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Creating growth through focus

Redeye updates its estimates of Ependion and discusses both the most recent report and
Beijer Electronics’ strategic review in depth. Q1 2024 was almost perfectly in line with our
estimates and showed a good sequential uptick. However, the near-term appears to be quite
uncertain and Westermo’s ongoing cost reduction to adjust for volumes carries a signal
value. On the other hand, the structural growth stays intact and Ependion is well-positioned in
the medium-to long-term. Beijer Electronics’s strategic review was such a confirmation.

Up sequentially, but uncertainty looms large in the near-term

Ependion's Q1 2024 was in line with our estimates. Sales and EBIT amounted to
SEK598.5m and SEK74.5m, translating into a negative growth rate of 4% y/y and a margin
of 12.4%. Redeye's estimates were SEK596m and SEK72m (12.1% margin), and thus the
sales barely differed, and the EBIT was 3% stronger (i.e., negligible). Sales and margins did
strengthen sequentially, up from SEK589.7m and SEK61.5m, which was positive. However,
there is some near-term uncertainty, based on the macroeconomic environment. This has
led to a cost-savings program at Beijer Electronics and an ongoing reduction in costs
adjusted for volumes on the Westermo side as well.

Solid new strategy from Beijer Electronics

Beijer Electronics showed its new strategy which can be boiled down to creating profitable
growth through focus. Beijer Electronics has tried to be “a little bit to everyone” and will
henceforth instead focus on three main segments (similar to Westermo's WeGrow), which
are: 1) marine, 2) manufacturing, and 3) rugged environment, where it adds the most value.
It is also exiting low-margin areas like Display Solutions. We argue that the strategy
appears to be sound, and in this update, we go through all the main takeaways, which we
thought were really interesting, as they are based on market research, in-depth interviews
with more than 30 customers and internal employees with good business knowledge.

Small changes to our estimates

Prior to the Capital Markets Day, we had already incorporated improvements in our Beijer
Electronics estimates, and thus, the actual presentation was more of a confirmation. Our
long-term view of Ependion (and both business entities) is positive. With that being said, we
are a bit unsure about the near-term, and the uncertainty is high. In order to be slightly more
conservative, not least in the next couple of quarters, we lower our estimates one notch for
the bear and base cases, while keeping the bull case intact. Our new fair value range is
SEK63-190 (previously SEK65-180), with the new base case being SEK125 (SEK130). We
hope to be able to readjust upward going forward once some near-term clouds disappear.
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New operating segment - Beijer Electronics and Korenix, quarterly development since 2016 (SEKm) Westermo's order intake (SEKm) and book-to-bill ratio, quarterly development since 2016
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New operating segment - Beijer Electronics and Korenix, quarterly development since 2016 (SEKm) Westermo's sales (SEKm) and EBIT margin (%), quarterly development since 2016
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Ependion's geographical sales distribution in Q1 2024 Ependion's category sales distribution in Q1 2024
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Q12024 Recap

Westermo Beijer Electronics Ependion
SEKm Q124 Q1'23 change Q124 Q123 change Q124 Q123 change
Order intal 310 36 -13% 219 265  -17% | 528 ¢ 617 -15% |
Sales 364 335 9% 236 291 -19% : 599 623 4% :
EBIT 55 55 1% 31 44 -29% |75 85 -13% |
EBIT-mar¢  15,2% 16,4% 13,3% 15,1% : 12,4% 13,7% :

Sources: Ependion

SEKm Qle 2024 Qla 2024 diff

Net sales 596 599 0%
Growth (%) -4,4% -4,0%

EBIT 72 75 3%
Margin (%) 12,1% 12,4%

Sources: Redeye Research, Ependion

Order intake, sales and margins on a group level

Ependion’s Q1 2024 was in line with our estimates. Sales and EBIT amounted to SEK598.5m
and SEK74.5m, translating into a negative growth rate of 4% y/y and a margin of 12.4%.
Redeye's estimates were SEK596m and SEK72m (12.1% margin), and thus the sales barely
differed, and the EBIT was 3% stronger (i.e., negligible). Sales and margins did strengthen
sequentially, up from SEK589.7m and SEK61.5m, which was positive.

Rest of Europe was the only region growing y/y, with 18%. This is, on the other hand, by far
the largest region in term of sales, representing about 50% of the group's total. The Nordics,
Americas, Asia, and Rest of World declined by 12%, 18%, 25% and 26%, respectively.

Ependion's order intake (SEKm), sales (SEKm) and EBIT margin (%)
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Ependion's trailing twelve-month order intake (SEKm), sales (SEKm) and EBIT margin (%)

mmmm Order intake (TTM) ~ mmmm Sales (TTM) —— EBIT margin (TTM)
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The order intake amounted to SEK528m, down by 15% y/y, but up by approximately 10% g/q,
where it was SEK478m. After two quarters with lower order intakes, it was good to see a
slight trend shift/stabilisation. One should, however, keep in mind that H1 2023 was boosted
by a Westermo customer extending its order horizon. CEO Sjodahl wrote about that in the
report: “the record-breaking first half of 2023 is disturbing the comparison because
Westermo’s, and also the Group's, largest customer then extended their order horizon, which
led to a very high order booking that did not reflect the underlying demand.” Mrs Sjodahl also
said on the conf call that: “the general market situation is still uncertain. It is hard for us to
predict what is going to happen in the second half of the year. So, we actually refraining from
doing that. But we keep close attention on the development and are, of course, prepared to
act further if need to be.”

Q3 2023 broke 11 quarters in a row-trend with a book-to-bill ratio at or above Tx. While Q3
and Q4 2023 saw book-to-bill ratios of 0.81-0.83x, Q1 2024 had a somewhat higher ratio of
0.88x, but still below 1x. Although we want to see this level go up again and exceed Tx
(implying growth), it is also important that the sales conversion has improved in the last
couple of quarters and that especially Westermo now is able to ship to its customers, as the
component situation has eased. During the component crisis, the book-to-bill ratio was too
high, and some orders took a long time to ship. Now both business entities have had a few
quarters where they have been able to trim and ship their big order backlogs (not least
Westermo).

With a book-to-bill ratio of less than 1T and management's somewhat cautious near-term
outlook, we believe there could be one or a few so-so quarters ahead. The uncertainty
remains high due to the macroeconomic environment. This impacts the confidence we have
in our near-term estimates.
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Product and service catagory sales Geographical growth rates in Q1 2024
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Ependion’s EBIT amounted to SEK74.5m (12.4% margin), down compared to Q1 2023
(SEK85.2m or 13.7% margin), but up from SEK61.5m in Q4 2023 (10.4% margin). The margin
was impacted by a “temporarily poorer product mix in deliveries” but gained from good cost
control, not least on Beijer Electronics’ side. Mrs Sjodahl writes: “The cost reduction program
that was initiated in the third quarter of 2023 with the main focus on Asia has now given the
desired effect, which contributes to strengthened margins compared to the previous quarter.”

Ependion continues to invest in R&D and product development, and the post was 12.6% of
sales in the period. We like that fact that Ependion has a long-term view and does not “put
lipstick on a pig” and tries to optimise short-term results at the expense of its long-term
competitiveness. The improved operating result g/q led the EPS to strengthen sequentially as
well, to SEK1.78 per share. A year ago, however, it was SEK1.95 per share.

Ependion's earnings (SEKm) and Earnings per share (SEK)
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Westermo

If one takes a more granular look at the two business segments, starting with the biggest,
Westermo, one can see that there is somewhat of a mixed picture. The order intake was
SEK310.3m, a decrease of 13% y/y (down from SEK355.7m in Q1 2023), but stronger
compared to Q4 2023, where it was SEK277.4m. The extended order horizon from
Westermo’s largest customer in H1 2023 which boosted the numbers, will impact the
comparison numbers for H1 2024 negatively. However, management pointed out that “the
train network segment, adjusted for these effects, shows stable underlying demand.”
Nonetheless, there seems to be a more cautious market overall, despite a rather high
customer activity and good pipeline of business opportunities (not least in the medium to
long-term). Mrs Sjodahl said on the conf call that: “we also do see a little bit of a softer market
situation right now.”

Sales increased by 9% y/y and amounted to SEK363.8m. This was also better than Q4 2023,
where it was SEK361.9m, i.e., a good quarter. The strong order backlog supported the growth
in Q1 2024, but an unfavourable product mix led to somewhat lower profitability. EBIT came
in at SEK55.4m (15.2% margin), compared to SEK54.8m in Q1 2023 (16.4% margin) and
SEK55.7m (15.4% margin) in Q4 2023.

In the report, Ependion states that: “to offset the temporarily weaker demand, the business
entity is working to reduce ongoing costs and adjust them to volumes, a process that was
initiated during the period and continues in the second quarter.” On the conf call, Mrs Sjodahl
also said that: “due to the somewhat lower order intake pace in Westermo in the last 3
quarters, we do see a weaker backlog now for the second quarter of this year. And of course,
we are doing everything to fill up that backlog.” These statements and actions are not
exudating confidence in the near-term. During Q1, Westermo continued to ship parts of the
delayed order book, stemming from the component crisis, which now is basically over. The
order backlog was SEK906.4m at the end of Q1 2024, down from SEK935.8m in Q4 2023 (-
3% g/q). Thus, it has some backlog left to ship (most is earmarked for 2024) but the order
intake must pick up soon, otherwise we might see a dip in sales for a few quarters.
Nonetheless, in the medium to long-term, we argue that Westermo is well-positioned to grow
strongly as its target markets grow by 5-10% a year. Today, it is a market leader in the train
segment with a 20% market share, a successful player in the trackside with c5% market
share, and a challenger in the energy segment <56% market share (but steadily gaining).
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In the Q4 2023 report, Ependion mentioned that Westermo is strategically expanding its
global presence by establishing a legal entity in Bangalore/Bengalury, India, focusing on sales
and production. This move aligns with India's significant plans for major investments in
railway infrastructure over the next decade. Today, it already boosts the 4t largest railway
system in the world. The decision to have a local presence is driven by the need to actively
participate in the anticipated growth, particularly as a partner to leading train builders. There
are also great business opportunities in the growing energy market in India. Worth pointing
out is that India prefers/demands locally manufactured products.

We do not think it is a coincidence that Alstom, one of Westermo's largest and most long-
standing customers/partners highlighted on its investor deck on January 24 the Indian ramp-
up. Moreover, when we checked Alstom India’s website, we saw that the country headquarter
is situated in Bangalore/Bengaluru, as well. Alstom has 9,000 employees and 6
manufacturing sites spread across the country according to its website. Furthermore, it
seems like Alstom is also partly exporting, to Australia, for example, from its Indian
operations. However, when we asked management about India being a hub for Asia-Pacific
as a whole, the response was rather that this investment would serve the Indian market. The
establishment in Bangalore requires an initial investment of around SEK10m and involves the
recruitment of approximately 10 employees for sales, support, and local assembly of
products related to trains and railways. We believe this is just the first stepping-stone, and
that India will likely become a significant market for Westermo (and Beijer Electronics) over
the next decade. As a reference, China, a market with a similar population size, accounted for
11% of Ependion’s sales in 2022 (a strong year).

Additionally, Westermo has also decided to open a unit in Denmark to tap into the growing
energy segment. Given the fact that Denmark has a lot of renewable energy in its energy mix,
being a pioneer in wind farms, it seems like a good idea having resources locally and
available for the grid upgrade. It also shows that there are small growth pockets close to the
home markets, too.

In Q1 2024, Westermo continued to strengthen its product portfolio with new or updated
products. In the wireless network segment, products targeting train customers, the Ibex and
CyBox families, were upgraded to support the new WiFi6 standard, providing faster and more
secure connectivity. In the Viper product family (ethernet onboard trains), a new powerline
bridge was launched, which enables fast and secure network connections between train set.

We also note that Westermo has launched a range of pre-packaged service agreements in
early 2024 that “will help manufacturers, utilities, transportation and other industries to
maintain, secure and improve data communications networks over their lifecycle.” Westermo
states that: “The service agreements, which can cover a specific installation, facility or
geographic region, include comprehensive technical support, with prioritised fast response
units available to diagnose issues and help minimise network downtime. To combat cyber
threats, Westermo will identify network vulnerabilities and provide correctional actions.
Continuous cybersecurity advisories are provided and a security incident response team is
available to give immediate support, if required. Online and in-person certified training
courses are designed to increase the efficiency of commissioning, maintenance and
troubleshooting, and ultimately to enhance network performance and reliability.” We will
monitor whether these pre-packaged service agreements will gain traction over time and
support both stronger growth, but not least improved margins over time. It is an exciting step
in a direction that management has talked about previously, an increased focus on service
and software revenues. In Q1 2024, services and software only accounted for SEK11.2m
(1.9% of total sales) and SEK10.1m (1.7% of total sales), respectively. Thus, there is a big
untapped potential here if the customers are willing to pay.
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Beijer Electronics

Beijer Electronics’ order intake decreased to SEK218.9m, down from SEK264.8m a year ago.
However, and in line with much else in this report, it was importantly up g/q. And for Beijer
Electronics, especially, this was a relief sign. Now, the business entity has 4 quarters in a row
where it has been flattish, after a very strong period in 2022/2021, boosted in part by demand
in China. Beijer Electronics has also had a couple of quarters where customers’ order horizon
patterns have normalised. During 2021-2022, when there were general component shortages
in the industry, many customers opted for an order horizon of up to 12 months, which has
now returned the more normal 2-3 months, thereby negatively affecting the order intake for a
couple of quarters. This should now more or less be over, and the comps are starting to get
easier to match. On the other hand, there some signs of a deteriorating general industrial
economy which will impact depending how deep it becomes. Thus, given the flattish order
intake in the past 12 months, we do not see any severe stress symptoms as of now. One
should also be mindful that there has been a price component in the latest order intake,
which means that product volumes are likely slightly weaker.

As in previous quarters, the demand was weak in Asia, while Europe was a bit stronger
(showing growth) and North America remained stable. On the Q4 2023 conf call, we asked
about the geographical split for Beijer Electronics and about the health of the different
markets. Mrs Sjodahl said that: “The customer structure is a little bit different. In Europe, we
have a very broad customer base. Lots of customers, some are up, and some are down, and
that kind of helps with the stability, whereas in the U.S., we are more dependent on a few
customers. And there, we also see a little bit of seasonality in the demand when it comes to
North America.” CFO Joakim Laurén added: “It is relatively stable in the U.S. also. We don't
expect it to go more down. That is not what we want to convey. So, it is both on the EMEA
and the U.S. side, it's quite stable. And Asia, it's still on a low we'll see when we see things
picking up in Asia. That's very hard to say when.”

Beijer Electronics order backlog stood at SEK302m, down from SEK311.5m (-3% g/q). In the
strategic review, presented on March 5, Beijer Electronics also announced that it will
discontinue the low-margin business Display Solutions. In the report, Ependion states: “The
decision affected the order intake from the fourth quarter of 2023 onwards.” In 2023, the
segment accounted for SEK50m in sales (i.e., about 5%) and in 2024, there is expected to be
orders filled of about SEK30m. Thus, the segment is minor and even smaller on the EBIT side,
given the low-margin nature. Most of the Display Solutions sales were in Asia.

Sales amounted to SEK236.4m, down by 19% y/y, from SEK291.4m in Q1 2023, but up
compared to Q4 2023, where it was SEK228.3m. Beijer Electronics’ EBIT was SEK31.4m
(13.3% margin), which was considerably stronger than Q4 2023's margin of 8.3% (or
SEK18.9m). In Q3 2023, Beijer Electronics initiated a cost reduction package focusing mainly
on Asia, which has led to a cost reduction of SEK20m on an annual level, with full effect from
2024.
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Sharpened strategy for Beijer Electronics to achieve stable profitable growth

In Q3 2023, Beijer Electronics’ new CEO, Kristine Lindberg, and her team, began a task to
review, clarify, and sharpen the business entity’s long-term growth strategy. The review and
key takeaways were presented in March 2024.

STROMNG EXTERNAL INSIGHTS

Market & industry Voice of the
insights customer

STRATEGY PROCESS GUIDED THROUGH PLAYING TO WIN CHOICES

MANAGEMENT

I I S T S —

Strategy outlining

WINNING the transformation

ASPIRATION

journey incl. Key
Improvement Areas
& Strategic Initiatives

Supported by involvement and input from leadership- and expert teams

Continuous
financial analysis

Internal interviews

CRITICAL INTERNAL INSIGHTS

Source: Ependion

Trends and markets

Beijer Electronics’ new strategy has been thoroughly conducted with the aim to find where
the business entity ought to focus its resources, based on extensive analysis of the markets,
global trends, and interviews with customers. Beijer Electronics has conducted in-depth
interviews with more than 30 customers around three areas: 1) its own strengths and
weaknesses, 2) what the customers require from Beijer Electronics in the future and what
they expect in terms of adaption, and 3) the customers were presented with 15 buying criteria
and were asked to rank them in importance (and rank Beijer Electronics’ achievement on
each one). The outside-in perspective was also complemented by involving 50 internal
employees in the review, giving the process a sound internal anchor and know-how, too.

&

Digitalization and Sustainability and the
technological acceleration transition to a green economy
Industry 4.0 transition drives Sustainability focus drives
investments in BE technology investments in BE technology

Source: Ependion
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There are two primary trends that are shaping the markets Beijer Electronics operates in.
First, there is a big digitalisation trend. Although Industry 4.0 has been around for quite some
time already, there has been an additional push towards mobility. Previously, much focus has
been on the HMI at the machine (panel focus), while now the focus is more on the availability
of data wherever it is needed, meaning that it is becoming more people centric. Moreover, it is
not the sheer mass of data that is the most critical aspect, but the right data, easily
visualised, to support decisions. The second major trend is sustainability, and customers ask
Beijer Electronics how they can become more effective with their solutions. This overlaps
with questions regarding durability, lifetime costs, waste reduction, and so on.
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On the CMD, Beijer Electronics showed market data which was very interesting. In 2022, the
global HMI market was estimated to be valued at USDSbn and had an expected CAGR of
7.9% between 2022-2027 (i.e., the next five years). The presented chart also shows that
China, India, Middle East, and Mexico are the fastest growing markets, while the US is the
largest with close to 26% of the world's HMIs. However, Europe also boosts a sizeable
market, although the growth rate is a bit lower compared to certain other markets, not least
China and India’s. Beijer Electronics is already well-positioned geographically.

Another interesting data point was that software was growing considerably faster than
hardware, 9.6% compared to 6.4%. Thus, software is expected to outgrow hardware at
accelerated speed and to reach a market size of about USD4bn by 2027 (up by 60%
compared to the 2022 level). Moreover, although hardware is still growing, it is increasingly
becoming a commodity. Instead, software will serve as the key point of differentiation and
drive sales, according to Beijer Electronics. This notion is reflected in Beijer Electronics' R&D
strategy, where the majority of its budget is allocated to software-related development.
However, an interesting aspect, which came through via the customer interviews, was that
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customers still want to by the combined solution (i.e., hardware and software) from the same
vendor, as it is safer and usually adds value to have it seamlessly combined.

In addition, cloud-based HMIs are set to grow faster (13%) than on-premise HMIs (8%), and
overtake on-prem in 2025. The cloud-transition is tied to the mobility notion, that data needs
to be available close to the decision-making (or maker), rather than tied to a specific machine.
Beijer Electronics’ acquisition of WeblQ is in line with the cloud-trend and it has opened up
new business opportunities according to management.

HMI Market 2022 vs. 2027, by Product! HMI Market 2022 - 2027, by Product?

2027

Software
= Hardware
=
=
)

6% ]
50% 2

B

%]

E

©

=

W Softw Hard 15
o are ardware
2022 2023 2024 2025 2026 2027
HMI Software Market 2022 vs 2027, by Software HMI Market 2022 - 2027, by Software
2027 25
20 @ Cloud-based HMI

2022

53%

M On-premise HMI

/ On-premise HMI

Market Size (USD Billion)
5

0.5

Cloud-based HMI 0.0
2022 2023 2024 2025 2026 2027

Source: Ependion, Press Releases, Expert Interviews, MarketsandMarkets Analysis,
Automation World, Control Design, and Control Engineering

Customer feedback and focus segments

Beijer Electronics conducted more than 30 in-depth interviews with customers in conjunction
with the strategic review, and these interviews painted a picture of what Beijer Electronics is
doing well, and where it can improve. There are three differentiators that give Beijer
Electronics an edge over competitors: 1) customer relationships and technical support, 2)
product offering, and 3) specifications and certifications. The first one is about the
relationship part, where Beijer Electronics seems to have very competent employees that
support customers well in both pre-sales (finding the right solution) and post-sales along the
lifetime of the product. The second reason has to do with Beijer Electronics’ open and flexible
portfolio, stemming from the company’s place as a small player in the market. The third
reason is tied to Beijer Electronics’ various certifications and specifications, not least on the
marine side and all-things rugged (outdoors). The products withstand harsh environments
that are exposed to weather, different temperatures, vibrations, dust, etc. Beijer Electronics
also noted that where customers appreciated it the most, was in areas where it can bring the
most value, and thus earn better margins.
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From the interviews, customers also stated requirements going forward, with the three top
ones being: 1) cyber-security and certification, 2) software functionality and innovation, and 3)
brand awareness. Cyber-security has become a hygiene factor, and all the right certifications
are imperative to win deals in the industry. Software is becoming ever more important, and
customers are requiring Beijer Electronics to be able to develop and deliver functionality over
time, i.e., continuous improvements, as the customers’ requirements change over time. The
new X3 series, which will be launched by the end of 2024, is built in a containerised manner,
meaning that Beijer Electronics can build and unlock new functionality over time, thus
matching the customer requests well. This is also important from the cyber-security
standpoint. The last requirement is tied to brand awareness. Beijer Electronics primarily sells
to machine builders. When these builders sell solutions to end-customers, they often need to
explain Beijer Electronics and how its solutions work, which is not necessary if they use
Siemens, for example. Therefore, Beijer Electronics will focus on increasing its recognition
among end-users in the target segments, helping its machine-building customers smoothen
their sales processes.

The key takeaways here are that Beijer Electronics has tried to be a little bit to everyone, and
that it now has chosen a path of increased focus on target segments: 1) marine, 2)
manufacturing, and 3) rugged environment, where it adds the most value. This also means
that Beijer Electronics is set to exit areas where it struggles or are in tough price fights with
no-to-little value-add. Thus, Beijer Electronics follows a similar path as Westermo's WeGrow.

SEGMENT FOCUS CUSTOMER FOCUS

Winning within
Marine on-ship application

Focus on Machine builders and System Integrators

Winning within 1. Medium sized machine builder where BE offers a high

Manufacturing value-add solution:
~ 5 MSEK/year

2. Large size machine builder with, global coverage and
high yearly volume of machines with a spec-in product
solution from BE:

Winning within >15 MSEK/year
select rugged environments

SEGMENT FOCUS MARKET DRIVERS

Achieving the net-zero emission target for shipping by 2050 will necessitate
substantial investments in areas where Beijer Electronics have solutions and a strong position

Winning within Clean fuels & energy efficiency
Marine on-ship application Electrification

Winning within

Digitalization
Regulatory compliance

Industry 4.0, digitalization and sustainability are strong drivers in manufacturing industry
= Beijer is leading with web-based HMI solution in WeblQ

Manufacturing = Product portfolio solving similar challenges regardless of machine builder industry

= Large installed base and reoccurring business through spec-in with machine builders

Energy, Ports and Water & Wastewater are examples of demanding environments
requiring a rugged portfolio

Winning Whjhi" =« Explorative strategy building on existing successful applications
select rugged environments

= Outperforming competition
= Strong customer value and appreciation

Source: Ependion
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In the marine segment, Beijer Electronics is well-known and has a strong brand. Machine
builders here are either smaller niche companies focusing only on marine, or larger
corporations, such as Alfa Laval, with a marine division. The second group is manufacturing,
the area where Beijer Electronics has its larger installed base today. Although manufacturing
is a wide area, Beijer Electronics sees a good opportunity not least among mid-sized machine
builders that build complex machines (i.e., usually not in large quantities). Here it can add a
substantial amount of value. It will also target system integrators, who often come into play
with smaller customers, who do not have their own automation departments. Thus, Beijer
Electronics partners up or sells through system integrators to gain a broader reach. The last
target group is rugged environment, or outdoor applications, and span areas such as energy,
ports, mining, waste-water treatment where installations are outdoors. Beijer Electronics’
products are well-known and appreciated by customers in this area due to its durability.

All three target segments have different growth drives, but common themes include the
green transition and increased digitalisation. For example, there are a lot of investments in
the marine area to reach a net-zero emission target by 2025 (counter-acting the cyclicality),
requiring solutions that Beijer Electronics supplies, tied to alternative fuels or propulsion (i.e.,
better efficiency/sustainability).

Geographically, Beijer Electronics is already well-positioned, and it can grow considerably
more in already established markets, such as the US, which is the largest one for HMIs. Thus,
Beijer Electronics is set to work through its current geographical presence, i.e., through its
own offices and value-added distributions.

SOFTWARE AND HARDWARE MEETING CUSTOMER REQUIREMENTS

VISUALIZING DIGITALIZING AUTOMATING

Visualizing Connectivity Control

Monitoring Remote access

Source: Ependion

On the portfolio-side, we know that HMIs stand for roughly 65% of Beijer Electronics’ invoiced
sales and thus the visualising leg is the core part of the business (it also includes monitoring).
The second leg, digitalising, is an area Beijer Electronics believes will grow quite a bit going
forward, as connectivity (data communication) and remote access are being increasingly
sought-after from customers. Remote access translates into both being able to view data,
but also take action on the data, from a distance and is well-aligned with the increased
mobility part of what customers were discussing. The last part, automation, is tied to PLC,
i.e., control.

Innovative solutions positioning Beijer Electronics for profitable growth

Before we dive into WeblQ and X3, two key product families that will pave the way for
profitable growth, we want to quickly reiterate where Beijer Electronics does not want to be.
In conjunction with the CMD, Beijer Electronics announced that it is discontinuing its Display
solutions segment, which are small display screens with low software functionality, and
which are very price pressured, due to a large number of other players competing in the area.
Beijer Electronics has tried to sell these and realised that it takes a lot of time and effort, to a
low margin, and thus it will exit the field. In 2023, Display Solution accounted for about
SEK50m in sales (c5% of the total), mainly in Asia, and in 2024, there is an expectation of
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SEK30m in sales, although Beijer Electronics is not accepting new orders any longer. The
impact is smaller on EBIT, due to the low-margin nature.

f’ WEBIQ

il |
4RO |

Source: Beijer Electronics

Instead, emphasis will be on WeblQ and X3, two products that are well-aligned with the
abovementioned trends and customer requirements. WeblQ, which was acquired in April
2023, is described as a “web-based HMI solution, platform independent and fully responsive.”
Thus, it works on any device (on a phone, an iPad), requires no programming skills, only
configuration (thereby reducing a lot of time for the customers), and it is built as a drag-and-
drop, with widgets, thus making it easy to design. It has several applications that can run
simultaneously, targeting different roles and thus the right data and insights can be available
for a plant manager and an operator at the same time. A customer might have a 40-year-old
factory with 25 machines and needs to connect the OT to the IT to integrate data into an ERP
system, enabling further analysis, documentation, control, and optimisation. The flexible
WeblQ enables that.

STATION A

Source: Ependion

Then we have X3, the successor to the successful X2 series, and which will be launched at
the end of 2024. It is a new, improved, and open HMI platform with a cyber-security focus. It
has been developed to allow for regular releases and updates, such as those needed for
cyber-security reasons. X3 has also been developed with an easy transition in mind for
customers already using X2. The range is slightly narrower compared to X2, in line with the
focused markets Beijer Electronics is seeking to win.
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Ependion's pre-tax ROIC tree 2016-2023 (Redeye's estimates - be mindful that we assume some numbers, as the reporting does not include them)
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Cost of goods sold/revenues

Margin side
2016 52,3%
Operating margin
(Operating EBIT/Revenues) o _____SG&Alrevenues ________________
2023 13,0% 2023 20.7%
2022 9,4% 2022 29,1%
2021 4,2% 2021 31,4%
2020 1,1% 2020 35,3%
2019 6,6% 2019 35,2%
2018 5,2% 2018 35,5%
2017 1,5% 2017 36,8%
Pre-tax ROIC (excl. Goodwill) 2016 -3,5% 2016 42,2%
Pre-tax ROIC (incl. Goodwill) 25,6%
15,8% *Estimate 17,9% R&D/revenues
10,5% 7,8%
4,3% 2,1%
1,1% 13,0%
5,5% 10,3%
7,4% 2,8%
1,6% -6,3%
-3,4%
Goodwill/revenues
31,7%
36,8% Other items/revenues
45,3% 2023 0,2%
50,4% 2022 -0,1%
53,2% 2021 -0,8%
34,6% 2020 0,2%
41,7% Capital efficiency side 2019 -0,2%
46,3% 2018 -0,1%
Revenues/invested capital 2017 0,0%
2023 2,0 *Estimate 2016 -0,2%
2022 1,9
2021 1,9
2020 1,9 Fixed assets/revenues
2019 2,0
2018 2,0
2017 1,9
2016 1,8
2017 36,7%
2016 38,3%
— - - - Operating working capital/revenues_ _ __ _
12023 ______ 22,6%_______‘Estimate ______ |
2022 25,8%
2021 22,4%
2020 16,3%
2019 19,8%
2018 16,7%
2017 16,7%
2016 17,8%
Source: Ependion, Redeye Research
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Estimates

We have repeatedly emphasised in the latest updates that the near-term uncertainty is quite
high, and as a result, our forecasts in the short term are uncertain as well. We have revised
our estimates downward a bit recently, in part because of the macroeconomic environment,
but also due to a more cautious management. The order intake has to pick up pace soon for
the near-term sales not to dip considerably. But, with that being said, we are fully confident in
Ependion’s long-term competitiveness and market position, and we believe that the company
is set to grow well over time, not least thanks to the sharpened growth strategies both
business entities are pursuing. But industrials’ sales are rarely entirely smooth, and there will
be some softer quarters sprinkled out, too.

Although the pick-up g/q was a relief sign, we feel that Q2 and possibly Q3 might be
somewhat softer. Not only are the comps hard, but we felt that management was signalling
that temporarily weaker demand, not least on the Westermo-side, might impact the next
quarter(s). Ependion states: “To offset the temporarily weaker demand, the business entity is
working to reduce ongoing costs and adjust them to volumes, a process that was initiated
during the period and continues in the second quarter.” Thus, we believe this to be more than
a timing effect of a few orders, and that uncertainty is high, even for management. Although
this is not a cost reduction program like Beijer Electronics’ in Asia, to our understanding, it still
signals that Westermo is not likely to fire on all cylinders in the next 6 months or so,
otherwise there would not be a reduction in ongoing costs.

Thus, we lower our near-term sales a bit once again, and this time mainly at Westermo. Thus,
we continue to see a negative growth in Q2 as well, in part because of the slower order intake,
but also due to hard comps. This also impacts the profitability for 2024. On the other hand,
we still se Ependion grow considerably (and closely in line with its financial target of 10%) in
the medium to long-term, as we believe its sharpened growth strategy will bear fruit over
time. We keep the margins somewhat stable in the near-term, even though we lower the
sales, in part because of Ependion leaving lower-margin areas, and due to its seeking new
revenue streams from increased service and software-related business.

We have not changed our view on the medium- to long-term prospects and see Ependion as
a very well-managed and well-positioned company in interesting niches and growing
markets. We believe it will reach its financial targets over time, both in terms of growth and
margins.

Ependion: Estimate changes, '24e-'26e

Old New Changes
(SEKm) 2024e 2025e 2026e 2024e 2025e 2026e 2024e 2025e 2026e
Sales 2471 2688 2932 2343 2593 2868 -5% -4% -2%
EBIT 322 374 425 289 363 416 -10% -3% -2%

Source: Redeye Research

Ependion: Actuals & Estimates, '21-'26e

(SEKm) 2021 2022 2023 | Ql'24a Q224 Q324e  Q4'24e | 2024e  2025e  2026e
Sales (group adjusted) 1619 2128 2471 : 599 549 586 610 : 2343 2593 2868
growth yly 3,9% 31% 16% | -39% -141%  -54% 34% | 52%  10,7%  10,6%

Beijer Electronics 806 1128 1033 | 236 237 234 237 | 944 1039 1143

Westermo 831 1010 1444 I 364 312 353 373 : 1402 1557 1728
Total costs (excl. D&A) 1401 1774 1774 | 524 484 513 533 | 2149 2030 2219
EBITDA 218 355 474 : 117 104 115 120 : 455 540 611
(%) 135%  16,7%  192% | 19,6%  18,9%  19,6%  19,6% | 19,4%  20,8%  21,3%
D&A 150 154 154 : 38 37 39 38 : 157 188 196
EBIT 68 201 322 | 75 65 73 76 | 289 363 416
(%) 4,2% 9,4% 13,0% : 125%  11,8%  125%  12,5% : 12,3%  14,0%  14,5%

L L

Source: Ependion, Redeye Research
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Valuation
SEEN] EV/SALES EV/EBIT Sales growth EBIT margin

Company 24E 25E 26E 24E 25E 26E 24E 25E 26E 24E 25E 26E
CTT 9,5 7,0 58 28 21 18 34% 36% 20% 34% 33% 33%
Hexagon 55 5,0 4,6 19 17 15 8% % 7% 29% 29% 30%
Tomra 31 2,8 24 25 20 16 3% 11% 13% 12% 14% 15%
Troax 3,8 35 31 21 18 16 14% 9% 9% 18% 19% 20%
HMS 6,7 55 49 35 25 22 7% 21% 10% 19% 22% 22%
Belden 1,7 1,5 14 12 10 8 -8% 11% 5% 14% 16% 17%
Advantech 4,3 3,8 34 23 19 17 7% 11% 9% 19% 20% 20%
Spectris 2,2 2,0 19 12 11 9 -5% 5% 4% 18% 19% 20%
Siemens 2,2 2,0 19 16 14 12 3% 6% 6% 14% 15% 16%
Rockwell 3,7 35 33 20 17 16 0% 5% 5% 19% 20% 20%
Cisco 3,5 3,4 3,2 10 10 9 -1% 3% 3% 34% 34% 34%
Average 4,2 3,6 33 20 17 14 5% 11% 8% 21% 22% 22%
Median 3,7 35 3,2 20 17 16 3% 9% 7% 19% 20% 20%
Ependion 1,9 1,7 1,4 16 12 10 -5% 11% 11% 12% 14% 15%

Source: Redeye, Company reports, FactSet

Ependion is priced well below many of its peers, which many times are substantially larger in size. We also believe,
although to a lesser extent than before, that Ependion has had a "historical discount" because of its turnaround
years. The product portfolio’s market reception in recent years, together with added volumes and improved margins,
paint a more optimistic picture. We believe that Ependion, over time and with increased size, will move closer to its
peers, not least if it can bring up its margins and keep them stable. We lower our bear and base cases one notch on
the back of the uncertainties we see on the macroeconomic front in the near-term. Meanwhile, we keep the bull
case intact.

Bear Case SEK63 (65)

e 6% sales CAGR 2024-2028
e 6% sales CAGR 2029-2037

e 10% EBIT margin on
average 2024-2028

e 9% EBIT margin on
average 2029-2037

e Terminal growth rate of 2%

e Terminal EBIT margin of
~8%

In our bear case, we assume slower
overall growth and a lower profit
profile, where competition takes a
larger bite of the market cake.
Ependion continues to have below
average margins and profitability on
invested capital (ROIC). It is still
profitable. The WACC is about 9%
throughout the full DCF, in part due

Base Case SEK125 (130)

e 8% sales CAGR 2024-

2028
e 9% sales CAGR 2029-2037

e 14% EBIT margin on
average 2024-2028

e 12.5% EBIT margin on
average 2029-2037

e  Terminal growth rate of 2%

e Terminal EBIT margin of
~10%

Ependion grows slightly less than
the financial target. Meanwhile, it
strengthens its margins and has an
average of about 14%, which is also
slightly more conservative
compared to the >15% margin
target. The EBIT margin peaks at
around 15% and then goes down as

Bull Case SEK190 (190)

e 10% sales CAGR 2024-
2028 (impacted slightly by
near-term growth)

e 6% sales CAGR 2029-2037

e 15% EBIT margin on
average 2024-2028

e 15% EBIT margin on
average 2029-2037

e  Terminal growth rate of 2%

e Terminal EBIT margin of
~13%

Ependion reaches the growth target
of a 10% annual growth and EBIT
margins of around 15% in our bull
case. Westermo's WeGrow strategy
is successful, and it creates market-
leading roles in trackside and power
distribution. Beijer Electronics also

to debt financing. competition  increases in its improves its profitability with fewer
segment (although slower than product platform families and more
previously estimated). Ependion cooperation. Ependion’s profitability
has, nonetheless, substantially is in line with other well-managed

higher ‘lower levels’ in this scenario
compared to its history. The WACC
is about 9% throughout the full DCF,
in part due to debt financing.
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INCOME STATEMENT
Net sales

Cost of Revenues
Gross Profit

Operating Expenses
EBITDA

Depreciation & Amortization
EBIT

Net Financial Items
EBT

Income Tax Expenses
Non-Controlling Interest
Net Income

BALANCE SHEET
Assets

Current assets

Cash & Equivalents
Inventories

Accounts Receivable
Other Current Assets
Total Current Assets

Non-current assets

Property, Plant & Equipment, Net
Goodwill

Intangible Assets

Right-of-Use Assets

Shares in Associates

Other Long-Term Assets

Total Non-Current Assets

Total Assets

Liabilities

Current liabilities
Short-Term Debt
Short-Term Lease Liabilities
Accounts Payable

Other Current Liabilities
Total Current Liabilities

Non-current liabilities
Long-Term Debt

Long-Term Lease Liabilities
Other Long-Term Liabilities
Total Non-current Liabilities

Non-Controlling Interest
Shareholder's Equity
Total Liabilities & Equity

CASH FLOW

NOPAT

Change in Working Capital
Operating Cash Flow

Capital Expenditures
Investment in Intangible Assets
Investing Cash Flow

Financing Cash Flow
Free Cash Flow

2021

1619
795
823
605
218
150

68
-19
50
14

36

147
257
363

67
834

85
785
274

96

65
1305

2139

247

48
166
247
708

355

59
282
697

729
2139

49
-226
85
-21

-174

114
22

2022

2128
1052
1076
722
355
154
201
-15
186
40

146

160
437
396
83
1076

80
785
347

82

62
1357

2433

310

38
166
221
734

388

60
257
704

989
2433

158
-266
201

-16
-109
-125

-38
76

18

2023

2471
1248
1223
749
474
152
322

275
75

200

142
487
407
52
1089

86
783
474

99

42
1484

2572

168

39
195
228
630

463

60
256
779

1159

2572

234

212

-22

-152

-232

-111
38

2024E

2343
1145
1198
742
455
167
289

249
52

197

269
454
435
53
1211

93
783
566

68

46
1556

2767

180

41
169
225
615

461

61
255
77

1370
2767

228
-23
338

-23
-162
-185

-29
153

Ependion 29 May 2024
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Summary Redeye Rating

The rating consists of three valuation keys, each constituting an overall assessment of several factors that are rated
on a scale of 0 to 1 point. The maximum score for a valuation key is 5 points.

Rating changes in the report

Rating changes in the report

People: 4

The People rating is based on quantitative scores in seven sub-categories: Passion, Execution, Capital Allocation,
Communication, Compensation, Ownership, and Board. In our rating assessment, Ependion gains the highest points
from its open communication, qualified and experienced board, and compensation. Relevant industry experience
characterizes Ependion’s management and board of directors. Management shows a good understanding for the
targeted markets and has a clear long-term focus. Ependion has shown solid progress with current management,
which we judge to have completed the company's turnaround.

Business: 4

The Business rating is based on quantitative scores in five sub-categories: Business Scalability, Market Structure,
Value Proposition, Economic Moat, and Operational Risks. Ependion receives the highest scores in Value
Proposition and Operational Risk. The company operates in large, fragmented growth markets, primarily related to
the digitalization trend. Long customer relationships characterize its business, where products are designed into
customers' systems -laying the ground for potentially durable competitive advantages (switching costs).

Financials: 3

The Financials rating is based on quantitative scores in five sub-categories: Earnings Power, Profit Margin, Growth
Rate, Financial Health, and Earnings Quality. Although currently showing solid progress, Ependion's financial rating
is burdened by a couple of years of negative results and free cash flow. As additional profitability improvements are
expected, we see room for an increased rating going forward. The company has a solid capital structure, the
business is diversified, and we see no risk of needing to raise external capital going forward. On the negative side,
the business is cyclical, implying that there is a risk of negative growth in a period of economic downturn.
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Redeye Rating and Background Definitions

Company Quality

Company Quality is based on a set of quality checks across three categories; PEOPLE, BUSINESS, FINANCE. These
are the building blocks that enable a company to deliver sustained operational outperformance and attractive long-
term earnings growth.

Each category is grouped into multiple sub-categories assessed by five checks. These are based on widely
accepted and tested investment criteria and used by demonstrably successful investors and investment firms. Each
sub-category may also include a complementary check that provides additional information to assist with
investment decision-making.

If a check is successful, it is assigned a score of one point; the total successful checks are added to give a score for
each sub-category. The overall score for a category is the average of all sub-category scores, based on a scale that
ranges from 0 to 5 rounded up to the nearest whole number. The overall score for each category is then used to
generate the size of the bar in the Company Quality graphic.

People

At the end of the day, people drive profits. Not numbers. Understanding the motivations of people behind a business
is a significant part of understanding the long-term drive of the company. It all comes down to doing business with
people you trust, or at least avoiding dealing with people of questionable character.

The People rating is based on quantitative scores in seven categories:
e Passion, Execution, Capital Allocation, Communication, Compensation, Ownership, and Board.

Business

If you don't understand the competitive environment and don't have a clear sense of how the business will engage
customers, create value and consistently deliver that value at a profit, you won't succeed as an investor. Knowing
the business model inside out will provide you some level of certainty and reduce the risk when you buy a stock.

The Business rating is based on quantitative scores grouped into five sub-categories:
e Business Scalability, Market Structure, Value Proposition, Economic Moat, and Operational Risks.

Financials

Investing is part art, part science. Financial ratios make up most of the science. Ratios are used to evaluate the
financial soundness of a business. Also, these ratios are key factors that will impact a company’s financial
performance and valuation. However, you only need a few to determine whether a company is financially strong or
weak.

The Financial rating is based on quantitative scores that are grouped into five separate categories:
e Earnings Power, Profit Margin, Growth Rate, Financial Health, and Earnings Quality.
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Disclaimer

Important information

Redeye AB ("Redeye" or "the Company") is a specialist financial advisory boutique that focuses on small and mid-cap growth companies in the Nordic
region. We focus on the technology and life science sectors. We provide services within Corporate Broking, Corporate Finance, equity research and
investor relations. Our strengths are our award-winning research department, experienced advisers, a unique investor network, and the powerful
distribution channel redeye.se. Redeye was founded in 1999 and since 2007 has been subject to the supervision of the Swedish Financial
Supervisory Authority.

Redeye is licensed to; receive and transmit orders in financial instruments, provide investment advice to clients regarding financial instruments,
prepare and disseminate financial analyses/recommendations for trading in financial instruments, execute orders in financial instruments on behalf
of clients, place financial instruments without position taking, provide corporate advice and services within mergers and acquisition, provide services
in conjunction with the provision of guarantees regarding financial instruments and to operate as a Certified Advisory business (ancillary
authorization).

Limitation of liability

This document was prepared for information purposes for general distribution and is not intended to be advisory. The information contained in this
analysis is based on sources deemed reliable by Redeye. However, Redeye cannot guarantee the accuracy of the information. The forward-looking
information in the analysis is based on subjective assessments about the future, which constitutes a factor of uncertainty. Redeye cannot guarantee
that forecasts and forward-looking statements will materialize. Investors shall conduct all investment decisions independently. This analysis is
intended to be one of a number of tools that can be used in making an investment decision. All investors are therefore encouraged to supplement
this information with additional relevant data and to consult a financial advisor prior to an investment decision. Accordingly, Redeye accepts no
liability for any loss or damage resulting from the use of this analysis.

Potential conflict of interest
Redeye’s research department is regulated by operational and administrative rules established to avoid conflicts of interest and to ensure the
objectivity and independence of its analysts. The following applies:

. For companies that are the subject of Redeye’s research analysis, the applicable rules include those established by the Swedish Financial
Supervisory Authority pertaining to investment recommendations and the handling of conflicts of interest. Furthermore, Redeye employees
are not allowed to trade in financial instruments of the company in question, from the date Redeye publishes its analysis plus one trading
day after this date.

. An analyst may not engage in corporate finance transactions without the express approval of management and may not receive any
remuneration directly linked to such transactions.

. Redeye may carry out an analysis upon commission or in exchange for payment from the company that is the subject of the analysis, or
from an underwriting institution in conjunction with a merger and acquisition (M&A) deal, new share issue or a public listing. Readers of
these reports should assume that Redeye may have received or will receive remuneration from the company/companies cited in the report
for the performance of financial advisory services. Such remuneration is of a predetermined amount and is not dependent on the content of
the analysis.

Redeye's research coverage

Redeye’s research analyses consist of case-based analyses, which imply that the frequency of the analytical reports may vary over time. Unless
otherwise expressly stated in the report, the analysis is updated when considered necessary by the research department, for example in the event of
significant changes in market conditions or events related to the issuer/the financial instrument.

Recommendation structure

Redeye does not issue any investment recommendations for fundamental analysis. However, Redeye has developed a proprietary analysis and rating
model, Redeye Rating, in which each company is analyzed and evaluated. This analysis aims to provide an independent assessment of the company
in question, its opportunities, risks, etc. The purpose is to provide an objective and professional set of data for owners and investors to use in their
decision-making.

Redeye Rating (2024-05-29)

Rating People Business Financials
5 32 15 4

3-4 149 133 44

0-2 5 38 138
total 186 186 186

Duplication and distribution

This document may not be duplicated, reproduced or copied for purposes other than personal use. The document may not be distributed to physical
or legal entities that are citizens of or domiciled in any country in which such distribution is prohibited according to applicable laws or other
regulations.

Copyright Redeye AB.

CONFLICT OF INTERESTS

Mark Sidstedt owns shares in the company: No

Redeye performs/have performed services for the Company and receives/have
received compensation from the Company in connection with this.
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