
   

www.progressive-research.com   
This publication should not be seen as an inducement under MiFID II regulations. 

 Please refer to important disclosures at the end of the document. 

 

15 June 2022 

SEVERFIELD 

ENGINEERING & CONTRACTING SERVICES 
 

 

SFR.L 

 60p 

Market Cap: £185.7m 
 

SHARE PRICE (p) 

 
12m high/low 83p/60p 

Source: LSE Data (priced as at prior close) 

 

KEY DATA 

Net (Debt)/Cash £(18.4)m (at 31/03/22) 

Enterprise value £204.1m 

Index/market LSE 

Next news AGM, 8 Sep 

Shares in Issue (m) 309.5 

Chairman Kevin Whiteman 

Chief Executive Alan Dunsmore 

Finance Director Adam Semple 

 

COMPANY DESCRIPTION 

UK's leader in design, fabrication and 
construction of structural steel, for 
commercial buildings, infrastructure etc 

www.severfield.com  
PERLPARA 

Resilient FY result with forecasts maintained 

Severfield, Britain’s leading structural steel specialist, delivered an 11% 
increase in adjusted FY2022 PBT to £27.1m, just below our estimate despite 
“challenging market conditions” as steel price increases temporarily diluted 
margins. However, the group reiterated its guidance for FY2023E and we are 
maintaining our PBT estimates for the current financial year and next. We 
are also introducing a new forecast of further growth into FY2025E. This is 
driven by a range of long-term growth sectors, which we highlight.       

▪ Resilient results despite cost pressures. Revenue increased by 11% to 
£404m, beating our estimate by 1.9%; the underlying operating margins 
slipped from 7.0% to 6.7%, versus our estimate of 7.1%. This reflected a 
more than doubling in steel prices being ‘passed through’ to customers at 
zero margins. Adjusted PBT was 3.5% below our estimate. Adjusted 
diluted EPS rose by 11.9% to 7.2p and the dividend was raised by 6.9% to 
3.1p. Net debt of £18.4m was slightly below our estimate and reflected 
greater steel purchasing and the impact of price rises.   

▪ Profit expectations unchanged. We have not changed our adjusted PBT 
for FY2023E or FY2024E but have added c.£30m to revenue to both years 
and nudged down the operating margin from 7.1% to 6.6% for FY2023E 
and from 7.4% to 6.9% for FY2024E – reflecting a similar trend to FY2022. 

▪ Orders hit new high. The UK and Europe order book reached a new record 
of £486m at June, up 61% Y/Y, including: the group’s first HS2 bridge; 
Google HQ at Kings Cross; Sky Studios; new industrial and distribution, 
commercial offices and bridges; and the new stadium for Everton FC. 

▪ Energy security drive supports long-term outlook. Severfield has 
benefitted from strong demand for logistics, infrastructure and data 
centres. We now see an even more pressing need: the UK’s Economic 
Security Strategy, published on 7 April, following the Russian invasion of 
Ukraine (page 5). There is more emphasis on new nuclear and a renewed 
reliance on North Sea oil & gas on top of the government’s existing net 
zero target for 2050. We believe these could boost Harry Peers’ specialist 
nuclear and process engineering skills in addition to industrial buildings to 
manufacture equipment from wind turbines to heat pumps. 

▪ Severfield explored. Severfield is the UK’s largest structural steel group 
and one of the biggest in Europe. It has a total steel capacity of around 
165,000 tonnes in its five UK plants and has a JV in India (page 6). 
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FYE MAR (£M) 2021 2022 2023E 2024E 2025E 

Revenue 363.3 403.6 460.1 469.3 490.4 

Fully Adj PBT 24.3 27.1 31.2 33.6 36.2 

Fully Adj EPS (p) 6.4 7.2 8.3 8.3 9.0 

Dividend per share (p) 2.9 3.1 3.3 3.3 3.6 

PER (x) 9.3x 8.3x 7.3x 7.2x 6.7x 

EV/EBITDA (x) 6.8x 6.4x 5.0x 4.7x 4.5x 

Dividend yield 4.8% 5.2% 5.5% 5.6% 6.0% 

Source: Company Information and Progressive Equity Research estimates. 
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2  Severfield 

Estimates maintained for FY2023E and FY2024E 

We have not changed our adjusted PBT for FY2023E or FY2024E but have added c.£30m to 
revenue for both years and nudged down the group operating margin from 7.1% to 6.6% 
for FY2023E and from 7.4% to 6.9% for FY2024E – but maintaining the same absolute 
operating profit. In both cases this is reflecting a similar dilutive effect of higher steel prices 
in the revenue, but effectively being ‘passed through’ at zero margin to clients, as was the 
case in the FY2022 results. There are no other material changes to our estimates. 

The flat adjusted EPS between FY2023E and FY2024E reflects the new higher rate of 
Corporation Tax. We have assumed a continuation of the 2.5x dividend cover policy. 

We are also introducing new FY2025E estimates, which (possibly conservatively, given our 
assumption of long-term opportunities on page 5) assume revenue growth of 4.5% and 
growth in EPS of 8.1%, to 9.0p. 

 

Figure 1: Adjusted cashflow statement and summary balance sheet 

YE March (£m) 2016 2017 2018 2019 2020 2021 2022 2023E 2024E 2025E 
Group revenue  239.4   262.2   274.2   274.9   327.4   363.3   403.6   460.1   469.3   490.4  
YoY change (%) 18.8% 9.6% 4.6% 0.3% 19.1% 11.0% 11.1% 14.0% 2.0% 4.5% 
Op. margin (%) 5.7% 7.5% 8.3% 8.5% 8.2% 7.0% 6.7% 6.6% 6.9% 7.1% 
Group op. profit  13.7   19.6   22.9   23.3   27.0   25.5   26.9   30.5   32.5   34.8  
Share of JVs  (0.2)  0.5   0.9   1.7   2.4   (0.3)  1.3   1.9   2.4   2.9  
Op. profit inc JVs  13.5   20.1   23.7   24.9   29.3   25.1   28.2   32.4   34.9   37.7  
Exc. & gw.  (3.6)  (1.8)  (1.3)   -     (2.8)  (3.2)  (6.1)  (5.4)  (5.4)  (5.4) 
Interest  (0.2)  (0.2)  (0.2)  (0.2)  (0.7)  (0.8)  (1.1)  (1.2)  (1.3)  (1.5) 
PBT, reported  9.6   18.1   22.2   24.7   25.8   21.1   21.0   25.8   28.2   30.8  
U-lying tax (%) 17.0% 17.1% 19.4% 19.7% 18.9% 18.5% 18.6% 19.0% 25.0% 25.0% 
Reported tax  (1.0)  (2.7)  (4.0)  (4.5)  (5.4)  (3.8)  (5.4)  (5.6)  (7.8)  (8.3) 
Net attrib. profit  8.6   15.3   18.1   20.2   20.4   17.3   15.6   20.2   20.4   22.5  

PBT pre-exc & gw.  13.2   19.8   23.5   24.7   28.6   24.3   27.1   31.2   33.6   36.2  
YE shares (million)  297.5   298.9   299.7   304.0   306.0   308.2   309.5   309.5   309.5   309.5  
Wtd. ave. (million)  297.5   298.9   299.7   303.1   305.4   307.3   308.8   309.5   309.5   309.5  
Diluted (million)  299.2   301.1   304.2   306.3   307.1   307.4   310.2   310.2   310.2   310.2  
EPS, basic (p)  2.9   5.1   6.1   6.7   6.7   5.6   5.1   6.5   6.6   7.3  
U-lying EPS, dil (p)  3.7   5.5   6.3   6.6   7.7   6.4   7.2   8.3   8.3   9.0  
DPS - declared (p)  1.5   2.3   2.6   2.8   2.9   2.9   3.1   3.3   3.3   3.6  
Dividend cover (x)  2.4   2.4   2.5   2.4   2.7   2.2   2.3   2.5   2.5   2.5  
EBITDA  17.4   23.2   26.5   26.9   30.9   29.9   32.0   41.1   43.2   45.7  
FCFPS (p)  6.6   6.5   4.5   2.6   5.0   6.0   (3.8)  8.7   4.9   6.6  
TNAV (p)  29.9   32.7   38.1   39.6   34.5   31.0   33.9   36.7   41.8  47.3 

 

Source: Company Information and Progressive Equity Research estimates.  

 
 

  

Profitability expectations 
unchanged but with similar 
profile of higher revenues and 
slightly diluted margins  
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Balance sheet and cashflow  

Year-end net debt, pre-IFRS16 of £18.4m (FY2021, net funds of £4.4m), in line with our 
estimate, reflects higher steel purchases to meet production needs in 2023 and the impact 
of steel price rises (Figure 2).  

This was already factored into our estimates for net debt for FY2023E and FY2024E, which 
we are not changing and assume a reduction to c.£3m by FY2024E, with a new forecast of 
net cash being achieved in FY2025E – assuming no further major capex projects. 

 

Figure 2: Adjusted cashflow statement and summary balance sheet 

YE March (£m) 2016 2017 2018 2019 2020 2021 2022 2023E 2024E 2025E 
           
Adj cash flow 2015 2016 1.116 2018 2019 2020 2021    
Group op. profit  10.9   16.7   21.4   23.2   25.6   22.6   21.5   25.1   27.1   29.4  
Depreciation  3.7   3.6   3.7   3.6   3.9   4.4   5.2   5.3   5.4   5.5  
Intangible amort.  2.8   2.9   1.5   0.1   1.4   2.8   5.4   5.4   5.4   5.4  
Other, non-cash   0.5   1.9   0.2   (1.1)  (0.7)  0.3    -      -      -     
Working capital  7.0   2.3   (3.7)  (7.9)  (2.2)  (0.2)  (34.5)  5.0   (7.5)  (2.1) 
Op cash flow  24.8   27.4   22.9   18.0   28.0   30.0   (1.9)  40.7   30.4   38.2  
Capex   (4.1)  (5.3)  (5.4)  (6.3)  (6.2)  (6.2)  (4.9)  (7.2)  (6.0)  (8.0) 
Interest, net  (0.2)  (0.2)  (0.2)  (0.4)  (0.6)  (0.7)  (1.1)  (1.2)  (1.3)  (1.5) 
Tax  (0.9)  (2.4)  (3.9)  (3.4)  (6.0)  (4.6)  (3.8)  (5.6)  (7.8)  (8.3) 
Free cashflow  19.6   19.5   13.4   8.0   15.2   18.4   (11.6)  26.8   15.3   20.4  
Acquisitions, JVs  (4.3)  (0.4)  (5.5)  (4.2)  (13.4)  (20.2)  (0.7)  (7.0)   -      -    
Dividends - paid  (3.0)  (5.1)  (7.5)  (13.4)  (8.9)  (8.9)  (9.2)  (9.8)  (10.2)  (10.6) 
Financing  (0.2)  (0.2)  (0.2)  1.5   26.4   (8.7)  (7.4)   -      -      -    
Change in cash  12.1   13.8   0.3   (8.1)  19.4   (19.4)  (29.0)  10.0   5.0   9.8  
Summary balance sheet          
Intangible FA  59.2   56.3   54.8   54.7   78.1   95.4   92.5   94.2   88.8   83.4  
Tangible FA  77.4   78.9   81.2   84.0   99.0   101.5   102.5   104.4   105.1   107.6  
Investments  12.7   13.1   18.5   24.3   26.7   33.2   35.0   36.9   39.3   42.2  
Working capital  0.7   (1.5)  1.7   8.4   (2.9)  0.3   24.2   19.2   26.7   28.8  
Provisions, other   (5.8)  (3.8)  (2.9)  (1.6)  (14.9)  (21.4)  (24.0)  (24.0)  (24.0)  (24.0) 
Pensions  (14.6)  (21.4)  (17.2)  (20.0)  (18.7)  (22.4)  (14.4)  (14.4)  (14.4)  (14.4) 
Net cash/(debt)1   18.7   32.6   33.0   25.2   16.4   4.4   (18.4)  (8.4)  (3.4)  6.4  
Net assets  148.2   154.2   169.0   175.0   183.7   190.9   197.4   207.9   218.0   230.0  
Net cash/ debt (IFRS16)     5.2   (6.7)  (30.1)  (20.0)  (15.0)  (5.2) 

 

Source: Company Information and Progressive Equity Research estimates. 1 pre-IFRS 16 

 

No change to cashflow 
expectations, with group going 
into net cash in FY2025 (barring 
extra capex)  
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Operational highlights, FY2022 

Figure 3: Order book, UK and Europe (£m) 

 

Source: Company Information  

 

▪ The UK and Europe order book reached a new record of £486m at June, up by 61% Y/Y. 
Highlights included: the Group’s first HS2 bridge; the Google HQ at Kings Cross; Sky 
Studios at Elstree; new industrial and distribution, commercial office and bridge orders; 
and the new stadium for Everton FC. 

▪ The order book for the Indian joint venture (‘JSSL’) also rose to a near-record high of 
£158m from £140m in November, demonstrating recovery in the country, which was 
hit badly by the pandemic, and strong underlying demand. In response to this, the JV is 
in the process of selecting a plot of land to expand capacity after the Bellary reaches its 
maximum capacity of c.100,000 tonnes in 2023. 

▪ The share of profit from JSSL was £0.8mm, reversing a loss of £0.7m, reflecting revenue 
growth and margin improvement following the disruptive impact of Covid in 2021. 

▪ Outlook: “Whilst we remain mindful of the macro-economic backdrop, particularly 
inflationary pressures which are expected to continue in 2023, we continue to expect 
to deliver further progress and our expectations for the year ahead remain unchanged”.  

▪ A new simplified divisional structure implemented for UK and Europe operations from 
1 April 2022 – creating three new divisions aligned with our chosen market sectors, and 
replacing the six location-based business units, classified currently as a single operating 
division. The divisions are:  

- Commercial and Industrial: industrial and distribution, commercial offices, stadia 
and leisure, data centres, retail and health and education. 

- Nuclear and Infrastructure: which will encompass market-leading positions in the 
nuclear, power and energy, transport (road and rail) and process industries sectors. 

- Products and Processing: which will include the growing modular product ranges of 
Severfield (Products & Processing) Construction Metal Forming (‘CMF’), the cold 
rolled steel JV. CMF has concluded a £10m expansion project, operational this FY.  
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A new record high in orders in 
both UK & Europe and India  
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End markets: ‘security’ joins ‘green’ growth prospects 

The UK government’s 7 April Energy Security Strategy (ESS) put nuclear, wind generation 
and hydrogen at the forefront of reducing the UK’s dependence on Russian hydrocarbons. 
We believe all can lift demand in the medium to long term for Severfield’s specialist skills, 
particularly in process engineering, boosted by the 2019 acquisition of Harry Peers. 

However, the broader concepts of ‘security’ − including economic independence and 

supply chain reliability − should bolster some of the group’s already strong core markets, 
such as industrial and logistics.  

A distinctive feature of the UK’s biggest structural steel specialist has always been the 
broad spectrum of end markets it serves. This has often entailed a steady stream of 
emerging growth sectors, most recently datacentres and, before that, logistics. Both 
remain strong. However, some new end markets are starting to appear over the horizon 
driven by other factors, such as the renewed focus on energy security, lifestyle changes, 
Brexit and the UK government’s ‘levelling up’ aims. Building types include ‘giga-factories’, 
giant film studios and greater demand for factories. Their impact on the group’s revenue is 
unlikely to feature significantly in our short-term estimates, but start to feature more over 
the rest of our forecast period and beyond.  

A number of these political and economic aims also apply to mainland Europe, which we 
believe Severfield has targeted for expansion, both organically and potentially through 
acquisition. We see three broad and inter-related trends, all of which could support 
demand for Severfield’s services:  

▪ Security and ‘deglobalisation’ accelerated by war. The reactions to Russia’s invasion of 
Ukraine arguably eclipsed, at least temporarily, much of the green agenda. However, 
many of the aims of the ESS and other government actions strongly support renewable 
energy. There has been an even more urgent need to reduce Europe’s dependence on 
Russia’s oil and gas. However, ‘security’ also encapsulates food, economic and supply 
chain reliability. We envisage the pendulum of globalisation swinging backwards to a 
degree, with ‘on-shoring’ or ‘near-shoring’ creating more demand for factories and 
logistics space. In the most literal sense of ‘security’, defence spending is likely to grow. 
Beneficiaries: nuclear facilities, process industries, factories and logistics space. 

▪ Decarbonisation reprioritised. There has been a reprioritisation of green ambitions 
following the invasion, prompting calls for a temporary return to hydrocarbon 
exploration and production, and more of a focus on energy supply rather than 
efficiency, which was a major aspect of previous government green policy. However, 
we still believe there will be considerable opportunities, such as giga-factories and 
production plants for wind turbines, heat pumps and insulation products. Beneficiaries: 
process engineering for O&G and factories for green industry components.   

▪ Politics and lifestyle changes. We have witnessed a combination of Brexit, electoral 
pledges and changes in lifestyle, mostly originally pre-Covid but accelerated by the 
pandemic. These trends include free ports and ‘levelling up’ investment (part of the 
‘Brexit bonus’), data centres (the rise in cloud computing, accelerated by home 
working), and a remarkable rise in UK film studios (content for cinema and home 
entertainment). Beneficiaries: logistics, factories, data centres and film studios (the 
latter two requiring extra steel).   

War in Ukraine prompts focus on 

energy and economic security − 
boosting new, higher-value end 
market sectors for Severfield   

Group has always been able to 
react rapidly to new markets as 
they emerge 

Similar drivers also feature in 
targeted European markets, 
while opportunities appear to be 
recovering more rapidly than 
expected 
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Severfield in brief 

Severfield is the UK’s largest structural steel group and one of the biggest in Europe. It has 
a total steel capacity of around 165,000 tonnes in its five UK plants and employs c.1,500. It 
also has a JV in India. The group and its markets are discussed in detail in our initiation 
note, Election result provides clearer 2020 vision (link). Acquisitions of Harry Peers & Co in 
2019 and Dam Structures in 2021 have boosted revenue, earnings, capacity and reach into 
sectors such as nuclear and process industries in the case of Peers and rail for Dam.  

The three main activities it performs are:  

▪ the design of steel structures for buildings and infrastructure;  

▪ the fabrication of steel sections and plate in its five UK factories; and 

▪ the erection of the steel elements within larger construction projects.  

The group was formed in 1978 as Severfield-Reeve and grew rapidly, both organically and 
through a series of acquisitions, which broadened its range of products and services. It was 
renamed Severfield-Rowen and then, in 2014, Severfield.  

Its landmark structures include the 2012 Olympic Stadium, the ‘Shard’, Birmingham New 
Street Station, Wimbledon Centre Court, the Emirates Stadium and the Paris Philharmonic 
Hall. It also supplies and erects industrial buildings and distribution warehouses. 

Significant contractual losses in 2013, particularly on the Leadenhall Tower, the 
‘Cheesegrater’, in the City of London, prompted a major restructuring of the business, 
much more focused management controls and a £45m rights issue. We now see less risk 
of overcapacity, more disciplined bidding, a continued shift to higher value and greater 
managerial control. With a strengthened balance sheet, and with a focus on high-entry 
barrier markets, it is targeting opportunities for growth, while a fragmented competition 
largely vies for more commoditised work.  

Markets: ability to adapt to new growth markets now favours nuclear 

Severfield has regularly navigated shifting patterns in demand, with the group investing in 
design capabilities and manufacturing capacity tailored to potentially long-term structural 
growth sectors. These have included data centres, logistics and infrastructure, where 
clients are more dependent on security of delivery than, say, basic offices and retail. Europe 
and the potentially huge Indian market are examples of the group’s geographical strategy. 

Latest global trends could transform demand for Severfield’s output: climate change (eg 
giga-factories); cloud computing since Covid (data centres); and energy and economic 
security in the wake following Russia’s invasion of Ukraine (nuclear, gas storage etc). 

Carbon-neutral target reached 

In August 2021, the group achieved its target of being accredited by the Carbon Trust as 
carbon neutral in its manufacturing and construction operations, according to PAS 2060, 
the only recognised international standard for carbon neutrality.  

Largest structural steel group in 
UK with growing European 
opportunities 

Significant losses in 2013 
prompted major restructuring 

Group has regularly navigated 
changing market trends... 

…now driven by energy and 
economic security 

Accredited by only recognised 
international standard for carbon 
neutrality 

https://www.progressive-research.com/research/election-result-provides-clearer-2020-vision/
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Financial Summary: Severfield 

Year end: March (£m unless shown)      
      
PROFIT & LOSS 2021 2022 2023E 2024E 2025E 
Revenue 363.3  403.6  460.1  469.3  490.4  
Adj EBITDA 29.9  32.0  41.1  43.2  45.7  
Adj EBIT 25.5  26.9  30.5  32.5  34.8  
Reported PBT 21.1  21.0  25.8  28.2  30.8  
Fully Adj PBT 24.3  27.1  31.2  33.6  36.2  
NOPAT 25.4  26.8  30.4  32.4  34.7  
Reported EPS (p) 5.6  5.1  6.5  6.6  7.3  
Fully Adj EPS (p) 6.4  7.2  8.3  8.3  9.0  
Dividend per share (p) 2.9  3.1  3.3  3.3  3.6  

      
CASH FLOW & BALANCE SHEET 2021 2022 2023E 2024E 2025E 
Operating cash flow 30.0  (1.9) 40.7  30.4  38.2  
Free Cash flow 18.4  (11.6) 26.8  15.3  20.4  
FCF per share (p) 6.0  (3.8) 8.7  4.9  6.6  
Acquisitions (20.2) (0.7) (7.0) 0.0  0.0  
Disposals N/A N/A N/A N/A N/A 
Shares issued      
Net cash flow (19.4) (29.0) 10.0  5.0  9.8  
Overdrafts / borrowings 31.9  26.5  14.4  14.4  0.0  
Cash & equivalents 25.0  (4.0) 6.0  11.1  0.0  
Net (Debt)/Cash, pre-IFRS 16 4.4  (18.4) (8.4) (3.4) 6.4  

      
NAV AND RETURNS 2021 2022 2023E 2024E 2025E 
Net asset value 190.9  197.4  207.9  218.0  230.0  
NAV/share (p) 61.9  63.8  67.2  0.0  0.0  
Net Tangible Asset Value 95.5  104.8  113.7  129.2  146.5  
NTAV/share (p) 31.0  33.9  36.7  41.8  47.3  
Average equity 187.3  194.2  202.6  212.9  224.0  
Post-tax ROE (%) 9.2% 8.0% 10.0% 9.6% 10.1% 

      
METRICS 2021 2022 2023E 2024E 2025E 
Revenue growth 19.1% 11.1% 14.0% 2.0% 4.5% 
Adj EBITDA growth 14.9% 7.2% 28.3% 5.2% 5.6% 
Adj EBIT growth 16.0% 5.5% 13.4% 6.6% 7.1% 
Adj PBT growth 15.8% 11.4% 15.1% 7.8% 7.8% 
Adj EPS growth 17.0% 11.9% 14.9% 0.7% 8.1% 
Dividend growth 3.6% 6.9% 6.5% 1.0% 8.1% 
Adj EBIT margins 7.0% 6.7% 6.6% 6.9% 7.1% 

      
VALUATION 2021 2022 2023E 2024E 2025E 
EV/Sales (x) 0.6 0.5 0.4 0.4 0.4 
EV/EBITDA (x) 6.8 6.4 5.0 4.7 4.5 
EV/NOPAT (x) 8.0 7.6 6.7 6.3 5.9 
PER (x) 9.3 8.3 7.3 7.2 6.7 
Dividend yield 4.8% 5.2% 5.5% 5.6% 6.0% 
FCF yield 10.0% (6.3%) 14.4% 8.2% 11.0% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Keith Hodgskiss 
+44 (0) 20 7781 5300 
khodgskiss@progressive-research.com 
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