. for the preparation of this report. This report should be considered as just another element in
the taking of investment decisions.

A report issued by IEAF servicios de analisis S.L.U.

All rights reserved. The unauthorised use or distribution of this report is prohibited. This document has been prepared and distributed, according to the provisions of the MiFID Il by IEAF
Servicios de Andlisis S.L.U. Its corporate activity is regulated by the CNMV (the Spanish Securities Exchange Commission). The information and opinions expressed in this document do
not represent nor are they intended to represent an offer or a solicitation to buy or sell the securities (in other words, the securities mentioned in this report and related warrants, options,
rights or interests). The information and opinions contained in this document are based upon information available to the public and have been obtained from sources believed to be
reliable by IEAF Servicios de Andlisis S.L.U., but no guarantee is given regarding their accuracy or completeness. All comments and estimates reflect solely the opinion of IEAF Servicios
de Analisis S.L.U. and do not offer any implicit or explicit guarantee. All the opinions expressed are subject to change without prior warning. This document does not take into account the
specific investment objectives, financial position, risk profile or other specific aspects of the person who receives this document, and accordingly they should exercise their own
judgement in this respect. Neither the Instituto Espafiol de Analistas Financieros nor its subsidiary, IEAF Servicios de Andlisis S.L.U., assumes any responsibility for direct or indirect
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publication for any purpose without the written authorisation of IEAF Servicios de Analisis S.L.U. is prohibited. The Instituto Espafiol de Analistas Financieros (IEAF) and/or its subsidiary
IEAF Servicios de Andlisis S.L.U., their employees and directors, may hold a position (long or short) in an investment knowing that this issuer will be the object of analysis and that this
analysis will be distributed to institutional investors. Any further information regarding the contents of this report will be provided upon request. [EAF Servicios de Andlisis S.L.U. intends
to publish (at least) one quarterly report or note updating the information on the company analysed.

United States. [EAF Servicios de Andlisis S.L.U. is not registered in the United States and, consequently, is not subject to the regulations of that country governing the preparation of
research and the independence of analysts. This report is distributed solely to major US institutional investors, in reliance on the exemption from registration provided by Rule 15a-6 of
the US Securities Exchange Act of 1934, as amended (the "Exchange Act"), and interpretations of this made by the US Securities Exchange Commission.

Major US Institutional Investors. This report will be distributed to "major US institutional investors", as defined by Rule 15a-6 of the US Securities Exchange Commission and of the US
Securities Exchange Act of 1934.
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