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Revenue visibility and growth underappreciated

The quality of Severfield’s revenues is materially underappreciated by the
market in our view, especially now that the UK and EU are embarking on
huge investment programmes to renew and upgrade infrastructure to
address global trends, such as the drive for net zero emissions. The
reorganisation of the group, the internal improvement project (Project
Horizon) and the EPS-enhancing M&A deal are not fully reflected in the
FY24e PJE rating of ¢ 7.0x, which is comfortably below the long-term
average of 10.0x. Our positive stance is supported by the company’s
strong balance sheet, progressive dividend and yield of over 5%.

Revenue PBT* EPS* DPS PIE Yield
Year end (Em) (Em) (P) (P) (x) (%)
03/21 363.3 243 6.4 29 9.6 47
03/22 4036 274 72 3.1 8.6 5.0
03/23¢ 490.3 31.1 8.3 33 75 53
03/24¢ 565.0 352 8.9 36 70 58

Note: *PBT and EPS (diluted) are underlying, on a company basis.

Revenue quality undervalued by the market

We believe that the quality of Severfield’s revenue streams is underappreciated,
even though the total value of infrastructure in the UK increases every year.
Furthermore, government investment in infrastructure, in both the UK and the EU,
is likely to be underpinned for the foreseeable future by post COVID-19 investment
plans. Severfield’s new divisional structure and Project Horizon should allow the
company to address these plans and continue to take market share. Furthermore,
growth in the small Modular Solutions (MS) business should boost earnings.

M&A adds c 5% to FY24e PBT and opens EU markets

In March 2023 Severfield announced the acquisition of Dutch steel fabrication
company Voortman Steel Construction (VSCH), for a total consideration of €24m (c
£21.1m). The consideration represents an FY21 revenue multiple of 0.3x and a c
5.3x multiple based on normalised EBITDA of €4.5m. VSCH offers Severfield
materially improved access to many Northern European markets, as well as cross-
selling opportunities with existing clients and access to the rapidly expanding Dutch
electricity network. The VSCH deal is the third in the last four years following the
purchase of Harry Peers in 2019 and DAM Structures in 2021.

Valuation: P/E of 7.0x well below LT average of 10.0x

The outlook for Severfield remains encouraging. The total order book stood at a
record £508m in March 2023 (£464m in November) with a solid pipeline behind it.
In India, the joint venture (JV) order book stood at £146m (£143m in November),
again with a good tailwind of prospects. Severfield has managed inflationary
pressures well and expects to deliver on its FY23 expectations. Following the
acquisition of VSCH we have raised our PBT estimates for both FY24 and FY25 by
¢ 5%. The company is trading on an FY24e P/E of 7.0x, which compares favourably
with the long-term average ratio of 10x. The yield of over 5% is an added attraction.
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Robust and growing markets underpin business case

Severfield operates in large construction and infrastructure markets, which by definition grow
annually, leading to an increasing order book, which raises the quality of Severfield’'s revenue
stream. This predictability allows management to invest in the business with confidence thus
generating long-term growth, cash generation and a progressive dividend, which currently yields
¢ 5%. Furthermore, the stock is trading on a lowly FY24e P/E of 7.0x, which is comfortably below
the long-term average of 10x, suggesting material upside.

Compelling business case evidenced by delivery

Severfield operates a simple, yet compelling business model, as described in Exhibit 1 below.
Investment in infrastructure, either by the public or private sector, is a key driver of revenue and is,
by nature, relatively predictable, as we show in Exhibit 2. The real differentiator tends to be within
certain sectors where investment can ebb and flow, but in general, overall spending usually
increases each year and because Severfield has a strong reputation, its revenue grows faster than
the market, suggesting that it tends to take market share. We estimate Severfield enjoys ¢ 15%
market share in the UK.

The range of sectors, geographies and clients covered by Severfield offers revenue resilience and
the quality of earnings is therefore higher than in many other industries. Furthermore, the business
has been well invested, with capital expenditure running at, or ahead of, depreciation for a number
of years. This has led to a double-digit post-tax return on average invested capital and strong cash
flow generation, allowing Severfield to internally fund the three acquisitions it has undertaken over
the last four years. We estimate that net debt to EBITDA will fall to 0.65x by the end of FY24e.

Exhibit 1: Severfield’s compelling business case
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One example of the support to revenue growth is the UK government’s 2020 National Infrastructure
Strategy (NIS), published in November 2020, which set out clear plans for investment across a wide
range of sectors in response to a report from the National Infrastructure Commission (NIC)
assessing the UK'’s infrastructure needs. In the NIS, the government stated that it wanted to deliver
an ‘infrastructure revolution’ that would raise the quality of the UK’s infrastructure, generate 250,000
jobs and set the UK on a path to ‘net zero emissions by 2050’. Similar investment plans exist in
other regions, notably Europe where the EU’s Green Deal is looking to invest €1tn in infrastructure.
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The NIS supports the likelihood that the UK government will continue to invest in infrastructure,
which should see the overall level of investment rise each year. The exhibit below details the long-
term trend in the value of UK infrastructure at constant prices in the UK, which has grown every
year. Given the UK government’s long-term investment plans, it appears likely that Severfield can
look forward to a healthy growing market.

Exhibit 2: Market sector net stocks of infrastructure (Em)*

350,000 ~
300,000 -

250,000 - pERER
TILLE

200,000 - |
--IIIII......
150,000 - B I I I I I
100,000—.Illllllll.....ll
50,000 _\\_\\_\\N\N\N\N\N\N\N\N\N\N\M\N\M\M\N\N\N\M\M\N\M\N\
© © © o o o o o o o o o o o o o o o o o o o o o o
© © O O O © © © ©O O © O = A a4 4O 4O 4O O 4O o a2 D0
~ (=) © o - N w B (3] [o3) ~ (=) © o —_ N w S~ (4] > ~ oo © o —_
Mining and quarrying u Energy Water supply
= Sewerage and waste Support activities for transportation Telecommunications
Other

Source: ONS. Note: *Constant prices (2019=base).

Severfield is recognised as the market leader in steel fabrication in the UK and has grown revenue
almost every year since 2013. We expect total revenue to increase to almost £500m for the year to
March 2023, implying total growth of ¢ 150% over 10 years, or ¢ 12% pa. While most of the growth
has been generated organically, we estimate that c £50m (c 17%) was accounted for by the
acquisitions of Harry Peers in 2019 and DAM Structures in 2021, both of which generated revenue
of just over £20m pa at the time of acquisition.

Underlying operating profit has followed a similar path, growing from £8.9m in 2015 to an expected
£31.3m in the year to March 2023, representing growth of more than 300% or c 17% pa as
increased revenue has been associated with higher margins. In FY 15, Severfield generated an
operating margin of 4.5%, which peaked at 8.5% in 2019 ahead of the pandemic, before sliding
back to 6.7% in 2022 and an expected 6.4% for FY23. Severfield generally targets an operating
margin of ¢ 8-10%, but this is currently reduced to 6—8% to reflect the high steel price environment.
However, while the current margin target is lower, the absolute level of profit is broadly the same as
Severfield passes through higher costs via its revenue line, which results in a lower overall margin.

We anticipate that both revenue and operating profit will increase in FY24 for two reasons. Firstly,
Severfield’s orderbook is at record levels, implying high levels of activity, and secondly, it will benefit
from an almost full year contribution from the acquisition of VSCH We forecast further growth in
FY25.
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Exhibit 3: Revenue 2015-25e (£m)

Exhibit 4: Underlying operating profit (ex JV and
associates) and margin 2015-25e
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New divisional structure to highlight Modular contribution

Severfield’s main operations are split between two divisions: Commercial and Industrial (C&l) and
Nuclear and Infrastructure (N&I). The former accounted for ¢ 81% of group revenue in FY22, while
the latter accounted for c 16%. Severfield also has a small but potentially rapidly growing MS
division, which generated c £14m of revenue and accounted for ¢ 3% of revenue in FY22. The
principal subsidiary in MS is Severfield Products and Processing (SPP), but it also contains an
equity accounted JV called Construction Metal Forming (CMF) that generated £35m of revenue.
Despite the modest size of MS, its contribution is currently greater than it looks at first glance, and it
has the potential to become a material element of the group as the main subsidiary, SPP, moves

into profit over the medium term.

Within C&l (66% of group), commercial offices (c 21% of group), industrial and distribution (22%),
and Stadia and Leisure all account for around 21-22% of the group, implying that the revenue base
is well spread. Data centres, retail and health and education collectively account for around 6% of
group revenue and also fall under the C&l umbrella.

In N&I (¢ 33% of group), nuclear exposure accounts for 14% of revenue and is generated from
three subsectors: nuclear new build, nuclear decommissioning and defence. Transport (14%) and
power and energy account for the rest of the N&I division with products and processing (1%) falling
under the Modular Solutions umbrella.

Exhibit 5: Severfield divisional structure
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C&l (c 81% of group revenue in FY22; 66% of order book at end FY23)

C&l has been streamlined from three entities into its current form. Part of the rationale for
streamlining the business was to reduce the number of points of contact to one, to provide a better,
more efficient all-round service to clients and to have better focus and accountability internally. The
net results are an enhanced oversight of projects and therefore a clearer path to support.
Management anticipates that it will also drive enhanced market competitiveness. The clearer points
of contact have led to a unified approach to project delivery, better health and safety outcomes and
a clearer understanding of issues relating to ESG across all of Severfield’s projects, according to
management.

The exhibit below shows examples of key projects currently underway, all of which are being driven
by external growth drivers, and that are likely to lead to additional work in the future, all reflected in
the growing orderbook discussed later in the note. For example, in the industrial and distribution
subsector, investment in the green energy transition is driving renewable energy, particularly in the
area of electric vehicles. The Envision Battery Plant mentioned is a 16,000 tonne, ¢ £80m contract
to supply steel to the project in Sunderland. Severfield has already secured a ¢ £70m project to
build the SeAH Monopile Factory (wind energy) in Teesside and other significant potential deals are
in the pipeline.

Exhibit 7: Examples of projects underway in C&l

©0

Industrial and Distribution

Data Centres

Envision Battery Plant 81 Newgate Street Everton FC Stadium P4 Data Centre
Client: Wates Construction Client: Mace Client: Laing O'Rourke Client: McLaren Construction
Tonnage: 16,000 Tonnage: 4,400 Tonnage: 12,500 Tonnage: 1,200
Location: Sunderland Location: London Location: Liverpool Location: Peterborough
Start: 2022 Start: 2023 Start: 2022 Start: 2023

Source: Severfield

In commercial offices, demand has bounced back after the COVID-19 hiatus as property owners
and occupiers are demanding space that increasingly complies with ESG requirements and the
drive to net zero emissions by 2050. Consequently, Severfield is working on the first fully electricity
powered office building at 81 Newgate Street, London, and has secured several other significant
projects at Harcourt Square, Salisbury Square and 105 Victoria Street. Each of these projects are
worth more than £15m to Severfield and, in some cases, double this value.

In stadia and leisure, which for Severfield includes film studios, the company is currently working on
the expansion of the Pinewood Studios (c £35m contract) and the new Everton Football Club
Stadium in Liverpool (c £65m contract) and has secured contracts for the Excel Exhibition Centre in
London (c £25m) and the new Sunset Studios in Hertfordshire (c £60m). The pipeline includes the
Etihad North Stand and Hertswood Studios, which are both expected to begin in 2024 or 2025.

Finally in data centres, another strong sector currently, Severfield is on site in Peterborough at the
P4 Data Centre, has secured the LHR11 Data Centre at Heathrow and has numerous projects in
the pipeline in the UK and Ireland.
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N&I (c 16% of group revenue in FY22; 33% of order book at end FY23)

In addition to the growth expected in the C&l division, substantial revenue growth is likely due to
Severfield’s exposure to the UK’s nuclear industry. The UK government estimates that
decommissioning the original fleet of Magnox nuclear power stations and dealing with the
associated waste will take 120 years to complete and is likely to cost £129bn across the 17 sites.
Sellafield in Cumbria is likely to be the site that attracts the most investment (c 75% of the total) as
this is where all of the UK’s waste plutonium (also known as special nuclear material, SNM) is
located.

Exhibit 8: Government spending on nuclear facilities by location
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This is an exciting sector for Severfield, not least because of the scale of the opportunity, but also
because Severfield was recently selected as one of the two key delivery partners (KDPs) to deliver
substantial work under the 17-year Programme and Project Partners (PPP) framework. The KDP
status is beneficial because it gives much greater certainty over revenue opportunities, allows for
risk and opportunity share with certainty of cost recovery and implies much reduced competition for
work. In total, the PPP comprises 25 major projects with a total spend of £7bn.

Since 2021, Severfield has been working at Sellafield on a project called the Site lon Exchange
Plant (SIXEP) Continuity Plant (SCP), which is a £13m contract, and it recently commenced work
on the Sellafield Product and Residue Store Reprocessing Plant (SRP), which is a £15m contract to
provide the steelwork for the new facility that will house the SNM. In total, SRP is a £1.5bn project
that is due to complete in 2027. Preparation for and execution to date of the contracts already
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underway is likely to have been a key driver of Severfield being awarded one of the two KDP
positions.

In addition to the decommissioning-related revenue, Severfield generates revenue from the defence
sector and the nuclear new build sector. The key revenue driver in defence is the maintenance of
the UK’s Trident nuclear deterrent and the drive to keep the UK armed forces at the forefront of
technology. In nuclear new build, the key drivers are the national energy supply shortage as older
power stations are taken out of production, and the UK government’s commitment to net zero
emissions by 2050.

Examples of the work currently being undertaken in the defence sector are the new £1.8bn nuclear
warhead assembly and disassembly facility at the Atomic Weapons Establishment (AWE) at
Aldermaston, which is a £55m contract, and the construction of ancillary steelwork at the new
nuclear power station at Hinkley Point, which is a £25m contract to design, fabricate and erect over
2,200 tonnes of access platforms and mechanical handling steel.

Exhibit 9: Examples of nuclear projects already secured by sub-sector

Nuclear Decommissioning

Sellafield SRP Awe Project Mensa GE-V41
Client: Sellafield Client: AWE Client: General Electric
Contract Value: £15m Contract Value: c.£55m Contract Value: £25m
Location: Cumbria Location: Aldermaston Location: Hinckley Point

Source: Severfield

MS (c 3% of revenue, plus an equity accounted JV)
The principal subsidiary in MS is SPP, which is split into three business areas:

1. Severstor: fabricator of specialist equipment housings for critical electrical equipment and
switchgear.

2. Supply Chain: raw material fabrication and systems for the modular (housing and buildings)
industry including steel cassettes and frames.

3. Bulk Handlings Solutions: fabricator of repeatable products including silo discharging
systems.

MS generated revenue of £14m in FY22. It also contains the equity accounted 50/50 JV CMF, a
manufacturer of steel decking and composite metal flooring, which generated a further £35m.
Collectively, the two generated revenue of £49m and ¢ £2.8m of operating profit. However, the
company is confident that the two businesses could potentially double revenue and more than
double the combined operating profit because there is scope to grow the operations. SPP is
currently subscale and loss-making to the tune of ¢ £1.4m, but management believes it has the
potential to generate a profit of up to £4m per annum in the medium term.

Severfield’s FY22 profits by source

Severfield’s profits are primarily generated by the two main divisions, C&l and N&I. However, the
MS division contributes more than is initially obvious at first glance. Severfield reported group
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underlying operating profit in FY22 of £26.9m, after the receipt of its 50% share of a £2.8m
distribution (ie £1.4m) from its CMF JV in the MS division, and, accounting for a £1.4m loss
generated by SPP, its fully owned subsidiary in MS.

Moving further down Exhibit 10 below, Severfield reported a £0.6m post tax share of profits from the
CMF JV and a £0.8m share of profit from its Indian JV, JSSL. After finance costs of £1.1m,
Severfield generated underlying PBT of £27.1m.

Exhibit 10: Summary of Severfield’s profit streams, FY22

£m
Underlying operating profit, C&l and N&I (ex MS and JV distribution) 26.9
Share of JV distribution, including in operating profit 14
Underlying operating profit, ex MS 28.3
MS operating profit/(loss) (SPP only) (1.4)
Group underlying operating profit 26.9
JVs — post tax contribution
MS (CMF) 0.6
India (JSSL) 0.8
Finance costs (1.1)
Underlying group PBT 271

Source: Severfield, Edison Investment Research

Project Horizon, embracing technology for growth

In 2023, Severfield’'s management introduced ‘Project Horizon’, which is an ambitious,
transformational plan to improve efficiency and the quality of the service offering to clients, while
boosting capacity. The project has a dedicated team of 14 full-time members and is expected to be
self-funding via the associated cost savings.

The aim of the project is to maximise the automation of Severfield’s operations and project delivery
through a series of initiatives to standardise systems and processes. Project Horizon is a long-term
initiative to ensure that Severfield remains the leader in its field and is set alongside other
operational improvement programmes. It should result in a higher revenue and market share and
lower overall unit costs, although it is hard for us to calibrate measurable outcomes as efficiencies
are not reported.

Exhibit 11: Overview of Project Horizon
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Source: Severfield

The overall project consists of more than 100 sub-projects that range over eight separate activities
of the group, including estimating, design and detailing and procurement, to production,
construction and project management. The workstreams are also categorised and prioritised into
short-, medium- or long-term projects.
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An example of a ‘design and detailing’ stream is the creation of engineering apps, designed to
accelerate the time taken to convert an enquiry into a full design that can be used in the
procurement process. Another example, which falls under the ‘production’ stream, is a project to
improve ‘quality assurance’, which speeds up the production of quality assurance test certificates.

Order book has materially expanded and diversified

Over the last five years, Severfield’s UK and Europe order book has grown materially and is now
increasingly diversified. Exhibit 12 shows these two trends clearly. Firstly, the absolute size of the
order book has more than doubled from just £230m in November 2018 to £508m in March 2023.

We understand that ¢ £70m of the increase relates directly to steel price increases that Severfield
passes through. However, even splitting this inflation out of the numbers, the book has grown by

more than 80% in the period, a compound annual growth rate of ¢ 15%.

Secondly, the diversification in the order book has improved materially. In 2018, commercial offices
accounted for 60% with a typical ¢ 18-month construction cycle. This section of the order book
remains of a similar size in absolute terms but is now less than one-third of the total order book. By
contrast, four other sectors each account for ¢ 15-17% of the order book and several of these,
particularly in nuclear and transport, will be contracts that have been won that are part of much
longer-term projects, such as nuclear de-commissioning and HS2. There are other aspects that
give cause for optimism. In the 2022 Autumn Statement, the UK government chose not to cut or
cancel any infrastructure projects despite pressure to do so. This included maintaining HS2. The
government has other initiatives including the £850m Automotive Transformation Fund, which is
expected to support the construction of battery gigafactories and zero-carbon vehicle production
facilities. These initiatives, and other growth industries such as film and TV, are likely to require built
infrastructure, which bodes well for the future of Severfield, and are already being seen in the order
book and revenue streams.

Exhibit 12: Severfield’s order book by period and sector (Em)
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Voortman M&A offers an enhanced gateway to Europe

In March 2023, Severfield announced the acquisition of Dutch steel fabrication company VSCH for
a total cash consideration of €24m (c £21.1m). There was no deferred consideration element to the
deal. The consideration represents an FY21 revenue multiple of 0.3x and a ¢ 5.3x multiple of
normalised EBITDA of €4.5m. In the previous three years, VSCH had generated an EBITDA of
between €4.5m and €5.5m. If the higher profit figure was used, the historical multiple would decline
to 4.8x. The VSCH acquisition is the third such deal in the last four years, following the purchase of
Harry Peers in 2019 and DAM Structures in 2021. Harry Peers was the first acquisition since 2007.

Exhibit 13: Severfield M&A activity

Target Date Consider’n Rev  EBITDA Location Sales EBITDA Comment
(Em)  (Em) multiple  multiple
(x) (x)
Voortman Steel Apr-23 21.1 64.9 39 The 0.3 5.3 Entrance into north European construction
Construction Holdings Netherlands markets.
DAM Structures Feb-21 170 223 3.5 Yorkshire, UK 0.8 4.9 Access to new customers in construction and rail

sectors. £12m initially, plus £7m deferred. Up to
£8m performance related additionally.

Harry Peers & Co Oct-19 240 212 4.0 Lancashire, 0.8 6.0 Access to clients in regulated markets like
UK nuclear, process industries and power generation.
Conditional deferred consideration of up to £7m.
Total 621 1084 114 - 0.6 54

Source: Severfield, Edison Investment Research

VSCH is a one of the market leaders in the Dutch steel fabrication market, focusing on the
industrial, commercial and residential sectors, and in 2021 it generated revenue of €74m (£64.9m).
The deal gives Severfield its first manufacturing facility in mainland Europe and access to new
geographical markets, notably in the Benelux countries, Germany, Switzerland and Scandinavia. It
will target some of the sectors already addressed by VSCH, expanding its interest into battery
plants, distribution and power and energy and also move into new sectors for VSCH such as data
centres, stadia and transport infrastructure.

The deal gives Severfield access to new clients and the opportunity to offer a wider range of
services to its existing clients. It offers opportunities in the high-growth sectors of electricity and
distribution, and VSCH has capabilities in design and build (turnkey) solutions for simpler
structures. VSCH is co-located with another separate Voortman business that focuses on
machinery manufacturing, which offers Severfield, via VSCH, an opportunity to collaborate on robot
technology, proprietary fabrication software and bespoke equipment.

VSCH operates from two bases in the Netherlands, one in the east in ‘Rijssen and one in the west
in Maassluis, and employs ¢ 150 people, mainly at the two hubs. It is organised into three divisions,
described in the exhibit below, with the largest being VSC, which is most similar to the core
operations of Severfield. VDB is focused on the design and build of relatively simple tailormade
turnkey buildings. This is a new activity for Severfield and its capability is expected to be cross-sold
to Severfield’s existing UK client base. VDH is largely exposed to the fast-growing energy sector,
which is a new area for Severfield.

Severfield | 8 June 2023 10
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Exhibit 14: VSCH - divisional summary
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. Commercial provicer
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De Haven assembles steel structures for the energy sector. Er!gr_gy & Sub- -
(VDH) VDH supplies steel structures for substations Utilities contractor dgnnig  $@TENneT

to network operators.

Source: Severfield

The VSCH operations are well invested, as illustrated by its highly efficient facilities, which produce
¢ 15-20,000 tonnes of output per annum. Like Severfield, it has a highly regarded reputation for
quality and reliability, which implies that, culturally, it fits well.

Severfield estimates that the total serviceable addressable market (SAM) in the Netherlands is
€1.3bn out of a total addressable market (TAM) of ¢ €2.5bn (in 2021). The TAM includes all sectors:
industrial, commercial, residential, energy and utilities and infrastructure. The SAM excludes
infrastructure. VSCH reported 2021 revenue of €74m, which implies that it has a ¢ 5% market share
of the SAM and that there is considerable scope to expand.

Severfield believes that Voortman is the fifth largest steel fabrication specialist in the Netherlands
and commands a ¢ 8% market share in a market where no competitor has more than a ¢ 10%
share. Now that VSCH is part of the Severfield Group, it has the potential to grow revenue faster
and is probably the market leader in the Netherlands once combined with Severfield’s existing
European operations. For example, VSC, the largest division, is expected to grow further in the
Netherlands, and to expand into neighbouring countries. VDB will have the opportunity to expand
its turnkey offerings to SMEs in the Netherlands and other EU countries, as well as capitalising on
existing relationships with Severfield clients. VDH is expected to capitalise on the energy transition
trend in the electricity industry where Severfield anticipates high growth rates over a prolonged
period. Examples of projects undertaken and the pipeline of opportunity are outlined in Exhibits 16
and 16 below.

Exhibit 15: Examples of VSCH projects Exhibit 16: VSCH pipeline of opportunity
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« Baltery plants to support + Ageing society, income * Housing shortages and
zero carbon vehicle development and challenges high on
production. innovations drive demand government agendas —

+ Data centres — changing IT for healthcare buildings large number of residential
landscape continues to drive including pharma. towers planned.

demand.
+ Factories — Covid postponed
projects are being resumed

and construction of ‘green’ Bridges Power and Energy
factories to support +  Replacement of older + Nuclear energy plants, bio
sustainable manufacturing bridges is planned — mass investments, and

+ Food storage and requires ‘Design & Build' electricity network
distribution facilities. solutions. investment is expected.

Source: Severfield Source: Severfield
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Financials

M&A leads to ¢ 5% upgrade to PBT

We have made no changes to our FY23 assumptions. However, the VSCH acquisition was
completed on 3 April 2023 and will therefore contribute for almost an entire year in FY24. As a
result, we have increased our revenue estimates ¢ 13% to £565m in FY24 and £588m in FY25, and
operating profit ¢ 9.5% in FY24 and ¢ 11.6% in FY25, as synergies and best practices are applied
across the group. As mentioned by the company, the deal is expected to be earnings enhancing in
FY24. Our EPS estimates are in line with market consensus and are unchanged due to the
incorporation of the higher UK corporation tax rates.

Our net debt estimate increases as a direct result of the acquisition, from our previous estimate of
£7.6m at the end of FY24 to £30.3m. It is worth highlighting here that the net debt to EBITDA
(Edison basis) ratio is relatively low at 0.7x, falling to less than 0.5x the following year.

Exhibit 17: Severfield revised estimates

£m unless stated 2022 2023e 2024e 2025e

Old New Change Old New Change Old New Change
Revenue 403.6 490.3 490.3 0.0% 500.1 565.0 13.0% 520.1 587.6 13.0%
y-0-y change 1.1% 21.5% 21.5% - 2.0% 15.2% - 4.0% 4.0% -
EBITDA - Edison basis 334 385 385 0.0% 40.7 450 10.5% 419 471 12.3%
y-0-y change 13.0% 15.3% 15.3% - 5.7% 16.8% - 2.9% 4.7% -
Underlying operating profit 28.2 33.0 33.0 0.0% 34.9 38.2 9.5% 35.9 40.1 11.6%
y-0-y change 12.3% 16.9% 16.9% - 5.8% 15.8% - 2.9% 4.9% -
PBT (underlying, pre exceptionals) 271 31.2 311 0.3% 33.6 35.2 4.8% 35.2 37.3 5.9%
y-0-y change 28.4% 15.1% 14.8% - 7.7% 13.2% - 4.8% 5.9% -
EPS - underlying, diluted (p) 72 8.3 8.3 -0.5% 8.9 8.9 0.2% 9.3 9.4 1.2%
y-0-y change 7.7% 15.4% 10.3% - 7.2% 124% - 4.5% 5.6% -
DPS (p) 3.1 33 33 0.0% 36 36 0.0% 3.7 38 2.7%
y-0-y change 6.9% 6.5% 6.5% - 9.1% 9.1% - 2.8% 5.6% -
Net (debt)/cash (pre IFRS 16) (18.4) (13.7) (13.8) 0.9% (7.6) (30.3)  298.8% (1.6) (23.3) 1,353.8%
y-0-y change -522.4% -25.6% -19.3% - -44.5% 110.9% - -78.9% -22.5% -

Source: Severfield, Edison Investment Research

Trading update points to achieving FY23 consensus

The 1 March 2023 update confirmed that trading remained brisk and that the UK and Europe order
book had continued to grow, from £464m in November 2022 to £508m, and remained diversified.
Tendering and pipeline activity remained buoyant both geographically and by sector, with the C&l
division seeing opportunities for example in battery plants, data centres and commercial offices,
and the N&I division benefiting from being selected as one of the two KDPs for the long-term
project at Sellafield.

In India, Severfield’s JV, JSSL, had performed in line with expectations in H223 and was continuing
to increase output at the Bellary facility towards its 100,000 tonne capacity. Total output, including
sub-contracted work, was likely to exceed this figure. The order book edged up from £143m in
November to £146m as it won new work despite some market pressures. However, despite these
short-term issues, management expects the medium-term outlook to remain very optimistic.
Progress was being made on the purchase of additional land to facilitate future expansion.

Management was optimistic that it would hit full year market estimates. Our forecasts are in line
with consensus. We are expecting FY23 revenue to grow from £403.6m in FY22 to £490.3m, with
underlying operating profit rising from £28.2m to £33.0m, driven by underlying demand and
inflationary pass-throughs. This implies EPS of 8.3p and we are forecasting a dividend of 3.3p,
suggesting dividend cover of 2.4x, in line with guidance.
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Valuation: Sitting close to historical low

On our upgraded FY24e EPS of 8.9p, Severfield is trading on a forward P/E of 7.0x, which is below
the nadir during the pandemic and quite close to the autumn 2022 lows when inflationary and
recessionary fears were at their greatest. While we accept that these are real concerns, we would
argue that the policy response from the UK government has been supportive of investment in the
built space and that Severfield’s order book, coupled with the long-term nature of many of its
projects, means that the outlook for the company is much more positive that the current P/E rating
suggests.

It is also worth noting that the balance sheet is arguably under-stretched, despite the investment in
VSCH, with a net debt/EBITDA ratio of ¢ 0.7x forecast at the end of FY24 on Edison estimates.
Given the cash-generative nature of the business, the ratio could fall below 0.5x by the end of FY25
despite paying ¢ £10m pa to shareholders in dividends. The dividend is growing and yields well
over 5% at the current price, which is an additional comfort for shareholders.

Exhibit 18: Severfield — forward P/E ratio, last six years

14.0

13.0
12,0
1.0
100 -
= 90 |
8.0

7.0 A

6.0
Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar
17 17 18 18 18 18 19 19 19 19 20 20 20 20 21 21 2 2 2 2 23

Forward PE Average
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Exhibit 19: Financial summary

£m 2020 2021 2022 2023e 2024e
Year end 31 March IFRS IFRS IFRS IFRS IFRS
INCOME STATEMENT
Revenue 3274 363.3 403.6 490.3 565.0
EBITDA 33.3 29.6 334 38.5 45.0
Normalised operating profit 29.3 25.1 28.2 33.0 38.2
Operating profit (U/L, Company basis, inc JVs) 29.3 25.1 28.2 33.0 38.2
Amortisation of acquired intangibles (1.4) (2.8) (5.2) (5.2) (5.2)
Exceptionals (1.4) (0.4) 0.7) 0.0 0.0
Share-based payments (0.3) 0.6 1.0 1.0 1.0
Other 0.5 0.4 0.4 04 04
Reported operating profit 26.7 229 23.8 29.2 344
Net Interest 0.7) (0.8) (1.1) (1.9 (3.0
Exceptionals (0.5) (0.4) 0.7) (0.4) (0.4)
Profit Before Tax (norm) 28.6 24.3 271 311 35.2
Profit before tax (U/L, Company basis) 28.6 24.3 271 311 35.2
Profit Before Tax (reported) 25.8 211 21.0 259 30.0
Reported tax (5.4) (3.8) (5.4) (5.4) (7.5)
Profit After Tax (norm) 232 205 21.7 25.7 217
Profit After Tax (reported) 204 17.3 15.6 20.5 225
Minority interests 0.0 0.0 0.0 0.0 0.0
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Net income (normalised) 232 20.5 21.7 25.7 217
Net income (reported) 204 17.3 15.6 20.5 225
Basic average number of shares outstanding (m) 305 307 309 309 310
EPS - basic reported (p) 6.68 5.63 5.05 6.62 7.27
EPS - basic normalised (p) 7.60 6.68 7.03 8.30 8.95
EPS - diluted normalised (p) 7.56 6.68 7.00 8.26 8.91
EPS - (UIL, diluted, Company basis) (p) 7.70 6.43 7.19 8.26 8.91
Dividend (p) 2.90 2.90 3.10 3.30 3.60
Revenue growth (%) 19.1 11.0 1.1 215 15.2
EBITDA Margin (%) 10.2 8.1 8.3 7.9 8.0
Normalised Operating Margin 9.0 6.9 7.0 6.7 6.8
BALANCE SHEET
Fixed Assets 2038 230.1 230.1 2421 265.3
Intangible Assets 78.1 95.4 925 92.7 92.9
Tangible Assets 88.9 91.7 914 104.9 128.7
Investments & other 36.8 43.0 46.1 444 436
Current Assets 1274 107.7 140.7 1432 166.3
Stocks 6.9 10.2 18.0 12.0 14.1
Debtors 746 67.8 117.9 126.4 1474
Cash & cash equivalents 443 25.0 0.0 0.0 0.0
Other 16 46 48 48 48
Current Liabilities (106.4) (85.4) (123.3) (132.3) (150.1)
Creditors (84.4) (77.8) (111.7) (120.6) (138.4)
Short term borrowings (19.4) (5.9) (5.9) (5.9) (5.9)
Other (2.6) (1.7) (5.7) (5.7) (5.7)
Long Term Liabilities (41.2) (61.4) (43.5) (36.9) (51.4)
Long term borrowings (8.8) (14.9) (9.0) (4.4) (20.8)
Other long term liabilities (32.4) (46.5) (34.5) (32.5) (30.5)
Net Assets 183.7 190.9 204.0 216.1 230.2
Shareholders' equity 183.7 190.9 204.0 216.1 230.2
CASH FLOW
Op Cash Flow before WC and tax 36.3 34.0 40.5 45.0 515
Working capital (2.2 0.2) (34.5) 6.4 (5.3)
Exceptional & other (2.3) (3.5) (5.4) (4.8) (4.8)
Tax (6.0) (4.6) (3.8) (6.9) (9.3)
Other (3.8) (0.2) (2.4) (3.2) (3.8)
Net operating cash flow 220 253 (5.7) 36.4 28.3
Capex (6.2) (6.5) (5.0) (7.7) (8.2)
Acquisitions/disposals (13.4) (19.9) (0.5) (11.5) (22.6)
Net interest (0.6) 0.7) (1.1) (1.2) (2.3)
Equity financing 0.1 04 0.9 1.0 1.0
Dividends (8.9) (8.9) 9.2) 9.9) (10.2)
Other (1.8) (1.8) (2.2) (2.5) (2.5)
Net Cash Flow (8.8) (12.0) (22.8) 46 (16.5)
Opening net debt/(cash) (25.2) (16.4) (4.4) 18.4 13.8
FX 0.0 0.0 0.0 0.0 0.0
Closing net debt/(cash) (16.4) (4.4) 18.4 13.8 30.3

Source: Company accounts, Edison Investment Research
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This report has been commissioned by Severfield and prepared and issued by Edison, in consideration of a fee payable by Severfield. Edison Investment Research standard fees are £60,000 pa for the production and
broad dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and
related IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
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Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2023 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
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publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.

20 Red Lion Street
London, WC1R 4PS
United Kingdom



