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Rakon Limited
Amid Weak Core Markets, Al Sales Start Soon
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Rakon Limited's (RAK) 1H25 was marked by significant challenges, as the Telecommunications and Positioning segments
faced subdued demand amidst adverse market conditions. Profitability declined more sharply than anticipated, driven by
diseconomies of scale and costs associated with transitioning production to India. Following a 1H25 EBITDA loss of -
NZ$7.3m, RAK revised its FY25 underlying EBITDA guidance to the lower half of its previous NZ$5m to NZ$15m range.
Despite these pressures, RAK does not believe it has lost market share in its core segments, except in the more consumer
orientated Positioning markets. The company is balancing short-term cost reductions with strategic investments in growth
areas, such as Space and Defence, and Al and Cloud infrastructure, maintaining its commitment to long-term R&D
investment through the cycle. Positively, RAK expects significant revenue contributions from Al and Cloud Infrastructure
contracts to commence in 1H26, with the segment projected to become core within five years. While RAK is targeting an
ambitious +25% CAGR in medium-term revenue from FY26 to FY29, we make substantial cuts to near-term revenue and
earnings forecasts. We now model a subdued recovery in Telecommunications and Positioning, partially offset by strong
expectations in Al and Cloud Infrastructure, and Space and Defence. Our new FY25 underlying EBITDA estimate is
NZ$6.4m, toward the bottom of the guidance range. Consequently, our blended spot valuation declines -10% to NZ$0.79.

NZX code RAK Financials: Mar/ 24A 25E 26E 27E Valuation (x) 24A 25E 26E 27E
Share price NZ$0.64 Rev (NZ$m) 1284 109.6 135.5 162.9 PE 32.6 nfa 172 7.0
Spot Valuation NZ$0.79 (from 0.88) NPAT* (NZ$m) 45 -35 85 212 EV/EBIT 48.7 nfa 137 54
Risk rating High EPS* (NZc) 20 -15 3.7 9.2 EV/EBITDA 125 37.0 75 40
Issued shares 229.8m DPS (NZc) 0.0 0.0 0.0 15 Price /NTA 1.0 1.0 10 0.9
Market cap NZ$147m Imputation (%) 100 0 0 100 Cash divyld (%) 0.0 0.0 00 23
Avg daily turnover 81.2k (NZ$82k) *Based on normalised profits Gross div yld (%) 0.0 0.0 00 33
What's changed?

= Earnings: Our underlying EBITDA estimates fall -55%/-16%/-2% over FY25/FY26/FY27 respectively, on operating deleverage.
= Target price: Our blended spot valuation falls -9cps to NZ$0.79.

1H25 core Telecommunications and Positioning segments remained under considerable pressure — cost out is helping

RAK reported NZ$41.7m in 1H25 revenue, a -32% decline against the same period last year, driven by sustained weakness in its
Telecommunications and Positioning segments. The company advanced its cost reduction programme during the period, reducing
personnel numbers by -22% year-on-year, and transferring key production lines to its manufacturing facility in India. While these
measures are expected to support margin recovery as production stabilises, we anticipate further significant cost efforts will be
required in 2H25 to achieve RAK’s NZ$5m to NZ$10m EBITDA guidance range. Despite challenges, the company anticipates an
improved 2H25 performance, supported by early signs (in September/October) of stabilisation in the Telecommunications segment.

Opportunities in Space and Defence, Al and Cloud Infrastructure markets develop

The Space and Defence, and Al and Cloud infrastructure segments are central to RAK's return-to-growth strategy. The Space and
Defence segment sustained its positive momentum, achieving a +10% revenue increase in 1H25 and marking its fourth consecutive
half-year of growth. Meanwhile, the emerging Al and Cloud infrastructure segment is poised to become a key growth driver,
underpinned by contracts secured from leading industry player(s). Meaningful contributions from this segment are expected to
materialise from 1H26, further diversifying RAK's revenue base and strengthening its earnings recovery.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
Forsyth Barr has been engaged and paid by the company covered in this report for ongoing research coverage. Please refer to the full disclaimers and disclosures.
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Rakon Limited (RAK)

Market Data (NZ$)

Priced as at 27 Nov 2024

52 week high/ low

Market capitalisation (NZ$m)

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital

Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2023A
180.7
411
(7.8)
333
(0.5)
(1.5)
(8.1)

23.2

23.2
10.1
15

2023A
4.1
-18.3
-19.5
-29.9
-29.9

2023A
411
(18.2)
(10.5)
(1.3)
11
(18.7)

(2.5)
(10.1)

(10.1)

2023A
84.1
34.4
77
3.4
26.0
155.6
(16.5)
25
127
156.9

155.6

2024A
1284
10.9
(8.1)
28
(0.1)
(2.3)
4.2

4.5

4.5
20

2024A
-29.0
<734
-91.6
-80.6
-80.6
-100.0

2024A
10.9
2.8
(3.6)
6.6
16.8
(15.6)

(2.1)
(0.9)
(2.9)

(3.9)

2024A
813
40.1
10.8
6.2
25.3
163.7
(11.2)
5.0
10.7
159.3

163.7

0.64

1.33/0.59

147.1

5.00%

145

12.8%

2.0%

2025E 2026E 2027E
109.6 135.5 162.9
3.9 19.8 36.5
(8.6) (9.0) (9.0)
(4.7) 10.8 275
(0.7) (0.7) (0.5)
0.8 1.3 1.3
1.2 (2.8) (7.2)

0 0 0
(3.5) 8.5 21.2
0 0 0
(3.5) 8.5 21.2
(1.5) 3.7 9.2
0 0 15
2025E 2026E 2027E
-14.6 237 20.2
-64.4 >100 84.6
n/a n/a >100
n/a n/a >100
n/a n/a >100
n/a n/a n/a
2025E 2026E 2027E
3.9 19.8 36.5
7.8 (2.5) (8.2)
0.5 (3.5) (7.7)
0.8 1.3 1.3
13.0 15.0 219
(14.4) (7.1) (7.8)
0 0 0
(2.1) (2.2) (2.2)
(3.6) 57 11.9
0 0 (2.3)

0 0 0
(3.6) 57 9.6
2025E 2026E 2027E
734 75.9 84.2
45.5 42.8 40.9
132 16.0 18.6
9.2 7.3 54
253 253 25.3
166.7 167.3 174.4
(7.6) (13.4) (22.9)
7.8 57 34
10.7 10.7 11.8
155.8 164.4 182.1
0 0 0
166.7 167.3 174.4
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Spot valuation (NZ$)
DCF
PE driven comparables valuation

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios

EV/Sales (x)

EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Adj. free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Segment Revenue (NZ$m)
Telecommunications
Positioning

Space and Defence

loT, Emerging and Other
Other revenues

Total Revenue

Segment Gross Margin (%)
Telecommunications
Positioning

Space and Defence

loT, Emerging and Other

Segment Gross Margin (NZ$m)
Telecommunications
Positioning

Space and Defence

loT, Emerging and Other

"Underlying EBITDA" (NZ$m)
Underlying EBITDA estimates

2023A
0.7

32

3.9

6.3

10
-6.8
5.9

23

3.3

2023A
64.1
79.1
-11.7
n/a

2023A
16.1
14.8
11.2
228
18.4
10.3
286
100

15

2023A
101.6
33.8
28.9
17.0
-1.0
180.4

2023A
42.3
535
68.0
47.7

2023A
42.9
18.1
19.7
8.1

2023A
42.2

2024A
11
125
48.7
326
1.0
-0.6
10.0
0.0
0.0

2024A
211
82.3
-7.6

2024A

2024A
66.9
13.9
36.8
10.5
0.4
128.4

2024A
338
444
65.2
49.1

2024A
226
6.2
24.0
5.2

2024A
135

2025E
13
37.0
n/a

n/a

10
-24
74
0.0
0.0

2025E
n/a
5.7
-5.2
n/a

2025E
-24
2.2
-1.7
3.6
-4.3
13.2
193

2025E
47.5
114
43.1
7.3
0.4
109.6

2025E
270
45.0
66.0
49.0

2025E
12.8
51
284
3.6

2025E
6.4

MST
Access

0.79

0.86

0.72

219

8

-29

198

2026E 2027E
11 0.9

7.5 4.0
137 54
17.2 7.0
1.0 0.9
3.9 8.1
8.7 133
0.0 2.3
0.0 3.3
2026E 2027E
16.3 60.3
30.0 79.9
-8.9 -14.4
n/a n/a
2026E 2027E
52 125
5.2 11.6
4.2 9.9
14.6 224
7.9 16.9
5.3 4.8

93 106

0 100

0 16
2026E 2027E
63.1 79.5
13.1 144
51.2 60.5
7.7 8.1
04 0.4
135.5 162.9
2026E 2027E
33.0 40.0
45.0 47.0
65.0 64.0
49.0 49.0
2026E 2027E
20.8 31.8
5.9 6.8
333 38.7
3.8 4.0
2026E 2027E
234 40.2
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Result review

RAK's 1H25 result demonstrated the challenges of navigating a difficult operating environment while attempting to position itself for
future growth. Revenue declined to NZ$41.7m, a steep -32% decrease against the same period last year, due to ongoing weakness in
the Telecommunications and Positioning markets. RAK has taken action to counteract weak revenue, including reducing its global
workforce by -22% and investing in its India production facility.

Divisionally:

= Space and Defence: Revenue for the Space and Defence division increased to NZ$16.8m in 1H25, a +10% rise against the same
period last year. Gross margin rose to NZ$10.7m, but margin in percentage terms fell from 66.3% to 63.6%.

= Telecommunications: Segment revenue dropped to NZ$16.8m in 1H25, a -51% decline against the same period last year. The
segment recorded a gross margin of NZ$2.5m, with the margin in percentage terms falling from 31.9% to 14.9% as compared to the
same period last year. The decline in margin reflected inefficiencies from lower production volumes and one-off costs related to
facility transfers. Late 1H25 saw early signs of stabilisation, underpinned by selective 5G investments in North America. Segment
performance is expected to recover in 2H25, albeit remain subdued.

= Positioning: Revenue from the positioning segment decreased to NZ$5.5m in 1H25, down -23% against the same period last year.
The gross margin was NZ$2.5m, with the margin in percentage terms rising from 43.2% to 45.2% as compared to the same period

last year.

Figure 1. Earnings comparison (NZ$m)

Actual Actual
1H24 1H25 Change

Revenue 61.3 41.7 -32%
Cost of sales (35.1) (25.9) -26%
Gross Profit 26.1 15.7 -40%
Other operating income 0.1 0.0 n/a
Selling and marketing costs (5.8) (6.0) +3%
Research and development (8.9) (7.9) -11%
General and administration (14.1) (16.2) +15%
Total operating expenses (28.8) (30.0) +4%
Other gains/(losses) - net 3.4 - n/a
Operating profit 0.8 (15.8) n/a
Finance income 0.3 0.2 n/a
Finance costs (0.3) (0.5) n/a
Share of net profits of associates (0.6) 0.9 n/a
Profit before income tax 0.2 (15.1) n/a
Income tax expense 0.3 4.7 n/a
Net profit after tax for the period 0.5 (10.4) n/a
Profit before income tax 0.2 (15.1) n/a
Depreciation and amortisation (3.5) (4.3) n/a
Finance costs - net 0.0 (0.2) n/a
Adjustments (associates, tax, depreciation) (1.2) (1.0) n/a
Other non-cash items (0.4) (2.3) n/a
Underlying EBITDA 5.3 (7.3) n/a
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Access
Figure 2. RAK — Telecommunications revenues (half years) Figure 3. RAK — Positioning revenues (half years)
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Figure 4. RAK — Space and Defence revenues (half years) Figure 5. RAK — Other revenues (half years)
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Key charts

Figure 6. RAK — Divisional revenue stack and gross margin (%) Figure 7. RAK — Revenue by division (FY25 estimate)
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Underlying EBITDA margin (%)

Figure 8. RAK — Revenues (NZ$m) Figure 9. RAK — Underlying EBITDA
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Figure 10. RAK — Operating leverage Figure 11. RAK — Total operating expenses as % of revenue
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Earnings revisions

Despite the weak 1H25, RAK has said it expects FY25 underlying EBITDA to be in the lower half of the NZ$5m to NZ$15m guidance
range. This indicates confidence in its 2H25 recovery, plus efforts for further cost out. Management commented on the first signs of
stabilisation in key markets during September and October. We now do not expect Telecommunications and Positioning revenue to
recover to previous highs when separating out Al and Cloud Infrastructure. We also expect a higher proportion of R&D to be
capitalised going forward, affecting our expense estimates.

Figure 12. Earnings revisions

FY25E FY26E FY27E
Old New Change Old New Change Old New Change

Revenue 135.8 109.2 -20% 164.4 135.2 -18% 193.2 162.5 -16%
Cost of sales (73.2) (59.3) -19% (88.3) (71.4) -19% (102.4) (81.2) -21%
Gross Profit 62.6 50.0 -20% 76.2 63.8 -16% 90.8 81.2 -11%
Selling and marketing costs (10.6) (11.4) +7% (11.4) (11.7) +3% (13.0) (12.3) -5%
Research and development (19.0) (15.3) -20% (21.4) (14.9) -30% (23.2) (16.2) -30%
General and administration (29.1) (28.3) -3% (27.7) (26.9) -3% (26.3) (25.5) -3%
Total operating expenses (58.8) (55.0) -6% (60.4) (53.4) -12% (62.5) (54.1) -13%
Operating profit 41 (4.7) n/a 16.1 10.8 -33% 28.7 27.5 -4%
Finance income 0.3 0.3 n/a 0.1 0.1 n/a 0.2 0.2 n/a
Finance costs (1.0) (1.0) n/a (0.8) (0.8) n/a (0.7) (0.7) n/a
Share of net profits of associates 0.8 0.8 +0% 1.3 1.3 +0% 1.3 1.3 +0%
Profit before income tax 4.2 (4.6) n/a 16.7 11.4 -32% 29.5 284 -4%
Income tax expense (1.2) 1.2 n/a (4.2) (2.8) -32% (7.5) (7.2) -4%
Net profit for the period 3.2 (3.5) n/a 12.6 8.5 -32% 22.0 21.2 -4%
Profit before income tax 4.2 (4.6) n/a 16.7 114 -32% 29.5 28.4 -4%
Depreciation and amortisation (7.7) (8.6) n/a (8.3) (9.0) n/a (8.5) (9.0) n/a
Finance costs - net (0.7) (0.7) n/a (0.7) (0.7) n/a (0.5) (0.5) n/a
Adjustments for associate share of interest, tax (0.8) (0.8) n/a (1.3) (1.3) n/a (1.3) (1.3) n/a
and depreciation

Other non-cash items (1.0) (1.0) n/a (1.0) (1.0) n/a (1.1) (1.2) n/a
Underlying EBITDA 14.4 6.4 -55% 28.0 234 -16% 40.9 40.2 -2%

Source: Forsyth Barr analysis

Figure 13. RAK's short to medium-term revenue aspirations by segment
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Additional data

Figure 14. Share price performance Figure 15. Substantial shareholders
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Figure 16. International valuation comparisons using consensus data (one and two year forward)

Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYId

(m) 1yr 2yr 1yr 2yr 1yr 2yr 1yr
Rakon RAKNZ NZ$0.64 NZ$147 22.1x 9.6x 9.1x 5.3x 17.9x 7.4x 1.6%
TXC 3042TT TWD106.00 TWD36,357 13.9x  12.1x 9.5x 7.5x 13.2x  10.6x 5.9%
Sitime SITMUS US$209.76 US$4,900 >75x  73.9x >75x  40.8x >75x  59.5x 0.0%
Microchip Technology MCHP US US$68.41 US$36,737 30.6x  20.2x 22.3x  15.7x 27.0x  19.6x 2.7%
Siward Crystal Technology 2484TT TWD26.80 TWD4,272 n/a n/a n/a n/a n/a n/a 0.0%
Daishinku 6962T ¥517.00 ¥18,714 14.3x 8.0x 5.0x 4.1x 15.0x 9.2x 5.7%
Nihon Dempa Kogyo 6779T ¥921.00 ¥21,301 6.2x 4.9x 4.1x 3.4x 6.8x 5.6x 3.8%
Seiko Epson 6724 )P ¥2732.50 ¥1,051,863 14.5x  12.5x 6.1x 5.7x 11.4x  10.2x 2.8%
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Disclosures

Important information about this publication

Forsyth Barr Limited (“Forsyth Barr”) holds a licence issued by the Financial Markets Authority to provide financial advice services. In making this publication
available, Forsyth Barr (and not any named analyst personally) is giving any financial advice it may contain. Some information about us and our financial
advice services is publicly available. You can find that on our website at www.forsythbarr.co.nz/choosing-a-financial-advice-service Please note the
limitations in relation to distribution generally, and in relation to recipients in Australia in particular, as set out under those headings below.

This publication has been commissioned by Rakon Limited (“Researched Entity”) and prepared and issued by Forsyth Barr in consideration of a fee payable
by the Researched Entity. Forsyth Barr follows a research process (including through the Analyst certification below) designed to ensure that the
recommendations and opinions in our research publications are not influenced by this arrangement and the other interests of Forsyth Barr and related
parties disclosed below. However, entities may not be willing to continue to pay for research coverage that includes unfavourable views.

Any recommendations or opinions in this publication do not take into account your personal financial situation or investment goals, and may not be suitable
for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Adviser.

Past performance is not indicative of future performance. Estimates of future performance are based on assumptions that may not be realised. If provided,
and unless otherwise stated, the closing price provided is that of the primary exchange for the issuer’s securities or investments.

This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that information
has not been independently verified or investigated by Forsyth Barr. If there are material inaccuracies or omissions in the information it is likely that our
recommendations or opinions would be different. Any analyses or valuations will also typically be based on numerous assumptions (such as the key WACC
assumptions); different assumptions may yield materially different results.

Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you.
In giving financial advice, Forsyth Barr is bound by duties under the Financial Markets Conduct Act 2013 (“FMCA”) to:

e exercise care, diligence, and skill,

e give priority to the client’s interests, and

e when dealing with retail clients, comply with the Code of Professional Conduct for Financial Advice Services, which includes standards relating to
competence, knowledge, skill, ethical behaviour, conduct, and client care.

There are likely to be fees, expenses, or other amounts payable in relation to acting on any recommendations or opinions in this publication. If you are
Forsyth Barr client we refer you to the Advice Information Statement for your account for more information.

Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
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