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The 600 Group is a designer and
manufacturer of industrial products
active in machine tools, components
and laser marking. The US represents
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UK 15%.
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THE 600 GROUP

Acquisition of CMS attractive and EPS-enhancing

The Control Micro Systems Inc (CMS) acquisition (US) is strategically attractive.
Trading remains good, with a healthy and improved order book, and growth
enhanced by new product launches and new market entry. The group remains
competitively well positioned, with a world-class reputation in machine tools and
laser marking. The shares stand at a discount to the peer group and to a DCF
valuation, and offer an appealing yield.

>

Strategic developments: The CMS acquisition strengthens the competitive
position of the group’s TYKMA laser marking subsidiary. The $10m
consideration was part-funded from the group’s cash resources, boosted by
monies from the recent pension scheme settlement, a new $3.25m five-term
loan and $1m in new shares.

Financial impact: The consideration represents transaction multiples of around
0.9x sales and 5x EBITDA. We believe the deal will be immediately earnings-
enhancing (over 10%), even before any synergies or efficiency gains. (We will
be adjusting our forecasts post release of the group’s final results in early July.)

Current trading: Despite the continued macroeconomic and political (trade
war/Brexit) uncertainties, enquiry and quotational activity has remained good,
with further progress in the group’s order book.

Competitive position: The 600 Group has strong global brand recognition,
with, as a key differentiator, the provision of high-service/customer support.
The group is regarded as well positioned within highly competitive and
fragmented industries, where barriers to entry are generally low.

Investment summary: The shares offer the opportunity to invest in a de-risked
cyclical stock with good operational leverage, enhanced by new product
launches and new market entry. Cyclicality has been de-risked through
development of repeat/recurring business and activities in high-margin,
economically less sensitive spares/services operations. The risk/reward profile
is favourable, and the shares stand at a discount to the peer group and to a DCF
valuation, with an appealing yield.

Financial summary and valuation

Year-end Mar ($m) 2017 2018 2019E 2020E
Sales 58.8 66.0 69.7 73.9
Gross profit 20.5 23.0 24.4 25.8
EBITDA 4.5 4.9 54 6.0
Underlying EBIT 3.8 4.2 4.8 54
Underlying PTP 2.7 3.1 3.7 4.4
Underlying EPS (c) 2.7 3.2 3.1 3.6
Statutory EPS () 2.7 3.7 3.1 3.6
Net (debt)/cash -17.1 -15.6 -15.7 -8.9
Dividend (p) 0.00 0.50 0.60 0.72
P/E (x) 7.0 7.5 7.5 6.8
Dividend yield 2.7% 3.2% 3.9%

Source: Hardman & Co Research

Disclaimer: Attention of readers is drawn to important disclaimers printed at the end of this document


mailto:ps@hardmanandco.com

Disclaimer

Fromekagn & Co provides professional indepgfident research services and all information usefl in the Wyblication of this report\nas been compiled from publicly
available sotmsesthat are believed to be r#iable. However, no guarantee, warranty or represgntation, expss or implied, can be {ven by Hardman & Co as to the
accuracy, adequacy oresagleteness gf the information contained in this research and thgy are not respodible for any errors &r omissions or results obtained
from use of such information. NeweLtdardman & Co, nor any dffiliates, officers, directorfs or employees accsgt any liability or \esponsibility in respect of the
information which is subject to ghange withomsagtice and may only be correct at the stafed date of their issue, &cept in the casg of gross negligence, fraud or
wilful misconduct. In no evenivill Hardman & Co, its affiffoeesQr any such parties be liable fo you for any direct, speciaNpdirect, conskquential, incidental damages
or any other damages of gy kind even if Hardman & Co has been tretwsed of the possibilfty thereof.

This research has begd prepared purely for information purposes, and nothing in this Tegrextshould be construed as an offer, W the soKcitation of an offer, to buy
or sell any security/product, service or investment. The research reflects the objectivefviews of thesssalyst(s) named on the frdQt page and does not constitute
investment adyfe. However, the companies or legal entities covered in this research ghay pay us a fixed fee imoreeLfor this researdq tdbe made available. A full
list of compghies or legal entities that have paid us for coverage within the past 12 fnonths can be viewed at http://wwWwiekdmand_deo.com/legals/research-
disclosurgs. Hardman may provide other investment banking services to the companfes or legal entities mentioned in this report.

Hargfan & Co has a personal dealing policy which restricts staff and consultants’ dgaling in shares, bonds or other related instruments/6f companies or legal entities
ich pay Hardman & Co for any services, including research. No Hardman & Co ptaff, consultants or officers are employed or epéaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & o.

Hardman & Co does not buy or sell shares, either for their own account or for gther parties and neither do they undertai€ investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not fnake recommendations. Accordingly Ahey do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such fas a DCF or peer comparison, this is/the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co nfiay publish further notes on these g€curities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companieqand legal entities without noticg/

The information provided in this document is not intended for distribution tg, or use by, any person or eni#y in any jurisdiction or country where such distribution or
use would be contrary to law or regulation or which would subject Hardmap & Co or its dffiliates to apyf registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain invegtors. Investments in spdll and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantfal amount of his or h#r investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns.fSecurities or legal ghtities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatnfent, the tax tregifment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investmefit objectives gAd financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must mgike his or he#own independent decisions and obtain their own independent advice regarding
any Tmfekagtion, projects, securities, tax treatment or financial ingtruments shentioned herein. The fact that Hardman & Co has made available through this
document varioUsssfQrmation constitutes neither a recommendaifion to egfter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for yossEgch investor should consider whether gf investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs~Qbjectives and finangfal gfcumstances.

This document constitutes a ‘financial promotion’ for Trre~augdoses of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice.
This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of
Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies
House with number 8256259.
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