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Severfield

Short-term issues cloud long-term outlook

Severfield remains the leading UK structural steel fabricator, with a strong
presence in Northern Europe and an Indian joint venture. However, news
that it is required to remediate 12 bridge structures and that its underlying
markets are showing signs of short-term weakness have resulted in a
downgrade to profit estimates and a material share price correction. We
believe the markets will recover in time and that there is potential for third-
party cost recoveries relating to the bridge issues, but resolution of either
is not likely to be imminent. That said, the stock trades on a low FY26e P/E.

Revenue PBT* EPS* DPS PIE Yield
Year end (Em) (Em) (p) (p) (x) (%)
03/23 49138 325 8.4 34 6.0 6.8
03/24 4635 36.5 8.9 37 56 7.4
03/25¢ 500.6 27.1 6.8 37 73 74
03/26e 5106 284 76 37 6.6 7.4

Note: *PBT and EPS are on an underlying, diluted, company basis, excluding amortisation of
acquired intangibles, exceptional items and share-based payments.

H125 trading was robust but has been overshadowed

Severfield’s H125 revenue increased 17.2% to £252.3m, while underlying operating
profit (before joint ventures (JVs) and associates) rose 15.9% to £17.2m. Group
underlying PBT rose 13.7% to £16.1m reflecting lower profits from the JVs and
associates and slightly higher interest charges. Net debt increased modestly to
£11.9m by the end of September, reflecting the net effect of operating cash inflow,
offset by cash costs for bridge testing and remediation, an unwind of advance
payments and the share buyback. Given the uncertainly relating to the bridge
remediation issue, the interim dividend was maintained rather than increased.

Bridge remediation costs of £20m taken in H1

The H125 results contained news that the company has identified a number of its
bridge structures that ‘were not in compliance with the clients’ weld specifications’.
This issue ‘predominantly’ relates to 12 bridge projects that are either ongoing or
were completed over the last four years. Severfield is currently undertaking a
comprehensive review to understand the issues and the extent of actions required
to resolve them. The full costs of remediation are not yet determined but estimates
that relate to eight of the 12 bridge structures in question total £20.4m. Severfield is
pursuing potential cost recoveries, mainly via professional indemnity insurance, and
is hopeful that it has a good prospect of success.

Valuation: Sub 7x P/E ratio and ¢ 8% yield

Severfield’s shares traded at a peak of 89p in November 2024 and the share price
suffered a sharp correction on the announcement of the interims. The material
downgrade to estimates and the even more severe share price reaction imply that
the stock is now more attractively priced, trading on a P/E ratio of 6.6x to March
2026, while yielding 7.4%. The dividend is 2.0x covered in FY26 on current
estimates and the company remains well within banking covenants, suggesting no
pressing need to recalibrate shareholder returns.
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Severfield is a market-leading UK structural
steelwork fabricator operating across a broad range
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projects for the local market in a joint venture with
India’s largest steel producer, JSW Steel.
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Good H125 results overshadowed

Severfield’s H125 results were encouraging but have been overshadowed by softening project
demand and the announcement that there are real issues and potentially costly remedies relating to
a number of bridges that either have been constructed and installed, or remain in production. As a
result of both issues, we have materially reduced profit expectations for FY25 and FY26 and
increased net debt forecasts, although the company remains well within existing facilities. The
share price fell further than our estimates were reduced implying that the company remains
attractively valued. Market recovery and a positive conclusion to bridge cost recoveries would be
catalysts that could result in some share price relief, though the timing, magnitude and certainty of
both is unknown.

H125 results show robust activity

Severfield’s H125 revenue increased 17.2% to £252.3m, largely reflecting an increase in production
activity in the period, while underlying operating profit (before JVs and associates) rose 15.9% to
£17.2m boosted by the revenue growth and some final account upsides, offset by tighter pricing in
some markets including distribution. The underlying operating margin slipped marginally to 6.8%
from 6.9% in H124.

Group underlying PBT rose 13.7% to £16.1m reflecting lower profits from the JVs and associates
and slightly higher interest charges. Net debt increased from £9.4m at the end of March 2024, to
£11.9m by the end of September, reflecting the net effect of operating cash inflow, offset by £3.0m
of cash costs for bridge testing and remediation (see below), an unwind of advance payments held
on the balance sheet (£8.4m) and the share buyback (£4.1m).

Given the uncertainly relating to the bridge remediation issue, the company maintained the interim
dividend and has resolved to continue with the share buyback, which was originally set for a total
investment of £10m, with ¢ £8m of the share buyback complete at 30 November.

Exhibit 1: H125 results summary

H124 H125 % change
Revenue
Commercial and Industrial 166.5 205.0 23.1%
Nuclear and Infrastructure 415 422 1.7%
Core Construction Operations 208.0 247.2 18.8%
Modular Solutions 10.7 9.8 -8.4%
Central items (3.4) 4.7 38.2%
Total revenues 2153 252.3 17.2%
Underlying operating profit
Core Construction Operations 14.7 171 16.6%
Modular solutions 0.1 0.0 -86.0%
Underlying operating profit 14.8 17.2 15.9%
CMF (share of profit) 0.1 0.4 251.0%
India 0.6 0.1 -91.5%
Interest (1.4) (1.5 4.0%
Underlying profit before tax 14.2 16.1 13.7%
Underlying operating margin
Core Construction Operations 7.1% 6.9% -1.9%
Modular Solutions 0.9% 0.1% -84.7%
Underlying operating margin 6.9% 6.8% -1.1%

Source: Severfield, Edison Investment Research. Note: Underlying metrics are on a company basis

Within the Core Construction Operations, Commercial and Industrial revenue increased 23.1% to
£205.0m as the previous period was affected by the pause in construction at Sunset Studios. The
division progressed work on the SeAH Wind monopile facility in Teesside, the AESC UK (Envision)
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battery plant in Sunderland and a BAE facility in Scotland as well as several data centre projects
and numerous office developments.

In Nuclear and Infrastructure, revenue was up 1.7% at £42.2m, supported by ongoing contracts at
Hinkley Point and Sellafield. Of note in the period was the awarding to Severfield of ISO
19443:2018 certification, which sets strict requirements of quality management systems that ensure
compliance with stringent statutory and regulatory requirements. Severfield is only the 12th UK
company to gain such certification.

In the Modular Solutions division, revenue declined 8.4% to £9.8m, due largely to delays in higher-
margin orders at Severstor, which have slipped into H2. Underlying operating profit was flat at
£0.1m with divisional operating profit increasing from £0.2m to £0.4m due to a better result from
CMF, the cold rolled steel JV.

The JV in India saw volumes of steel slip slightly from 32k tonnes to 31k tonnes as activity was
disrupted by the elections in the summer. Revenue fell ¢ 5% to £49.3m with operating profit
declining 36% to £2.5m. An equal and opposite interest charge implied that PBT fell to zero from
£1.4m last year.

Bridge issues ongoing with recovery potential

The H125 results contained news that the company has identified a number of its bridge structures
that ‘were not in compliance with the clients’ weld specifications’. This issue ‘predominantly’ relates
to 12 bridge projects that either are ongoing or were completed over the last four years. The
company stated: ‘The issues all arise out of a particular bridge specification and related to sub-
optimal choices of welding procedures, exacerbated by limitations in the specified weld testing
regime for these projects.’

Severfield is currently undertaking a comprehensive review, which includes the affected clients,
industry authorities and insurers, to understand the issues and the extent of actions required to
resolve them. We understand that the problems identified have not compromised the safety of any
of the operational bridge structures and that Severfield continues to work on other road and rail
bridges for a variety of other clients. Furthermore, we understand that these projects will meet the
required specifications.

The full cost of remediation has not yet been determined, but in H1 the company incurred testing
and remediation costs of £7.1m, with a further £13.3m of costs assessed to be payable relating to
eight of the 12 bridge structures in question, totalling £20.4m, taken as a non-underlying charge in
the H125 results. Severfield will be keeping the full costs under review until the situation is
remedied. However, it is pursuing potential cost recoveries, mainly via professional indemnity
insurance, and is hopeful that it has a good prospect of success, although at this stage the level of
certainty is insufficient for recognition under accounting standards. Professional Indemnity
insurance is capped at £20m.

The situation with regard to the remaining four bridges is unknown as many of the variables are yet
to be decided. The company has taken a contingent liability to reflect the potential costs, but this is
not recognised on the balance sheet. At the point it becomes probable and measurable with a
reasonable degree of reliability, it will be reclassified and recognised as a provision. It seems
reasonable to assume that the order of magnitude for the costs to rectify the four bridges might be
of the order of ¢ £10m, on the assumption that the cost for the first eight was ¢ £20m. Again,
Severfield will be investigating potential third-party recoveries relating to these potential costs.

Outlook challenged in the short term

Severfield’s orderbook remains well diversified with no one sector dominating. However, due to a
challenging market, the total UK and European order book has declined from £478m on 1 June,
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and £460m on 1 July, to £410m on 1 November as recovery in certain sectors, particularly short
cycle sectors such as distribution, have been slower than initially expected and pricing has
remained at tighter levels for longer than anticipated. In addition, some large project opportunities
for FY25 and FY26 have been delayed or cancelled and, so far, there is little sign of improvement,
although some of these are expected to return by FY27.

Exhibit 2: UK and Europe order book (£m)
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Source: Severfield, Edison Investment Research

Further out however, the UK government’s National Wealth Fund, designed to promote investment
in energy, transport and critical national infrastructure, looks promising and should be a direct
benefit to Severfield as many of its core markets are addressed. In addition, investment in ‘new’
low-carbon and green energy transition projects should support the company’s long-term outlook,
but these may take some time to feed into revenue. It should be noted that Severfield has been
recommended for the Agratas battery plant in Somerset, which will supply batteries for Jaguar Land
Rover and Tata Motors. It is a £50-60m project for which production will start in 2025 but is not yet
in the order book.

Reduction in forecasts as demand declines

Given the softness of the market and the likely costs of the first eight bridge remedies, we have
reduced expectations. Revenue is reduced c 5% in both FY25 and FY26, with an implied reduction
in operating profit of ¢ 20% reflecting the gearing effect of reduced revenues on a partially fixed cost
base.

Net debt increases by the ¢ £20m of bridge remedy costs in FY25, although it is worth noting that
these costs relate to eight of the 12 bridges and therefore the total could be higher when the costs
of remedying the remaining four bridges are accounted for. Equally, there is potential for third-party
cost recovery that would work in Severfield’s favour if the company is successful in its claims.

We have reduced our dividend expectations to give a flat payout in FY25 and FY26 versus FY24 (ie
3.7p/share) and we then assume some modest growth in FY27.
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Exhibit 3: Revised estimates

£m

Revenue

Y-0-y % change

EBITDA - Edison basis

Y-0-y % change

Underlying operating profit
Y-0-y % change

PBT (underlying, pre exceptionals)
Y-0-y % change

EPS - underlying, diluted (p)
Y-0-y % change

DPS (p)

Y-0-y % change

Net (debt)/cash (pre IFRS 16)
Y-0-y % change

2024 2025e
Old New
4635 528.4 500.6
5.7% 14.0% 8.0%
46.1 46.0 384
14.2% 5.6% -16.8%
39.6 39.0 30.6
13.4% 6.0% =229
36.5 36.0 271
12.5% 6.5% -25.9%
8.9 9.4 6.8
5.5% 6.9% -23.1%
37 3.8 37
8.8% 5.6% 0.0%
9.4) (22.4) (42.6)
N/A -27.2% 354.0%

Source: Severfield accounts, Edison Investment Research
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2026e
New
510.6
2.0%
41.3
7.6%
32.7
6.8%
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4.8%
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Exhibit 4: Financial summary

£m
Year end 31 March
INCOME STATEMENT
Revenue
Cost of Sales
Gross Profit
EBITDA
Normalised operating profit
Operating profit (U/L, Company basis, inc JVs)
Amortisation of acquired intangibles
Exceptionals
Share-based payments
Reported operating profit
Net Interest
Exceptionals
Profit Before Tax (norm)
Profit before tax (U/L, Company basis)
Profit Before Tax (reported)
Reported tax
Profit After Tax (norm)
Profit After Tax (reported)
Minority interests
Discontinued operations
Net income (normalised)
Net income (reported)

Basic average number of shares outstanding (m)
EPS - basic reported (p)

EPS - basic normalised (p)

EPS - diluted normalised (p)

EPS - (U/L, diluted, company basis) (p)

Dividend (p)

Revenue growth (%)

Gross Margin (%)

EBITDA Margin (%)
Normalised Operating Margin (%)
BALANCE SHEET

Fixed Assets

Intangible Assets

Tangible Assets
Investments & other
Current Assets

Stocks

Debtors

Cash & cash equivalents
Other

Current Liabilities

Creditors

Tax and social security
Short term borrowings
Other

Long Term Liabilities

Long term borrowings
Other long term liabilities
Net Assets

Shareholders' equity

CASH FLOW

Op Cash Flow before WC and tax
Working capital

Exceptional & other

Tax

Other

Net operating cash flow
Capex
Acquisitions/disposals

Net interest

Equity financing

Dividends

Other

Net Cash Flow

Opening net debt/(cash), pre-IFRS 16
Other non-cash movements
Closing net debt/(cash), pre-IFRS 16

Source: Severfield accounts, Edison Investment Research
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2021
IFRS

363.3
(363.3)
0.0
296
25.1
25.1
(28)
0.0
0.6
29

2022
IFRS

4036
(403.6)
0.0
334
28.2
28.2
(5.2)
(0.2)
10
238

2024
IFRS

463.5
(463.5)
0.0
46.1
39.6
39.6
(5.4)
(7.8)
04
26.8

2025e
IFRS

500.6
(500.6)
0.0
376
306
306
(23.0)
04

1.0

9.0

(141.7)
(129.1)

2026e
IFRS

510.6
(510.6)
0.0
39.7
327
327
(5.2)
04

10
289
(4.3)
(0.4)
28.4
28.4
232
(5.8)

(143.8)
(131.2)

283.5
102.5
105.4
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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
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

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 2024 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (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 "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide

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.
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