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Rising geopolitical tensions over the past several years have prompted a reassessment of long-
standing assumptions around defence spending and national resilience, and particularly in the UK,
the role of affordable and dependable energy.

Against this backdrop, Hosking Partners' portfolio holding in leading defence company Babcock
International has emerged as a critical player in the UK, specifically for maintaining the nation's
nuclear and naval capabilities. The tailwinds behind the company's recent growth resurge is
expected to continue as Europe strengthens its defence amongst an ever-increasing volatile
geopolitical future.

Jeremy Hosking first initiated a holding in Babcock in March 2023, following a “single stock pitch
idea” from then-analyst Omar Malik, establishing a small position following a reassessment of the
defence sector in light of these evolving geopolitical realities. Babcock presented itself as an
operational turnaround story under a new management team that joined in 2020, with significant
progress made in restructuring the balance sheet, improving contract economics, and refocusing the
business on core engineering competencies. The shares also traded at a significant discount to the
replacement value of the asset base, a phenomenon we often see at the bottom of a cycle. Here,
we explore why we have continued to build out our exposure since first entering the position and
look at the importance of our ongoing engagement activity with the management team.

Babcock International is one of the UK’'s most strategically essential engineering services
companies, specializing in the management of complex defence and nuclear assets. Its
responsibilities include maintaining the UK’s continuous at sea nuclear deterrent and managing three
of four key dockyard assets in the UK — HMINB Devonport, HMNB Clyde, and Rosyth. In the case of
Devonport and Rosyth, they directly own these irreplaceable assets. It remains one of two operators
capable of performing nuclear submarine refits, upgrades, and life extension work at scale. This
unique positioning has only grown in importance since Russia’s invasion of Ukraine, which reignited
cross-party support in the UK for strengthening the deterrent with a particular focus on submarines.

With public perceptions shifting, defence companies such as Babcock have increasingly been
categorised by investors less as controversial investments and more as essential companies for
continued national security.

The shift of Babcock’s largest contract, managing the submarine fleet, towards a cost-plus model in
early 2024 represented a material de risking of the business. We could see a clear path towards a
more stable, long cycle business operation aligned with the UK government’s renewed focus on
availability and readiness, rather than cost minimisation.

As a result, two additional portfolio managers added Babcock to their holdings. This is the typical
lifecycle of a position in the Hosking Partners portfolio and shows the benefits of our multi-counsellor
approach. An idea is surfaced and initiated by one portfolio manager, leading to increased conviction
over time as the idea is monitored and discussed internally, followed by purchases by other portfolio
managers at opportunistic price points.
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Part of our investment approach also involves active, constructive engagement with management
on capital allocation and governance matters, which has certainly been the case with Babcock. We
have maintained a consistent dialogue with Babcock’s leadership regarding operational priorities,
financial discipline, and shareholder returns.

In late 2024, we sent a letter advocating for the company to pursue a share buyback program in
order to opportunistically take advantage of the undervaluation of Babcock's shares. Despite four
years into the turnaround and significant improvements across operations, culture, and financial
strength, we felt the shares remained stubbornly depressed at 8x operating profits. We also
expressed our desire to engage with the board regarding the management incentive scheme, which
we felt was inadequate in highlighting the long-term opportunity at Babcock. Six months after our
correspondence, the company announced the launch of a £200m share buyback programme.

More generally, throughout our ownership we have found Babcock’s management team to be open,
engaged, and strategically aligned with long-term investors. This receptiveness to shareholder input
stands in contrast to the historical perception of defence contractors as opaque, overly bureaucratic
entities. Babcock’s new leadership has demonstrated a willingness to modernise both operations
and capital allocation policies, which has been instrumental in restoring confidence across the
investor base.

Since our initial investment in March 2023 and our last piece written on Babcock in the Q3 2024
AOR, shares in the company have risen +447% and +214%, respectively, reflecting fundamental
improvements made at Babcock in the last three years. Accelerating revenue growth and consistent
margin expansion are having significant impacts on the bottom line with Babcock reporting record
underlying operating profits in the last 12 months.

A de-levered balance sheet and the emergence of new growth opportunities following increased
defence spending in Europe has also had a meaningful impact. It is worth noting the shift in investor
perceptions around defence companies, with companies across the board having seen their
valuations increase, including Babcock's.

The post Ukraine environment has redefined defence companies as essential contributors to national
and allied security. The public continues to recognise the importance of deterrence, cyber security,
and the maintenance of vital infrastructure.

One of the potentially most promising and least appreciated business areas within Babcock is the
company's civil nuclear engineering division. While it remains early days, given the UK government’s
explicit intention to accelerate nuclear power deployment, there is a credible argument that we could
be at the beginning of a new cycle.

After a period of consolidation during the downturn, Babcock is the only surviving British company
with the capabilities to service nuclear power stations and to take advantage of the emerging
opportunities in advanced and small modular reactors. Given the sensitive security concerns around
nuclear the government is likely to favour domestic incumbent with the correct regulatory credentials
and high levels of trust. The nuclear division is one of the group's highest-margin areas and could
become a meaningful driver of future profit growth if the government is serious about addressing the
UK's high energy costs. Despite the exciting opportunity ahead, management is clear that the scale
of the opportunity will depend on the economic terms of the contracts offered to the private sector.
An important discipline to avoid repeating the mistakes Babcock made in defence a decade ago.
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From an ESG angle, owning defence and nuclear companies carries inherent complexity, requiring
far more nuance than simplistic ESG frameworks often allow. At Hosking Partners, we employ a
holistic approach to ESG and assess each company and its particular circumstances on a
fundamental case-by-case basis.

We see Babcock playing a necessary and stabilising role in maintaining credible military deterrence
for NATO nations. Its blend of irreplaceable national infrastructure assets, specialised engineering
known-how, improved financial discipline, and renewed growth tailwinds continue to make it an
attractive investment opportunity in the defence sector at Hosking Partners.

OMAR MALIK
March 2026
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CONTACT DETAILS

Hosking Partners

11 Charles Il Street
London SW1Y 4QU

Tel: +44 (0)20 7004 7850

info@hoskingpartners.com

LEGAL & REGULATORY NOTICE

Hosking Partners LLP (“Hosking”) is authorised and regulated by the Financial Conduct Authority and is also registered as an Investment Adviser with the
Securities and Exchange Commission. Hosking Partners LLP (ARBN 613 188 471) is a limited liability partnership formed in the United Kingdom and the
liability of its members is limited. Hosking is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001
(Commonwealth of Australia) (“Corporations Act”) in respect of the financial services it provides to Wholesale Clients in Australia. Hosking accordingly does
not hold an Australian financial services licence. Hosking is authorised under United Kingdom laws, which differ from Australian laws.

The information contained in this document is strictly confidential and is intended only for use by the person to whom Hosking has provided the material. No
part of this report may be divulged to any other person, distributed, and/or reproduced without the prior written permission of Hosking.

The investment products and services of Hosking Partners LLP are only available to persons who are “Professional Clients” for the purpose of the Financial
Conduct Authority’s rules and, in relation to Australia, who are also “wholesale clients” as defined in the Corporations Act of Australia (“Wholesale Clients”)
and this document is intended for Professional Clients and, where applicable, Wholesale Clients only.

This document is for general information purposes only and does not constitute an offer to buy or sell shares in any pooled funds managed or advised by
Hosking. Investment in a Hosking pooled fund is subject to the terms of the offering documents of the relevant fund and distribution of fund offering documents
restricted to persons who are “Professional Clients” for the purpose of the Financial Conduct Authority’s rules and, for US investors, “Qualified Purchasers”
or, for Australian investors, Wholesale Clients and whom Hosking have selected to receive such offering documents after completion of due diligence
verification.

This document is not intended for distribution to, or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary
to local law or regulation. Distribution in the United States, or for the account of a "US persons", is restricted to persons who are "accredited investors", as
defined in the Securities Act 1933, as amended, and "qualified purchasers", as defined in the Investment Company Act 1940, as amended.

“Hosking Partners” is the registered trademark of Hosking Partners LLP in the UK and on the Supplemental Register in the U.S.

Opinions expressed are current as of the date appearing in this document only. This document is produced for information purposes only and does not
constitute advice, a recommendation, an offer or a solicitation to purchase or sell any securities (including shares or units of any pooled fund managed or
advised by Hosking) or any other financial instrument or to invest with Hosking or appoint Hosking to provide any financial services, nor shall it form the basis
of or be relied upon in connection with any contract or commitment whatsoever. In addition, this document does not constitute legal, regulatory, tax, accounting,
investment or other advice.

Opinions included in this material constitute the judgment of the author at the time specified and may be subject to change without notice. Hosking is not
obliged to update or alter the information or opinions contained within this material. Hosking has taken all reasonable care to ensure that the information
contained in this document is accurate at the time of publication; however it does not make any guarantee as to the accuracy of the information provided.
While many of the thoughts expressed in this document are presented in a factual manner, the discussion reflects only the author’s beliefs and opinions about
the financial markets in which it invests portfolio assets following its investment strategy, and these beliefs and opinions are subject to change at any time.

Any issuers or securities noted in this document are provided as illustrations or examples only for the limited purpose of analysing general market or economic
conditions and may not form the basis for an investment decision nor are they intended as investment advice. Such examples will not necessarily be sold,
purchased or recommended for portfolios managed by Hosking. Nor do they represent all of the investments sold, purchased or recommended for portfolios
managed by Hosking within the last twelve months; a complete list of such investments is available on request. Partners, officers, employees or clients of
Hosking may have positions in the securities or investments mentioned in this document.

Certain information contained in this material may constitute forward-looking statements, which can be identified by the use of forward-looking terminology
such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “projections,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or
other variations thereon or comparable terminology. Such statements are not guarantees of future performance or activities. Due to various risks and
uncertainties, actual events or results or the actual performance may differ materially from those reflected or contemplated in such forward-looking statements.

Please note that different types of investments, if contained within this material, involve varying degrees of risk and there can be no assurance that any
specific investment may either be suitable, appropriate or profitable for a client or prospective client’s investment portfolio.

This document may include statistical data and other information received or derived from third party sources, and Hosking makes no representation or
warranty as to the accuracy of that third party data or information.
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