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Chamberlin

On-track; Turbo-charging into a new growth phase

Chamberlin is on track both strategically and operationally following its recent
repositioning move. The Group is developing its product offering to the automobile
turbocharger industry through expansion of its principle operational facilities. The
risk/reward profile remains favourable and the shares remain attractively valued
both against its peer group and on a DCF basis.

>

2016/17 results and outlook statement: 2016/17 results were in line with
expectations. Underlying revenues were up 10% with gross margins up at 21.6%.
Net debt at 31° March 2017 was £6.8m. The outlook statement was positive
with the Board confident of further progress through 2017. We are maintaining
our 2017/18 forecasts for strong profitable revenue growth.

Growth prospects: Sales are driven by the global automotive industry and
engineering economy with 53% of sales exported from UK. The main growth
opportunity is the turbocharger castings market, benefiting from petrol-engine
downsizing, regulatory drivers and limited competition. Growth will be driven
by the recent contract win with leading turbocharger producer, BorgWarner and
enhanced competitiveness from £ weakness.

Competitive Positioning: Chamberlin operates across diversified markets with
high barriers to entry protected by process know-how and market regulation.
We believe that the Group has a strong, credible management team with a
proven track record. The 2017 contract win reflects the ability to compete
internationally in its specialist area.

Valuation: The shares remain attractively valued, trading on calendar 2017
EV/sales and EV/EBITDA of 0.5 and 6.1 times respectively, compared with sector
averages of 1.1 and 8.7 times respectively. Our DCF valuation, using a WACC of
10% suggests that the shares remain undervalued with a fair value estimated at
over 200p.

Investment summary: The company is repositioning itself from a traditional
engineering company to become a key supplier to the automotive turbocharger
sector. The shares offer the opportunity to invest in a cyclical stock with high
operational leverage. The risk/reward profile remains favourable and the shares
remain attractively valued against its peer group and on a DCF basis.

Financial summary and valuation

Year End March (£Em) 2016 2017 2018E 2019E
Sales 29.1 32.1 36.9 39.4
Gross profit 5.9 6.9 8.4 8.9
EBITDA 15 2.0 3.7 4.3
Underlying EBIT 0.4 0.7 2.2 2.7
Reported EBIT 0.1 0.4 1.8 2.3
Underlying PTP 0.65 0.57 1.94 2.32
Underlying EPS (p) 1.5 4.5 19.5 23.4
Statutory EPS (p) -4.4 -12.2 9.5 13.4
Net (debt)/cash -3.2 -6.8 -7.5 -6.7
P/E (x) - - 9.0 7.5
EV/sales (x) 0.4 0.6 0.6 0.5
EV/EBITDA () - - 6.0 5.1

Source: Hardman & Co Research

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

Fundamental prospects

encouraging

New machining facility Established

Global competitiveness,
environmental standard

maintenance

Beneficiary of new contract win

Investment conclusion

The company has repositioned itself from a traditional engineering company to a key
supplier to the automotive turbocharger sector. The business continues making good
progress and in line with management expectations. This reflects a healthy trading
environment, new business initiatives, the management's focus on cost efficiencies
and improving processes and continues to achieve profitable revenue growth.

The shares offer the opportunity to invest in a cyclical stock with high operational
leverage. The risk/reward profile is favourable and the shares remain attractively
valued against its peer group and on a DCF basis.

Fundamental Prospects

Growth is primarily driven by the global automotive industry and engineering
economy, with 53% of sales exported from the UK. The main growth opportunity is
the turbocharger castings market which benefits from regulatory drivers and limited
competition. Growth will be enhanced by the recent contract win with a leading
turbocharger producer. Furthermore, the “Category A “classification by a key
supplier opens up additional opportunities.

To support Chamberlin's move into fully machined components for automotive
turbochargers, a new machining facility is being established with an initial £1.8m of
investment. This has been funded through a Regional Growth Fund grant and new
debt facilities from HSBC. Production at the new facility commenced in early
2017. The facility, when complete, will position the Group as the only fully
integrated supplier of grey iron bearing housings in Europe and is expected to open
up significant new long term growth opportunities for the Group.

Strategic Thrust

The key strategic thrust for the group is to ensure competitiveness on a global basis,
with maintenance of environmental standards at its foundries and recruitment of
skilled employees.

Major new contract wins in the automotive turbocharger market support ongoing
growth and the recently opened new machining plant helps to strengthen the
group’s market positioning and widen opportunities.

Outlook Statement

Prospects for the current financial year remain very encouraging. The strategic
actions completed over the last year improve Chamberlin's competitive positioning
and management are continuing to focus on margin development across both areas
of operations. The automotive turbocharger sector is a high growth area and with
the new machining capability in operation the group is placed to expand further.
Production volumes from last year's major new automotive contract win should
increase over 2017 and will help to support growth in revenue and profitability.
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2016717 results reflect improving

operating environment

Significant pension scheme deficit

Attractive valuation compared with

peer group and on DCF basis

Finances

2016/17 results reflected the improving operating environment and were much as
expected. Gross margins were 21.6%. Net debt stood at £6.8m on 31/03/17
compared with £3.2m at March 2016, the increase reflecting investment in the new
machining facility. We do envisage the group having any immediate reason to call on
the market or increase its pension fund contribution significantly

Risks

There are a number of potential risks and uncertainties which could have an impact
on the group’s performance. Risks include developments with the automotive
industry, foreign currency and raw material price fluctuations as well as specific
market deterioration and production failures.

From a financial standpoint, we note that the group has a significant pension scheme
deficit and that with high capital expenditure and limited free cash flow, the deficit
is likely to remain at a relatively high level.

Overall though, we remain confident that management is taking appropriate action
to mitigate these risks.

Valuation

The shares remain attractively valued trading on calendar 2017 EV/sales, and
EV/EBITDA ratios of 0.5 and 6.1 times respectively, compared with sector averages
of 1.1 and 8.7 times respectively. Our DCF valuation, using a WACC of 10% suggests
that the shares are undervalued with a fair value estimated at over 200p.
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Disclaimer

Hardman & Co provides professional independent research services. Whilst every reasonable effort has been made to ensure that the information in the research
is correct, this cannot be guaranteed.

The research reflects the objective views of the analysts named on the front page. However, the companies or funds covered in this research may pay us a fee,
commission or other remuneration in order for this research to be made available. A full list of companies or funds that have paid us for coverage within the past
12 months can be viewed at http://www.hardmanandco.com/

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies which
pay Hardman for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman or if they were held
before the company appointed Hardman. In such cases sales will only be allowed in limited circumstances, generally in the two weeks following publication of
figures.

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide
investment banking services to corporate clients.

Hardman & Co does not make recommendations. Accordingly, we do not publish records of our past recommendations. Where a Fair Value price is given in a
research note 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 may publish further
notes on these securities/companies but has no scheduled commitment and may cease to follow these securities/companies without notice.

Nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell securities by us.

This information is not tailored to your individual situation and the investment(s) covered may not be suitable for you. You should not make any investment decision
without consulting a fully qualified financial adviser.

This report may not be reproduced in whole or in part without prior permission from Hardman &Co.

Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the Financial
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259. However, the
information in this research report is not FCA regulated because it does not constitute investment advice (as defined in the Financial Services and Markets Act
2000) and is provided for general information only.

Hardman & Co Research Limited (trading as Hardman & Co)
35 New Broad Street

London

EC2M INH

T +44 (0) 207 194 7622

Follow us on Twitter @HardmanandCo (Disclaimer Version 2 — Effective from August 2015)
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