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Margin expansion on track

Acal continues to make progress with its strategy to transform itself into
an international supplier of differentiated customised electronic products.
Recent acquisitions have increased the company’s presence outside the
eurozone and UK and increased the proportion of higher-margin design
and manufacturing revenues. With new operating margin targets and a
continued focus on acquisitions, we see scope for growth in revenues
above market levels and continued margin expansion, supporting upside
to the current share price.

Year end Revenue PBT* EPS* DPS PIE Yield

(Em) (Em) (p) (p) (x) (%)
03/13** 1774 5.6 1.3 6.18 186 29
03/14** 211.6 6.9 13.1 6.80 16.1 32
03/15¢ 269.0 1.6 14.9 7.55 14.1 36
03/16e 300.3 14.7 16.7 7.95 125 39

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments. **Restated for disposal and rights issue.

H115: Organic and acquisitive growth

As recently reported in its trading update, Acal achieved group revenue growth of
20% y-o-y in H115 (27% at constant exchange rates). The Custom Distribution
business saw flat like-for-like revenues, whereas the Design & Manufacturing
business grew like-for-like revenues 15% y-o0-y. Group operating margin (Acal
adjusted) expanded from 3.0% in H114 to 4.5% in H115, driving normalised EPS
growth of 27.6% y-o-y.

Outlook and changes to forecasts

The company introduced key strategic indicators to measure its progress with the
group strategy, in particular growing the proportion of design and manufacturing
revenues and increasing the level of international business. Reflecting the recent
acquisition of higher-margin Noratel, the company has revised up its operating
margin targets, aiming to achieve 6-7% over the next three years, compared to the
4.5% reported in H115. Reflecting the continued weakness in the UK market and
currency headwinds, we have reduced our revenue forecasts for FY15 and FY16
by 2.0% and 1.6% respectively. Stronger margins mean our FY15 EPS is
unchanged, but higher depreciation and the impact of FX in FY16 reduces EPS by
5.2%.

Valuation: Specialist focus drives earnings growth

The stock is trading on a P/E of 14.1x in FY15e and 12.5x in FY16e; while this is in
line with commodity distributors, Acal trades at a discount to manufacturing and
specialist distribution peers. Recent PMI data point to stabilising demand in Europe;
recent acquisitions have given the company increased geographic coverage and
the potential for cross-selling and integration benefits, which could drive revenue
growth above market levels and support expansion of operating margins. The stock
is underpinned by a dividend yield approaching 4%.
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Review of H115 results

Acal reported H115 revenue growth of 20.4% y-o-y, which at constant exchange rates (CER)
reached 27%. Like-for-like revenues grew 3% with the remaining 24% growth from acquisitions.
With the sale of the final part of the Supply Chain business completed in H115, the company
announced a new divisional reporting structure that more accurately reflects the operations of the
business. On an “as reported” basis, the Custom Distribution business was essentially flat y-o-y and
Design & Manufacturing grew 111%. On a CER basis, Custom Distribution grew 5.5% y-o-y; like-
for-like' sales were essentially flat. Design & Manufacturing like-for-like revenues grew 15%.

The group operating margin (excluding exceptionals and amortisation of acquired intangibles) grew
to 4.5% from 3.0% a year ago, boosted by the acquisition of higher-margin Noratel (which
contributed operating profit of £1.5m in H115), but also by better profitability in Custom Distribution.
Exceptional costs totalled £3.6m, including £2.0m costs related to the acquisition of Noratel, £0.3m
for the integration of YEG into Acal BFi (completed in May), £1.1m for the integration of the web
platform into the main sales infrastructure in the UK and £0.2m accrual for earnouts for Myrra and
Noratel. The tax rate increased y-o-y as Acal did not have the benefit of tax losses in H115 that
were used in H114. This resulted in normalised EPS growth of 27.6%.

Net debt of £14m at the end of H115 reflected the use of credit facilities put in place at the time of
the Noratel acquisition (average net debt over the period was ¢ £20m).

The company announced a 22% increase in the interim dividend to 2.2p.

Exhibit 1: H115 results highlights

H115 H114 y-0-y
Revenues 120.9 100.4 20.4%
Custom Distribution 82.3 82.1 0.2%
Design & Manufacturing 38.6 18.3 110.9%
Gross profit 37.4 30.0 24.6%
Gross margin 30.9% 29.9% 1.0%
Normalised operating profit
Custom Distribution 3.1 29 6.9%
Design & Manufacturing 46 21 119.0%
Central costs (1.9) (1.7 11.8%
Total normalised operating profit 5.8 3.3 75.8%
Normalised operating margin
Custom Distribution 3.8% 3.5% 0.2%
Design & Manufacturing 11.9% 11.5% 0.4%
Total normalised operating margin 4.8% 3.3% 1.5%
Acal adj. operating profit* 55 3.0
Acal adj. operating margin* 4.5% 3.0% 1.6%
Reported operating profit 1.0 3.2
Reported op. margin 0.8% 3.2% -24%
Normalised PBT 5.0 29 72.4%
Normalised net income 3.9 2.5 56.0%
Normalised EPS (dil) - continuing (p) 7.0 5.5 27.6%
Reported EPS (dil) - continuing (p) (1.1) 55 n/m
Net debt 14.0 1.8 n/m
Source: Acal, Edison Investment Research. Note: *Includes share-based payments.
! Like-for-like: at CER and excluding acquisitions in last 12 months (YEG, RSG, Noratel).
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Business update

Custom Distribution

The Custom Distribution division incorporates the Acal BFi (c 90% of divisional revenues) and
Vertec businesses, which supply the industrial and medical markets respectively. The division saw
improving demand across most countries, particularly Germany and Italy, although demand in the
UK remained weak.

Management started restructuring the UK business in H115, in particular integrating the follow-up of
sales leads from the marketing website with the UK’s existing sales and marketing organisation.
Management has also started a similar process in Germany. This incurred costs of £1.1m in H115
and will incur a further £0.5m in H215.

The company intends to drive revenue growth in this division from a combination of cross-selling
initiatives and generating new leads from the marketing website. Management calculates that
incremental revenues of £1.6m were generated from the combination of both initiatives in H115.

Design & Manufacturing

This division supplies products that are designed uniquely for a customer or specifically modified
from an existing product. Most products are manufactured internally at facilities in China, India, Sri
Lanka or Poland, with the remainder outsourced to third-party manufacturers. The division
comprises seven businesses: Noratel, Myrra, RSG, Compotron’s Design Solutions business,
Stortech, MTC and Hectronic. All businesses delivered y-o-y revenue growth in H115. On an
annualised basis, this division now makes up 40% of group revenues.

The growth strategy for this division is focused on cross-selling and expansion into new
geographies. This is also an area where the company is considering acquisitions.

Progress of recent acquisitions

In the Custom Distribution division, the loss-making YEG was integrated with Acal BFi in early H115
and is already delivering sustainable profitability.

In the Design & Manufacturing division, both Noratel and RSG have performed well since
acquisition. Cross-selling in the magnetics businesses is underway, with Myrra products already
incorporated into a Noratel customer contract. There is also scope to benefit from shared
purchasing and manufacturing across the magnetics businesses.

Outlook and changes to forecasts

The company previously had a “through-the-cycle” operating margin target of 5%. Once it acquired
the higher-margin Noratel business, it committed to revise this target and is now working to achieve
group operating margins in the range of 6-7% over a three-year period. The lower end of the range
would correspond to moderate organic growth, and the upper end to stronger organic growth or
bolt-on, higher-margin acquisitions.

The company laid out key strategic indicators (KSIs) that demonstrate how Acal is making progress
on its growth strategy (see Exhibit 2). It is already making good progress on growing its custom
product sales. The acquisition of Noratel made a significant difference to the proportion of revenues
coming from Design & Manufacturing businesses — we would expect some progress towards the
target with this division growing more quickly than Custom Distribution, but we also expect this type
of business to be the focus of acquisitions. Growth in cross-selling and web-generated sales looks
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like a more challenging target, but recent and ongoing restructuring in sales and marketing should
improve the focus on this route to organic growth. Acal has sized the addressable market for its
solutions as £4bn in Europe, £6bn in the US and £2bn in Asia. The company already generates
nearly £30m in annual sales from outside the eurozone and the UK (£14m from Asia and South
Africa, £6m from North America and £8m from Turkey/Eastern Europe/Austria/Switzerland) and
wants to increase this. On an organic growth basis, the company expects to achieve this through a
combination of following European customers to their operations in North America and Asia, and
setting up local sales offices in those regions. This is also likely to be a key focus for future
acquisitions.

Exhibit 2: Key strategic indicators (KSls)

FY10 FY14 With Noratel*  Mid-term (3-5 yr) target
Increase custom product sales ¢ 30% c42% 50% 65%
Increase Design & Manufacturing revenue c5% 18% 40% 65%
Increase cross-selling & web generated sales 0% c2% c1% 4-5%
Build sales outside Europe 0% 5% 10% 20%

Source: Acal. Note: *Approximately annualised.

As discussed in the recent trading update, group orders were up 19% y-o-y CER, although like-for-
like orders were down slightly when excluding a large one-off order received in H114. Excluding UK
distribution, like-for-like orders were up 4% y-o-y. Backlog as at the end of H115 was £80m (up 33%

y-0-y).

Changes to forecasts

To take into account weakness in the UK market and the impact of currency, we have reduced our
revenue forecasts for H215 and FY16. As H115 gross margins were stronger than expected, we
have increased our gross margin forecasts for both years. Our operating profit forecast for FY15 is
substantially unchanged. A slightly higher depreciation forecast and the impact of FX reduces our
FY16 operating profit forecast by £0.4m, which results in a 5.2% reduction in normalised EPS.
Reported EPS for FY15 and FY16 benefits from lower than previously forecast amortisation of
acquired intangibles.

Exhibit 3: Changes to estimates

£m FY15eold  FY15e new Change (%) FY16eold  FY16e new Change (%)
Revenues 2745 269.0 (2.0) 305.3 300.3 (1.6)
Gross margin 30.2% 30.9% 0.7 30.5% 30.9% 0.4
Normalised operating profit 134 134 0.7 17.2 16.8 (2.0)
Normalised operating margin 4.9% 5.0% 0.1 5.6% 5.6% 0.0
Normalised PBT 11.6 11.6 0.8 15.2 14.7 (2.9)
Normalised net income 9.0 9.0 0.0 1.7 1.1 (5.2)
Normalised EPS (p) 14.9 14.9 0.0 17.7 16.7 (5.2)
Reported EPS (p) 21 4.8 123.4 1.4 12.1 5.8
Net (debt)/cash (20.3) (19.1) (5.8) (18.3) (18.2) (0.3)

Source: Edison Investment Research
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Exhibit 4: Financial summary

£m 2009 2010 201 2012 2013 2014 2015e 2016e
Year end 31 March IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 1654 181.6 264.8 257.8 1774 2116 269.0 300.3
Cost of Sales (121.5) (131.5) (189.6) (179.9) (123.0) (148.6) (185.8) (207.5)
Gross Profit 439 50.1 75.2 779 54.4 63.0 83.2 928
EBITDA 23 0.9 9.1 10.2 74 9.1 16.1 19.9
Operating Profit (before am, SBP and except.) 04 (0.5) 7.7 8.7 6.1 7.7 134 16.8
Operating Profit (before am. and except.) 0.2 0.7) 74 8.1 5.5 71 12.7 16.0
Amortisation of acquired intangibles 0.0 0.1) (0.3 (0.8) 0.7) (1.0 (1.9 (2.4)
Exceptionals (27.7) (4.7) (4.6) (34) (34) (0.9) (5.1) (1.1)
Share-based payments (0.2) (0.2) (0.3) (0.6) (0.6) (0.6) (0.7) (0.8)
Operating Profit (27.5) (5.5) 25 39 1.4 52 58 12.5
Net Interest 05 (0.2) (0.3) (0.9) (0.5) (0.8) (1.8) (2.1)
Profit Before Tax (norm) 0.9 0.7) 74 7.8 5.6 6.9 11.6 14.7
Profit Before Tax (FRS 3) (32.6) (6.3) 1.9 2.7 0.7 42 3.7 10.1
Tax 44 (0.3) (0.2) (0.6) 1.4 (0.5) (0.9) (2.5)
Profit After Tax (norm) (0.6) (1.3) 58 6.4 46 6.0 9.0 1.1
Profit After Tax (FRS 3) (37.0) (6.6) 1.7 21 2.1 37 28 76
Average Number of Shares Outstanding (m) 36.3 3741 391 39.2 39.2 43.1 571.7 63.0
EPS - normalised & diluted (p) (1.7) (34) 14.2 15.7 1.3 131 14.9 16.7
EPS - IFRS basic (p) (101.8) (17.8) 43 54 (4.8) 3.0 48 12.1
EPS - IFRS diluted (p) (101.8) (17.4) 42 5.1 (4.7) 28 46 1.5
Dividend per share (p) 5.1 5.1 54 58 6.2 6.8 7.6 8.0
Gross Margin (%) 26.5 27.6 284 30.2 30.7 29.8 30.9 309
EBITDA Margin (%) 14 05 34 40 42 43 6.0 6.6
Operating Margin (before am, SBP and 0.2 -0.3 29 34 34 3.6 5.0 5.6
except.) (%)
BALANCE SHEET
Fixed Assets 223 226 217 325 30.9 33.1 105.1 102.9
Intangible Assets 15.0 16.0 211 25.7 24.2 25.5 97.7 95.9
Tangible Assets 47 39 38 35 3.1 35 33 29
Deferred tax assets 26 2.7 2.8 33 3.6 41 41 41
Current Assets 97.8 94.9 98.3 86.8 81.8 92.7 102.9 108.8
Stocks 247 237 253 257 19.3 194 258 288
Debtors 395 53.7 59.3 48.8 44.7 48.3 61.2 68.3
Cash 332 17.3 136 12.3 17.8 18.1 15.9 11.8
Current Liabilities (53.7) (56.6) (63.9) (58.8) (50.9) (58.3) (70.4) (76.9)
Creditors (45.1) (53.2) (58.8) (53.6) (46.6) (51.5) (60.4) (66.9)
Short term borrowings (8.6) (3.4) (5.1) (5.2) (4.3) (6.8) (10.0) (10.0)
Long Term Liabilities (7.8) (9.0) (10.8) (11.4) (10.3) (19.0) (34.3) (29.3)
Long term borrowings (0.1) 0.0 (1.8) (0.8) (1.7) (9.5) (25.0) (20.0)
Other long term liabilities (7.7) (9.0) (9.0) (10.6) (8.6) (9.5) (9.3) (9.3)
Net Assets 58.6 51.9 513 49.1 515 48.5 103.3 105.6
CASH FLOW
Operating Cash Flow (2.4) 5.2 05 9.1 5.7 6.1 0.2) 14.7
Net Interest 0.6 (0.2) (03) (0.9) (0.6) (0.8) (1.8) (2.1)
Tax (34) (3.1) 05 (1.1 (1.4) (0.9) (0.9) (2.5)
Capex (14) (1.1) (1.3) (14) (1.3) (14) (3.1) (3.3)
Acquisitions/disposals 10.9 (10.3) (44) (3.9 (0.5) (9.2 (64.1) (1.1)
Financing 0.0 0.1 0.0 0.3 57 0.1 527 0.0
Dividends (4.8) (1.6) (2.0) (22 (2.3) (27) (3.5) (4.8)
Net Cash Flow (0.5) (11.0) (7.0) (0.1) 53 (8.8) (20.9) 08
Opening net cash/(debt) 256 245 139 6.7 6.3 1.8 18 (19.1)
HP finance leases initiated 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other (0.6) 04 (0.2) (0.3) 0.2 (1.2) 0.0 0.0
Closing net cash/(debt) 245 13.9 6.7 6.3 1.8 1.8 (19.1) (18.2)

Source: Acal, Edison Investment Research
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2014 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Acal and prepared and issued by Edison for publication globally. All information used in the publication of
this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of
the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued
in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to
major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment
adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in
which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in
any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to
effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual
investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or
underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities
mentioned or in the topic of this document. A marketing communication under FCA rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE") © FTSE 2014. “FTSE®” is a trade mark of the
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