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e Largest market share globally, with 22% of industrial electrification
using ENS systems.

e Record backlog of $1.3 billion in orders, with an estimated $5 billion
added to the total addressable market in FY23.

e Expanding margins through tracking megatrends and targeting
efficiency improvements.

e Deployment of M&A to gain foothold in new product markets or to
improve production of existing products.

Investment Thesis

EnerSys (ENS) is an industrial solutions firm with a heavy focus on stored
energy. ENS has the largest market share in the world, with 22% of global
stored energy for industrial applications being on ENS equipment.

While most media coverage on electrification of the economy has heavily
favored on SPACs and EVs, ENS has been powering the industrial
transformation and expanding rapidly. Every segment has seen a record
backlog (total backlog $1.3 billion), with an estimated $5 billion being added
to the total addressable market in FY23.

Through dividends and extensive buybacks ENS returned $186 million to
shareholders in FY22. Though headwinds remain significant in the supply
chain, price increases have outpaced input costs for ENS, realizing an 11.5%
increase (record breaking $907 million) in revenue during 1Q23. We believe
that once headwinds subside ENS will be able to realize sustained revenue
increases and increase its share price.
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Products and Divisions
ENS primarily focuses on business-to-business (B2B) markets.

S Adjusted
FY22 Sales ($ Increase ] -
Segment - Operating
millions) (year over M -
argin
VCELD)
Energy Systems $1,537 + 11% 3.1%
Motive Power $1,361 + 17% 12.5%
Specialty $459 + 6% 9.9%

Energy systems makes up the largest portion of sales but has the lowest
margin of the segments. The segment is primarily focused on
telecommunications, uninterrupted power supplies, and utility applications.
5G and the California Public Utilities Commission (CPUC) have both proven
to be the biggest growth drivers for the segment. However, despite a record
high $850 million backlog (up 113% year over year in 1Q23), there is
significant headwinds regarding the supply chain and historically high price
increases for inputs. However, ENS does believe that fast-charging orders
for electric vehicle (EV) charging is back on track to be delivered by the end
of FY23. Tying together ENS systems is the proprietary Enersys Operating
System (EOS). Among end-clients increased adoption of EOS would
significantly reduce installation costs and potentially increase sales volume in
the long-term.

Motive power has seen strides in recent years, with ENS focusing primarily
on small-vehicle and commercial vehicle batteries. Most coverage and
venture capital money has flowed toward EVs and SPACs, allowing ENS to
quietly gain a 32% global market share, with >50% domestically in North
America. One of the largest innovations in recent years (and what drove the
acquisition of Northstar in FY19) is the thin plate pure lead (TPPL) battery.
This battery is significantly different from lithium-ion in that it offers a low-
maintenance alternative, while keeping most of the advantages of fast-
charging cells. ENS intends to increase capacity for TPPL manufacturing by

$1.5 billion by FY24.
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https://www.enersys.com/493bb4/globalassets/industries/transportation/vehicles--engine-start/enersys_tppl_battery_past_future.pdf
https://www.enersys.com/493bb4/globalassets/industries/transportation/vehicles--engine-start/enersys_tppl_battery_past_future.pdf
https://www.enersys.com/493bb4/globalassets/industries/transportation/vehicles--engine-start/enersys_tppl_battery_past_future.pdf

Finally, specialty projects segment which is the proprietary solutions for
everything from spacecraft to military applications. The most recent and
most publicized of these projects is ENS’s reliable Lithium-ion ABSL product
was used by Northrop Grumman in the James-Webb Space Telescope. The
ABSL was selected due to its extensive history, with over 300 spacecraft
using ABSL batteries.

Growth and Sustainability

The current total addressable market for ENS is estimated to be $10.4
billion, with $5 billion in new market opportunities potentially increasing TAM
to over $16 billion in 2023. As ENS expands into different markets, it is clear
that they will play a key role in the low-carbon future given their already
dominant market share.

ENS’s product roadmap involves tracking “megatrends” (5G, EVs, IoT)
closely. This may include strategically deploying M&A to enter markets
where they may not have comparable products, or where synergies would
provide significant advantage.

One of the targeted growth drivers for ENS is expanding the margin on
products offered through marketing of higher value products. The strategy
hopes to harness the trend for maximum uptime with 5G. Since much of 5G
systems relies on millimeter-wave technology requiring many small cell
towers and boosters, there is significant need to ensure that all nodes stay
online.

Risk

The primary risk facing ENS is supply chain issues and procurement of
inputs. China is the largest supplier of rare-earth metals in the world, with
the zero-covid policy proving to be a detriment for firms globally. While ENS
has increased prices faster than the cost of inputs has risen, it could
potentially slow adoption significantly if the price of electrification exceeds
the perceived benefits.

ENS does expect headwinds to subside into FY23, with the backlog shrinking
significantly by the end of the fiscal year.
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https://investor.enersys.com/news-releases/news-release-details/enersysr-absltm-lithium-ion-li-ion-batteries-successfully-launch

Peer Comparisons
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Disclaimer and Related Information

This article is a financial publication and is provided for educational purposes
only. It is not an investment recommendation nor investment advice.
It does not take into account your personal circumstance and whether this
investment is appropriate for you, your objectives, or your risk tolerance.
Under no circumstance is Building Benjamins LLC responsible for any actions
that you may take after reading this educational information. Nothing from
Building Benjamins should be considered personal investment advice.
Building Benjamins, the website, emails, interviews, social media pages and
other materials are published by Building Benjamins LLC. Investing, and in
particular, stock investing, is risky and may result in losses and sometimes
loss of your entire investment. Stock investing has company-specific
operational risks like demand, competition, legal and regulatory, as well as
broader financial market risks like liquidity, economic cycle, and government
policy. You may lose money in any stock investment that you make, and you
are solely responsible for those decisions.

Mr. Halliburton and/or his family office will have positions in the securities
discussed in this educational report. Mr. Halliburton is sharing his investment
knowledge and strategy with you as an educational endeavor. He may
transact in the security discussed at a later date prior to or without
notification in this format. This is not investment advice but only a discussion
of select investments that Mr. Halliburton has made or actions that he has
taken in his own portfolios. This is an investment blog about Mr.
Halliburton’s portfolio.

Building Benjamins is an investment newsletter, and the information
contained cannot be reproduced, copied, or redistributed without the written
authorization of Building Benjamins LLC. US copyright laws apply. We rely on
information from sources we believe to be reliable, including the companies
themselves but cannot guarantee the accuracy of the information that we
provide. You rely on this information at your own risk and are responsible for
the verification of the data.
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