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Our opinion: Buy

Herige has disappointed investors enormously. A small trader of building materials in western
France, the family company enjoyed a moment of glory on the stock markets in the mid-2000s,
when it pursued an aggressive external growth strategy. Unfortunately, when construction
markets in France fell as a result of the financial crisis, the group - which was high in debt and
poorly structured - saw its sales collapse. A painful but above all long restructuring process
followed. Between 2012 and 2018, Herige closed and sold nearly a third of its sales offices and
accumulated the associated setbacks. The company recorded losses in 2012, also in 2015 and
again in 2018. Needless to say, the group's share price fell each time and the company lost
credit on the markets. As a logical consequence, despite a 30% rebound in its share price since
the beginning of the year, Herige is now trading at a sharp discount. The small French
company values its profits for 2019 at 8x and for 2020 at 6.3x, while its competitors trade on
multiples between 11x and 13x.

However, we believe that this discount won't last very long.

First of all, Herige has completed its restructuring process and is finally starting to reap the
benefits. The group's sales picked up again in 2017 and since this year, the company has been
growing faster than its markets. Despite a worsening construction environment in France once
more, Herige will post growth in all its subsidiaries. This new growth is accompanied by a
strong improvement in profitability. After an excellent first half, the group should post an
EBITDA increase of more than 50% over 2019. Although we remain very cautious in our outlook
for the construction market in France, Herige should continue to outperform its industry and
competitors over the next three years. Despite some improvement, the company's margins
remain well below those of the industry and can therefore still increase significantly. At the
same time as reorganizing, the company considerably increased its investments over the last
two years, namely with the construction of a new industrial carpentry factory. These very
significant growth and productivity investments should pay off and allow for continued growth
in profits. As profitability improves and CAPEX returns to normal levels, the group should also
be able to generate very significant free cash flow from 2020. Most of this will be used to
reduce debt (which remains high), but Herige is also likely to make some targeted acquisitions.
The group, which took over 3 concrete plants in 2019, has just announced negotiating
procedures for 6 more.

In addition to its prospects for results, Herige is also of real speculative interest. As with many
areas of the specialized distribution sector, trading in building materials is undergoing major
transformation, linked in particular to digitalization. M&A transactions and operations are on
the increase and the sector is witnessing investment funds take control of major players in the
industry. CRH and SAMSE, distributors and traders of building materials, and both partners
and long-standing allies of the group, are being taken over by the very wealthy Blackstone
Private Equity fund. In all likelihood, the fund is likely to approach Herige with a view to
consolidation fairly quickly. The founding family and majority shareholder could be tempted,
especially since it no longer directly manages the group at an operational level. Excluding
speculative items, we value the group's share at 45 euros, but Blackstone could very easily
offer 60 euros in view of SAMSE's current multiples.
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Chapter One A story of expansion and fall

Founded in 1941 and listed on the stock exchange in 1990, Herige is a
small French family company specializing in the distribution and trading
of building materials. The company, located mainly in western France,
operates a network of 84 points of sale under the VM brand. Through its
subsidiary Edycem, Herige also has 27 concrete plants that produce
ready-to-use and industrial concrete. Finally, the group, through its
subsidiary AtlanteM, is involved in carpentry (cut-wood products,
windows, entry doors...) and operates 9 factories.

During the 2000s, under the leadership of its CEO Philippe Audureau, a
manager recruited by the founding family, Herige experienced very
strong growth. The group tripled its turnover over the decade thanks in
particular to a very active acquisition strategy. Herige took control of
Sefiram in 2001 (trading in materials in the overseas departments) and
Megnien in 2003 (15 agencies and 6 stores financed by a capital
increase). Between 2007 and 2012, the group multiplied its acquisitions
even more and carried out no less than 26 M&A transactions, including
Havraise de Matériaux in 2008 (7 points of sales) and Venddéme
Fermeture in 2009 (carpentry).

If this strategy was successful at first, it ended up being very expensive
for the group. When, as a result of the financial crisis, the construction
market deteriorated at the beginning of 2010, the group was still in the
process of acquisitions and heavily indebted (its net debt had risen from
EUR 32 million in 2006 to EUR 143 million in 2012). Herige was composed
of a multitude of companies that were not necessarily well integrated
and not focused on profitability. The company did not react immediately
to the crisis, had to face a sharp drop in sales and, in 2012, it recorded
its first significant net loss (EUR 16 million).

Historical revenues (EURm) Share price (EUR)
750 100
700 70
80
650 70
600 60
50
550 40
500 30
20
450 10
400 0
> b ©® O O N> b W©»
) ) Q £V ™ ‘o Q) Q Q Q N N N N N
& S S S
|LPE Research - Stock Conviction 3

Herige — December 6, 2019



Chapter 2

Restructuring, closures and disposals

In 2013, Herige undertook a major restructuring including site closures
and disposals aimed in particular at reducing its debt. At the beginning
of 2014, the group's Chief Financial Officer, Alain Marion, was appointed
by the founding family to head the company to implement this plan. In
three years, in the distribution of building materials, the number of sales
agencies was reduced by nearly 30%, from 121 to 86. Herige did the
same in concrete plants and carpentry to concentrate on its most
profitable sites and production units. Between 2012 and 2017, the
workforce was reduced by 15%. Unfortunately, this restructuring was
long, costly and took time to have an impact on margins.

Herige made a first provision for restructuring of EUR 10.8 million and
asset impairment of EUR 13.4 million in 2012, but continued its closures
and disposals well after that date. In 2015, the company will write down
assets again by more than 16.5 million. Finally, in 2018, Herige made a
restructuring provision of EUR 4.2 million and an asset impairment
charge of EUR 13.5 million. However, margins remained under pressure
throughout this time. The Group's EBITDA margin rebounded to nearly
5% in 2013, but fell again in 2014 and 2015. EBITDA improved again
slightly in 2016 but stagnated in 2017 and 2018. It is only since this year
that Herige has seen a significant improvement in its level of profitability.

On the other hand, the reduction in debt was more significant. Thanks
to the disposals and good control of its working capital, Herige cut its
financial debt in half, from 129.9 million euros in 2012 to 62.6 million
euros in 2016. It has since recovered slightly, but due to significant
growth investment.

Revenue growth in VM distribution (%) Herige's EBITDA margin (% of sales)
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Chapter 3 A recovery threaten by a new construction downturn?

For the first time in years, Herige posted a strong improvement in its
results in the first half of 2019. The group, which recorded a 5% increase
in revenue on a comparable site basis, increased its EBITDA by more
than 50% and more than doubled its current operating income. This
strong improvement is due to a solid market environment and favorable
weather conditions, but above all to the effect of the restructuring
measures undertaken in recent years. The group has outperformed the
market, particularly in concrete, and has very well controlled its costs.
The second half of the year should confirm the trend of the beginning of
the year. Q3 revenue grew 3.8% organically and the market remains
dynamic. The prospects for 2020 and beyond are unfortunately more
uncertain.

While the construction market in France has a good level of activity, it
has been slowly deteriorating since 2018. In the third quarter of 2019,
while authorizations for the construction of individual housing increased
by 3.3%, they fell by 11.4% for collective housing. Over the year, housing
starts were down 3.5% and craftsmen's order books fell. And yet this
slight slowdown is taking place in a context of exceptionally favorable
interest rates for real estate. Prices, real estate transactions and
mortgages are at record highs. The number of transactions carried out
over a 12-month period at the end of July rose by 7% and is comparable
to the record set in the early 2000s. However, if even interest rates are
expected to remain fundamentally low, they have stopped falling. Banks
may also reduce their real estate loans in the future due to new
regulatory constraints (Basel IV in particular). The construction market
could turn around fairly quickly and threaten the group's recovery.

Current 6 months operating profit (EURm) Nb. of construction in France (12m cumulated)
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Chapter 4 Outperforming its market and its industry

If we believe that the construction market will deteriorate, we also
believe that Herige should be able to outperform its markets and do
better than its competitors.

As we have seen, after years of underperformance, Herige began a
spectacular recovery in 2019. The group still has potential in view of its
margins, which are still much lower than before the crisis but also
significantly lower than those of the leaders in its industry. In the current
financial year, Herige should post an EBITDA margin of 5%, still 200 bps
lower than in 2017 and 240 bps lower than that of its French competitor
SAMSE. All other things being equal, we believe that the group should
nevertheless be able to reduce these gaps.

Indeed, the restructurings are finally beginning to bear fruit. The new
decentralized organization recently implemented (the headquarter
workforce has been reduced from 150 to 27) has clearly created a new
growth dynamic in the group's three subsidiaries. The cement activity
(EDYCEM) in particular posted solid volumes and gained market share.
This division, which has doubled its productivity in 10 years, is once again
very profitable and should remain so even in the event of a market
downturn. The carpentry business (AtlanteM), which has so far posted
disappointing performances, should also recover. From the end of this
year, the group should start to benefit from the start-up of a new hybrid
carpentry manufacturing site in which it has invested EUR 20 million.
Finally, in materials trading (VM), Herige should benefit from the arrival
of a new dedicated general manager coming from Point-P (Saint-
Gobain) but also from the major modernization investments made in
recent years.
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Chapter 5 Profit improvement, debt reduction and new opportunities

The improvement in the operating margin of the three divisions is
expected to be reflected in the group's net profits. Herige should no
longer have to incur significant restructuring charges or asset write-
downs in the short and medium term. Similarly, despite a high level of
debt, financial expenses should remain stable or even decline in an
environment of low interest rates. With the tax rate remaining stable (no
tax loss carry-forward to be used), Herige should thus be able to
continue to post further increases in its net profits after 2019. Despite a

more difficult economic climate, we expect the group's net profits to
increase by 50% between 2019 and 2022.

Herige should also be able to reduce its debt once again. As we have
seen, the company has made a very significant investment in its industrial
carpentry division, which led to a peak in CAPEX in 2018 and 2019. This
peak was not fully covered by operating cash flows over these years, but
profitability is improving and CAPEX is expected to return to a more
normalized level, Herige should again generate significant free cash
flow. Over the period 2020-2022, we estimate that the group could
generate more than EUR 40 million in cumulative cash and thus
significantly reduce its debt.

Thanks to its new profitability and solid balance sheet structure, Herige
can once again examine M&A opportunities. Last April, for the first time
in 5 years, the group made a small acquisition and acquired Béton Poher
(3 concrete plants). A few days ago, the company announced that it was
negotiating with BHR to acquire 6 additional concrete plants. The
company must not forget its past misfortunes, but these M&A
transactions should create value because they remain modest, targeted
and easy to integrate.
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Chapter 6

Building material trading ranking in France
(number of agencies)
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The speculative factor

As in other sectors of specialized distribution, digital technology is
transforming the building materials trade industry. In the BtoC but also
in the BtoB, the majority of transactions now start online. It is still mainly
a means of information on products but also increasingly on prices. Thus,
on standard products, Amazon and specialized platforms by their
transparency put pressure on traditional negotiation and price discount
systems. While this does not yet threaten the industry's core business
due to its specific logistical constraints, this transformation nevertheless
requires significant investments and prompts mergers.

In this context, the sector is experiencing significant M&A movements
and is seeing the arrival of major investment funds. Recently, they have
taken advantage of the withdrawal of building material producers to take
over important traders and distributors. Blackstone in particular has
acquired CRH's distribution division and is expected to take control of
SAMSE in 2020, France's leading independent company very active in
Eastern and Southern France. This movement is significant for Herige
because the group was allied with CRH and SAMSE through the joint
purchasing group called MCD. Therefore, logic would have it that
Blackstone would propose a combination to Herige. The Private Equity
fund would thus form a national player and generate significant
synergies. The founding family, which no longer manages the company,
could be convinced of one under certain conditions (and a high price).
However, it could also decide to keep its independence, but would then
risk remaining outside the major consolidation movement that has just
begun and finding it difficult in the long term to face increased
competition.

Main M&A deals

Date M&A transaction
Mar 2016 Bois & Matériaux

Buyer: Opengate capital
Seller: Wosley
Jul 2018  Point P TP

Buyer: FB/Centerbridge partners
Seller: Saint Gobain

2020e SAMSE
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Chapter 7

A discounted stock

Since the beginning of the year, Herige's share has gained more than
30% and is now valued on a 2019 EV/EBITDA of 5.8x, a multiple that
seems very comparable to those of its competitors in Europe. It is
therefore fair to ask whether the company's recovery is now not in the
market and whether there is still upside potential for the company. This
is all the more so as the company's share is not very liquid and Herige
has often disappointed in the past.

As we have seen, we believe that the recovery of the company is actually
only just beginning and that the group should continue to catch up with
its peers. Herige, which has significantly increased its CAPEX in recent
years, will start to benefit from its investments from 2020 and should post
higher growth than its industry. If the group has the same EBITDA
multiples as its competitors for 2019, it has a discount of nearly 15% on
2020 and 25% on 2021. The discount is even more significant in terms of
P/E. Herige is trading on a P/E 2020 of 6.3x when large companies in its
sector value between 10x and 12x their earnings. It should also be noted
that the group remains very far from its historical valuation multiples.
While Herige should return to a ROE level close to that of 2009-2010 in
2020 (around 11%), the company has a 25% discount on its book value
and its P/BV at the time. Last but not least, the group has a particularly
high free cash flow yield. In fact, as CAPEX returns to a normative level,
Herige should generate free cash flow of more than EUR 11 million. This
compares with a current market cap of EUR 88 million.

On the basis of a free cash flow yield of around 10%, an EV/EBITDA of
around 6x, a P/E of 9x and finally a P/B of 1.1x for the years 2020 and
2021, Herige could reach 45 euros quite easily. In the event of a merger
or takeover, and based on SAMSE's valuation multiples, we believe that
Herige could even reach 60 euros.

Valuation ratios at 31.0 EUR/share* DCF valuation summary (EUR/share)*

12/2019E  12/2020E  12/2021E 12/2022E Beta 1.2 1.3 1.4 1.5 1.6

EV/Sales (x)
EV/IC (x)
EV/EBITDA (x)
P/BV (x)

P/CF (x)

P/E (x)

Free Cash-flow Yield (%)

Dividend Yield (%)

0.29 0.28 0.26 0.24 WACC 77% 82% 87% 92% 9.7% 10.2%

0.99 0.96 0.90 0.84

5.8 5.0 4.7 4.1 G 1.0% 543 476 418 367 322 282
0.86 0.78 0.72 0.66 G.1.5% 589 514 450 394 345 301
4.4 3.3 3.1 3.1 G 2.0% 643 558 48,6 424 370 323
8.0 6.3 6.3 5.4 G2.5% 70.8  61.1 529 460 40.0 3438
-11.4% 12.9% 16.3% 16.4% G 3.0% 78.6 673 57.9  50.1 43.4 377

3.2% 3.5% 3.5% 4.2% G3.5% 883 748 639 549 473 409

*LPE Research estimates including cash from customer advances ~ G: Infinite growth rate
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Appendix 1: The Company and its industry

Business summary

Herige is a building material trading company located in the west part of France. The group
also produces concrete (industrial concrete, prefabricated concrete and ready-to-use
concrete) and industrial cut-wood products (including windows in PVC, aluminum, and wood,
rolling shutters, entry doors, etc.). Herige was founded in 1941 and is headquartered in
L'Hebergement, France

Revenue by business (12/2018) Sales by region (12/2018)

International;

. O
Other; 4% 2%

Carpentry;
23%

Concrete;
14% Materials

trading; 59%

France;
98%

Industry and sector:
Home Improvement Products & Services Retailers

Some listed competitors:
Kingfisher plc (GBR), SIG plc (GBR), Hornbach Holding AG (GER), SAMSE (FRA),

Sales 2018 (EURm) EBITDA margin 2018 (% of sales)
14000 9%
12000 8%
7%
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8000 5%
6000 4%
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2%
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KingfsherHombach  SIG SAMSE  Herige Kingfisher SAMSE Hombach  SIG Herige
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Appendix 2: Shareholders and corporate governance

Shareholders structure

Main institutional investors (% free-float)*

Lazard Fréres Gestion SAS 16.8%
Free-float; 29% Fidelity Management & Research Co. 15.8%
Bestinver Gestién SA SGIIC 13.8%
Dom Financer SAS 5.6%
Employees Caillaud & River & Mercantile Asset Management 4.9%
4% ;Z:;; HMG Finance 2.1%
Treasury 62% Dimensional funds 0.9%
stocks; 5%
*Source: Morningstar
Supervisory board structure Board members
Independent; 20% Olivier Robin (Chairman - non independent)
Jérome Caillaud (Vice-Chairman - non independent)
Catherine Filoche (independent)
Pascal & Sébatien Caillaud (non independent)
Marie-Laure & Olivier Robin (non independent)
Non Caroline Weber (independent)
inde;;g;dent; Guyléne Ardoin & Marie-Annick Coué (employee

representative - non independent)

CEQ's compensation structure (2018)

Oher
benefits

2%

Variable
salary Fixed
21% salary
77%

|LPE Research - Stock Conviction
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Management team

Alain Marion (CEO)
Bruno Caduval (Carpentry - General manager)
Philippe Queneau (Concrete - General manager)

Stéphane Jan (CFO)
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Appendix 3: Stock Reputation®

Criterion Points Comments

Share price behavior

- Erratic share price movements 2/10 The Herige stock, which is not very liquid, is very volatile. It
- Share price deviation from its trend 3/10 experiences an erratic movement on average every 2 weeks. In
Criterion total 5/20 addition, the share can deviate very sharply from its trend.

Focus on shareholder value

- Focus of the board 4/7 Non-independent family shareholders are in the majority on the
- Focus of the CEO 17 supervisory board and the CEO owns very few shares. The
- Investor Relations intensity 2/6 creation of value for shareholders and the stock price is clearly
Criterion total 7/20 not a priority.

Quality of the shareholders’

- Ownership by ‘major’ institutional investors 10/10 Major and prestigious institutional shareholders control a
- Shareholder loyalty 7/10 significant portion of the free float. The low liquidity limits sales
Criterion total 17/20  and purchases but beyond that investors appear very loyal.

Communication of the equity story

- Business model communication 1/4 The explanations of the group's business model are very limited.

- Strategy communication 2/4 The group gives details on its actions and initiatives but little on

- Capital allocation communication 1/4 its overall strategy. Similarly, the group gives almost no

- Results and performance communication 2/4 indication of capital allocation strategy and does not give short
Communication coherence 24 or long-term quantified objectives. Fortunately, Herige provides

Criterion total 8/20 enough information by division to build a robust financial model.
riterion tota

Consistency

- Strategy consistency 4/7 Overall, Herige is quite consistent in its strategy and financial
- Guidance and targets achievement 3/7 communication. The strategic movements of the company are
- Reporting consistency 5/6 relatively slow even if they can be significant. Finally, the
company does not provide guidance but does little accounting
Criterion total 12/20 restatement.
Total over 100 49/100 Below average reputation on the stock market
LPE Research - Stock Conviction 12

Herige — December 6, 2019



Appendix 4: P&L

(EURm) 12/2014 12/2015 12/2016 12/2017 12/2018 12/2019E 12/2020E 12/2021E 12/2022E
Revenues 590.9 547.0 524.2 547.3 570.7 630.0 647.0 644.0 665.0
- Change % -9% 7% -4% 4% 4% 10% 3% 0% 3%
EBITDA 18.5 13.7 18.0 20.0 19.7 31.5 36.0 36.0 39.0
- EBITDA margin % 3.1% 2.5% 3.4% 3.7% 3.5% 5.0% 5.6% 5.6% 5.9%
D&A 13.9 131 121 11.9 12.3 13.0 14.0 14.0 14.0
Non cash losses (gain) -0.2 7.0 -0.3 0.5 13.7 1.0 1.5 1.5 1.5
Operating Income 4.7 -6.4 6.2 7.7 -6.3 17.5 20.5 20.5 23.5
- Operating margin % 0.8% -1.2% 1.2% 1.4% -1.1% 2.8% 3.2% 3.2% 3.5%
Other income (expense) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Equity method income 0.8 -0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0
Financing income (costs) -3.1 -1.6 -1.8 -1.6 -1.7 -2.0 -2.0 -2.0 -1.5
- Net interest rate % 3.2% 1.8% 2.4% 2.6% 2.6% 2.7% 2.6% 2.9% 2.5%
Pre-tax 2.4 -8.1 4.3 6.1 -8.1 15.5 18.5 18.5 22.0
Income tax expense 1.4 -1.7 0.8 2.3 0.4 5.5 6.0 6.0 7.0
- Apparent tax rate % 59% 21% 18% 38% -5% 35% 32% 32% 32%
Income before minority 1.0 -6.4 3.5 3.8 -8.5 10.0 12.5 12.5 15.0
Discontinued operations 0.0 -8.3 -2.0 -3.4 -0.1 0.0 0.0 0.0 0.0
Minority interest -0.2 -0.6 -0.4 -0.5 0.0 0.0 0.0 0.0 0.0
Net income 1.2 -14.1 1.8 0.9 -8.6 10.0 12.5 12.5 15.0
Adjustment -0.2 7.0 -0.3 0.5 13.7 1.0 1.5 1.5 1.5
Adjusted net income 1.0 -7.1 1.6 1.3 5.2 11.0 14.0 14.0 16.5
- Change % n/s n/s n/s -16% 294% 112% 27% 0% 18%
Nb of shares (millions) 2.792 2.795 2.799 2.802 2.828 2.828 2.828 2.828 2.828
Nb of shares dil (millions) 2.800 2.799 2.802 2.828 2.854 2.854 2.854 2.854 2.854
Basic EPS (EUR) 0.43 -5.03 0.66 0.31 -3.03 3.54 4.42 4.42 5.30
Adj. EPS (EUR) 0.37 -2.52 0.56 0.47 1.82 3.85 4.91 4.91 5.78
- Change % n/s n/s n/s -17% 290% 112% 27% 0% 18%
Dividend per share (EUR) 0.35 0.00 0.50 0.50 0.75 1.00 1.10 1.10 1.30
Pay-out (%) 81% 0% 76% 162% -25% 28% 25% 25% 25%
|LPE Research - Stock Conviction 13
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Appendix 5: Balance sheet

(EURm) 12/2014 12/2015 12/2016 12/2017 12/2018 12/2019E 12/2020E 12/2021E 12/2022E
Non-current assets 167.1 143.5 140.4 138.8 134.9 151.9 152.9 152.9 152.9
Intangible asset 70.0 56.1 56.8 55.8 421 421 421 421 421
PP&E 83.3 82.1 78.8 79.3 89.2 106.2 107.2 107.2 107.2
Investment & Other 13.8 53 4.8 3.7 3.6 3.6 3.6 3.6 3.6
Current assets 133.7 141.5 129.3 139.7 134.4 127.5 132.6 143.0 155.9
Working capital 71.9 51.4 33.4 29.6 32.6 36.6 38.3 38.0 40.1
Other assets 37.5 41.8 44.7 54.0 54.4 54.4 54.4 54.4 54.4
Assets held for sale 0.0 29.0 21.0 16.6 15.5 15.5 15.5 15.5 15.5
Cash & cash equivalents 243 19.2 30.2 39.5 31.9 20.9 24.4 351 45.9
Shareholders' equity 127.6 112.3 112.5 110.7 100.5 102.6 112.3 121.7 133.6
Group share 123.0 108.4 111.3 110.7 100.3 102.5 112.2 121.5 133.4
Non-controlling interest 4.6 3.9 1.2 0.0 0.1 0.1 0.1 0.1 0.1
Non-current liabilities 80.2 79.6 78.0 75.4 78.9 78.9 78.9 78.9 78.9
Interest bearing liabilities 56.0 56.2 56.8 54.7 55.8 55.8 55.8 55.8 55.8
Pension Liabilities 17.0 17.2 17.2 16.6 17.3 17.3 17.3 17.3 17.3
Provision and other 7.3 6.2 4.0 4.1 5.8 5.8 5.8 5.8 5.8
Current liabilities 92.9 93.0 79.2 92.3 90.0 97.9 94.4 95.4 96.4
Interest bearing liabilities 58.0 50.1 36.0 48.3 44.0 44.0 44.0 44.0 44.0
Liabilities held for sale 0.0 14.3 17.9 15.9 14.5 14.5 14.5 14.5 14.5
Other 34.9 28.6 253 28.2 31.5 39.4 35.9 36.9 37.9
Invested Capital 225.3 189.6 169.0 164.7 163.9 184.9 187.6 187.3 189.4
Net financial debt 89.7 87.1 62.6 63.5 67.9 78.9 75.4 64.7 53.9
Net debt 106.7 104.3 79.7 80.1 85.2 96.1 92.7 82.0 71.2
Asset 300.8 285.0 269.7 278.4 269.4 279.4 285.6 296.0 308.9
Liabilities 300.8 285.0 269.7 278.4 269.4 279.4 285.6 296.0 308.9
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Appendix 6: Cash Flow and ratios

(EURm) 12/2014 12/2015 12/2016 12/2017 12/2018 12/2019E 12/2020E 12/2021E 12/2022E
EBITDA 18.5 13.7 18.0 20.0 19.7 31.5 36.0 36.0 39.0
Financing costs 3.1 1.6 1.8 1.6 1.7 2.0 2.0 2.0 1.5
Income tax expense 1.4 -1.7 0.8 2.3 0.4 5.5 6.0 6.0 7.0
WCR change and other -7.3 2.4 -0.1 -4.2 3.7 4.0 1.7 -0.3 2.1
Cash-flow from operat. 21.3 16.2 15.5 20.3 13.9 20.0 26.3 28.3 28.4
CAPEX 9.3 16.5 131 14.9 21.5 30.0 15.0 14.0 14.0
Free Cash-flow 12.0 -0.3 2.4 5.3 -7.6 -10.0 11.3 14.3 14.4
Acquisition/Disposal -4.0 -0.4 -15.0 -1.9 -1.0 4.5 5.0 0.5 0.5
Dividend and return 6.3 1.1 0.1 1.4 1.4 2.1 2.8 3.1 3.1
Equity issuance 0.0 0.1 0.1 0.1 0.6 0.0 0.0 0.0 0.0
Other & Adjustment 4.6 3.5 7.2 -6.8 3.0 5.6 0.0 0.0 0.0
Reduction in net debt 14.2 2.5 24.6 -0.9 -4.4 -11.0 3.5 10.7 10.8

12/2014 12/2015 12/2016 12/2017 12/2018 12/2019E 12/2020E 12/2021E 12/2022E
Gross margin (%) 37.7% 37.7% 38.1% 38.0% 38.0% 37.6% 37.7% 37.8% 38.0%
EBITA margin (%) 3.1% 2.5% 3.4% 3.7% 3.5% 5.0% 5.6% 5.6% 5.9%
Operating margin (%) 0.8% -1.2% 1.2% 1.4% -1.1% 2.8% 3.2% 3.2% 3.5%
Net margin (%) 0.2% -1.3% 0.3% 0.2% 0.9% 1.7% 2.2% 2.2% 2.5%
ROCE before tax (%) 2.1% -3.4% 3.7% 4.7% -3.9% 9.5% 10.9% 10.9% 12.4%
ROCE after tax (%) 0.9% -2.7% 3.0% 2.9% -4.1% 6.1% 7.4% 7.4% 8.5%
ROIC (%) 1.0% -2.6% 2.9% 2.8% -4.0% 6.2% 7.4% 7.4% 8.5%
ROE (%) 0.9% -12.5% 1.6% 0.8% -8.5% 9.7% 11.1% 10.3% 11.2%
Current Ratio (x) 1.4 1.5 1.6 1.5 1.5 1.3 1.4 1.5 1.6
WCR (% of revenues) 12% 9% 6% 5% 6% 6% 6% 6% 6%
Gearing (%) 70% 78% 56% 57% 68% 77% 67% 53% 40%
Net debt/EBITDA (x) 4.9 6.4 3.5 3.2 3.4 2.5 2.1 1.8 1.4
Interest coverage (x) 1.5 -4.1 3.5 4.7 3.7 8.8 10.3 10.3 15.7
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Appendix 7: Valuation multiples

(EUR) 12/2014 12/2015 12/2016 12/2017 12/2018 12/2019E 12/2020E 12/2021E 12/2022E
Share price average 28.5 24.7 22.0 35.0 35.9 31.0 31.0 31.0 31.0
Market cap. (EURm) 80 69 62 98 102 88 88 88 88
Entreprise Value (EURm) 182 177 142 178 186 183 180 169 158
Book Value per share 441 38.8 39.8 39.5 35.5 36.2 39.7 43.0 47.2
Cash-Flow per share 7.62 5.79 5.55 7.24 491 7.07 9.30 10.0 10.0
Earnings per share 0.37 -2.52 0.56 0.47 1.82 3.85 4.91 4.91 5.78
EV/Sales (x) 0.32 0.33 0.27 0.32 0.33 0.29 0.28 0.26 0.24
EV/IC (x) 0.83 0.95 0.85 1.08 1.14 0.99 0.96 0.90 0.84
EV/EBITDA (x) 10.1 13.2 8.0 8.9 9.5 5.8 5.0 4.7 4.1
P/BV (x) 0.6 0.6 0.6 0.9 1.0 0.9 0.8 0.7 0.7
P/CF (x) 37 43 4.0 4.8 7.3 4.4 33 3.1 3.1
P/E (x) 77.0 9.8 39.3 75.1 19.7 8.0 6.3 6.3 5.4
Free Cash-flow Yield (%) 15.1% -0.5% 3.9% 5.5% -7.5% -11.4% 12.9% 16.3% 16.4%
Dividend Yield (%) 1.2% 0.0% 2.3% 1.4% 21% 3.2% 3.5% 3.5% 4.2%
EV/EBITDA 2019E (x) P/E 2019E (x)
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Operating under the trademark LPE Research, LA PETITE ETINCELLE ASSOCIES SAS (“LPE Research”) is an
independent equity research house exclusively dedicated to fund managers and investors. LPE Research provides
services of investment research and financial analysis as defined by “l'article L. 544-1 du code monétaire et
financier” of the French law. As such LPE Research’s reports strictly follow the general and specifics rules of the
Autorité des Marchés Financiers (“AMF") regarding investment research and financial analysis (www.amf-
france.org). In addition, LPE Research'’s Directors and employees strictly follow the Société Francaise des Analystes
Financiers (“SFAF") code of ethics (www.sfaf.com).

Equity research methodology and opinions

LPE Research's services of investment research and financial analysis are based on a strict equity research
methodology consisting of 12 steps:

1- Understanding the company’s activities,

2 - Investigating the company’s market trends and industry dynamics
3 - Examining the company'’s positions versus those of its competitors
4 - Reviewing the company's business model, identifying key drivers
5 - Understanding management motivation, vision and strategy

6 - Analyzing the company’s P&L

7 - Analyzing the company’s cash-flow

8 - Analyzing the company’s balance sheet

9 - Building earnings estimates

10 - Valuing the company

11 - Measuring the company’s stock reputation®

12 - Identifying potential re-rating levers and momentum

Based on its methodology, LPE Research provides on demand detailed operating and financial models and
presentations of its opinions. LPE Research’s detailed equity research methodology can be fund under
www.|pereserach.com/our-methodology

Conflict of interest

LPE Research is a fully independent equity research house and does not have nor seek any business with covered
companies that could impair the impartiality of its opinions.

Except if explicitly stated, LPE Research, its directors and employees:

1- do not hold a net long or short position subject issuer or the subject securities or other financial instruments
(the "Company” or the “Companies”)

2- do not act as a market maker or liquidity provider in the financial instruments of the Company

3- do not belong to a consortium as a lead manager or co-lead manager of any publicly disclosed offer of
financial instruments of the Company

4- do form party to any other agreement with the Company relating to the provision of investment banking
services

5- do not form party to an agreement with the Company relating to the production of the Publication or any
recommendation

6- do not act as a corporate broker to the Company

7- do not have a material conflict of interest at the time of distribution of the Publication or any other significant
financial interest in relation to the Company

8 — do not have received non-investment banking related compensation from the Company

9 — are not associated with them is an officer, director, or advisory board member of the Company.

10 - the Company do not holds shares of LPE Research
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Disclosures and Disclaimer

This publication has been prepared under the trademark LPE Research by LA PETITE ETINCELLE ASSOCIES SAS
("LPE Research"”). Each publication specifies the publisher and the author(s): the financial analyst(s) as referred to
on the front cover of the publication. All rights reserved. When quoting please cite LPE Research as the source.
This Publication is provided to Qualified Institutional Investors for their information. It may not be reproduced,
redistributed, passed on, directly or indirectly, to any other person or published, in whole or in part, in any form or
by any means for any purpose without LPE Research’s prior express consent.

The financial analyst(s) responsible for the production of this Publication certify that all of the views expressed in
this report accurately reflect their personal views about any and all of the subject financial instruments or
Companies. No part of any of the analyst(s)’ compensation was, is, or will be, directly or indirectly related to the
specific recommendations or views expressed by the analyst in this Publication. In particular, the financial analyst(s)
receive compensation based upon various factors, including the accuracy of research, client support and feedback,
competitive factors and overall LPE Research revenues.

The information, tools and material presented in this Publication are provided to recipients for informational
purposes only and are not to be used or considered as an offer or solicitation to sell or offer or solicitation to buy
or subscribe for securities or other financial instruments. This Publication is for clients only and it is intended to
provide information to assist Qualified Institutional Investors in making their own investment decisions. It is not
intended to provide investment advice to any specific investor. In particular, it does not constitute a personal
recommendation or take into account the particular investment objectives, financial situation, or individual investor
needs. Investments discussed and recommendations made herein may not be suitable for all investors. Recipients
must exercise their own independent judgement as to the suitability of such investments and opinions in the light
of their own investment objectives, experience, tax and financial position or individual needs.

This Publication has been prepared by its author(s) independently of the Company, and none of LPE Research, the
Company or its shareholders has verified any of the information given in this document, unless otherwise stated
herein. The Publication is based on information derived from selected public sources we believe to be reliable and
in good faith but neither its fairess, accuracy, completeness or suitability for investors' purposes can be
represented or warranted, expressly or impliedly. Opinions expressed herein reflect the current views of the
author(s) and not necessarily the opinions of LPE Research. Any opinions, forecasts, assumptions, estimates, derived
valuations and target price(s) contained herein are as of the date of this Publication and subject to change at any
time without prior notice. There can be thus no assurance that future results or events will be consistent with any
such opinions, forecasts or estimates.

LPE Research hereby expressly disclaims, to the extent permitted by applicable law and/or regulation (tort,
contract, strict liability or otherwise), all warranties, express, statutory or implied, regarding this Publication and any
results to be obtained from the use of this Publication, including but not limited to all warranties of merchantability,
fitness for a particular purpose or use and all warranties arising from course of performance, course of dealing
and/or usage of trade or their equivalents under the applicable laws and/or regulations of any jurisdiction. LPE
Research does not warrant or guarantee the accuracy, timeliness, suitability, completeness or availability of this
Publication or the information or results obtained from use of this Publication, or that this Publication or the
information or results will be free from error.

Under no circumstances and under no theory of any applicable law and/or regulation, shall LPE Research be liable
to anyone for any direct, indirect, special, incidental, consequential, punitive or exemplary damages arising in any
way from the information contained in this Publication, including damages for trading losses or lost profits, or for
any claim or demand by any third party, even if LPE Research knew or had reason to know of the possibility of such
damages, claim or demand.
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www.|peresearch.com

LPE Research Copyright © 2019 by LA PETITE ETINCELLE ASSOCIES SAS. All rights reserved.

|LPE Research - Stock Conviction
Herige — December 6, 2019

19



