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Executive Summary

Investment Recommendation: Buy

Rheinmetall AG is a leading European aerospace and defense company based in
Dusseldorf, Germany. Founded in 1889, it has evolved over more than a century to
become a significant global player in military mobility and security technologies with a
wide industrial footprint. The company operates across four main segments: Vehicle
Systems, Weapon and Ammunition, Electronic Solutions, and Power Systems,
serving primarily NATO-aligned governments with highly specialized defense
products.

The ongoing geopolitical tensions, notably the Ukraine conflict, have catalyzed a
historic rearmament and defense spending cycle in Europe and other allied countries.
Rheinmetall benefits directly from this structural tailwind through robust order
backlogs, solid contract visibility, and an increasing shift towards advanced digitized
and unmanned platforms.

Recent inclusion in the German DAX 40 index enhances visibility and institutional
demand for the stock. The company shows promising financial metrics, including
above-average operating margins (~15%) for the sector, strong profitability (ROE
~22%), and a manageable capital structure with moderate leverage (Debt/Equity
~0.35).

Valuation appears stretched vs. historical norms and peers (trailing P/E ~93x,
forward ~58x), reflecting rapid growth and margin expansion expectations, but the
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underlying fundamentals, consistent cash flow generation, and strong economic moat
justify a medium- to long-term positive outlook.

1. Company Overview

Corporate Profile:

e Name: Rheinmetall AG

o Headquarters: Rheinmetall Platz 1, Dusseldorf, Germany
e Founded: 1889

e Sector: Industrials — Aerospace & Defense

e Industry: Aerospace & Defense

o Employees: ~29,500

o Stock Exchange: XETRA (Frankfurt) — Ticker: RHM.DE
o Market Capitalization: Approx. €77.3 billion

e Stock Price (as of July 2025): €1,731.50

o 52-Week Range: €437.5 —€1,944

» Dividend Yield: 0.46%

¢ Ownership:
o Insider ownership: ~1.7%

o Institutional ownership: ~44% (notable holdings by Vanguard International
Funds, etc.)

o High liquidity with a free float exceeding 99%

2. Business Model and Revenue
Streams

Segment Breakdown

Rheinmetall’s operations are segmented into four core businesses:
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1. Vehicle Systems: Design and manufacture of combat vehicles, logistics
vehicles, special armored vehicles including tracked and wheeled variants,
chemical, biological, radiological and nuclear (CBRN) protection systems,
artillery, turret systems, and support logistics vehicles.

2. Weapon and Ammunition: Production of sophisticated weapons, ammunition,
propellants, allied protection systems, and international service projects.

3. Electronic Solutions: Systems for sensors, networking platforms for
communication, automated connected soldier effectors, cyber-protection
systems, command, control and reconnaissance systems, and training simulators
for military and civil applications.

4. Power Systems: Supplying advanced control technologies and digital
applications primarily for the automotive and energy sector—covering areas like
emissions control, e-mobility, hydrogen tech, lightweight materials, and global
aftermarket support.

Revenue and Customers

e The majority of Rheinmetall's revenue derives from defense contracts,
accounting for approximately 90% of sales. The remainder comes from civilian
and commercial customers, especially in power systems.

e Geographically, Germany and the wider European region are critical, with
expanding revenues across North America and Asia reflecting a growing global
footprint.

e Rheinmetall maintains a broad product portfolio characterized by high complexity,
regulatory barriers, and long development and production lead times.

e The company benefits from high switching costs and long-term bilateral
government contracts, creating a wide economic moat with stable backlog
visibility.

Competitive Advantages

o Technological expertise: Extensive IP in weapons, armored vehicles, and
electronics.



Regulatory and certification complexity: High barriers that protect market
share.

Strong established relationships with NATO and allied governments.
Diversified product portfolio across defense and mobility sectors.

Operational scale and innovation, enabling margin expansion potential.

3. Governance and Management
Analysis

Leadership

CEO: Mr. Armin Theodor Papperger (age 61) - Long-serving executive with a
solid engineering background and over a decade at the helm.

CFO: Mr. Klaus Jurgen Neumann - Finance professional with a track record in
aerospace and defense sectors.

Other Key Executives: Heads of divisions with deep domain knowledge in
innovation, operations, compliance, and corporate communication.

Board of Directors

Features a balanced composition with a majority of independent members,
ensuring robust governance.

Specialized committees overseeing audit, remuneration, governance, and risk.

High transparency and alignment of executive compensation with long-term
shareholder value.

Strong anti-corruption protocols and minority shareholder rights protections.

Management Track Record

o Known for executing strategic pivots, focusing on defense as a core area post-

2012 divestitures of unrelated businesses.

» Historically meeting or exceeding guidance targets.



o Prudent capital allocation, balancing R&D, selective M&A, and shareholder
returns.

4. Industry and Market Position

Sector Overview

Rheinmetall operates in the global defense sector, which is characterized by:

» High government expenditure with spending driven by geopolitical imperatives.
» Consolidation among large players creating oligopolistic dynamics.

¢ Lengthy product development cycles with extensive regulatory oversight.

e Long-term, inflation-linked contracts providing revenue visibility.

e Increasing focus on digitization, autonomous systems, and green technologies.

Market Dynamics

» The Total Addressable Market (TAM) for global defense platforms is around
€350 billion.

o European defense budgets are expected to approximately double by 2030,
driven by NATO commitments and regional conflicts.

e Rheinmetall holds a top-three global position in tracked and wheeled armored
vehicles.

o Competitive landscape includes large European and American defense
contractors (e.g., BAE Systems, Leonardo, General Dynamics).

5. Financial Fundamentals

Key Metrics (latest available)

e Revenue: ~€10.5 billion



» EBITDA Margin: 17.5%

e Operating Margin: 7.8%

» Net Profit Margin: 7.2%

e Return on Equity (ROE): 22% — indicative of efficient capital usage.
e Return on Assets (ROA): 7.1%

e Gross Margins: ~50.8% reflecting product mix and scale.

Capital Structure

Total Debt: €1.7 billion; predominantly fixed rate, well laddered.

Debt-to-Equity Ratio: ~0.35 — moderate leverage supporting growth.

Cash & Equivalents: Approximately €1.08 billion; healthy liquidity buffer.

Interest Coverage Ratio: Robust, implying solid debt servicing ability.

Credit Rating: A- with stable outlook.

Valuation Multiples

Trailing P/E: Approx. 93x

Forward P/E (12 months): ~58x (based on EPS forward estimates)

Price-to-Book: ~17.3x (strong premium reflecting growth expectations)

Enterprise Value /| EBITDA: ~45x

Note: High multiples reflect market expectations of sustained growth and margin
improvement.

6. Investment Risks

» Geopolitical Risk: Potential shifts in defense policies or peace developments
could reduce order visibility abruptly.

» Regulation and Export Controls: Sanctions and export bans can materially
impact supply chains and sales.

e Currency Exposure: Revenues in multiple currencies with predominant EUR
exposure, but material USD-linked contracts.



Execution Risk: Scaling production of complex systems is challenging and
might affect margins.

ESG Concerns: Defense products may face exclusion from certain ethical funds;
environmental impact under scrutiny.

7.

Shareholder Structure and Fund

Ownership

Institutional investors own a significant portion (~44%), including major global
funds such as Vanguard.

Insider ownership is low but stable.

Fund allocations show sizeable holdings in European equity funds and
convertible bond funds related to Rheinmetall (notably convertible bonds
maturing between 2026 and 2030).

8.

Outlook and Catalysts

Increasing NATO-European defense budgets underpin strong, multi-year order
books.

Planned expansion of production capacity in Europe and North America expected
by 2025-2026.

Innovation focus on unmanned platforms, Al, smart munitions, and digital
battlefield technologies.

Upcoming defense contract awards and potential regulatory reforms will be key
catalysts.

Momentum from DAX index inclusion driving institutional buying.

9.

Stock Technical Snapshot




o Current uptrend confirmed with the stock trading above 50-day and 200-day
moving averages.

o Support identified near €1,500, resistance at about €2,250.

e Trading volumes are strong, with tight bid-ask spreads and notable inflows
coinciding with DAX inclusion.

10. Glossary of Key Terms

e PIE Ratio: A valuation multiples metric dividing share price by earnings per share
to gauge investor expectations.

o EVIEBITDA: Enterprise value divided by earnings before interest, taxes,
depreciation and amortization; useful for peer comparison.

 ROE | ROA | ROIC: Measures of profitability and efficiency — Return on Equity,
Assets, and Invested Capital.

o Altman Z-Score: Financial distress indicator predicting bankruptcy risk.
e Piotroski Score: Accounting-based financial strength score (0-9).

» Economic Moat: Competitive advantage that protects company profitability from
rivals.

e Backlog: Contracted orders not yet recognized as revenue, reflecting future
sales certainty.

o« WACC: Weighted average cost of capital, used as a discount rate in valuation.

o Beta: Measure of stock price volatility relative to the market.

11. Summary and Recommendation

Rheinmetall AG is a blue-chip European defense technology company with a deep
industrial base and strong competitive positioning. It is uniquely poised to benefit from
a multiyear rearmament cycle in Europe and allied nations, supported by a robust
order backlog, strong operating margins, and disciplined financial management.

While valuation multiples reflect near-term exuberance, the company’s solid
fundamentals, favorable market dynamics, and growth path provide a compelling



medium- to long-term investment opportunity. The risks are notable but manageable
given the company’s systemic importance, diversified product range, and financial
strength.

Final Recommendation: Buy, targeting a price of around €2,430 over the medium
term, with upside potential driven by contract wins, margin expansion, and continued
defense spending growth.
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