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Carr's Group

Recovery continues

The recovery in both US feed block sales and the UK manufacturing
businesses noted at Carr’s Group’s AGM in January has continued
throughout H118. This has resulted in a 22% improvement in adjusted PBT
year-on-year and a slight over-performance compared with management’s
expectations. H218 has started well, so we raise our estimates and adjust
our indicative valuation from 167p/share to 169p/share.

Revenue PBT* EPS* DPS PIE Yield
Year end (Em) (Em) (p) (p) (x) (%)
8/16 314.9 142 108 3.8™ 127 238
817 346.2 1.9 94 40 146 29
8/18e 375.1 16.2 128 43 107 3.1
8/19e 3825 169 129 45 106 33

Note: *PBT and EPS are normalised, excluding amortisation of acquired intangibles,
exceptional items and share-based payments. **Excluding 17.54p special dividend.

Improved performance in both divisions

The positive trends noted at the AGM in January continued for the remainder of
H118. Group revenues rose by 13.2% year-on-year to £200.1m. This reflected a
recovery in the US feed block activity linked to an improvement in cattle prices and
in the UK manufacturing businesses, as work progressed on the major contract that
had been delayed right until the end of FY17. In addition, sentiment in the UK
farming sector continued to be positive and the remote handling businesses
benefited from strong order books relating to the global nuclear industry. Pre-
exceptional PBT grew by 22.0% to £10.9m. The integration of NuVision, the US
engineering company acquired in August 2017, is progressing well.

FY18 performance likely to be ahead of expectations

H118 operating profit was slightly ahead of management expectations because of
the level of demand for agricultural inputs in the UK. In addition, the strengthened
management at the UK precision machining business enabled it to take advantage
of the improved sentiment in the oil and gas industry. H218 has started well. Prices
currently paid to UK farmers for livestock and milk are supporting demand for feed,
feed blocks, machinery and other agricultural inputs. Engineering performance is
underpinned by long-term contracts from the global nuclear industry. We raise our
estimates slightly to reflect these positive developments.

Valuation: Uplift as recovery continues

Our updated DCF analysis gives an indicative value of 169p/share (previously
167p). At the current share price, Carr’s is trading below its peers with regards to
mean EV/EBITDA (7.4x vs 8.7x) and mean P/E (10.7x vs 12.9x) for the year ending
August 2018. Continued recovery in the US feed block market and further
confirmation of the Engineering upturn should help close the valuation gap.

Interim results
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Divisional analysis of H118 results

Exhibit 1: Divisional analysis

Year-ended 31 August (Em) FY16 H117 FY17 FY18e FY19e FY20e
Agriculture revenues 284.8 160.5 315.9 329.9 336.4 3414
Engineering revenues 30.1 16.2 304 452 46.2 473
Group revenues 314.9 176.8 346.2 375.1 382.5 388.7
Previous estimates 3701 3775 383.7
Agriculture EBITA - excluding JVs and associates 104 7.3 8.6 9.6 9.8 10.1
Engineering EBITA 2.6 0.3 0.7 43 48 5.2
Reported group EBITA 13.0 7.6 9.3 13.9 14.6 15.3
Previous estimates 13.6 14.6 15.3
Share of profits of JVs and associates 21 1.7 2.8 2.8 2.8 2.8

Source: Company data, Edison Investment Research

Agriculture (£178.3m revenues, £9.9m operating profit)

As flagged at the AGM in January, UK farming sentiment remains positive, helping to drive a 6.3%
increase in feed volumes, an 8.9% rise in machinery sales, a 9.3% uplift in feed block volumes, and
3.5% like-for-like sales growth in the country stores. The acquisition of Pearson Farm Supplies in
October 2017 helped to drive a total increase in country store sales of 15.7%, as well as
contributing to the higher feed volumes. While fuel volumes were adversely affected by the mild and
wet weather at the start of the period, this was more than offset by the colder weather towards the
end of the period, resulting in a 5.6% y-o0-y improvement in volumes. As noted at the AGM, US feed
block volumes continued to recover as cattle prices for producers improved. Management reported
an 11.0% y-o-y increase in volumes sold in the region. A favourable environment for dairy
producers in Germany supported a 21.6% rise in feed block volumes from the German joint
venture. Divisional revenues increased by 11.1% y-o-y, and EBIT by 9.9% in H118.

Looking forward, management expects sentiment in the UK Agriculture sector and demand for feed
blocks in the US and Germany to continue to be positive. The favourable trend in the US will be
augmented by the availability of low moisture feed blocks from the low moisture feed block plant in
Tennessee. This was commissioned in January 2018, which is towards the end of the season of
high demand, so most of the impact will be seen in FY19. The new plant opens up the market in the
eastern states of the US. Feed block sales in New Zealand should benefit from the recent formation
of a direct sales operation in the region, rather than relying on a distribution partner as previously.
Plans to develop the South American market are proceeding as per management’s timeline, with
trials at research institutes in Brazil continuing to make good progress.

Engineering (£21.9m revenues, £1.4m EBIT)

Work continued throughout H118 on the significant fabrication contract that was delayed until
almost the end of FY17. The design phase is now nearing completion as the project moves towards
the main manufacturing phase. The precision engineering business is benefiting from a recovery
and stabilisation of the oil price, which happily coincides with a strengthened management team,
resulting in more effective business development and improved operating efficiencies. The UK
manufacturing business’s performance was consequently significantly ahead of the prior year and
slightly ahead of management’s expectations for the period. The remote handling businesses
performed well as it too worked through a strong order book, completing the substantial orders from
China that were won last year. The integration of NuVision, acquired in August 2017, is progressing
as planned. The business performed slightly ahead of the board’s expectations during the period.
Divisional revenues increased by 34.1% y-o-y, while EBIT more than trebled in H118.
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The strength of the divisional order book, which is based on long-term contracts from the nuclear
industry, indicates that these favourable trends are set to continue for the rest of the year. The
extension of the German premises, scheduled for completion later this calendar year, will provide
additional capacity. Management remains confident of developing sales of Wailischmiller equipment
in the US through existing NuVision channels.

Group performance

P&L

Group H118 revenues rose by 13.2% year-on-year to £200.1m, reflecting a recovery in the US feed
block and UK manufacturing businesses, a continuation of positive sentiment in the UK agriculture
sector and strong order books for the remote handling businesses. Pre-exceptional PBT grew by
22.0% to £10.9m. An interim dividend payment of 1.075p/share (0.95p/share H117) has been
declared. (Note: the group pays two interim dividends each year.)

Cash flow and balance sheet

Net debt rose by £2.0m during the period to £16.1m. This is primarily attributable to a £5.0m
increase in working capital requirements, which is the typical seasonal pattern; £1.8m capex, which
was primarily for the Walischmiller expansion; £1.6m payable for acquisitions of which £1.2m was
the initial consideration for Pearson Farm supplies and £2.8m dividend payments. The retirement
benefit surplus increased from £5.2m at end FY17 to £6.0m at end H118. The group no longer
makes deficit reduction contributions since the pension scheme was fully funded at the last full
actuarial valuation.

Estimates
We revise our estimates slightly to reflect:
higher commodity prices;
strong demand for agricultural inputs in the UK

outperformance of the UK precision machining activity as the strengthened management team
was able to take advantage of improved sentiment in the oil and gas sector; and

the level of increase of the first interim dividend payment.

Exhibit 2: Revisions to estimates

FY17 FY18e FY19e FY20e

(Em) Actual Old New Old New Old New

Agriculture revenues 31569 3249 3299 16% 3314 3364 15% 3363 3414 1.5%
Agriculture EBITA 1.4 12.2 124 1.6% 12.6 12.6 0.0% 12.9 12.9 0.0%
Engineering revenues 30.4 452 452 0.0% 46.2 46.2 0.0% 473 473 0.0%
Engineering EBITA 0.7 4.2 43 24% 48 4.8 0.0% 5.2 5.2 0.0%
Group revenues 3462 3701 3751 14% 3775 3825 13% 3837 3887 1.3%
Adjusted PBT 1.9 15.9 16.2 1.9% 16.9 16.9 0.0% 176 176 0.0%
EPS (p) 9.4 125 12.8 2.0% 12.9 12.9 0.0% 13.5 13.5 0.0%
DPS (p) 4.0 4.2 43 24% 44 45 2.3% 46 47 2.2%
Net (cash)/debt 14.1 14.9 147 (1.5%) 10.9 10.7  (1.3%) 5.9 58  (0.8%)

Source: Edison Investment Research, company data

Valuation

Our valuation methodology is based on a DCF analysis, supplemented with a comparison of peer
group multiples. We continue to use a conservative 10.0% WACC and a 1.0% terminal growth rate
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for our DCF calculation. Following the small upwards revision to our estimates, this gives a fair
value of 169p/share (previously 167p/share).

Exhibit 3: DCF calculation (p/share)

Discount rate (post-tax, nominal)

9.0% 9.5% 10.0% 10.5% 11.0%
- 0.0% 175 165 156 148 141
% 1.0% 192 180 169 160 151
:—? 1.5% 202 188 177 166 157
g 2.0% 213 198 185 174 163
RS 3.0% 242 223 206 192 179
Source: Edison Investment Research

A comparison of Carr’'s EV/EBITDA and P/E multiples for the years ended August 2018 and August
2019 with calendarised multiples for listed peers in the agricultural sector is shown in Exhibit 4. At
the current share price (137.25p), on our estimates Carr’s is trading below its peers with regards to
mean EV/EBITDA (7.4x vs 8.7x) and mean P/E (10.7x vs 12.9x) for the year ending August 2018.
The discount to the average peer multiples should close as feed block demand continues to recover
in the US and there is further confirmation of the recovery in the Engineering division. This is
underpinned by the 2018 Engineering order book, which is based on long-term contracts in the
nuclear industry. At the indicative value of 169p/share derived from our DCF calculation, Carr’s
implied EV/EBITDA multiple for the year ending August 2018 is broadly in line with the peer group
average (8.9x vs 8.7x), as is the P/E multiple (13.2x vs 12.9x).

Exhibit 4: Peer multiple analysis

Name Market cap ($m)  EV/EBITDA (x)  EV/EBITDA (x) PIE (x) PIE (x)

August 2018 August 2019 August 2018 August 2019
Carr's Group at 138p/share 179 74 71 10.8 10.7
Carr's Group at 169p/share 209 8.9 8.5 13.2 131
BayWa-Bayerische Warenvermit 1,246 10.7 9.9 124 10.0
NWF Group 129 7.7 75 132 12.7
Origin Enterprises 803 10.2 9.7 10.8 10.2
Ridley Corp 308 7.8 7.2 15.3 13.9
Wynnstay Group 118 7.3 7.0 12.6 12.3
Mean 8.7 8.3 12.9 11.8

Source: Bloomberg, Edison Investment Research. Note: prices at 12 April 2018.
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Exhibit 5: Financial summary

£m 2016 2017 2018e 2019e 2020e
Year-end August

PROFIT & LOSS

Revenue 3149 346.2 375.1 3825 388.7
EBITDA 16.5 13.9 19.0 19.8 20.6
Operating Profit (before amort. and except). 12.9 9.8 14.4 15.1 15.8
Amortisation of acquired intangibles 0.2) 0.1) (0.5 (0.5) (0.5
Share-based payments 0.1 (0.5 (0.5 (0.5) (0.5
Exceptionals 0.0 (1.3) 0.0 0.0 0.0
Operating Profit 12.8 7.9 134 14.1 14.8
Net Interest (0.8) (0.7) (1.0) (1.0) (1.0)
Share of post-tax profits in JVs and associates 2.1 2.8 2.8 2.8 2.8
Profit Before Tax (norm) 14.2 11.9 16.2 16.9 17.6
Profit Before Tax (FRS 3) 14.1 10.0 15.2 15.9 16.6
Tax (2.9) (1.7) (3.2) (3.8) (4.0)
Profit After Tax (norm) 11.2 9.9 13.0 131 13.6
Profit After Tax (FRS 3) 1.2 8.3 12.0 12.1 12.6
Post tax profit (loss) relating to discontinued operations 2.8 0.0 0.0 0.0 0.0
Minority interest (1.5) (1.3) (1.3) (1.3) (1.3)
Net income (norm) 9.7 8.6 1.7 11.8 12.3
Net income (FRS 3) 125 7.0 10.7 10.8 1.3
Average Number of Shares Outstanding (m) 90.1 914 914 914 914
EPS - normalised (p) 10.8 94 128 12.9 13.5
EPS - normalised 10.4 94 127 12.8 134
EPS-FRS 3 (p) 13.8 77 1.7 1.8 124
Dividend per share (p) 3.8* 4.0 43 45 4.7
EBITDA Margin (%) 5.2 4.0 5.1 5.2 53
Operating Margin (before GW and except.) (%) 41 2.8 3.8 39 4.1
BALANCE SHEET

Fixed Assets 63.1 87.9 86.6 85.2 83.6
Intangible Assets 1.7 26.5 26.4 26.2 26.1
Tangible Assets, Deferred tax assets and Pension surplus 51.4 61.4 60.2 58.9 57.5
Current Assets 1391 1211 1224 124.8 1271.7
Stocks 334 37.0 38.5 39.0 39.5
Debtors 57.2 60.2 63.5 64.5 65.0
Cash 484 23.9 204 21.3 23.2
Current Liabilities (69.0) (73.7) (71.7) (69.2) (66.7)
Creditors including tax, social security and provisions (47.3) (56.7) (57.7) (58.2) (58.7)
Short term borrowings (21.6) (17.1) (14.1) (11.1) 8.1)
Long Term Liabilities (23.1) (29.4) (29.4) (29.4) (29.4)
Long term borrowings (18.6) (21.0) (21.0) (21.0) (21.0)
Retirement benefit obligation 0.0 0.0 0.0 0.0 0.0
Other long term liabilities (4.5) (8.4) (8.4) (8.4) (8.4)
Net Assets 110.1 105.9 107.8 11.4 115.2
Minority interest (13.4) (14.4) (15.4) (16.4) (17.4)
Shareholders’ equity 96.7 91.5 924 94.9 97.8
CASH FLOW

Operating Cash Flow 1.7 15.1 15.2 18.8 20.1
Net Interest (0.5) (0.7) (1.0) (1.0) (1.0)
Tax (1.1) (1.2) (3.2 (3.8) (4.0)
Investment activities (2.9 (1.1) (3.8) (3.8) (3.8)
Acquisitions/disposals 22.7 (13.2) 4.1) (2.3) (2.3)
Equity financing and other financing activities 1.0 0.1 0.0 0.0 0.0
Dividends (3.3) (19.5) (3.7) (3.9 4.1)
Net Cash Flow 275 (20.4) (0.5) 39 49
Opening net debt/(cash) 244 (8.1) 141 14.7 10.7
HP finance leases initiated 0.0 0.0 0.0 0.0 0.0
Other (5.1) 1.9 0.0 0.0 0.0
Closing net debt/(cash) (8.1) 141 14.7 10.7 5.8

Source: Edison Investment Research, Carr’s Group accounts. Note: *excluding 17.54p special dividend.
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . 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 Pty Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. Edison Germany
is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2018 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Carr's Group 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 Investment Research Pty Limited (Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd (AFSL: 427484)) and any access to it, is intended only for
"wholesale clients" within the meaning of the Corporations Act 2001 of Australia. 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
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