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Positive year-end update, ahead of expectations 17th October 2023
A positive year-end update from Hercules confirms a strong conclusion to FY23, ahead of Company Data
expectations. It has been another year of excellent organic revenue growth (+60% at Group
level), with progress in all three divisions. This continues an impressive track record (average EPIC HERC.L
revenue growth over past three years >50%) and Hercules enters FY24 with momentum. Price (last close) 25p
52 weeks Hi/Lo 73p/25p
Strong trading update prompts forecast upgrades Market cap £16m
Hercules expects both its revenue and adjusted EBITDA for FY23 to be ahead of market expectations. SUIIACESUEEIE 60p
Proforma net cash/ (£25.4m)

Revenue is expected to be > £80m, representing an upgrade of at least 8% to previous expectations. (debt)
We assume a similar uplift to our EBITDA forecast (+8% to £3.7m) with the headline changes set out Avg. daily volume 32,000
on page 2 of this note.
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Divisional highlights — organic growth across the board
80

All three divisions have delivered organic revenue growth. The overall performance has again been 70

driven by the core Labour Supply business, which benefited from the ramp-up of the multi-year HS2 60 J"Hl /\.J

Phase 1 contract (London to Birmingham). Activity on this contract continued to increase as the year ig

progressed and there are now some 430 Hercules operatives on site. Post year-end, Hercules 30 M_‘_‘_\
announced a new five year “live tracks” contract supplying labour to Balfour Beatty Rail Limited. In 2

10
0 ; — ; ; ;
£3.1m of contract awards announced on 20" September. Meanwhile, the Suction Excavator Oct/22 Dec/22 Feb/23 Apr/23 Jun/23 Aug/23 Oct/23

Civils, the Group is benefiting from increasing investment in the water sector, as illustrated by the

business continues to see solid utilisation rates, having expanded by 14 vehicles over the period to
Source: ADVFN

create one of the largest fleets in the country.

. . . Description
Positive outlook for sustained earnings growth &

Hercules Site Services is a leading
As we wrote in our initiation note (Click: Driving growth through innovation), we expect growth to

- ] ) supplier of labour to the Construction
be supported by a favourable outlook for infrastructure spending, a structural undersupply of skilled sy o G UG Tl busless wes
founded in 2008 by CEO Brusk

Korkmaz, and has achieved significant

labour and Hercules’ recent organic investment in technology and fleet expansion. Today’s update

confirms continuing momentum.

In our view, the Group’s strong growth trajectory and forecast free cash flow (double digit FCF growth since then, reporting revenue of
yield) suggest significant value in the shares. Our Fair Value per share of 60p represents a  £49.5min FY22.

7.5% FCY yield on prudently positioned FY25 forecasts. The business floated on AIM in 2022 to
provide access to capital to support the

Key Financials & Valuation metrics next stage in the Group’s growth plans.

Year-end Sept, £m 2020A 2021A 2022A 2023E 2024E 2025E

Sales 23.0 32.8 49.5 80.5 82.5 88.8 . .
Next news: Full year results in mid-

EBITDA 1.4 2.4 2.3 3.7 4.5 515
January 2024

Adjusted PBT 1.0 1.4 0.7 0.5 1.0 2.0

FD Adj. EPS (p) N/A N/A 15 1.7 1.7 2.4

DPS (p) N/A N/A 1.7 1.7 1.8 1.8

Net Cash/(Debt)* -4.0 -9.2 -18.2 -25.4 -24.5 -22.7

Net Cash/(Debt)** 1.7 -1.7 -5.3 -6.4 -6.3 -5.7

Net Debt**/EBITDA N/A 0.7x 2.4x 1.7x 1.4x 1.0x

PIE N/A N/A 16.7x 14.5x 15.0x 10.2x James Tet|ey (Ana|yst)

EV/EBITDA 14.5x 10.5x 15.2x 11.2x 8.9x 7.0x 0207 0652690
james.tetley@equitydevelopment.co.uk

EV/Sales 0.9x 0.8x 0.7x 0.5x 0.5x 0.4x

Andy Edmond
Dividend yield N/A N/A 6.9% 6.9% 7.0% 7.2% 0207 065 2691

18.8% andy@equitydevelopment.co.uk

FCF yield N/A N/A -37.9% -1.7% 12.4%

Source: ED analysis, all numbers IFRS 16 basis * including leases ** excluding leases

Please refer to the important disclosures shown on the back page and note that this information is Non-independent and categorised as Marketing Material
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Hercules Site Services 17th October 2023

Positive update prompts forecast upgrades

Hercules expects both its revenue and adjusted EBITDA for FY’23 to be ahead of previous market

expectations.

Revenue is expected to be over £80m, representing an increase of ¢.60% on the prior year end and an
upgrade of at least 8% to our forecasts. We assume a similar uplift to our revised EBITDA forecast (+8%
to £3.7m) with the headline changes set out in the table below.

Forecast changes — upgrades to FY23(E)

Year-end Sept

Revised
Revenue £m 80.5
EBITDA £m 3.7
Adj. PBT £m 0.5
EPS (f. dil) p 1.7
DPS p 1.7
Net cash/ (debt) £m -25.4

2023(E) 2024(E) 2025(E)
Old Change Revised Old Change Revised Old Change
74.1 8.6% 82.5 82.4 0.0% 88.8 88.8 0.0%
34 7.8% 4.5 4.5 0.0% 55 53 0.0%
0.2 120.0% 1.0 1.0 0.0% 2.0 2.0 2.0%
1.4 26.5% 1.7 1.6 1.4% 2.4 2.4 2.0%
1.7 0.0% 1.8 1.8 0.0% 1.8 1.8 0.0%
-25.6 -0.9% -24.5 -24.8 -0.9% -22.7 -23.0 -1.2%

Source: Equity Development estimates

We prudently leave our FY24 and FY25 estimates unchanged at this stage, but note that Hercules enters
the new financial year with momentum. Specific FY24 tailwinds include a full year of ownership of the
enlarged suction excavator fleet (14 new vehicles added at the half way point of FY23), as well as recently
announced contract successes within Civils and Labour Supply (Click for recent note: Recent newsflow

points to strength in diversity).

Hercules acknowledges the current UK government’s recent announcement about the future of HS2 but
the decision has no impact on the Group’s contracts on Phase 1 (London to Birmingham) and we see
potential for a further increase in demand under this multi-year contract, where activity has not yet peaked

(430 Hercules operatives currently on site compared to ¢.280 at the time of the FY22 results in January).

Looking ahead, their Training Academy in Nuneaton is planning a soft launch in November before its
official opening early next year, providing a new revenue stream and another example of Hercules’
willingness to innovate and respond to customer need in helping to address the well-publicised skills
shortage in the construction industry.

www.equitydevelopment.co.uk
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Andy Edmond
Direct: 020 7065 2691
Tel: 020 7065 2690
andy@equitydevelopment.co.uk

Hannah Crowe
Direct: 0207 065 2692
Tel: 0207 065 2690
hannah@equitydevelopment.co.uk

Equity Development Limited is regulated by the Financial Conduct Authority

Disclaimer

Equity Development Limited (‘ED’) is retained to act as financial adviser for its corporate clients, some or all of whom may now or in the future
have an interest in the contents of this document. ED produces and distributes research for these corporate clients to persons who are not clients
of ED. In the preparation of this report ED has taken professional efforts to ensure that the facts stated herein are clear, fair and not misleading,
but makes no guarantee as to the accuracy or completeness of the information or opinions contained herein.

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom
(‘FSMA’). Any reader of this research should not act or rely on this document or any of its contents. This report is being provided by ED to provide
background information about the subject of the research to relevant persons, as defined by the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005. This document does not constitute, nor form part of, and should not be construed as, any offer for sale or
purchase of (or solicitation of, or invitation to make any offer to buy or sell) any Securities (which may rise and fall in value). Nor shall it, or any
part of it, form the basis of, or be relied on in connection with, any contract or commitment whatsoever.

Research produced and distributed by ED on its client companies is normally commissioned and paid for by those companies themselves (‘issuer
financed research’) and as such is not deemed to be independent as defined by the FCA, but is ‘objective’ in that the authors are stating their own
opinions. This document is prepared for clients under UK law. In the UK, companies quoted on AIM are subject to lighter due diligence than shares
quoted on the main market and are therefore more likely to carry a higher degree of risk than main market companies.

ED may in the future provide, or may have in the past provided, investment banking services to the subject of this report. ED, its Directors or
persons connected may at some time in the future have, or have had in the past, a material investment in the Company. ED, its affiliates, officers,
directors and employees, will not be liable for any loss or damage arising from any use of this document, to the maximum extent that the law
permits.

More information is available on our website www.equitydevelopment.co.uk

Equity Development, 2™ Floor, Park House, 16-18 Finsbury Circus, London, EC2M 7EB

Contact: info@equitydevelopment.co.uk | 020 7065 2690
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