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Staying on course with strategic roadmap
after a volatile 2019

Earnings/sales releases - 09/03/2020

The 2019 performance was solid from a cash-generation perspective in spite
of a volatile trading environment for the Protective Films division. The
management’s well-placed focus in developing a diversified profit base was
put in evidence as the Fashion Technologies and Museum Solutions
divisions drove the group’s operating profit. After a peak investment year in
the business transformation plan, Chargeurs now expects to reap the
rewards come 2020 and beyond.

m Fact

Chargeurs released full-year 2019 earnings that came slightly below our estimates
at the recurring operating profit line (€41.4m), as the Protective Films division was
affected by a less favourable geographic mix and a demand crunch in the key
markets China and Germany. Nonetheless, the trading performance at the two
other growth pillars (Fashion Technologies and Museum Solutions) supported the
group’s earnings, bringing to the fore management’s strategic focus on developing
a diversified profit base.

The descriptive P&L given by the company in the table below paints a clear
picture of the moving parts behind the FY19 earnings.
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While operational profitability did not reach the FY18 record level, cash
generation from operations was fired up, coming above our expectations at
€38.7m. Net cash also stood significantly above that of 2018 (€25.5m vs. €14.4m),
as working capital was diligently cut through a successful group-wide action plan.

Regarding the balance sheet, the group’s net debt position increased to €122.4m
as the transformative ‘Game Changers’ plan attained a peak investment year, after
which Chargeurs expects to reap the returns in 2020 and beyond. The solid cash
generation and current balance sheet allows the company to propose a dividend
of €0.40 per share for 2019, in line with its strategy.

B Analysis

The challenging market conditions that characterised 2019 came as a proper test
to the suitability of management’'s aim to reinvent the group’s businesses and
secure growth through strategic bolt-on acquisitions. So far, it appears the
approach has worked. Chargeurs’ most recent undertaking saw it jazzing up a
seemingly conventional business (Technical Substrates) into the group’s third
growth engine, targeting an unconventional niche with strong potential (servicing
museums). The newly-named Museum Solutions division is now heading towards
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Chargeurs -10.2% -25.4% -14.7% -38.2%
Other financials -0.95% -10.5% -4.66% 13.0%
STOXX 600 -2.36% -13.4% -9.95% -2.31%

Last updated: 28/01/2020 12/18A 12/19E 12/20E 12/21E

Adjusted P/E (x) 169 223 101 805
Dividend yield (%) 346 414 656 6.94
EV/EBITDA(R) (X) 911 104 611 518
Adjusted EPS (€) 115 0.81 1.28 1.61
Growth in EPS (%) 533 -291 579 255
Dividend (€) 0.67 075 085 090
Sales (EM) 573 631 776 973
Underlying operat. profit

8.55 7.03 8.39 8.89
ma...

Attributable net profit (EM) 26.6 18.7 32.0 434
ROE (after tax) (%) 11.4 7.63 10.2 11.0
Gearing (%) 17.6 52.7 40.4 364

Company Valuation - Company Financials
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reaching a turnover of €100m in 2020.

Tamed impact from the COVID-19 crisis, but management remains prudent
This diversification will become ever more important as the COVID-19 outbreak
continues to unfold, bringing further uncertainty and volatility to markets, and
impacting the demand for Chargeurs’ products and services. The company clearly
addressed the subject in its earnings release, stating that, at the current stage,
there has been a limited impact on its activity with no disruptions in supplies and
production facilities outside China all running as usual.

Regarding the conditions in China, management cites an ‘activity rate’ above 80%
of normal levels. It is of course too early to tell the full impact of the COVID-19
crisis, and management remains prudent regarding its outlook for the full year.

Protective Films: additional
growth

Chargeurs’ perennial moneymaker experienced a challenging 2019. While the
impact from the Sino-American trade war dissipated in the second half. The
impact on demand in China during H1 and in Germany throughout the entire year
weighed on the division’s profitability. As the product mix in these countries is
quite profitable relative to the other markets, the less favourable geographic mix

was one of the reasons behind the crunch on operating margins in FY19.

high-tech production capacity to rekindle

The second reason was the increased costs related to the launch and ramp-up of
a new sophisticated production line in Italy. The new facility will expand its current
global production capacity by an impressive 20%, which seems justified by a
promising order backlog for 2020. It also goes in hand with improving the product
offering and moving up-market, in line with the motto that has shaped the business
transformation as part of the Game Changers plan.

Twelve months Change 19/18 Change
In euro millions 2018 2015 reported  [ike-for-like &' 19/15
Revienug 278.1 283.3 227.2 -1.8% -3.4% +22.4%
EBITDA 331 394 268 +16.0% +23.5%
as a % of revenue 11.9% 13.9% 11.8%
Recurring operating peofit ! 236 330 218 -285% +8.3%

as a % of revenue

B.5% 11.6% 9.6%

Fashion Technologies: the PCC success story that keeps on giving

With the integration of PCC being fully realised, the division posted another strong
year. Profitability remains solid at 8.5% in spite of the negative effects related to
the devaluation of the Argentine peso and increased opex related to the
premiumisation strategy. Among these investments is the development of a ‘green’
product offering to cater to fast-fashion brands.

This comes at a crucial time as these brands rush to implement eco-responsible
materials in their value chains in an effort to mitigate the major ecological impact
behind the fast-fashion industry. This high value-added offering is bound to
improve profitability and, coupled with the sales volume increase from integrating
PCC Interlining, the division has the potential to overtake Protective Films as
Chargeurs’ prime cash cow.

Twelve months Change 19/18 Change
In euro millions 2018 2015 reported [ike-for-like ™ 19/15
Revenue 210.6 161.1 1575 +30.7% +0.7%  +33.7%
EBITDA 241 17.9 96 +34.6% +151.0%
os o % of revenue 11.9% 11.1% 6.1%
Recurring operating profit 17.5 14.8 5.5 +18.2% +218.2%
as a % of revenue 83% 9.2% 3.5%

Museum Solutions: An out-of-the-box transformation story
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In its previous form, the ex-Technical Substrates business was primarily a
conventional industrial affair. Starting with the 2018 acquisition of UK-based
Leach, the division has seen a surprising transformation into a one-stop shop
solution for museum services and exhibitions. In late 2019, the leap into the US
through the acquisition of the US market leader, D&P Incorporated, marked a
major step in Chargeurs’ pursuit in this unconventional high-growth niche.

Regarding the FY19 results, the sales boost was mainly explained by the
integration of Leach and to a lesser extent to the consolidation of the results from
Design PM and MET Studio, which will team up with D&P and Hypsos (acquisition
currently undergoing) to offer top-end know-how for museum and exhibitions,
targeting the increasingly important “visitor experience”. Chargeurs highlights that
growth in emerging markets is also a major potential driver for the division. The
group expects recurring profit to stand above 10% in 2020, while turnover will
cross the €100m milestone much earlier than anticipated.

Twelve months Change 19/18 Change
In euro millions 2018 2015 reported  like-for-like ™  19/15
Revenue 373 30.7 20.3 +21.5% +2.3%  +83.7%
EBITDA 45 5.1 4.1 -11.8% +9.8%
as @ % of revenue 12.1% 16.6% 20.2%
Recurring operating profit ™/ 28 a0 16 -30.0% -22.2%
as o % of revenue 5% 13.0% 17.7%

Luxury Materials: now worthy of its name?

Being familiar with Chargeurs’ historical Wool business, the move to rename it into
‘Luxury Materials’ came across as very aspirational in nature. The weighty luxury
stamp may have well been earned, as the transformation of the business (which
management highlights was made at a low cost) to move it up-market appears to
have borne fruit. The focus on ‘traceable fibres’ has now become a major trend in
the world of sustainable fashion. This has allowed Chargeurs to get closer in the
value chain to the luxury brands that use their products, instead of wool spinners
(which has been the historical customer base). Profitability remains quite modest
but we find the value proposition nonetheless enticing.

Twelve months Change 19/18 Change
In euro millions 2018 2015 reported  [ike-for-like 19/15
Revenue 100.2 98.2 93.7 +2.0%% +1.0% +6.9%
EBITDA 28 27 26 +3.7% +7.75%
as a % of revenue 2.8% 2.7% 2.8%
Recurring operating profit ™/ 2.7 27 25 +0.0% +6.2%
a5 a % of revenue 2.6% 2. 7% 2. 7%

B Impact

We will integrate the 2019 results into our model and roll forward our estimates for
2022. The FY19 sales came just slightly below our forecasts, and are overall good
considering the volatile market environment. We will trim our operating margin
expectations for the Protective Films division as the highly profitable Chinese and
German markets are likely to continue showing weakness in the context of the
COVID-19 outbreak.

On the other hand, we will bump up our expectations for the Museum Solutions
division as management is confident of attaining a >10% recurring operating
margin in 2020. We continue believing in the long-term outlook for the group as
demonstrated by management’s ability to transform its main businesses and attain
leading positions in its respective markets through strategic acquisitions and a
focus on high-value offerings.
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Sales by Geography Valuation Summary

I Curope (43.0%) Benchmarks Value  Weight Largest comparables
- »};r;:r_izcgsafﬂ.ﬂ. ) NAV/SOTP per share €311 55% » Ackermans & van H...
- A { ] .
B Giher |‘2.DC--’:': Dividend Yield €259 20% » Wacker Chemie
' DCF €40.2 10%  *AkzoNobel
Solvay
PIE €258 10%  Bolloré
P/Book €17.6 5% » GBL
TARGET PRICE €298 100% s Sonae
Hal Trust
NAV/SOTP Calculation
Consolidated P&L Accounts 12/18A | 12/19E  12/20E Balance Sheet 12/18A | 12/19E  12/20E
Sales €M 573 631 776 Goodwill €M 128 202 248
Change in sales % 7.56 10.1 23.0 Total intangible €M 158 204 250
Change in staff costs % 33.9 115 20.4 Tangible fixed assets €M 80.7 113 136
EBITDA €M 59.8 57.2 80.1 Financial fixed assets €M 13.1 15.0 20.0
EBITDA(R) margin % 10.4 9.06 10.3 WCR €M 41.7 55.0 60.0
Depreciation €M -10.8 -12.8 -15.0 Other assets €M 23.0 30.0 32.0
Underlying operating profit €M 48.1 42.4 61.6 Total assets (net of short term liab.) €M 324 421 504
Operating profit (EBIT) €M 42.2 315 49.6 Ordinary shareholders' equity €M 237 253 376
Net financial expense €M -10.6 -12.2 -15.3 Quasi Equity & Preferred €M
of which related to pensions €M -0.30 -0.14 -0.22 Minority interests €M 0.00 0.00 0.00
Exceptional items & other €M Provisions for pensions €M 17.4 17.6 17.8
Corporate tax €M -5.08 -1.05 -2.80 Other provisions for risks and liabilities €M 0.50 1.00 5.00
Equity associates €M 0.10 0.50 0.50 Total provisions for risks and liabilities €M 17.9 18.6 22.8
Minority interests €M 0.00 0.00 0.00 Tax liabilities €M -27.2 -30.0 -30.0
Adjusted attributable net profit €M 26.6 18.7 32.0 Other liabilities €M 3.50 5.00 5.00
NOPAT €M 34.0 30.3 43.8 Net debt (cash) €M 92.2 175 129
Cashflow Statement Total liab. and shareholders' equity €M 324 421 504
EBITDA M 508 572  80.1 Capital Employed
Change in WCR €M -22.5 -13.3 -5.00 Capital employed after depreciation €M 294 387 467
Actual div. received from equity holdi... €M 0.00 0.50 0.50 Profits & Risks Ratios
Paid taxes €M -6.00 -1.05 -2.80
ROE (after tax) % 11.4 7.63 10.2
Exceptional items €M
ROCE % 11.6 7.81 9.39
Other operating cash flows €M -8.40 -5.00 -5.00 .
Gearing (at book value) % 17.6 52.7 40.4
Total operating cash flows €M 22.9 38.3 67.8 .
Adj. Net debt/EBITDA(R) X 1.54 3.05 1.61
Capital expenditure €M -24.3 -20.0 -17.0
Interest cover (x) X 4.67 3.55 4.12
Total investment flows €M -90.3 -90.0 -87.0 . .
Net interest expense €M -10.6 -12.2 -15.3 Valuation Ratios
Dividends (parent company) &M -10.8 -15.6 -17.5 Reference P/E (benchmark) X 16.9 22.3 10.1
Dividends to minorities interests €M 0.00 0.00 0.00 Free cash flow yield % -2.69 1.47 10.2
New shareholders' equity €M -10.2 0.00 100 P/Book X 1.88 1.64 0.93
Total financial flows M -42.6  -38.0 62.4 Dividend yield % 3.46 4.14 6.56
Change in cash position €M -110 -89.7 43.3 EV Calculation
Free cash flow (pre div.) €M -12.0 6.11 35.5 Market cap M 447 416 349
Per Share Data + Provisions €M 17.9 18.6 22.8
No. of shares net of treas. stock (year... ~ Mio 23.1 23.0 27.0 + Unrecognised acturial losses/(gains) €M 0.00 0.00 0.00
Number of diluted shares (average) Mio 23.2 230 250 + Net debt at year end €M 92.2 175 129
Benchmark EPS 1.15 0.81 1.28 + Leases debt equivalent €M 0.00 0.00 0.00
Restated NAV per share - Financial fixed assets (fair value) €M 16.0 16.0 16.0
Net dividend per share 0.67 0.75 0.85 + Minority interests (fair value) €M 4.00 4.00 4.00
=EV €M 545 597 489
EV/EBITDA(R) X 9.11 10.4 6.11
EV/Sales X 0.95 0.95 0.63

Analyst : Jorge Velandia, Changes to Forecasts : 28/01/2020.
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