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CODAN LIMITED BUY

Earnings broadening across new products and markets

Technology Hardware & Equipment / Electronic Equipment & Instruments 27 May 2019
COMPANY UPDATE EVENT

Ticker CDA ' Y19 Business Update and Investor Day

Stock Price $3.30

Target Price $3.90

Forecast Capital Return 18.2% IMPACT

Forecast Dividend Yield 45% | After a strong sales performance in 2H to date, CDA have provided FY19
Estimated Total Return - 12 Mth Forward 22.7% | NPAT guidance of between $42m-$45m (vs. consensus $43m). The swing

factor in guidance relates to whether a radio communications order will ship

[ Company maicet dafa I by 30 June, or slip in to 1Q FY20.

Market Cap. $588.0m . .
Free Float (%) as | We modestly increase our FY19e NPAT by 1.2% to $44.5m, reflecting the
Enterprise Value $575.0m outlook for a slightly stronger 2H vs. 1H (1H NPAT: $22.2m).
52 Week Range $2.75-$3.37 | We have raised our FY20e NPAT by 5.4% to $45.5m, reflecting our increased
Shares Out. 1782m | confidence in the Group’s ability to generate incremental earnings from a
Avg. Daily Value $0.5m | suite of new product releases in Metal and Radio, as well as positive
_ contribution from the Tracking Solutions division.
Core NPAT - old 398 441 432 472 | INVESTMENT VIEW
Core NPAT - 39.8 44.6 45.5 49.6
o e We continue to be encouraged by the broadening of CDA’s sales mix, with
% Change 0.0 1.2 5.4 51 . . . .1s
- successful new product launches highlighting the ability for CDA to leverage
Core EPS dil. (¢) - old 2211 24.5 24.0 26.2 . . .
) its existing IP in order to access new addressable markets.
Core EPS dil. (¢) - new 221 24.8 25.3 27.5
% Change 0.0 12 54 51 | At ~13x P/E, this IP remains undervalued in our view, especially when
DPS (¢) - old 12.5 13.9 148 162 | factoring the Minetec division is yet to be monetised and the Group’s balance
DPS (¢) - new 125 14.1 155 169 | sheet capacity (~$30m net cash) remains undeployed.
% Change 0.0 1.3 4.8 4.6

Our CDA investment thesis comprises:

All figures are in AUD unless otherwise specified.
Growth across all business divisions as a strong pipeline of new product

_ releases supports the sales outlook and broadens the the earnings base.

Codan Limited vs. AS52 (rebased index) Minetec division on the cusp of commercialising product with CAT.

3.60-
World-leading hand-held Metal Detection with strong comp advantages:
2404 Market leading IP, well-established global distribution network in hard to
’ reach locations, proven depth of product replacement cycle.
3.20- High & growing returns on invested capital (~22% ROIC).
500 Proven track record of re-investing capital at high rates of return: ~60%
’ Return on Incremental Capital across FY16-FY19e.
2.80- ~$30m net cash balance sheet supporting acquisitions or enlarged dividends.
Maintain BUY. $3.90 TP (prev: $3.68).
260~ i T i i T T
May-18 Jul-18 Sep-18 Nov-18 Jan-19 Mar-19 May-19
 Cosanimied — ASE2 nden WERm® o om%e e e
EBITDA 70.6 79.5 84.9 90.9
EV/EBITDA 8.1x 7.2x 6.8x 6.3x
Core EPS (Diluted) (¢) 221 248 253 275
fﬁ‘;‘;‘;sﬁzzﬂ P/E 149x 133x 13.1x 12.0x
. S ; EPS growth 12.3%) 11.8% 2.0% 8.8%
ronan.barratt@moelisaustralia.com DPS (¢) 125 121 155 169
Yield 3.8% 43% 4.7% 51%
DPS growth (3.8%) 12.5% 10.0% 95%
Dividend Payout Ratio 56.4% 56.8% 61.2% 61.6%

All figures are in AUD.
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GROUP ESTIMATES

Moelis earnings estimates and key investor day takeaways are set out below:

Figure 1: Moelis Estimates

Profit and Loss mm FY19e | FY20e | FY21e

EBIT

Metal Detection 30 33 63 62 63
Margin 36% 38% 37% 37% 36%
Radio 10 8 19 19 22
Margin 25% 24% 25% 24% 26%
Mining Technology 0 0 0 2 6
Margin 0% -7% -4% 2% 21%
Corporate -9 -1 -20 -22 -24
Group EBIT 30 30 61 62 67
Group EBIT Margin 23% 24% 23% 23%
Net Finance Expense 0 1 1 1 1
PBT 30 31 61 62 68
Tax -8 -8 -17 -17 -19
NPAT 222 225 44.6 45.5 49.6
EPS 12.3 12.5 24.8 25.3 275
DPS 6.5 7.6 1441 15.5 16.9

Source: Company, Moelis Analysis

Metal Detection

5 new products currently under developments (usually 2-3).

Consumer division previously did ~$2-$3m sales/month, now $5-6m post Equinox
launch in 2017. A new entry-level machine (~$300/unit) to launch in Sep’19.

5 year outlook - consumer business could be bigger than gold.

Scope to roll out multi-frequency technology from equinox to gold machines

CDA have established a sales office in Brazil which is now profitable (South
Amercia is a large addresable market, CDA competitors have limited footprint).

New countermine device launched at $25k RRP / unit. Addresable market ~$20m.

Scope for strong price increses across select products in 1TH FY20.

Radio Communictions

High Frequency

o Swing factor in Group guidance relates to one HF order to Mali.

o HF entering FY20 with a strong pipeline, military 2 products gaining

traction.

o Major incumbent, Harris (~75% share), gains support from U.S
government including use of unique type 1 encryption.

o However CDA feedback suggests there is demand for simple, easy to use,
interoperable and rugged radios that are more competitively priced than
Harris. Harris are unlikely to compete on price in these smaller
orders/locations so as to retain their premium pricing model.
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Figure 2: $1.9b HF addressable market

Including:

» High Freguency (HF)

Very High Frequency (VHF)
Mesh Network
Interoperability

Satcom Integration

W W

us$i2.8b

Global Tactical il 2/ Man-Portahle,
Market Developing Stationary
Nations only & Vehicular

Segments only

Source: Company, Moelis Analysis

Land Mobile Radio
o New Cascade product ($20m investment) to launch FY21.

o  Will expand addressable from $100m (current market targeting repeaters)
to $900m (full LMR infrastructure solutions including systems integration,
ongoing maintenance/support).

o CDA expect to double sales from ~$25m to ~$50m over the next few years.

o  Will target smaller regional locations outside the core markets of the large
incumbent, Motorola (>80% market share).

Mining Technology

Will not meet previous FY19 revenue target for $15m and will produce a small loss
for the year, as commercialisation of the CAT JV has taken longer than expected.

CAT: Working through product integration and product validation at Newmont
Tanami trial.

CAT: Expect Minestar to be placed on CAT dealer catelogue in near-term which will
assist in pushing product out through CAT network.

CAT: CDA role at each new site to become lower touch over time as CAT dealers
are trained up.

CAT: Scoping the Minestar products application at Freeport mine in Indonesia
(worlds largest gold and second largest copper mine).

BHP: Progressing well. Rolling out underground tracking across ~55km worth of
tunnels at Olympic Dam (total mine has ~250km of tunnels).

Addressable market of ~2,500 underground mines globally.
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Market Cap:

Last Price: $3.30

Target Price: $3.90

Y/E Jun 30
Profit and Loss ($m) 2017a  2018a 2019  2020e  202le
Revenue 226.1 229.9 256.8 265.9 289.2| |Current Mkt Capitalisation 588.0
Growth 33.4% 1.7% 11.7% 3.5% 8.8% | |Shares on Issue 178.2
EBITDA 75.7 70.6 79.5 84.9 90.9| |Last Price 3.30
Growth 80.4% (6.7%) 12.6% 6.8% 7.1%
Dep'n & Amort (14.1) (16.7) (18.9) (23.4) (24.0)| |12 Mth Target Price 3.90
EBIT 61.6 53.9 60.6 61.5 67.0| |Total Estimated 12 Mth Return 22.7%
Growth 110.7%  (12.5%) 12.4% 1.6% 8.8% | |12 Mth Fwd Capital Return 18.2%
Net Interest Expense 0.9) 0.7) 0.6 1.0 1.3| |12 Mth Fwd Dividend Yield 4.5%
Profit Before Tax 60.7 53.2 61.2 62.5 68.2
Tax (16.0) (13.3) (16.6) (16.9) (18.7)| AETELTBEL T 2017a 2018a 2019e 2020e 2021e
Tax Rate (%) 26.3% 25.1% 27.1% 27.1% 27.4% | |EPS (Underlying) (¢) 25.2 22.1 24.8 25.3 27.5
Minorities 0.0 0.0 0.0 0.0 0.0(| Growth 111.9%  (12.3%) 11.8% 2.0% 8.8%
NPAT (Underlying) 44.7 39.8 44.6 45.5 49.6
Growth 112.0%  (10.9%) 12.0% 2.0% 8.8% | |P/E (x) 13.1x 14.9x 13.3x 13.1x 12.0x
One-Off Items 0.0 0.0 0.0 0.0 0.0 |Small Industrials (ex Fin's) 16.5x 19.3x 17.2x 15.6x 19.3x
NPAT (Reported) 44.7 39.8 44.6 45.5 49.6 |Premium / (Discount) (20.8%)  (22.7%) (22.8%) (16.3%)  (37.8%)
EPS (Underlying) (¢) 25.2 221 24.8 25.3 27.5| |EV/EBITDA (x) 7.6x 8.1x 7.2x 6.8x 6.3x
Growth 111.9%  (12.3%) 11.8% 2.0% 8.8% | |Small Industrials (ex Fin's) 11.0x 11.0x 11.8x 10.7x 9.9x
Premium / (Discount) (30.9%)  (25.9%) (38.7%) (36.5%)  (36.3%)
Balance Sheet ($m) 2017a 2018a 2019e 2020e 2021e
Cash 21.4 277 314 47.8 63.4| [DPS (¢) 13.0 12.5 14.1 15.5 16.9
Inventory 31.0 316 411 43.6 475| | Growth 116.7% (3.8%) 12.5% 10.0% 9.5%
Current Receivables 20.6 298 30.8 32.7 35.6| |Yield (%) 3.9% 3.8% 4.3% 4.7% 5.1%
PPE 12.0 12.5 14.1 14.7 15.6| [Payout Ratio (%) 51.5% 56.4% 56.8% 61.2% 61.6%
Intangibles 140.4 146.4 150.7 151.9 154.5| |Franking (%) 100.0%  100.0%  100.0%  100.0%  100.0%
Other 0.0 0.0 0.0 0.0 0.0
Total Assets 232.7 254.3 274.5 297.1 323.0| [NTA 24.6 417 50.8 68.5 86.1
Current Payables 36.6 46.3 514 54.5 59.4| NTA/Share ($) 0.14 0.23 0.28 0.38 0.48
ST Debt 0.0 0.0 0.0 0.0 0.0
LT Debt 0.0 0.0 0.0 0.0 (Ni]}l Performance Ratios 2017a 2018a 2019e 2020e 2021e
Provisions 7.7 7.8 9.5 10.1 11.0| [ROA 19.2% 15.7% 16.3% 15.3% 15.3%
Other 52.8 524 574 60.6 65.5| [ROE 27.1% 21.2% 221% 20.7% 20.6%
Total Liabilities 67.7 66.2 73.0 76.7 82.4| [ROIC 31.6% 25.2% 21.9% 26.0% 27.5%
Net Assets 165.0 188.1 201.5 220.4 240.6
Equity & Reserves 105.9 107.0 100.9 101.9 102.7| |Net Debt (Cash) ($m) (21.4) (27.7) (31.4) (47.8) (63.4)
Retained Profits 59.1 81.0 100.6 1185 137.9| |Net Debt/EBITDA (x) (0.3x) (0.4x) (0.4x) (0.6x) 0.7x)
Shareholders' Equity 165.0 188.1 201.5 2204 240.6| IND/(ND + Equity) (%) (14.9%)  (17.3%) (185%) (27.7%)  (35.8%)
Minorities 0.0 0.0 0.0 0.0 0.0] |Interest Cover (x) 84.6x 76.9x 120.7x 88.8x 71.7x
Total Equity 165.0 188.1 201.5 220.4 240.6
Working Capital (1.0) 8.0 118 125 13.6
Cashflow ($m) 2017a 2018a 2019e 2020e v{patd |Working Capital/Sales (%) (0.5%) 3.5% 4.6% 4.7% 4.7%
EBITDA 75.7 70.6 79.5 84.9 90.9
Net Interest (0.8) (0.5) 0.6 1.0 JRcIl Cash Flow Metrics 2017a 2018a 2019e 2020e 2021e
Tax (1.5) (22.6) (21.0) (16.9) (18.7)| | FCE/Share ($) 0.29 0.15 0.24 0.31 0.33
A in Working Capital 22 (0.1) (5.5) (1.3) (2.0)| |Price/FCPS (x) 11.3x 22.4x 13.7x 10.6x 10.0x
Other 14.4 0.8 17 0.6 0.9| |Free Cash Flow Yield (%) 8.9% 4.5% 7.3% 9.5% 10.0%
Operating Cash Flow 89.9 48.2 55.3 68.2 72.5| |Gross Cash Conversion 103.1%  101.2% 96.0%  100.3%  100.2%
Growth 86.5%  (46.4%) 14.6% 23.4% 6.2% | |Capex/Sales (%) (10.5%) (9.6%) (9.7%) (9.5%) (9.5%)
Capex (23.7) (22.0) (24.8) (25.2) (27.4)| | Capex/Depreciation (x) 1.7x 1.3x 1.3x 1.1x 1.1x
Acquisitions 0.0 0.0 0.0 0.0 0.0
Divestments 0.0 0.0 0.0 0.0 (X Margins 2017a 2018a 2019e 2020e 2021e
Other 0.0 (0.5) 0.0 0.0 0.0| |[EBITDA 33.5% 30.7% 31.0% 31.9% 31.4%
Investing Cash Flow (23.7) (22.5) (24.8) (25.2) (27.4)| |EBIT 27.2% 23.5% 23.6% 23.1% 23.2%
Equity Raised 0.0 0.0 0.0 0.0 0.0 [NPAT 19.8% 17.3% 17.4% 17.1% 17.1%
Dividends Paid 17.7) (19.6) (26.7) (26.6) (29.4)
Net Borrowings (26.9) 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 |[WACC (%) 10.0%
Financing Cash Flow (44.7) (19.6) (26.7) (26.6) (29.4) | | Discounted Cash Flow Valuation 3.65
FX / Non Cash Items 0.0 0.1 0.0 0.0 0.0| [Sum-of-the-Parts Valuation 0.000
Change in Cash 21.6 6.3 3.7 16.4 15.6| [Average Valuation 3.65
12 Mth Target Price 3.90
Free Cash Flow 51.9 26.2 29 55.6 58.7
Source: Company data, IRESS, Moelis Australia research estimates 27-May-19
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DISCLOSURE APPENDIX
ANALYST CERTIFICATION

The Analyst, Ronan Barratt, responsible for the content of this research report, in whole or in part, certifies that with respect to the companies or securities
that the individual analyses, that (1) the views expressed in this report accurately reflect his or her personal views on the subject companies and securities,
and (2) no part of his or her compensation was, is, or will be directly or indirectly linked to the specific recommendations or views expressed in this
research report.

I declare that:

a) to the best of my knowledge I am not in receipt of inside information and the research does not contain inside information; and
b) no other part of Moelis Australia has made any attempt to influence the research.”

RATING DEFINITIONS

All companies under coverage are assigned a rating of Buy, Hold or Sell based on the expected 12 month total return estimated by the analyst(s). The
total return is a combination of the estimated capital gain or loss, in addition to the estimated 12 month forward dividends or distributions. In relation to
all companies that Moelis Australia Securities conducts research coverage on the relevant total return bands that derive the ratings are:

Buy: >15% Hold: 5% to 15% Sell: <5%.
RATINGS DISTRIBUTION TABLE

Distribution of Ratings as at 27 May 2019
SELL 15(0) D) BUY

10.0% 35.0% 55.0%

Rating and Price Target History: Codan Limited (CDA) as of 27/05/2019
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B:2.72 B:3.32 B:3.62 B:3.64 B:3.68
22/02/18 20/05/18 27/08/18 31/1018 20/02/19
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GENERAL TERMS OF USE FOR MOELIS RESEARCH REPORTS

Research reports have been prepared by Moelis Australia Securities Pty Ltd (“Moelis Securities”), ACN 122 781 560, AFS Licence 308 241, a Participant
of the ASX Group and Chi-X and the intellectual property relating to the content vests with Moelis Securities unless otherwise noted.

GENERAL DISCLAIMER AND DISCLOSURES

Disclaimer

The information upon which this material is based was obtained from sources believed to be reliable, but has not been independently verified.
Therefore, its accuracy is not guaranteed, and except to the extent that liability cannot be excluded, Moelis Securities does not accept any liability for any
direct or consequential loss arising from relying upon the content in this document. This document is not an offer or solicitation of an offer to buy or sell
any security or to make any investment. Any opinion or estimate constitutes the analyst's best judgement as of the date of preparation and is subject to
change without notice. Due to changing market conditions, actual results may vary from forecast provided. Past performance is not an indication of
future return, and loss of original capital may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income from,
certain investments.

This document is intended to provide general advice to wholesale investors only. No investment objectives, financial circumstances or needs of any
individual have been taken into consideration in the preparation of this report. It does not purport to make any recommendation that any buying or
selling is appropriate or any person’s investment objectives or financial needs, and prior to making any investment decision a person should contact
their professional advisors on whether or not any information in this document is appropriate to their individual circumstances.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality,
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject
Moelis Securities to any registration or licensing requirement within such jurisdiction. International Investors should contact their local regulatory
authorities to determine whether any restrictions apply to their ability to purchase this investment. If you have received this document in error, please
destroy it and any copies of it immediately.

Disclosure

Moelis Australia Limited, its officers, directors, employees, agents and authorized representatives may hold securities in any of the companies to which
this document refers and may trade in the securities mentioned either as principal or as agent. Our sales and trading representatives may provide oral
or written opinions that are contrary to the opinions expressed in this document. Our related body corporate Moelis Australia Advisory Pty Ltd
(“Moelis Advisory”), may make statements or provide advisory services to the company to which this document refers and such statements may be
contrary to the views or recommendations expressed in this document. Moelis Advisory may have previously been appointed by CDA to provide
corporate advisory services for which it may have received compensation. Moelis Advisory may be appointed by CDA to provide corporate advisory
services in the future for which it may receive compensation. The analyst responsible for this document has taken reasonable care to achieve and
maintain independence and objectivity and certifies that no part of their compensation was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. The compensation of the analyst is based on overall revenues of Moelis Securities and its related
entities. The analyst may also interact with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and
interpreting market information. In producing research reports, the analyst may attend site visits and other meetings hosted by the issuers the subject of
its research report. In some instances the costs of such site visits or meeting may be met in part or in whole by the issuers concerned if Moelis Securities
considers it is appropriate and reasonable in the specific circumstance relating to the site visit or meeting and will not comprise the integrity of the
research report.

Moelis Securities is a trading participant of the ASX Group and Chi-X and earns fees and commissions from dealing in the relevant financial product.

General U.S. Disclaimer

This report is a product of Moelis Securities, which is the employer of the research analyst(s) who has prepared the report. The research analyst(s)
preparing the report is/are resident outside the United States of America (U.S.) and are not associated persons of any U.S. regulated broker-dealer and
therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements
of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company,
public appearances and trading securities held by a research analyst account.

This report is not intended for use by, or distribution to, persons in the U.S. that do not meet the definition of a major U.S. institutional investor under
Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (“Rule 15a-6"). The financial instruments described herein may not have been registered
under the U.S. Securities Act of 1933 (the “Securities Act”) and may not be offered or sold in the U.S. unless they have been registered under the
Securities Act, or pursuant to an exemption from, or in transactions not subject to, the registration requirements of the Securities Act, and in compliance
with any applicable securities laws of any state or other jurisdiction of the U.S.. This report has been prepared by Moelis Securities and is being
distributed to major U.S. institutional investors pursuant to Rule 15a-6(a)(2).

Any U.S. Persons or recipients of this Report located in the U.S. that are interested in trading the financial instruments referred to in this report should
only effect such transactions through a U.S.-registered broker-dealer.

The distribution of this report in certain jurisdictions may be prohibited or restricted by rules, regulations and/or laws of such jurisdictions and persons
into whose possession this presentation comes should inform themselves about and observe any such restrictions. Any failure to comply with such
prohibitions or restrictions may constitute a violation of the laws of such other jurisdictions.



