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Election result provides clearer 2020 vision  

Britain’s leading structural steel group could benefit from the revival of 
stalled construction and investment projects, potentially including HS2, 
following December’s conclusive General Election result, we believe. The 
improved outlook, supported in industry surveys, reinforces the group’s 
existing strategy, which has focused on new growth markets, greatly 
improved risk management and balance sheet strength. The Indian JV and 
acquisition of Harry Peers & Co could further boost prospects, in our view.   

▪ ‘Boris bounce’ fuels investment outlook. Shares in Severfield led a sector 
rally following the emphatic election result. Subsequent Institute of 
Directors and PMI surveys, plus a range of company announcements, 
indicate a marked improvement in industry-wide investment intentions 
after months of projects being put on hold.   

▪ Main sectors could benefit from Government plans. The outlook for 
offices, Severfield’s main sector currently, has improved since the 
election, according to agent Savills. However, a key feature of the group is 
the breadth of its end markets for design, fabrication and erection of steel. 
It also serves government priority sectors including infrastructure and 
data centres, while its industrial and logistics activities could benefit from 
investment in the regions. Media reports of the Government’s potential 
green light to HS2 could further boost prospects.  

▪ From turnaround to growth path. The group, formerly Severfield-Rowen, 
was forced into a sweeping turnaround programme following losses in 
2013. Overheads were cut, bids more tightly controlled and £45m raised 
in a rights issue. The retrenching phase has now moved to one of growth. 

▪ Indian JV and UK acquisition boost prospects. Its 2008 JV aims to tap into 
the rapidly growing Indian market. The acquisition in October 2019 of 
Harry Peers & Co adds capability in nuclear and modular construction. 

▪ More sustainable financial footing. We forecast revenue to grow by 7.8% 
CAGR over the three-year forecast period; margins have recovered from 
low single digits to what appears to be a sustainable 8 - 10% range; cash 
conversion is strong and ROCE is c. 17% pre-tax.   

▪ Valuation. Severfield’s shares are close to their 12-month high of 88p, 
which they reached soon after the Election. They trade at a one-year 
forward (FY 2020E) P/E of 11.5x and dividend yield of 3.5%. 
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FYE MAR (£M) 2018 2019 2020E 2021E 2022E 

Revenue 274.2 274.9 321.7 341.0 345.2 

Adj EBITDA 26.5 26.9 29.4 31.4 32.6 

Fully Adj PBT 23.5 24.7 27.6 29.7 31.4 

Fully Adj EPS (p) 6.3 6.6 7.4 7.9 8.4 

EV/Sales (x) 0.8x 0.8x 0.7x 0.7x 0.7x 

EV/EBITDA (x) 8.8x 8.6x 7.9x 7.4x 7.1x 

PER (x) 13.5x 12.9x 11.5x 10.7x 10.1x 

Source: Company Information and Progressive Equity Research estimates 
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Overview: on a firm footing for post-poll prospects  

The UK’s largest construction steelwork specialist saw one of the strongest share price 
reactions among broadly buoyant construction and property stocks to the result of the 12 
December 2019 General Election, rising 10% the following day to 80p and reaching 87p by 20 
December. Since the ballot a succession of survey and company statements have indicated a 
release of pent-up demand following many months when projects were put on hold due to 
economic and political uncertainty. We believe government policies, particularly the emphasis 
on regional investment, supported by the reported support for HS2, could benefit Severfield in 
FY 2020 and beyond. 

The clearer economic outlook comes at what we see as a pivotal phase for the group, as it 
moves firmly out of a restructuring phase and into growth, in the UK, India and Europe.  

Severfield put in place a root-and-branch restructuring following losses in 2013. Changed 
management put in place robust defences against headwinds well in advance of the collapse 
of Carillion and before the issue of Brexit appeared. We believe Severfield’s products and skills, 
enhanced risk management and balance sheet strength offers shareholders growth 
opportunities with relatively contained risk. This served it well during the relative slowdown 
during the Brexit impasse; we believe it should give it a stronger footing in any upturn. 

Our key investment themes are: 

▪ Strongly placed for release of pent-up demand. A slew of surveys and company 
announcements indicate a sharp increase in investment decisions following the Election. 
They are discussed in more detail on page 7, but the main points include the Institute of 
Directors predicting a sharp rise in predicted investment and a wider slew of economic 
indicators showing a rise in consumer confidence. 

▪ Well placed for longer-term government vision. New government policies focus on 
infrastructure, more investment in the regions and the environment. Infrastructure is one 
of the main sectors Severfield serves, while a rebalancing of the national economy could 
support industrial and logistics construction. Chancellor Sajid Javid is reported to have 
added his support to the controversial £100bn-plus HS2 rail project.  

▪ Other opportunities:  Severfield has proved over many years to be resilient to changing 
patterns of demand in its end markets. We see opportunities including infrastructure, data 
centres and modular construction. 

- Logistics: driven by move from high street to on-line, within industrial & distribution. 

- Data centres: growth worldwide has been at an exponential 51% CAGR in capacity. 

- Nuclear: newly acquired Harry Peers increases exposure to nuclear and modular.  

▪ European growth: the group had previously supplied the Continent on an ad-hoc basis, but 
has now opened a Netherlands office to market the region more pro-actively and has won 
its first order, in Sweden. 

▪ India: The 2008 JV aims to tap into rapid growth and steady trend from concrete to steel 
construction as the economy matures. We believe that, over time, the Indian operation will 
grow beyond the core group in size (tonnes). 

▪ Decisive action strengthened company: These new opportunities emerge at a point when 
the company appears to be significantly stronger and with less exposure to risk following a 
sweeping restructuring following major losses in 2013. This involved: a review of contracts 
and subsequent write-downs; strengthened risk management and overhead savings. The 
balance sheet was strengthened by a £45m rights issue and since then free cashflow has 

Rise in share price following 
Election indicates short-term 
relief; Government plans suggests 
longer-term opportunities 
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remained positive (see page 7). Importantly, in our view, the transformation was enacted 
before the problems of Carillion, Interserve and Kier, all undermined by heavy net debt. 

▪ A consolidating market, increasing entry barriers. On page 15 we examine the competition, 
which is almost entirely privately owned. 

▪ Valuation. Severfield’s shares are close to their 12-month high of 88p, which they reached 
soon after the Election. They trade at a one-year forward (FY 2020E) P/E of 11.5x and 
dividend yield of 3.5% (page 31). The only quoted direct rival, Billington Holdings has a 
slightly lower P/E, 9.9x, but the company is significantly smaller, with a market cap of £49m. 
On most metrics, Severfield is trading at more attractive multiples than its own five-year 
record. We also discuss potential ‘hidden value’ regarding the group’s substantial 
manufacturing assets and Indian JV (page 35).     
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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 150,000 tonnes in its five UK plants, including that of newly-
acquired Peers, and employs c. 1,400. 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 
four UK factories; and the erection of the steel elements within larger construction projects. It 
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.  

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 (page 19). The benefits of these actions became 
increasingly evident during FY 2015 and 2016 and we believe the group’s investment theme 
has moved from restructuring to measured growth. This may lack the rapid revenue growth 
and peak margins seen in FY 2008 in particular (31.2% and 14.9% respectively), but we believe 
both revenue growth and margins will be more sustainable.  

Operationally, we see less risk of over-capacity, more disciplined bidding, a continued shift to 
higher value, less commoditised work and greater managerial control. This improved quality of 
earnings and cashflow could, in our view, be reflected in an improved stock market rating (see 
page 31). Now in net cash, 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. 

Latest events, outlook and valuation 

Half year results 

The 26 November interim results showed a fall in revenue and profits reflecting the greater 
second-half weighting to the year’s results, as previously signalled, with a number of large 
ongoing contracts expected to deliver stronger profits in H2. Revenue fell by 11.7% to £131.7m 
and underlying PBT declined 37.4% to £8.2m. The company reiterated its guidance for FY 
(March) 2020 and demonstrated its confidence by raising the interim dividend by 10% to a 
proposed 1.1p. The UK and Europe order book rose from £295m at 1 June to £323m at 1 
November, including £20m from newly acquired Harry Peers (see below). 

Further momentum was demonstrated in the Indian JV. Share of profit more than trebled to 
£1.3m.  

Acquisition of Harry Peers & Co 

On 1 October the group announced it had acquired privately-owned Harry Peers & Co, a leading 
full-service structural steelwork business, for a net initial cash consideration of £18m and a 
performance-based deferred consideration of up to £7.0m, which would be payable in late 
2020. The initial consideration was funded by a combination of cash reserves and a term loan.  

Peers provides a similar range of activities to Severfield: design, project management, 
fabrication and erection, but is expected to significantly extend its current capabilities within 
the regulated and growing market sectors of nuclear, process industries and power generation. 
A distinguishing feature is Peers’ capability in providing ‘modular’ packages of components, 
which offer faster and more predictable construction times, while reducing wastage and 
contractual risk. Severfield has indicated it will look to develop and extend across its wider 
product range.  

Over-ambitious growth led to 
2013 losses then restructuring 

Peers increases exposure to 
regulated and growing market 
sectors of nuclear, process 
industries and power generation – 
plus modular capabilities 

Improved quality of earnings and 
cashflow could be reflected in an 
improved stock market rating 

Revenue and profits fell due to 
previously signalled second half 
weighting; 10% hike in interim 
dividend underscores confidence 
in increased profitability in H2. 
Indian JV profits more than treble. 
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The acquisition is anticipated to be earnings enhancing in its first full year of operation. For the 
12 months to April 2019, the company generated revenues of £21.2m and PBT of £3.4m. The 
announcement stated: “there are substantial opportunities to grow Harry Peers through a 
number of combined operational initiatives such as new business development functions for 
Harry Peers, European contract opportunities, and investment in technology-driven 
enhancements”. 

Future newsflow 

April 2020 (TBC). Pre-close trading update for FY to April 2020 

17 June 2020. FY results. 

Economic data: CIPS UK Construction PMI (4 February); ONS Construction New Orders (11 
February); BCSA statistics  
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Data and commentary point to post-Election recovery 

The decisive Election result, in our view, offers the potential for both a short to mid-term 
bounce from pent-up demand and improved economic optimism and longer-term, with the 
company well-placed to benefit from the Government’s priorities of infrastructure investment, 
regional rebalancing and environmental actions. 

Immediate revival in outlook as pent-up demand is released 

Several polls and company comments indicated a sharp rise in investment decisions and wider 
consumer confidence.  

Institute of Directors predicts large rise in planned investment 

A survey of almost 1,000 member companies of the Institute of Directors showed overall 
confidence in the economy for the year ahead reached +21%, up from -18% the previous 
month, the largest positive swing recorded by the IoD (link).  

A key lead indicator for Severfield and the wider construction industry is the survey highlighted 
a sharp rise in directors’ expectations for increasing investment levels. A net balance of 18% 
expected their investment levels to increase. Hiring expectations also increased (see red line, 
below). 

 

Figure 1: Business expectations 

 

Source: IoD 

 

Purchasing managers: forward looking indicators turn positive 

The UK Purchasing Managers’ Construction Index is a closely watched indicator of forthcoming 
trends (link). The latest release showed negative reading for construction work actually carried 
out in December. That was backwards looking; the year-ahead business outlook rebounded to 
a nine-month high, which a number of survey respondents attributed to “greater clarity in 
relation to Brexit [which] had the potential to boost orders”.  

 

  

https://www.iod.com/news-campaigns/press-office/details/Post-election-boost-for-British-business-leaders
https://www.markiteconomics.com/Public/Home/PressRelease/1035eb4711b54f228bd9faff2fc12280
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Commercial property outlook improves 

International property agents and managers Savills (SVS) issued an upbeat year-end trading 
statement on 13 January guiding that results for the year to December would be at the upper 
end of expectations, with the UK “latterly [which we assume to mean post-Election] benefitting 
from improved investor sentiment in both commercial and residential markets”. 

 

Wider indicators of investor confidence 

General indications of institutional investment appetite include an apparent increase in M&A 
work. Student accommodation and build to rent developer Watkin Jones (WJG) stated in its 
results meeting on 14 January that there had been a strong increase in institutional investors 
wanting to discuss forward-funding of their residential rental projects 

 

Bounce in consumer confidence highlighted in housing surveys 

Although more tangential to Severfield, as it has little exposure to residential, the improved 
economic and consumer outlook was underscored by three major residential surveys, from 
RICS, Halifax and Rightmove. RICS reported a positive impact in  most of its survey questions to 
estate agent members in December (link), including new enquiries by potential buyers (Figure 
2). Property portal Zoopla has reported a 26% YoY increase in housing enquiries in January.  

 

Figure 2: New buyer enquiries (index*, sa) 

 

Source: RICS * % of surveyors reporting rise - % reporting fall 

 

Forthcoming indicators to watch 

Most of these positive indicators are based on incoming enquiries or sentiment. However, it 
will take a few months to judge whether they translate into workload. We will look in particular 
at New Construction Orders from the ONS, particularly in terms of Commercial , Industrial and 
Infrastructure sectors. This will then take some months to feed into Construction Output data, 
measuring actual work undertaken. Steel demand data from the BCSA will also be a keenly 
followed indicator. 
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Longer-term: Government focus on infrastructure and regions  

New Government policies are likely to take longer to filter through and there is normally a risk 
that manifesto promises do not always translate into actual projects. ‘New’ pledges often 
consist of repackaged old budgets. (For a discussion of the Conservatives’ and rivals’ pledges, 
see our 10 December sector report Polls apart: election impacts on construction, link). That 
said, the winning Conservatives offered several key pledges that could potentially benefit 
Severfield, in our view.  

▪ Infrastructure. The manifesto pledged £100bn in on roads, rail and “other responsible, 
productive investment”. The future of HS2 has been under review but is reported to have 
gained the support of Chancellor Sajid Javid (arguably given the role of the West Midlands 
and North in the Election result). Also pledged were the Northern Powerhouse Rail and 
Midlands Rail Hub and the restoration of many of the Beeching lines, reconnecting smaller 
towns that were removed from the rail network in the 1960s.  

▪ Broadband. Another aim is to bring full fibre and gigabit capable broadband to every home 
and business across the UK by 2025. Our assumption is that this will bring the requirement 
for new data centres, a major target market for the company. 

▪ Regional rebalancing. This is more of a post-Election outcome. Boris Johnson acknowledged 
the electorate in Labour heartlands in the Midlands and North had “leant” the 
Conservatives their support and he pledged to rebalance the economies of the South East 
and the regions. While harder to quantify the impact of new economic emphasis, it is 
reasonable to assume there could be an increase in construction of new office, industrial 
and logistics space – core markets for Severfield. 

▪ Towards zero carbon. Although much of the thrust of this ambition will involve renewable 
energy generation, insulation, electric car infrastructure and so on, we suspect that nuclear 
will form part of the mix. Newly acquired Harry Peers has a significant capability in nuclear.  

▪ Modular housebuilding. The manifesto committed to “at least 1 million over the next 
Parliament”. A key element of this is a near-obsession on off-site manufacturing of 
‘modular’ housing.  

Next news: the Budget 

Chancellor Sajid Javid will present the first Budget of the new Parliament on 11 March. It has 
been reported in Building magazine that he will unveil a specific construction strategy, and that 
it will include a series of infrastructure spending pledges for the regions, with the Treasury 
expected to change the method of evaluating the economic benefits of spending after years of 
complaints that the current system favours London and the South-east. 

More indirectly, commercial construction in general could benefit from the economic impact 
of what is expected to be a more expansionary Budget than under the Cameron administration.  

 

 

https://bdadvanced.ipreo.com/OpenFileLink.aspx?ID1=1779ff85-2273-4d2f-a76c-d6e6060e32df&ID2=597060834
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Severfield explored 

Figure 3: UK and Europe orders, November 2019 (%) 

 
 

Source: Company Information 

 

Severfield explored 

The group offers design, manufacturing and fabrication of steel products and systems, mainly 
for commercial, infrastructure and other non-residential end markets. This is normally provided 
as an integrated package, mainly on a specialist subcontract basis to main contractors. 

Design 

Severfield provides design services both to help architects and engineers realise often complex 
building structures and product design to realise bespoke components. This involves latest 
computer-aided design (CAD) and building information modelling (BIM) technology. The latter, 
being strongly encouraged by the Government, digitally stores information on every product, 
which is intended to improve construction efficiency and the whole life performance of 
buildings. (For some of the more complex design solutions see page 14).  

Fabrication 

This involves in-line cutting, welding and painting of raw steel plate and sections, undertaken 
at what are some of the largest facilities in the industry. Modern processing equipment has 
been employed, including high precision laser cutting, linked to CAD. Data is used to optimise 
output and minimise waste and errors. The FABSEC® production line at Dalton is a fully self-
contained production facility. The process provides the structural steelwork sector with a full 
range of highly efficient plated sections, optimal section profiles and shop-applied intumescent 
coatings. 

 

UK, 53%

Europe and RoI, 
47%

A one-stop shop for complex steel 
structures, from design to 
construction 
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A wide range of steel structures are manufactured at the group’s plants. The raw materials are 
steel sections, plate and tubes that are cut to size, often with precision laser cutting technology. 
These are then precision welded together under computer control. The structures are 
fabricated from a wide range of horizontal sections, vertical columns, flooring panels and 
fastenings. These are often formed into bespoke components to achieve architectural or 
engineering aims, such as wide spans. Specialist finishings include a wide range of special 
paints, galvanising and coatings. These protect against rusting, provide architectural finishes on 
exposed members and, in the case of intumescent paint, slow the pace of fire spread. 

The group’s flooring activities were enhanced in 2015 when it acquired a 50% stake in 
Composite Metal Flooring, a specialist designer, manufacturer and installer of profiled 
MetFloor decking. 

Construction 

The group employs its own construction workforce, with 250 employees, which provides 
services primarily to main contractors. It also has a large and highly experienced contract 
management team. Each contract manager is the single point of contact with each client and 
engages with the entire supply chain to ensure optimum communication and performance. 
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Figure 4: Examples of steel structures and composite flooring 

 

 
 

Source: Company presentations  

Markets: broad abilities, now targeting growth sectors 

Severfield has regularly negotiated shifting patterns in demand, arguably on a more passive 
basis. Our opinion is there is now a more active strategy of leading rather than following 
demand, with the group investing in design capabilities and manufacturing capacity tailored to 
potentially long-term, structural growth sectors such as data centres, logistics and 
infrastructure, where clients are more dependent on security of delivery than, say, basic offices 
and retail. 

An active process of addressing 
long-term growth markets with 
high entry barriers 
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Figure 5: Severfield order book, LHS; construction forecasts, RHS (%) 

Order book by sector, November 2019 (%) 

 

UK non-residential output growth, 2018-21, CAGR (%) 

 
 

Source: Company presentation; Experian UK Construction Forecast, Autumn 2019 

 

Customers 

The majority of UK sales is as a subcontractor to main contractors, management contractors or 
construction managers (all three representing differing chains of command), including 
Multiplex, Skanska, Laing O’Rourke, Mace, and Morgan Sindall among others. However, it also 
does work directly for developers or infrastructure operators on a directly negotiated basis. 
Despite regularly working on a subcontracting basis, steel frame construction is one of the core 
packages that, in our experience, allows specialist contractors more negotiating strength than 
more generalist subcontractors.  

Supply chains  

There is less exposure to and risk from the supply chain than experienced by most construction-
related groups. Most of the raw materials used in fabrication is, clearly, steel, primarily from 
British Steel and ArcelorMittal. Approximately two-thirds of its construction work is carried out 
with its own workforce, with the rest subcontracted out – a relatively low proportion in 
construction.     
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Figure 6: Demanding briefs  –  examples of projects 

Offices  

  

22 Bishopsgate, City of London  Google HQ, Kings Cross, London 

Stadiums Distribution centres 

  

Tottenham Hotspur Stadium Symmetry Park, Darlington, (1.5 million sq ft)  

Museums Transport 

  

Titanic Museum, Belfast Ordsall Chord, Manchester 
 

Source: Progressive, Google 
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Main UK facilities and businesses 

▪ Dalton, Yorkshire. The UK’s main manufacturing and painting facility, with 10 production 
lines. Mainly focused on high volume, repeat business. Following restructuring in 2018 this 
also became the fabrication facility for Severfield (Design & Build), the largest design and 
build steelwork contractor for distribution warehouses and low-rise structures in the UK. 
550 employees. 

▪ Lostock, Lancashire. Offers advanced design and engineering capabilities and focused 
mainly on complex architectural briefs. 250 employees.  

▪ Sherburn, Yorkshire. Severfield (Products & Processing) was launched at Sherburn in 2018. 
The company offers an extensive range of steel products and processing services for third-
party fabricators. 

▪ Enniskillen, Northern Ireland. This provides a full service, with a directly employed 
construction team in the UK and Ireland. 300 employees.  

▪ Harry Peers & Co. Recently-acquired company with a facility in Bolton, with 63 employees, 
specialising in structural steel for the nuclear, power generation and process industries.  

 

UK competitors 

Severfield is the largest structural steel producer in the UK, with 2019 revenue almost double 
that of its closest UK rival, William Hare. After that, there is a ‘tail’ of at least ten much smaller 
rivals.   

 

Figure 7: Main UK competitors, revenue, LHS (£m); operating margins, RHS (%) 

  

Source: Company presentation, Companies House, Progressive 

 

Nearest rival: William Hare 

William Hare (WH) is a family-owned business, dating to 1888 and incorporated in 1945. It 
overlaps on some of the sectors that Severfield supplies, but particularly commercial offices. 
As with Severfield, it also offers design, project management and erection services.   
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Both companies fell into losses at about the same time, with revenues peaking just before, but 
the responses since then appear to have diverged: 

▪ Severfield’s emphasis appears to have shifted from revenue towards margin. From 2009 to 
2014, Severfield’s revenue was at least double that of WH, but after the problems Severfield 
faced in FY 2013, revenue was cut back by 36% by FY 2015 – whereas WH’s had been 
relatively stable over the period and before. 

▪ Severfield’s operating margin has been – with one exception, in its major loss-making year 
of 2013 – higher than WH’s. Since Severfield responded with its turnaround strategy, 
margins have recovered steadily, to what we believe is a relatively sustainable level of c. 
8%. WH, meanwhile has only varied between 0.6% and 1.9% since 2014.   

 

Figure 8: Severfield vs William Hare, 2009 - 19: revenue, LHS (£m); operating margin, RHS (%) 

  
 

Source: Company, Companies House, Progressive. Severfield YE, March (Dec prior to 2013); William Hare, Dec prior CY (ie latest 
Severfield March 2019 matched with WH, Dec 2018) * 15 months trading for Severfield 

 

Billington – only quoted rival 

Although in the ‘tail’ of smaller competitors, Billington is the only quoted rival. The group 
encompasses a range of steel companies, serving the UK and Europe, with the main direct rival 
to Severfield being Billington Structures. The latest results, HY to June, showed 19.7% increase 
in revenue to £47.2m, operating margins of 5.7% (2018, 5.0% and a 38.1% increase in PBT to 
£2.7m.   

Mainland Europe: data centres first steps into Continent 

Workload in Europe & Ireland has varied over time, however in April 2017 the group made a 
more concerted push to build a pipeline on the continent when it formed Severfield Europe BV 
in the Netherlands, to market its range of products and services to the continent – which 
continue to be served from UK facilities. The first order was announced recently for a Swedish 
research facility.  

349

267 268

318*

231
202

239
262 274 275

121
135

118 111 110 112
132 144

158 167

0

50

100

150

200

250

300

350

400

2009 2010 2011 2013 2014 2015 2016 2017 2018 2019

Severfield William Hare

14.8%

6.2%
5.3%

-6.0%

3.4%
4.5%

5.7%
7.5% 8.3% 8.5%

5.7%

2.8%

-2.2%
-0.4%

1.1% 1.5% 0.9% 0.6% 0.9%
1.9%

-10%

-5%

0%

5%

10%

15%

20%

2009 2010 2011 2013 2014 2015 2016 2017 2018 2019

Severfield William Hare



 

3 February 2020 

 

Severfield 

17 

Indian JV: targeting one of the world’s best growth prospects 

In 2008 Severfield formed JSW Severfield Structures (JSS), a 50:50 joint venture with JSW Steel, 
India’s largest steel producer, in Bellary, India. Like Severfield it offers a full range of design, 
fabrication and construction of structural steelwork mainly to service the growing Indian 
market. Its modern facilities includes two fabrication lines, a plate line and a smaller welded 
beam line. JSS also has an interest of 67% in a metal decking business. 

The attractions of the Indian market include: the potential for strong long-term economic 
growth; investment in commercial buildings, infrastructure and public building such as 
healthcare facilities.  

Figure 9: JSW locations  

 
 

Source: Company 

After an erratic start in the JV’s early years, revenue increased by 73% to £84.1m in FY 2019 
although margins slipped from 9.2% to 6.4%, leading to a 20% rising in underlying operating 
profit to £5.4m. The lower margin in FY 2019 reflected a larger proportion of lower margin 
industrial work. However, the group predicts an improvement in FY 2020E financial year as 
following increased demand for higher margin commercial projects. 

The order book rose from £30m in FY2016 to £134m in November 2019 and expansion is now 
underway to increase in-house capacity from 60,000 to 90,000 tonnes pa – over two-thirds of 
the current UK capacity.  

Joint venture is with India’s 
largest steel producer – aiming to 
take advantage of economic 
growth prospects and shift from 
concrete to steel 

A big increase in revenue in FY 
2019, and 50% increase in 
capacity underway 
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Figure 10: JSW locations India, revenue and margins  

 
 

Source: Company presentations 

 

Figure 11: JSS Indian JV P&L  

YE March (£m) 2017 2018 2019 2020e 2021e 2022e 

Rev 41.5 48.6 84.1 101.0 121.1 133.3 

Growth (%) 4.7% 17.0% 73.1% 20.0% 20.0% 10.0% 

Op profit  4.5 5.4 8.1 9.7 10.7 

Margin (%)  9.2% 6.4% 8.0% 8.0% 8.0% 

Net financial exp  (3.1) (2.2) (2.2) (3.1) (3.1) 

PBT  1.4 3.2 5.9 6.6 7.6 

Tax   (0.4) (0.9) (1.8) (2.0) (2.3) 

Tax rate (%)  28.6% 28.1% 30.0% 30.0% 30.0% 

Profit after tax 0.3 1.0 2.3 4.1 4.6 5.3 

Group share of PAT 0.2 0.5 1.2 2.1 2.3 2.6 

Share of other JVs 0.3 0.4 0.3 0.3 0.3 0.4 

Total share of JVs 0.5 0.9 1.5 2.4 2.6 3.1 
 

Source: Company information and Progressive Equity Research estimates 
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Backdrop: a classic restructuring story 

Severfield’s current operational and financial strength comes against a backdrop of serious 
problems early in the last decade. A period of retrenchment during the restructuring phase 
followed by a move into growth bears the hallmarks of other construction firms that had been 
turned around. Notably, it was achieved before one that failed to be saved, Carillion. 

The problems first came to light in the 5 November 2012 trading statement, which referred to 
“clients and the supply chain competing harder in a shrinking market … performances have 
been adversely affected by unfavourable final account settlements and cost overruns on a small 
number of contracts, as well as the re-phasing of other projects by clients”. One of the projects 
facing cost over-runs on the 122 Leadenhall tower, the ‘Cheesegrater’, in the City of London.  

This, however, echoed problems endemic in the construction industry. Some have been 
successful, some otherwise – the difference usually net debt. Severfield’s response in FY 2013 
to FY 2014, although similar to other turnarounds, was relatively swift, in our experience, led 
by ex-Kier veteran John Dodds, who briefly stepped up from Non-executive to Executive 
Chairman. The benefits quietly became more evident from FY 2015 onwards and now we 
believe the theme has shifted firmly from recovery to more sustainable growth.  

Recovery plan: an established template  

The response to the heavy losses in 2013 bore a number of hallmarks seen in turnaround 
programmes in a number of UK construction companies, including, for instance, Morgan 
Sindall, Costain and Balfour Beatty over the past decade or so. 

A common thread has been a prioritised approach: identifying and tackling losses first; then 
improving structural and operational performance; finally, looking to growth opportunities. 

Regular features in successful turnarounds have included: management changes; an immediate 
analysis of current contracts and stricter disciplines on bidding for new ones, albeit at the 
expense of turnover in the short-term; and tighter new systems, particularly for monitoring 
profitability, cashflow and risk; and potentially the decision to reinforce the balance sheet with 
new capital raises. 

 

‘New’ Severfield presents a less risky picture  

A far more stringent series of management controls was introduced following the losses.  

▪ Legal controls. A lack of rigour in examining contractual terms may have contributed to the 
losses in 2013, and since then a legal director was appointed and there has been closer 
examination of contract terms and conditions. 

▪ Greater selectivity in bidding. This focused on the added-value sectors, where Severfield 
faces less competition, rather than ‘commodity’ work. 

▪ Management and financial reporting and controls.  

▪ Reduced overheads and improved cost control. 

 

Overview: an industry tale retold 
(successfully)  

Several now successful companies  
followed a similar recovery plan  

Contractual risk, legal liabilities, 
managerial reporting and 
overheads tightened up in 
restructuring programme  
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Figure 12: Severfield’s restructuring programme timeline 

Management 
changes 
(2013)  

Old CEO stands down with role replaced on an interim basis by Non-executive 
Chairman John Dodds, who took on the role of Executive Chairman pending 
the arrival of a new CEO, Ian Lawson. Group Finance Director Alan Dunsmore 
succeeding Ian Lawson in January 2018.  

Rationalisation 
and cost savings 
(2013)  

Three of the group’s operating businesses were merged into a single trading 
entity, Severfield–Watson Structures – now Severfield (UK). A 
comprehensive review rationalised senior operating management. Factory 
capacity is being reduced by approximately 10% to align it with prevailing 
market conditions and headcount was reduced by nearly 100. 

Strengthen 
balance sheet 
(2014) 

The group had been running a net debt position in 2010 and 2011, 
exacerbated by the losses in 2013. To strengthen the balance sheet, it 
launched a £44.8m rights issue in April 2013 (FY 2014). Since then, FCF has 
remained positive, supported by improved profitability. 

Operational 
improvements  
(2017-) 

In June 2016 the group announced a new strategic target to double 
underlying PBT to £26m by 2020. An important factor was the business 
improvement programme, ‘Smarter, Safer, more Sustainable’, combining 
and improving on a number of its existing operational improvement 
programmes, including business processes, technological opportunities and 
operating efficiencies. 

New structures 
(2018-19) 

There has been a further rationalisation of activities. In January 2018, the 
group reorganised its factory operations in North Yorkshire, consolidating 
steel fabrication in Sherburn and the larger Dalton facility into the latter, 
driving further operational improvements. 

New growth 
initiatives 
(2018-) 

£2m girder line launched to improve capability within the bridge market 
(infrastructure). Harry Peers & Co acquired (nuclear and modular). Severfield 
(Products & Processing) launched to address smaller sized projects and to 
supply third-party fabricators. Severfield Europe launched to expand 
products and services into continental market; wins first orders for data 
centres. The Indian JV, formed in 2008, has continued to build momentum.    

 

Source: Company annual reports; Progressive Equity Research 
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Financial drivers 

Revenue, profits, cashflow and the balance sheet are driven by a range of parameters – some 
like economic conditions out of the company’s control, others like strategic choices and 
investment decisions within its control. Below, we examine some of the variables and how the 
company is steadily attempting to de-risk its operations. 

Profit & loss 

Revenue  

Revenue has grown by a compound 8.1% from the recent low in FY 2015 to FY 2019, driven by 
a healthy economic backdrop and a rising order book.  

Many of the drivers of revenue are dependent on supply-demand dynamics in the construction 
sector and wider macro-economy; but also the types of product and services offered and 
management controls of contractual and manufacturing processes. Value-added services and 
financial strength of companies are key differentiators of success. Drivers, with our views in 
italics, include: 

▪ Economic activity. Construction activity is ultimately driven by the health of economies or 
by investment decisions by private, public or hybrid bodies. Office construction, for 
instance, is widely seen to be more sensitive to economic cycles; infrastructure can be 
treated as a contracyclical tool or to address national needs and often works on long time 
frames; the shift from retail to logistics space is an example of a more fundamental shift in 
purchasing habits by consumers. Exposure to a range of end markets – which are dependent 
on differing cycles – probably offers the best long-term risk profile.  

▪ Construction capacity. This is dependent on economic drivers, but can be influenced by 
capacity or competition in different industry sectors. Sectors where there is overcapacity 
and a large number of competitors can lead to fierce price competition and vice-versa. 
Ideally manufacturing capacity should be tightly controlled and the markets served should 
be those where companies offer value-added services, with less fragmented competition.    

▪ Market share. Revenue is driven by market share and pricing, often inversely proportional. 
The temptation to ‘chase’ market share can be greater with indebted companies.  

▪ Order books. The constructional steel sector is particularly focused on order books on order 
books (which reflect agreed bids) and order pipelines (which reflect possible or probable 
future workload). Insufficient or low-quality longer-term pipelines can often panic 
companies into bidding at low prices and for riskier projects to bolster their short-term order 
books. 

The order book is well diversified across a number of market sectors. Individual orders can 
vary in length, with D&B work typically lasting 12 - 20 weeks, while large commercial office 
orders can take at least 12 months to complete. However, the average length of orders is 
around 8 - 10 months. 

Demand is largely dependent on 
economic health, but controlled 
capacity and sector choice allows 
more resilient performance   
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Figure 13: Order book (£m) 

 

Source: Company presentations, reports. 

Profitability and margins 

In June 2016 the group set a target of achieving underlying PBT of £26m by FY 2020. In FY 2019 
it reached £24.7m and our FY 2020E estimate is £27.6m. The drivers of profitability include: 

▪ Pricing power. Companies’ pricing power is largely driven by the above supply-demand 
factors and, along with overhead recovery, is a key driver of profitability. If they address the 
‘commodity end’ of the market there is likely to be minimal pricing power.  

▪ Target gross margins. Contracts are bid with an initial tender gross margin. This can vary 
dependent on the complexity of the project.  

▪ Subsequent income/costs. The aim is to execute projects above those margins. This can be 
achieved, for instance, by manufacturing or construction efficiencies. Conversely, assumed 
margins can be eroded by, for example: wrongly calculating costs; penalties for late or poor 
performance; or general cost inflation. However, the scope for the latter is relatively 
contained: The company estimates that c. 85% of contract costs are fixed at the point that 
prices are agreed with a client. Of the 15% variable costs, the largest element is for 
subcontracts and these are set ‘back to back’, ie with the full contract price set once the 
subcontract price is agreed.  

▪ Overhead recovery. Overheads are c. 15% of budgeted costs but, if revenue proves better 
than targeted, the additional gross profit should in theory feed through to the bottom line. 

▪ Added-value services. These higher margin services include design and project 
management for third-party clients (rather than ones for which Severfield is acting as a 
specialist contractor).  

 

185

270

315

229
245 237 230

295

323

0

50

100

150

200

250

300

350

Nov-15 Jun-16 Nov-16 Jun-17 Nov-17 Jun-18 Nov-18 Jun-19 Nov-19

Plan to double profits by FY 2020 
well on track 



 

3 February 2020 

 

Severfield 

23 

Cashflow and balance sheet 

Working capital tends to grow in line with revenue, ie depress cashflow. But the impact appears 
to be more muted than with mainstream contractors. The company targets working capital at 
4 - 6% of revenue.  

Since 2018, capex has averaged 109% of depreciation. 
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Results and estimates 

The period from 2005 encompasses the peak of the last boom, in 2008, the downturn (and 
subsequent contractual problems), restructuring phase and current relatively benign market 
conditions. Our estimates assume modest revenue growth on stable margins for the forecast 
period.  

Figure 14: Revenue, LHS; adj. PBT, RHS, 2005 – 22E (£m)  

 

Source: Company information and Progressive Equity Research estimates 
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Figure 15: Profit & loss account 

YE March (£m) 2008 2009 2010 2011 2013* 2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 

Group revenue  394.3   349.4   266.7   267.8   318.3   231.3   201.5   239.4   262.2   274.2   274.9   321.7   341.0   345.2  

COGS (331.2) (288.7) (240.6)  (249.6)  (267.5)  (220.6)  (170.1)  (194.1)  (212.9)  (218.0)  (221.4)  (265.3)  (282.1)  (284.6) 

Gross profit  63.1   60.8   24.1   20.9   (12.7)  10.7   31.5   45.3   49.3   56.2   53.6   56.3   58.8   60.6  

Op expenses  (8.1)  (9.0)  (7.6)  (6.7)  (6.5)  (2.8)  (22.5)  (31.6)  (29.7)  (33.4)  (30.3)  (30.9)  (31.5)  (32.2) 

Group op. profit  55.0   51.8   16.6   14.2   (19.2)  8.0   9.0   13.7   19.6   22.9   23.3   25.4   27.3   28.5  

JVs  0.1   (0.9)  (0.4)  (2.5)  (0.3)  (3.4)  (0.2)  (0.2)  0.5   0.9   1.7   2.4   2.6   3.1  

Total op. profit  55.1   50.8   16.2   11.7   (19.5)  4.6   8.8   13.5   20.1   23.7   24.9   27.8   29.9   31.6  

Exceptionals  (9.9)  (5.7)  (4.2)  (3.3)  (7.3)  (8.1)  (8.5)  (3.6)  (1.8)  (1.3)   -      -      -      -    

Interest  (2.6)  (1.0)  (0.9)  (1.6)  (2.0)  (0.6)  (0.5)  (0.2)  (0.2)  (0.2)  (0.2)  (0.2)  (0.2)  (0.2) 

PBT, reported  42.6   44.1   11.1   6.8   (28.9)  (4.1)  (0.2)  9.6   18.1   22.2   24.7   27.6   29.7   31.4  

U-lying tax  (15.1)  (14.4)  (4.2)  (2.9)  3.1   (1.4)  (1.4)  (2.3)  (3.3)  (4.4)  (4.5)  (4.8)  (5.2)  (5.4) 

Tax rate (%)  24.4   26.5   23.1   22.8   17.3   13.9   12.8   14.1   14.8   18.2   19.6   19.2   19.2   19.2  

Tax on exc.  (3.5)  1.6   0.7   2.0   2.7   2.8   1.8   1.2   0.6   0.4    -      -      -      -    

Reported tax  (18.6)  (12.8)  (3.5)  (1.0)  5.7   1.4   0.3   (1.0)  (2.7)  (4.0)  (4.5)  (4.8)  (5.2)  (5.4) 

Net attrib. profit  24.0   31.3   7.6   5.8   (23.1)  (2.6)  0.1   8.6   15.3   18.1   20.2   22.8   24.5   25.9  

Adj. PBT  52.5   49.8   15.3   10.1   (21.5)  4.0   8.3   13.2   19.8   23.5   24.7   27.6   29.7   31.4  

YE shares (mill.)  88.6   88.6   89.3   89.3   89.3   297.5   297.5   297.5   298.9   299.7   304.0   306.0   306.0   306.0  

Ave shares (mill.)  88.6   88.6   89.0   89.3   89.3   295.8   297.5   297.5   298.9   299.7   303.1   306.0   306.0   306.0  

Dil. shares (mill.)  88.7   89.0   89.0   89.3   89.3   295.8   297.5   299.2   301.1   304.2   306.3   309.2   309.2   309.2  

EPS, basic (p)  14.1   18.4   4.5   3.4   (13.5)  (0.9)  0.0   2.9   5.1   6.1   6.7   7.4   8.0   8.5  

EPS, adj. (p)  21.9   20.8   6.5   4.2   (10.8)  0.9   2.3   3.7   5.5   6.4   6.7   7.4   8.0   8.5  

EPS, dil., adj. (p)  21.9   20.7   6.5   4.2   (10.8)  0.9   2.3   3.7   5.5   6.3   6.6   7.4   7.9   8.4  

DPS (p)  20.0   15.0   7.5   5.0    1.5      -      -     1.5   2.3   2.6   2.8   3.0   3.3   3.5  

Div. cover (x)  1.1   1.4   0.9   0.8   na   na   na   2.4   2.4   2.5   2.4   2.5   2.4   2.4  

EBITDA  60.1   57.0   21.1   18.7   (14.2)  11.6   12.6   17.4   23.2   26.5   26.9   29.4   31.4   32.6  
 

Source: Company information and Progressive Equity Research estimates. * 15 months. 
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Half year results 

The interim results from 26 November confirmed previous guidance, reiterated at the 3 
September AGM statement that, following two years of more equally weighted profits in H1 
and H2, the results for the 2020 financial year were expected to be significantly more second 
half weighted, with a number of large ongoing contracts expected to deliver profits in the 
second half of the financial year. 

The results confirmed this and stressed that large contracts already underway were expected 
to deliver stronger profits in H2. To underline its confidence, the board proposed a 10% increase 
in the interim dividend.  

Figure 16: Half year results  

YE March (£m) H1 18 H2 18 H1 19 H2 19 H1 20 H2 20E 

Group revenue  137.1   137.1   149.1   125.8   131.7   189.9  

Group op. profit  12.7   10.2   12.5   10.8   7.0   18.4  

Share of income in JVs  0.3   0.6   0.7   0.9   1.5   0.9  

Op. profit inc JVs  13.0   10.8   13.2   11.7   8.5   19.4  

Exceptionals  (1.3)   -      -      -      -      -    

Interest  (0.1)  (0.1)  (0.1)  (0.1)  (0.3)  0.1  

PBT, reported  11.5   10.7   13.1   11.6   8.2   19.4  

Reported tax  (2.1)  (1.9)  (2.4)  (2.2)  (1.3)  (3.6) 

Net attrib. profit  9.4   8.8   10.8   9.4   6.9   15.9  

PBT pre-exc & g/w  14.3   10.7   13.2   11.6   8.2   19.4  

Ave. shares (million)  299.6    304.0    304.9   

Diluted shares (million)  299.6    304.0    304.9   

EPS, basic (p)  3.13    3.54    2.27   

EPS, adj. (p)  3.96    3.56    2.27   

EPS, dil., adj. (p)  3.96    3.56    2.27   

DPS (p)  0.9   1.7   1.0   1.8   1.1   1.9  

EBITDA  15.9   12.1   14.4   12.6   9.6   19.8  

Net cash   31.3   32.9   25.3   24.9  20.2 12.7 
 

Source: Company information and Progressive Equity Research estimates 

 

  

More heavy skew to H2 was 
predicted for FY 2020 
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Dividends 

Dividend cover in FY 2019 was 2.4x and our assumptions are that it will remain 2.4 - 2.5x for 
the remainder of the forecast period. The dividend was unchanged at 20p in FY 2008 and then 
declined steadily until being withdrawn in FY 2014 and 2015. The company has a ‘progressive’ 
dividend policy. 

Cash flow and balance sheet 

One of the clearest improvements since the restructuring has been in cashflow. A £45m rights 
issue was completed in April 2013 following the losses of FY 2013. Since then cash conversion 
and free cashflow have been strong, with a target of 85% operating cash conversion post-capex. 

Its relatively modest exposure to subcontractors in its own supply-chain, with most work 
carried out in-house, keeps working capital low at c. 4 - 6% of revenue. 

Figure 17:  Operating cash conversion  

 

Source: Company information and Progressive Equity Research estimates 

ROCE 

Volatile operating profits and cashflow led to erratic ROCE, but, as with margins, now appears 
to have settled to a more sustainable c. 17% pre-tax - well above what we see as Severfield’s 
own approximation of WACC, the 10% discount rate to calculate its goodwill. 
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Figure 18: Return on capital employed* (%)  

 

Source Company information and Progressive Equity Research estimates. * ROCE = post JV op. profit 
before exc ÷ ave CE (YE net debt + net assets)  

 

Pensions  

The group operates two defined contribution schemes, which are closed to new members. The 
net deficit at YE 2019 was £20.0m (YE 2018, £17.2m), comprising £45.6m present value of 
obligations (£41.8m) and £25.6m of assets (£24.6m). The total cost charged to income in FY 
2019 was £2.3m (£1.9m). 
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Figure 19: Cashflow and balance sheet 

YE March (£m) 2008 2009 2010 2011 2013 2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 

Adjusted cashflow              

Op. profit pre-exc  55.0   51.8   16.6   14.2   (19.2)  8.0   9.0   13.7   19.6   22.9   23.3   25.4   27.3   28.5  

Depreciation  5.1   5.2   4.5   4.5   5.0   3.6   3.6   3.7   3.6   3.7   3.6   4.0   4.1   4.2  

Amortisation  9.4   4.4   2.7   2.7   3.5   2.9   2.8   2.8   2.9   1.5   0.1    -      -      -    

Other, non-cash   (10.5)  (6.2)  (2.8)  (3.4)  (9.0)  (6.1)  (8.7)  (2.3)  (1.0)  (1.3)  (1.2)   -      -      -    

Working capital  25.5   10.1   (26.8)  (23.3)  22.9   (6.3)  4.8   7.0   2.3   (3.7)  (7.9)  (3.7)  (3.9)  (4.0) 

Op. cash flow  84.5   65.4   (5.8)  (5.3)  3.1   2.1   11.4   24.8   27.4   22.9   18.0   25.7   27.4   28.7  

Capex   (9.4)  (3.6)  (2.8)  (1.0)  (1.0)  (1.5)  (1.3)  (4.1)  (5.3)  (5.4)  (6.3)  (6.6)  (6.9)  (7.3) 

Interest, net  (2.9)  (1.1)  (0.8)  (2.0)  (1.7)  (0.8)  (0.8)  (0.2)  (0.2)  (0.2)  (0.4)  (0.2)  (0.2)  (0.2) 

Tax  (18.9)  (13.2)  (5.4)  (3.7)  (2.3)  0.4   (1.0)  (0.9)  (2.4)  (3.9)  (3.4)  (4.8)  (5.2)  (5.4) 

Free cashflow  53.4   47.5   (14.8)  (12.0)  (1.9)  0.3   8.4   19.6   19.5   13.4   8.0   14.1   15.1   15.8  

Acquisitions, JVs  (0.5)  (2.4)  (2.9)  (0.6)  (3.4)  (3.5)  (1.7)  (4.3)  (0.4)  (5.5)  (4.2)  (18.01)  (7.02)   -    

Dividends - paid  (20.6)  (17.7)  (8.9)  (3.6)  (4.5)   -      -     (3.0)  (5.1)  (7.5)  (13.4)  (8.5)  (9.5)  (10.3) 

Financing  (25.8)  (27.7)  18.6   14.9   7.9   8.1   (5.3)  (0.2)  (0.2)  (0.2)  1.5    -      -      -    

Chg. in net cash  6.5   (0.4)  (8.0)  (1.3)  (1.9)  4.9   1.4   12.1   13.8   0.3   (8.1)  (12.4)  (1.4)  5.5  

FCFPS (p)  31.4   27.9   (8.7)  (7.0)  (0.9)  0.1   2.8   6.6   6.5   4.5   2.6   4.6   4.9   5.2  

Summary balance sheet            

Intangible FA  84.8   78.0   75.2   72.9   69.8   64.6   61.8   59.2   56.3   54.8   54.7   72.2   72.2   72.2  

Tangible FA etc  92.9   91.0   86.9   83.6   76.1   74.1   76.6   77.4   78.9   81.2   84.0   87.1   89.9   93.0  

Investments  0.2   1.7   2.9   0.4   8.9   9.0   6.7   12.7   13.1   18.5   24.3   26.4   28.7   31.3  

Working capital  (8.0)  (18.1)  8.6   31.9   8.9   15.3   10.9   0.7   (1.5)  1.7   8.4   12.4   16.6   21.1  

Provisions, others   (27.8)  (23.3)  (19.1)  (15.8)  (8.4)  (7.4)  (5.3)  (5.8)  (3.8)  (2.9)  (1.6)  (1.6)  (1.6)  (1.6) 

Pensions  (6.7)  (8.4)  (8.5)  (9.6)  (11.8)  (12.5)  (16.5)  (14.6)  (21.4)  (17.2)  (20.0)  (20.0)  (20.0)  (20.0) 

Net cash/(debt)  (15.8)  11.5   (15.0)  (31.3)  (41.2)  0.3   6.4   18.7   32.6   33.0   25.2   12.8   18.4   23.8  

Net assets  119.8   132.5   130.9   132.3   102.4   143.4   140.6   148.2   154.2   169.0   175.0   189.3   204.3   219.9  

NAV (p)  70.3   77.7   76.3   77.1   59.7   48.2   47.3   49.8   51.6   56.4   57.6   61.9   66.8   71.9  

TNAV (p)  20.5   32.0   32.5   34.6   19.0   26.5   26.5   29.9   32.7   38.1   39.6   38.3   43.2   48.3  
 

Source: Company information and Progressive Equity Research estimates. 1 net of £12.4m of cash acquired with Harry Peers & Co; 2 
assuming full £7m earn-out – see explanation of acquisition of, below 
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Figure 20: Key performance indicators 

YE March (£m) 2008 2009 2010 2011 2013 2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 

Growth (%):               

Turnover  31.2   (11.4)  (23.7)  0.4   18.9  (27.3)  (12.9)  18.8   9.6   4.6   0.3   17.0   6.0   1.3  

Op.  profit1  29.1   (7.7)  (68.1)  (28.0) (267.3)  (123.5)  91.2   53.6   49.2   18.3   4.9   11.7   7.6   5.5  

Net profit   30.6   (75.6)  (23.7)  na  na  na  na  78.2   18.4   11.1   13.0   7.6   5.8  

EPS  (68.1)  (5.4)  (68.7)  (35.6) na na  162.6   58.4   50.4   14.5   4.7   11.9   7.6   5.8  

DPS   -     (25.0)  (50.0)  (33.3)  (70.0) 100.0)  na   na    53.3   13.0   7.7   7.1   10.0   6.1  

NAV   10.6   (1.9)  1.0   (22.6)  (19.2)  (2.0)  5.4   3.5   9.3   2.1   7.4   7.9   7.6  

Margins (%):               

Gross margin  16.0   17.4   9.0   7.8   (4.0)  4.6   15.6   18.9   18.8   20.5   19.5   17.5   17.2   17.6  

Op. margin1  13.9   14.8   6.2   5.3   (6.0)  3.4   4.5   5.7   7.5   8.3   8.5   7.9   8.0   8.3  

Net margin  6.1   9.0   2.9   2.2   (7.3)  (1.1)  0.1   3.6   5.8   6.6   7.3   7.1   7.2   7.5  

EBITDA margin  15.2   16.3   7.9   7.0   (4.5)  5.0   6.3   7.3   8.8   9.7   9.8   9.1   9.2   9.5  

ROCE, pre-tax (%)  43.7   39.6   12.1   7.5   (12.7)  3.2   6.3   10.2   16.0   18.4   17.4   17.0   16.2   15.9  

ROE (%)  20.0   24.8   5.8   4.4   (19.7)  (2.1)  0.1   6.0   10.1   11.2   11.7   12.5   12.5   12.2  

Gearing (%)  13.2   (8.7)  11.5   23.6   40.2   (0.2)  (4.5)  (12.6)  (21.1)  (19.5)  (14.4)  (6.7)  (5.6)  (7.7) 

Int. cover (x)  21.0   50.1   17.6   7.5   (9.7)  8.2   19.5   54.9   88.8   100.6   127.7   142.6   146.1   145.5  

Div. cover (x)  1.1   1.4   0.9   0.8   na   na    na   na    2.4   2.4   2.4   2.5   2.4   2.4  

Cash conv2. (%) 153.7  126.2  (35.1) (37.4) (17.8) 26.5 127.2 181.5 139.5 100.4 77.3 101.2 100.6 100.7 
 

Source: Company, Progressive Equity Research estimates. 1 pre-JVs 2 op. cashflow ÷ group op profit 
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Valuation discussion 

Severfield’s shares are close to their 12-month high of 88p, which they reached soon after the 
Election. They trade at a one-year forward (FY 2020E) P/E of 11.5x and dividend yield of 3.5%. 

A normal approach to valuing companies is to compare them with quoted peers. In the case of 
Severfield, there are no direct comparisons: all direct rivals in the structural steel sector are 
unquoted , except Billington Holdings. The company, which is much smaller, trades at a one-
year forward (FY 2019E) P/E of 9.9x and dividend yield of 3.6%. 

Quoted ‘pure’ contractors are split into two principle groups: main contractors including 
Balfour Beatty, Costain and Morgan Sindall; and specialist contractors such as T Clarke and 
Keller Group. 

In our view main contractors are inappropriate comparators, given their broad range of 
activities, including support services and consultancy as well as holdings in private finance 
initiative investments or, in the case of Morgan Sindall, property. 

The construction activities of Severfield suggest comparisons with ground engineering 
specialist Keller and electrical group T Clarke.  

On a P/E basis, Severfield is towards the upper end of the range of 8.2 - 14.8x. In terms of yield, 
the 3.5% for FY 2020E is similar to most of the others, although Balfour and Keller are outliers 
at 2.3% and 5.3% respectively.  

Figure 21: Valuation comparisons  

Company  Price (p) M. cap (£m) P/E, FY1 (x) Div yield, FY1 
(%) 

EV/EBITDA 
FY1 (x) 

Billington Holdings 427 55 9.9 3.6 4.8 

Main contractors      

Balfour Beatty 257 1,782 11.2 2.3 7.6 

Costain  194 209 14.8 3.5 6.8 

Morgan Sindall 1,810 826 10.5 3.5 6.6 

Specialist contractors      

T Clarke  127 55 8.2 3.2 5.0 

Keller  840 605 9.0 5.3 5.3 

Severfield  85 259 11.5 3.5 9.0 
 

Source: Progressive estimates (Severfield);  Factset consensus, others. As at COB 29 January 2020. FY1 
= current unreported year 

 

  

Only one direct (smaller) quoted 
peer and main contractors share 
few similarities  

Within the range of peers’ 
valuations nonetheless  
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Comparisons with Severfield’s record 

An alternative approach is to compare Severfield’s current valuation parameters with its long-
term averages. We believe five years is an appropriate timeframe, both in terms of spanning 
the economic cycle (its markets were only beginning to recover at the start of that period) and 
it covers the steady refocusing of the business. 

In most cases, the FY 2020E multiples are higher and yields are lower (dividend yield higher but 
FCF lower) than the five-year averages. 

In most cases, FY 2020E valuation 
parameters more favourable than 
five-year averages 
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Figure 22: Valuation ratios  

YE March (£m) 2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 

Share price          

Year high (p)  69.5   72.1   75.0   86.8   88.0   89.4   89.4    

Year low (p)  38.5   52.6   51.5   43.0   58.2   62.0   60.3    

Year ave/current (p)  55.6   61.8   64.5   62.3   75.1   74.4   84.8   84.8   84.8  

PER (x)          

High  79.1   31.3   20.5   15.8   14.0   13.6   12.1    

Low  43.8   22.8   14.1   7.8   9.3   9.4   8.2    

Average  63.3   26.8   17.7   11.3   11.9   11.3   11.5   10.7   10.1  

Five year average            15.8        

Yield (%)          

High    -      -     2.0   2.6   3.0   3.1   3.4    

Low   -      -     2.9   5.3   4.5   4.5   5.0    

Average   -      -     2.3   3.7   3.5   3.8   3.5   3.9   4.1  

Five year average            2.6        

PBV  (x)          

High   1.4   1.53   1.51   1.68   1.56   1.55   1.45    

Low  0.8   1.11   1.03   0.83   1.03   1.08   0.97    

Average  1.2   1.31   1.29   1.21   1.33   1.29   1.37   1.27   1.18  

Five year average            1.29        

FCF yield (%)          

High   3.9   8.8   7.5   5.1   2.9   5.2    

Low   5.3   12.8   15.2   7.7   4.2   7.6    

Average/current   4.6   10.2   10.5   6.0   3.5   5.4   5.8   6.1  

Five year average            6.9        
 

Source: Company information and Progressive Equity Research estimates. As at COB 29 January 2020. 
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Figure 23: Valuation ratios (cont.) – EV multiples 

YE March (£m) 2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 

Market cap (£m)          

High  205.6   214.5   223.1   259.4   263.7   271.0   273.6    

Low  113.9   156.5   153.2   128.5   174.4   187.9   184.5    

Average/current  164.5   183.9   191.9   186.2   225.1   225.5   259.5   259.5   259.5  

          

add: net debt/(cash)    -     (6.9)  (19.0)  (32.8)  (33.1)  (25.0)  (12.6)  (11.2)  (16.6) 

add: pension deficit/(surplus)  12.2   14.5   15.5   18.0   19.3   20.0   20.0   20.0   20.0  

          

Enterprise value (EV) (£m)          

High  217.7   222.1   219.6   244.6   249.9   266.0   281.0    

Low  126.1   164.1   149.7   113.7   160.6   182.9   191.9    

Average  176.6   191.5   188.4   171.3   211.3   220.5   266.9   268.3   262.8  

EV/sales (x)          

High  0.94   1.10   0.92   0.93   0.91   0.97   0.87    

Low  0.54   0.81   0.63   0.43   0.59   0.67   0.60    

Average  0.76   0.95   0.79   0.65   0.77   0.80   0.83   0.79   0.76  

Five year average            0.79        

EV/ebitda (x)          

High  18.8   17.6   12.6   10.5   9.4   9.9   9.6    

Low  10.9   13.0   8.6   4.9   6.1   6.8   6.5    

Average  15.2   15.2   10.8   7.4   8.0   8.2   9.1   8.6   8.1  

Five year average            9.9        

EV/FCF (x)          

High  207.4   24.3   11.1   12.4   18.3   31.9   19.7    

Low  120.0   17.9   7.6   5.8   11.8   21.9   13.4    

Average  168.2   20.9   9.5   8.7   15.5   26.4   18.7   17.5   16.4  

Five year average       16.2     
 

Source: Company information and Progressive Equity Research estimates. As at COB 29 January 2020. 
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Hidden value? 

We have suggested that Severfield’s valuation is broadly ‘in the pack’ relative to our loose group 
of construction related peers. However, we suggest there are at least two aspects of 
Severfield’s operations that may not be fully appreciated in investors’ valuation considerations: 
the significant level of tangible fixed assets it holds and the possibly substantial growth 
potential for the Indian JV.   

A major contrast with mainstream contractors, and also with the much smaller Billington, is the 
considerable level of manufacturing facilities (and associated land) in Severfield. The balance 
sheet value for property, plant & equipment was £84m at YE 2019. Mainstream contractors are 
generally light on tangible fixed assets other than any private finance initiative (PFI) 
investments they may hold. (Balfour Beatty is the only one with a significant holding.) 

Arguably a bigger element of ‘hidden value’ is the Indian JV, which has only last year started to 
demonstrate its long-term profit potential. It contributed 6% of post-tax profit in FY 2019, up 
from only 1% and 3% in the prior two years respectively. However, the potential growth in the 
wider market and planned 50% increase in capacity suggests to us that it will progress beyond 
the size (tonnage) of the core UK group in the short term. 

 

  

Despite being within the range of 
peers’ valuations, two key 
aspects may not be fully 
appreciated  
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Risks and responses 

Cyclicality and sector challenges 

A number of Severfield’s sectors are relatively exposed to economic cycles, in particular offices 
and industrial, while others like retail face long-term structural challenges.  

Response: The group has always been flexible in adapting to changing demand in its end 
markets. Infrastructure and power have longer investment phases and are to a degree 
contra-cyclical. The shift away from retail is being offset by growth in logistics facilities 
due to the rise in web shopping; this has also spurred a growth in data centres, both of 
which Severfield is targeting for further growth. 

Competition 

The UK sector is dominated by two larger players, Severfield and William Hare, but there is a 
long ‘tail’ of smaller private competitors, some of which may price more aggressively to 
maintain market share and cover overheads. 

An important aspect of the restructuring has been to focus more on complex work with 
larger clients, which tend to demand technical leadership and balance sheet strength 
from their suppliers. This is particularly the case in infrastructure, power and data 
centres, as well as more iconic commercial buildings. Severfield’s net cash position 
obviates the need to ‘chase work’.  

Contractual risk 

Like many contractors in the past, the company was beset by a series of loss-making contracts, 
culminating in the writedowns of 2013. Causes included lack of control over pricing and costs, 
unclear apportionment of risk and technical problems on jobs. 

Risk control was intensified and applied rigorously following the restructuring. There is 
greater scrutiny of the type of work and clients; more systematic pricing, with higher 
margins for more complicated work and continuous monitoring of progress during 
contracts. Importantly, there is greater legal control of contracts.   

Supply chain failures 

This increasing risk for the sector was highlighted in the problems at Carillion etc, which 
triggered further failures among suppliers. Consequent delays can lead to hefty penalties. 

The construction activities are largely carried out by Severfield’s direct employees, rather 
than subcontractors. 

India 

India presents long-term growth potential but with a number of risks, including political, 
economic and corporate 

The business is held in a JV structure, thus containing risks, and it is with India’s largest 
steel producer in a now almost ten year-old stable partnership. Indian politics and 
economics appear to us to be more stable than in most other emerging markets. 
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Pensions 

A widespread issue in the construction sector, due to the normally high number of past and 
present employees and the inherent volatility of net surpluses/deficits, exacerbated by often 
low tangible asset bases of contractors.  

Although closed to new members, the group has a defined benefit scheme with an IAS 
19 deficit of £20m at YE 2019. The group is addressing this with ongoing deficit 
contributions. Group tangible net assets were £120m. All other schemes are defined 
contributions.  
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Appendices  

Board 

Non-executive Chairman: John Dodds 

Joined as a Non-executive Director in October 2010, becoming non-executive Chairman in 
September 2011; Executive Chairman from January until November 2013. 

He retired in March 2010 from Kier Group plc, the construction and property services group, 
after serving for seven years as Group Chief Executive. He worked for Kier for nearly 40 years 
and served on the main board through the employee buy-out process in 1992 and the 
subsequent flotation in 1996. Currently Non-executive Director of Newbury Racecourse and 
Non-Executive Chairman of Sweett Group from August 2014 until its acquisition by Currie & 
Brown in 2016. 

Chief Executive Officer: Alan Dunsmore 

Joined as Group finance director in March 2010, becoming CEO in February 2018. He joined 
from Smiths Group. He joined Smiths Group’s medical division in 1995, holding various 
positions throughout the business and from 2004 was director of finance for Smiths Detection. 
Prior to joining Smiths, he was with Coopers and Lybrand in Glasgow, where he qualified as a 
chartered accountant in 1992. 

Group Finance Director: Adam Semple 

Joined in 2013 as Group Financial Controller, appointed Group Finance Director in February 
2018, having held the role on an acting basis since April 2017. Previously at Firth Rixson Group, 
prior to which he was with PwC in both Leeds and London, where he qualified as a chartered 
accountant in 2002. 

Chief Operating Officer: Ian Cochrane 

Joined in 2007, following the acquisition of Fisher Engineering, where he worked for 26 years, 
starting in the drawing office and progressing to managing director in October 2007. He 
previously held the position of Group Operations Director. 

Managing Director, JSW Severfield Structures: Derek Randall 

Joined in 2011 as executive director for business development until his appointment in 
December 2013 as managing director of JSW Severfield Structures, the joint venture in India. 
Before joining, most of his career was with Corus Group (now Tata Steel) where his last position 
was as commercial director of the long products division and has served on the executive 
council of the Steel Construction Institute 

Non-executive directors: 

Kevin Whiteman (Senior independent director), appointed 2014. 

Tony Osbaldiston, appointed 2014. 

Alun Griffiths, appointed 2014. 

Louise Hardy, appointed 2019. 
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Acquisitions and other key events 

Figure 24: Timeline 

1996 business and assets of, Nottingham-based J N Rowen 

2001 Fabsec JV formed, offering beams with bespoke web openings designed for structural 
and mechanical efficiency, with enhanced architectural appearance 

 Watson Steel Structures, acquired from Amec, specialising in bridges and stadia 

 Tubemasters, specialist fabricator of tubular steelwork 

2005 Atlas Ward Structures, a company with its own well-known brand and complementary 
end markets and clients. 

2007 Fisher Engineering Ltd, a major structural steel fabricator based in Enniskillen, Northern 
Ireland, extended Severfield's leading market position in the UK, creating a stronger 
presence in the growing Irish steel fabrication market 

2008 JV formed with JSW Building Systems (a subsidiary of JSW Steel) to create a structural 
steelwork business based in Bellary and Mumbai, India 

 Rebranded Severfield 

2015 Five year year partnership contract with signed with WS Transportation. The contract 
covers all Severfield sites in the UK and Ireland for finished goods and other raw 
material supplies 

 50% stake acquired in Composite Metal Flooring, a specialist designer, manufacturer, 
and installer of profiled MetFloor metal decking products, used in a wide range of 
mainly commercial building products 

2019 Harry Peers & Co. A private company which focuses on the petrochemical, process, 
pharmaceutical and nuclear industries 

  
 

Source: Company, Progressive 
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Financial Summary: Severfield 

Year end: March (£m unless shown)      
      
PROFIT & LOSS 2018 2019 2020e 2021e 2022e 
Revenue 274.2  274.9  321.7  341.0  345.2  
Adj EBITDA 26.5  26.9  29.4  31.4  32.6  
Adj EBIT 22.9  23.3  25.4  27.3  28.5  
Reported PBT 22.2  24.7  27.6  29.7  31.4  
Fully Adj PBT 23.5  24.7  27.6  29.7  31.4  
NOPAT 18.4  18.7  20.5  22.0  23.0  
Reported EPS (p) 6.1  6.7  7.4  8.0  8.5  
Fully Adj EPS (p) 6.3  6.6  7.4  7.9  8.4  
Dividend per share (p) 2.6  2.8  3.0  3.3  3.5  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020e 2021e 2022e 
Operating cash flow 22.9  18.0  25.7  27.4  28.7  
Free Cash flow 13.4  8.0  14.1  15.1  15.8  
FCF per share (p) 4.5  2.6  4.6  4.9  5.2  
Acquisitions (5.5) (4.2) (18.0) (7.0) 0.0  
Disposals N/A N/A N/A N/A N/A 
Shares issued      
Net cash flow 0.3  (8.1) (12.4) (1.4) 5.5  
Overdrafts / borrowings 0.2  0.0  (0.2) (0.2) (0.2) 
Cash & equivalents 33.1  25.0  12.6  11.2  16.6  
Net (Debt)/Cash 33.0  25.2  12.7  11.4  16.8  

      
NAV AND RETURNS 2018 2019 2020e 2021e 2022e 
Net asset value 169.0  175.0  189.3  204.3  219.9  
NAV/share (p) 56.4  57.6  61.9  66.8  71.9  
Net Tangible Asset Value 114.2  120.3  117.1  132.1  147.7  
NTAV/share (p) 38.1  39.6  38.3  43.2  48.3  
Average equity 172.0  182.1  196.8  212.1  216.3  
Post-tax ROE (%) 10.5% 11.1% 11.6% 11.6% 12.0% 

      
METRICS 2018 2019 2020e 2021e 2022e 
Revenue growth N/A 0.3% 17.0% 6.0% 1.3% 
Adj EBITDA growth N/A 1.4% 9.3% 6.6% 4.1% 
Adj EBIT growth N/A 1.7% 9.3% 7.3% 4.4% 
Adj PBT growth N/A 5.1% 11.8% 7.6% 5.5% 
Adj EPS growth N/A 4.7% 11.9% 7.6% 5.8% 
Dividend growth N/A 7.7% 7.1% 10.0% 6.1% 
Adj EBIT margins 8.3% 8.5% 7.9% 8.0% 8.3% 

      
VALUATION 2018 2019 2020e 2021e 2022e 
EV/Sales (x) 0.8 0.8 0.7 0.7 0.7 
EV/EBITDA (x) 8.8 8.6 7.9 7.4 7.1 
EV/NOPAT (x) 12.6 12.5 11.3 10.6 10.1 
PER (x) 13.5 12.9 11.5 10.7 10.1 
Dividend yield 3.1% 3.3% 3.5% 3.9% 4.1% 
FCF yield 5.3% 3.1% 5.4% 5.8% 6.1% 

 

Source: Company information and Progressive Equity Research estimates 
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