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A high-growth green play on battery storage and data

This company is ideally placed to benefit from the accelerating transition towards renewable energy
both in the way electricity is generated and how we consume it.

Simon Thompson’s view:

‘Analysts have been prompted to push through two earnings upgrades in as many months for

industrial services and rental group Northbridge Industrial Services (NBI), yet the shares can

be purchased on a modest PE ratio of 14. Importantly, the majority of the demand drivers are

structural which augurs well for the earnings upgrade cycle to continue for quite some time yet.

Moreover, with net debt being paid down sharply, and a sale on the cards of its drilling tools

supply business, Tasman, investors are likely to focus once again on what is a strong earnings

story and one that is being seriously undervalued.’

Source: FactSet
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Bull points

1. Early stage of earnings upgrade cycle.

2. Play on decarbonisation, battery storage and data centre growth.

3. Electrical power reliability order books are strong.

4. Crestchic factory capacity to increase 50 per cent by June 2022 to meet demand.

5. Improving free cash flow and significant debt reductions.

6. Leaner operational cost base after restructuring.

7. Improved working capital management.

8. Convertible loan note overhang removed with minimal dilution.

9. New low-cost debt facility.

10. Balance sheet to be debt-free in 2022.

11. Hidden value: carry value of fleet materially undervalued.

12. Potential disposal of Tasman.

Bear points

1. Tasman drilling tool rental business will still report a loss this year.

2. Oil price volatility impacts industry investment and Tasman’s rental activity.

3. Supply chain disruption slightly impacts margins due to  assembly times.

Key information

Northbridge Industrial
Services (NBI)

Ticker NBI

Current price 123p

Target price 180p

Market cap £35.6m

52 week high 130p

52 week low 65p

Net debt £3.5m (30 June 2021)

Shares in issue 29.06m

Financial year end 31 December

Next event interim results, 30 September 2021

Website northbridgegroup.co.uk

2

http://northbridgegroup.co.uk/


Northbridge
Industrial
Services (NBI)

Order price: 123p Market value: £ 35.6m

Touch: 120-125p 12-mth high/low: 130p 65p

Dividend yield: nil PE ratio: 13.6
Net asset value per
share*: 98p Net debt**: 12%

Year to Revenue Adjusted pre-tax
Diluted adjusted

earnings Dividend

31 Dec (£m) profit (£m) per share (p)
per share

(p)

2017 25.6 -4.38 -17.9 nil

2018 26.9 -2.01 -8.9 nil

2019 33.6 0.32 -0.8 nil

2020 34.0 0.38 -0.5 nil

2021^ 37.2 2.50 6.5 nil

2022^ 39.8 3.50 9.0 nil
SETSqx

* includes intangibles assets of £4.5m, or 15p a share. Promforma NAV of £28.6m adjusted for issue of  £0.94m

shares at 90p in June 2021.

** net debt of £3.5m at 30 June 2021 as stated in trading update on 11 August 2011.

^ Panmure Gordon estimates. Adjusted pre-tax profits exclude exceptional items.

Source: London Stock Exchange

Shareholders in industrial services and rental company Northbridge Industrial Services (NBI)
have endured a turbulent ride since the company listed its shares, at 100p, on the Alternative

Investment Market (Aim) in 2006. Having peaked out at 606p in 2014, the price crashed the

following year, losing 90 per cent of its value. Focused on the sale and hire of specialist

industrial equipment for use in critical applications in the oil and gas, shipping, construction,

and power and utility sectors, the issue has been the downturn in the oil and gas industries

which started in the autumn of 2014 and led to record lows in the crude oil price. This severely
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impacted the group’s Tasman operation which in 2015 generated 80 per cent of revenue from

the oil exploration industry.

Northbridge subsequently racked up eye-watering cumulative pre-tax losses of £21.2m

between 2015 and 2018, but finally moved into a small profit in 2019 and again last year, albeit

the board took a non-cash impairment of £7.8m on the value of Tasman’s assets as the

Covid-19 pandemic impacted its tool rental operations in Australia, New Zealand, Malaysia,

Singapore and the Middle East.

Although operating losses at Tasman narrowed from £2.5m to £0.7m in 2020, Covid-19 related

difficulties in moving people and equipment around the world and out to rigs has been the

barrier to a full recovery in activity levels. Tasman’s product offering includes a broad range of

drilling rental tools, fishing and re-entry tools, tubular handling equipment, pressure control

equipment and mud management equipment.

In the first half of 2021, Tasman’s revenue of £3.8m was 25 per cent lower than the same

period of 2020, although prudent management of operating and capital expenditure restricted

the divisional pre-tax loss to £0.2m and it produced positive free cash flow. However, the

trading environment is expected to further improve in the second half, particularly in gas

related activity (Tasman’s hire fleet is predominantly used to drill for gas and geothermal fluids)

in Australasia. These activities now account for 80 per cent of Tasman’s revenue, whereas 80

per cent of divisional revenue was derived from oil exploration in 2015.

This is important as it highlights Tasman’s ESG credentials as both LNG and natural gas are

viewed as key transitional fuel sources as countries reduce their dependence on high carbon

alternatives. They are also a prime component for blue hydrogen. When blue hydrogen is

integrated with carbon capture and storage it can provide the scale and reliability needed by

industrial processes. It can also play an essential role in decarbonising hard-to-electrify

industries and driving down the cost of the energy transition.

This explains why the Australian Government has committed A$370m (£200m) to advancing

the country’s hydrogen industry and Saudi Arabia is setting its sights on becoming the world’s

largest supplier of hydrogen, a market that could be worth as much as US$700bn (£510bn) by

2050. The kingdom is building a US$5bn plant to make green fuel for export. In another one of

Tasman’s key markets, New Zealand, there are five hydrogen related projects under

development. Sensibly, Tasman has been expanding its offering into the carbon capture storage

industry, driven by the transition to blue hydrogen.

Another demand driver for the business has been the surge in the 230 per cent increase in the

natural gas price since June 2020, which is underpinning an uptick in activity in the sector and

supports improving rental rates. Analysts at Wood Group estimate there will be around

US$11bn (£8bn) investment in Australian natural gas projects this year, the country being the

largest LNG exporter in the world. Demand is being in part driven by ‘regasification’, replacing
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coal with gas for power generation purposes; Vietnam, the Philippines and Pakistan have all

embarked on large scale projects, with China and India leading the way. China, Japan and South

Korea are three of the largest importers of LNG – all supplied by Australia. Based on the Royal

Dutch Shell forecast 4 per cent long-term annual growth rate for Australasian LNG,

consumption will double by 2040.

It’s also worth noting that Tasman supplies drilling tools to the geothermal sector, the primary

source of renewable energy in New Zealand, specifically for power grid expansion

and geothermal well maintenance for the continued supply of power plants, electricity

generation and heat exchange technology. The proportion of geothermal gas in the country’s

energy supply has increased from 41 per cent to 55 per cent since 2009, and is expected to

continue to grow strongly given its ESG credentials.

Source: Northbridge 2020 annual report

The potential for a strong profit recovery at Tasman has not gone unnoticed as Northbridge’s

board has received unsolicited non-binding indicative offers for the Tasman drilling tool division

which the directors and its advisors are currently assessing. Interestingly, the board “remain

hopeful that a divestment at a fair value will be achieved this year.” Tasman had net operating

assets of £14.9m at the end of 2020, a material sum in relation to Northbridge’s pro forma net

asset value (NAV) of £28.6m (98.5p a share). Shareholders are in a win-win situation here as

even if negotiations fail to result in the disposal of the division, Northbridge is still set to benefit

from a recovery based on the aforementioned growth drivers.
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It’s also worth pointing out that any disposal would be transformational to the group’s balance

sheet and prospects. That’s because it would enable the board to reinvest the capital realised

from Tasman in what is the exciting part of the group, Crestchic.

Northbridge divisional revenue by location in 2020

Crestchic Tasman

UK £13.4m 54% £0.0m

Continental Europe £2.9m 12% £0.0m

North and South America £4.2m 17% £0.0m

Australia and New Zealand £0.0m 0% £6.3m 67%

Middle East £1.7m 7% £1.3m 14%

Asia £2.3m 9% £1.8m 19%

Total in 2020 £24.6m £9.4m
Source: Northbridge 2020 annual report

Crestchic – power reliability

Burton-upon-Trent-based Crestchic manufactures, sells and rents load banks and transformers

to domestic and international customers. Its products are primarily used for the commissioning,

testing and maintenance of independent, off-grid power sources and, increasingly, for grid

stabilisation, as ageing national infrastructures face the twin challenges of integrating

renewable energy generation and the environmental issues posed by global warming.

Specifically, Crestchic’s products assure reliability for generators and distributors of power, for

industries critically dependent on back-up power to ensure business continuity in the event of a

failure of their primary power supply. The kit is also used to commission power generation in

remote sites such as those subject to mining and drilling activities for the extraction of natural

resources.

Crestchic’s resistive load banks provide simulated electrical loading for generators and back-up power systems.
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Manufactured at its Burton-upon-Trent facility in the UK, Crestchic rents out and sells the

electrical testing equipment and back-up power generators across a network of five

distribution hubs (Belgium, California, Pennsylvania, UAE and Singapore). In addition, it

manufactures and supplies transformers and switchgear offering step-up and step-down

capabilities from 230 volts to 36,000 volts.

Crestchic manufactures a range of containerised step-up/step-down transformers to complement its range of load banks

and serve the international temporary power generation sector.

Source: Northbridge 2020 annual report
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The business is benefiting from growth in two sectors that have either been relatively

unaffected by the pandemic or even benefited from it: renewable energy and data centres. The

accelerating transition from coal and oil-based energy sources towards cleaner and renewable

energy is leading to a proliferation of smaller energy generators whose sites require

commissioning and which have unique challenges for connection into established distribution

networks. In turn, this is creating a greater need for testing that is driving the demand for

Crestchic’s products, both for outright sale and for rental. Its load banks are on par with the

most advanced and resilient systems available in the western economies for this purpose.

Northbridge group financials by division

12 months to 31 Dec 2019 2020 2021E 2022E 2023E

Crestchic £25.4m £24.5m £29.5m £31.5m £33.8m

Tasman Oil Tools £8.2m £9.4m £7.8m £8.4m £9.0m

Group revenue £33.6m £33.9m £37.2m £39.8m £42.8m

Operating profit

Crestchic £5.1m £3.2m £4.9m £5.2m £5.5m

Tasman Oil Tools -£2.5m -£0.7m -£0.3m -£0.1m £0.1m

Head office costs -£1.4m -£1.4m -£1.6m -£1.3m -£1.3m

Adjusted operating profit £1.2m £1.1m £3.1m £3.8m £4.3m

Interest costs -£0.9m -£0.7m -£0.6m -£0.4m -£0.3m

Adjusted pre-tax profit £0.3m £0.4m £2.5m £3.5m £4.1m
Source: Company annual reports, Panmure Gordon (11 August 2021)

Demand drivers for power reliability

There are multiple factors driving increased global demand for power reliability

solutions, including:

Global movement towards renewable energy. This is leading to greater reliance on sources

that fluctuate (wind and solar) and makes back-up power a necessity for when demand

outstrips supply. The Energy Information Administration (EIA) estimates that renewables could

meet 80 per cent of the growth in global electricity demand by 2030, with solar and wind the

key beneficiaries.

For instance, the UK Government’s pledge to use offshore wind power as the backbone of

Britain’s carbon-neutral energy future is already delivering tangible results. In 2020, there
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were 68 coal free days in the second quarter, and renewables regularly produced over 40 per

cent of the UK’s electricity production on a daily basis. The same dynamics are at work in the

US as the Environment America Research & Policy Centre and Frontier Group forecast that

wind generation could account for 90 per cent of power supply in the US by 2050. At the same

time, EIA estimates that world energy consumption will grow by nearly 50 per cent between

2018 and 2050 as the ongoing electrification of homes, businesses and transport networks is

leading to increased reliance on electricity. In turn, this is leading to higher demand for back-up

electricity supply for critical operations.

Ageing infrastructure. Outdated infrastructure is frequently the biggest threat to energy

supply as nearly 75 per cent of transmission lines and transformers are 25 years or older

(source: US Department of Energy). In both the UK and US, the growth in electricity demand

has eaten into the redundancy built into the system and the transmission infrastructure has not

been upgraded to keep pace, making it prone to failure as highlighted by the East of England

power outage in 2019. Over the next decade, IEA estimates that 16m km of new transmission

and distribution lines will need to be built, representing an 80 per cent increase on the previous

decade.

Climate change. The impact of extreme weather events such as those experienced in

California and Texas over the past 12 months, and September’s floods in Mississippi and New

York, highlight the need for back-up power in the event of emergency blackouts.

Changing nature of supply. Battery storage farms are playing a greater role to ensure the

flexible operation of power systems and are becoming increasingly integrated into the UK grid

network. Crestchic already has exposure to this growth sector, offering high voltage load tests

at the grid/sub-station connection point to energy storage farms. Bearing this in mind, a recent

easing of planning laws removes barriers for storage projects above 50 megawatts (MW) in

England (350 MW in Wales), thus facilitating their roll-out. The exponential growth in battery

farms is not just being seen in the UK as the IEA forecast annual demand is set to rise 50-fold

from 200GWh (gigawatt hours) to 10,000 GWh by 2040.

The decentralisation of generation capacity is another factor at work as the National Grid

estimates that as many as 45 per cent of UK homes could be actively helping in balancing the

grid by 2050, and over 40 per cent of all generation capacity could be decentralised. Flexible

power generation will be key in providing power in times of peak demand as the energy sector

shifts away from large transmission connected power plants to locally connected smaller

plants. These smaller generators are typically gas-fired with capacity of 2MW to 6MW, can be

connected to the distribution network at lower voltage levels, and with a typical size of 3,000 to

5,000 square feet the plant can be located on industrial estates.
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Crestchic offers exposure to data centres and cloud computing

The ongoing worldwide growth in hyper-scale data centres is driving significant demand for

Crestchic solutions as the digital economy takes an ever-increasing share of global GDP. Global

internet traffic doubled between 2016 and 2019, and is on course to double again by 2022,

thus driving investment in new data-centres, and the infrastructure that supports their

electricity needs and power reliability – according to Cisco, data centres accounted for one per

cent of global energy consumption in 2019.

Global investment in this type of "big data" is expected to grow for many years to come and

Crestchic is actively expanding its geographic penetration and the range of products and

services supplied to this rapidly growing market. The division generated 76 per cent of

Northbridge’s total revenue in 2020, and all its operating profit, with data centres accounting

for 22 per cent of factory production. In 2015, when Northbridge plunged into losses due to

the problems at Tasman, data centre revenue was negligible.

The burgeoning data centre market has proved to be one of Northbridge’s strongest sectors – a trend which only looks set

to accelerate.

In Europe, the data centre market is undergoing a boom in new facility build-outs, with over 70

projects under way in 12 countries from 2021 onwards, totalling 851,000 square metres.

Besides core markets of the UK, Germany, Netherlands and France, other countries that are

hotspots for future investments include Switzerland, Poland and Ireland. End-user spending on

data centre infrastructure is projected to reach £155bn in 2021, up 6 per cent on 2020, and

data centre revenues are forecast to hit $948bn (£690bn) by 2030, up from $466bn in 2020 –

10



representing a compound annual growth rate of 6.7 per cent over the next decade (source:

Gartner). Middle East and African markets are still in their infancy, but strong demand is

creating a huge opportunity for growth in those regions, too.

The reason why demand for data centre capacity is booming is because an increasing number

of companies are being forced to outsource their in-house capabilities given the scale of data

being produced, and the emergence of new digital landscapes are creating ever more data to

process. Key drivers are the growth in cloud computing, Software-as-a-Service, Internet of

Things (IoT), artificial intelligence, social media, business analytics, internet shopping, machine

learning and intelligent buildings. In addition, the Covid-19 pandemic has accelerated growth in

other incredibly data hungry areas such as video streaming, video conferencing, online gaming,

social networking, artificial learning, virtual reality and blockchain technologies.

The growth in data centres is an issue as they require large and continuous supply of power

(100 MW to 150 MW of Grid capacity, typically), which impacts on local power grids, putting

added stress on the network at peak periods (evenings) when they are competing with other

users of electricity. The opportunity for Crestchic here is in heat load management, by using

load banks to simulate the heat from computer servers, and in managing back-up power

sources. To further capitalise on the growth opportunity, Crestchic has successfully deployed a

trial fleet of server emulators into the hire fleet and placed factory orders for 25 additional 300

MW load banks. The business has also won its first significant order to supply load banks to a

major undisclosed e-commerce retailer.

Earnings upgrade cycle

Demand from data centres is one of the key reasons why Northbridge has issued two earnings

upgrades since mid-June, prompting analysts at brokerage Panmure Gordon to upgrade their

full-year adjusted pre-tax profit estimates by 25 per cent to £2.5m (up from £0.4m in 2020)

and push through 13 per cent upgrades to 2021 estimates which point to 40 per cent further

growth in pre-tax profits to £3.5m. The broking house has also raised its 2023 pre-tax forecast

by 11 per cent to £4.1m. On this basis, expect earnings per share of 6.5p in 2021, 9p in 2022,

and 10.5p in 2023, implying the shares are rated on a reasonable 13.5 times 2022 earnings

estimates, and less than 12 times 2023 estimates.

Data centre work is not the only driver behind the upgrades as Crestchic is also benefiting from

the global economic recovery, and a broadening presence across major geographies (USA,

Europe and Asia-Pacific). In fact, the Burton-upon-Trent manufacturing plant is now operating

at full capacity and boasts a record order book. Construction of a third facility at the site has

now commenced to boost capacity by 50 per cent. It is expected to be operational in the second

quarter next year, thus offering further potential upside to next year’s earnings forecasts if

current end-user demand trends are maintained, as seems highly likely.
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The other catalyst for future earnings upgrades will be the sale of Tasman. That’s because if

Northbridge can realise the value of the net operating assets of the business, around £15m,

then it will further deleverage the balance sheet. Group net debt of £3.5m at 30 June 2021

(excluding IFRS-16 lease liabilities) has already been slashed from £5.4m at the start of the

year. It will also provide funds to recycle back into Crestchic which generates a high return on

invested capital. To put the scale of the opportunity to enhance shareholder value into

perspective, prior to the Covid-19 pandemic the division reported operating profit of £5.1m on

revenue of £25.4m in 2019 and a thumping 22 per cent return on net operating assets of

£22m.

In 2020, Crestchic produced operating profit of £3.2m on revenue of £24.6m and a return of

15 per cent on net operating assets, the lower outcome was primarily due to manufacturing

constraints caused by the Covid-19 pandemic, and rental demand being impacted by the

difficulty in deploying people to marine projects in the Middle East and Far East. However,

trading in both regions is recovering strongly.

Northbridge Industrial Services divisional return on operating assets

Crestchic Tasman Oil Tools

12 months to 31 Dec 2019 2020 2019 2020

Net operating assets (£000) 21,966 20,088 22,015 14,946

Average net operating assets

(£000)
23,508 21,027 22,557 18,480

Operating profit (£000) 5,095 3,227 -2,535 -676

Return on investment 22% 15% -11% -4%

Source: Northbridge Industrial Services 2020 annual report and accounts.

However, even without the disposal of Tasman, analysts expect Northbridge to be in a £1.2m

net cash position by the end of 2022. This not only saves on interest charges on the new HSBC

£10m debt facility – around £0.6m interest cost forecast in 2021 – but as debt is paid down

then more of the economic interest in Northbridge can be attributed to shareholders.

Stock overhang removed

Another share price catalyst is the removal of a potential stock overhang. That’s because

Northbridge’s net debt of £5.4m at the start of 2021 included a £4m convertible loan note

(CLN) that was issued in April 2018. It paid an 8 per cent annual coupon, rising to 10 per cent

on 1 July 2021, and could be converted into shares, at 90p, by July 2022. It made no sense at all

to pay such a high interest rate given the ongoing improvement in trading.

So, the board approached the bondholders to redeem the CLNs early. Around £3.06m of the

loan notes were redeemed for cash at the end of June, and Northbridge paid a 25 per cent early

redemption premium of £0.76m to these bond holders at the time. The balance of £0.94m
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CLNs were converted into 1.05m shares, effectively diluting existing shareholders interests by

a modest 3.7 per cent. Gresham House Strategic (GHS), the top-performing- listed small-cap

investment fund I included in my market-beating 2016 Bargain Shares Portfolio, opted to take

shares in Northbridge, effectively lifting its stake to 17.53 per cent.

This was a great result all round as it minimises dilution, reduces interest costs, and enables

Northbridge to maintain a prudent level of balance sheet gearing. The group used a new £10m

facility with HSBC to fund the £3.8m cash payment to the CLN bondholders.

Hidden balance sheet value

At the end of 2020, the book value of Northbridge’s hire fleet was £17.5m. However, this is an

incredibly conservative valuation. That’s because the hire fleet cost £53.5m and has been

depreciated by £36m to date. Northbridge incurred non-cash depreciation charges of £5.1m in

the 2020 accounts, and £5.4m in 2019, which is why group earnings before interest, taxation,

depreciation and amortisation (Ebitda) of £7.3m in 2020 is materially higher than the reported

operating profit of £1.1m. The £1.1m non-cash amortisation charge makes up the difference.

The conservative depreciation policy explains why Northbridge is able to sell its kit at a

substantial premium to book value. Indeed, over the past four financial years, the group has

realised £3.8m on hire fleet sales, generating cumulative profits of £1.9m on disposal of assets

with a carrying value of £1.8m. Effectively, the hire fleet is worth double the £17.5m (60p a

share) carrying value. That’s a material sum.

Northbridge hire plant sales

12 months to 31 Dec 2017 2018 2019 2020 Cumulative

Proceeds from rental sales £0.35m £0.84m £1.64m £0.84m £3.67m

Net book value £0.10m £0.31m £1.09m £0.29m £1.79m

Profit £0.26m £0.54m £0.55m £0.54m £1.89m
Source: Company, Panmure Gordon

Adjust for the aforementioned issue of 1.04m shares following the conversion of £0.95m CLNs

into equity at the end of June 2021, and Northbridge’s pro forma NAV of £28.6m equates to

98.5p a share (based on 29.06m shares in issue), of which the hire fleet accounts for £17.5m.

However, if you mark the fleet to market value, then NAV is £46.1m or 159p a share.

Importantly, the group only has £4.4m of intangible assets, so over 90 per cent of pro forma

NAV is tangible, the vast majority being hard assets and working capital. Moreover, factor in

cumulative retained profit of £4.2m forecast this year and next, and Northbridge is on course to

have adjusted NAV of £50.3m (173p) by December 2022. This is based on the conservative
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assumption that it will not raise earnings guidance again, even though the earnings risk is

clearly skewed to the upside.

The point is that the shares are effectively trading on a discount close to 30 per cent to what is

a realistic NAV estimate, and perhaps even deeper in the event of Tasman being sold for a

premium to its £15m net operating assets.

Free cash flow improving

Northbridge also ticks all the right boxes on cash generation. As the operational recovery

gathers pace and Ebitda ramps up, hire fleet expenditure (around £2m per year) is kept below

the annual depreciation charge on the fleet. Also, as interest charges decline following the early

redemption of the CLN issue, free cash flow is set to surge.

Source: Northbridge Industrial Services, Panmure Gordon
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Source: Northbridge Industrial Services, Panmure Gordon

Panmure Gordon predicts free cash flow will more than treble from £1.9m in 2020 to in excess

of £6m both this year and next. In turn, the surplus cash can be used to pay down debt which is

why the broking house believes current net debt of £3.5m (pre-IFRS-16 lease liabilities) will

become net cash of £1.2m in 2022, rising to £7.4m (25p a share) in 2023. Northbridge only has

a market capitalisation of £35.6m, so the cash build predicted is significant.

Northbridge Industrial Services cash generation is improving

Financial year to 31
Dec Ebitda

Net operating cash
flow

2019 £7.8m £4.0m

2020 £7.4m £2.8m

2021E £8.8m £4.1m

2022E £9.4m £6.5m

2023E £9.9m £6.6m

which is driving free cash flow higher...

15



Financial year to 31
Dec Free cash flow

Free cash flow per
share

2019 £3.8m 13.62p

2020 £2.5m 8.96p

2021E £1.9m 6.54p

2022E £6.1m 20.99p

2023E £6.2m 21.34p

...and improving the debt profile and net cash position

Financial year to 31
Dec

Net debt (includes
IFRS-16 liabilities)

2019 -£7.9m

2020 -£6.8m

2021E -£4.9m

2022E £1.2m

2023E £7.4m
Source: Northbridge Industrial Services, and Panmure Gordon estimates (11 August 2021).

Source: Northbridge Industrial Services, Panmure Gordon
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Major shareholders

Northbridge Industrial Services major shareholders

Shareholder Percentage (%)

Gresham House Strategic Plc 17.53%

Artemis Investment Management Ltd 11.81%

Western Selection Plc 11.35%

Canaccord Genuity Group Inc 8.60%

Peter Harris 5.46%

Stonehage Fleming 4.84%

River & Mercantile Asset Management 4.21%

RG Persey 3.87%

EW Hook 2.44%

Source: Northbridge Industrial Services, FactSet, London Stock Exchange regulatory filings since publication of 2020

annual report.

Meet the management

The board is chaired by 68-year old chartered accountant Peter Harris. Following the

retirement of former chief executive and Northbridge’s founder Eric Hook in March 2021,

Harris now combines both roles. This has resulted in material cost savings as Hook was paid

£281,000 in the 2020 financial year.

Previously, Harris spent 12 years at automotive services provider RAC, holding the roles of

finance director, group managing director and heading a number of businesses including Lex

Transfleet and RAC Software Solutions. Following the acquisition of RAC by Aviva in 2006, he

was appointed chief executive of Dawson Holdings, the media supply chain business, before

retiring in June 2009. Harris holds 1.58m shares in Northbridge and Hook retains 0.71m

shares.
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The group’s finance director is 36-year-old chartered accountant Iwan Phillips. He spent five

years at BDO, specialising in audit work on fully listed and Aim companies. Phillips joined in

2010 as group accountant and was appointed to his current role in 2016.

Crestchic’s managing director is 56-year-old electrical engineer Chris Caldwell, a role he has

held for five years. Caldwell has led many of the major growth initiatives of the business,

including: relocating Crestchic Germany to larger premises and bringing the sales agency in

house; the start-ups of Crestchic USA and Crestchic France; establishing the UK rental hub in

new dedicated premises adjacent to the Burton upon Trent headquarters; and setting up the

Crestchic service division. He also assisted in the acquisition of Northbridge Transformers from

DSG in late 2011, for which he has assumed executive responsibility. During his time at

Northbridge he has successfully negotiated and overseen many load bank rental projects

around the world.

Tasman managing director is 53-year-old Ian Gardner who joined the group in 2007 and has

been instrumental in the start-up and subsequent growth of Northbridge Middle East and

Northbridge Asia-Pacific. Following the successful integration of the Tasman Oil Tools

businesses, Ian is now based in Kuala Lumpur, Malaysia, giving him access to the Tasman

division and supporting the new joint venture within the region.

Northbridge has two non-executive directors, Judith Aldersey-Williams and Nitin Kaul.
Aldersey-Williams studied at Cambridge and Harvard before qualifying as a solicitor in 1989.

She specialised in commercial and competition law in the City of London with Travers Smith

before moving to Aberdeen and joining CMS. She specialises in oil and gas law, advising

operators and service companies on regulatory issues, upstream contracts, procurement and

construction contracts, IT and competition law.

Kaul joined Arthur Andersen in 1996 where he worked across various business lines in Europe,

Asia and North America. He then joined engineering group Tomkins in 2002 and spent over 12

years in senior finance, mergers & acquisitions and operating roles, including heading various

group businesses in the oil and gas vertical.

Senior independent director Stephen Yapp joined Northbridge in July 2020, having amassed

25 years’ experience as a director of public and private companies over the course of his career.

He is also a former director of Downing Strategic Micro-Cap Investment Trust, a constituent of

my 2021 Bargain Shares Portfolio, as well as several private companies, having held similar

roles in other listed companies over recent years.

The board members were paid £838,000 in remuneration in 2020, or 11 per cent of Ebitda.

That’s not unreasonable.
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Peer group comparison

The listed equipment rental sector is quite small, and there has been consolidation recently

after Aggreko delisted from the London Stock Exchange following its £2.3bn acquisition by

private equity firms TDR Capital and I Squared Capital.

Based on the remaining four listed peers in the UK, Northbridge is being rated at the bottom

end of the peer group on around four times Ebitda to enterprise valuation even though the

group has materially paid down debt and is poised to move into a net cash position. This

mitigates financial risk whereas the likes of VP and HSS Hire carry significant levels of debt.

FTSE 100 constituent Ashtead enjoys a multiple three times higher, highlighting the significant

small-cap liquidity discount and one that’s simply too wide.

Indeed, analysts at brokerage Peel Hunt are factoring in 10 per cent EPS growth for Ashtead in

2022 which lags well behind the 40 per cent growth Panmure Gordon predict for Northbridge.

The same broking house also predicts Speedy Hire will report 18 per cent EPS growth in 2022.

However, shares in that company are similarly rated despite  Northbridge’s higher earnings

growth profile.

Northbridge also ticks the right boxes in terms of free cash flow (FCF) generation. Its FCF yield

of 17 per cent for the 2022 financial year is materially higher than all its rivals. Admittedly,

there is no dividend on offer, but the cash build expected next year, in addition to the potential

disposal of Tasman, could lay the foundations for a return to the dividend list.

Company
Share

price

Market

Cap

Enterpris

e val
EBITDA EV/EBITDA EPS PE DPS DY

FCF

yield

Ashtead 5,788p £25,872m

£29,908

m £2,383m 12.6 178.6p 32.4 50.0p 0.9% 4.0%

Speedy Hire 69p £362m £389m £103m 3.8 4.9p 14.1 1.8p 2.6% 4.9%

VP 1,010p £404m £525m £112m 4.7 74.6p 13.5 29.8p 3.0% 2.6%

HSS Hire 18p £129m £315m £82m 3.8 1.4p 12.5 nil nil 2.2%

Northbridge

Industrial

Services 123p £36m £39m £9m 4.1 9.0p 13.7 nil nil 17.1%

Source: London Stock Exchange. Forecasts for 2022 financial year from broking houses: Ashtead and Speedy Hire

(Peel Hunt (15 June and 21 July 2021); VP Group (Berenberg - 22 June 2021); Northbridge Industrial Services

(Panmure Gordon - 11 August 2021). HSS Hire (FactSet).
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Target price

The demand drivers that have resulted in analysts pushing through 25 per cent earnings

upgrades since early June have solid foundations and suggest that the upgrade cycle has a long

way to run. The hidden valuation in the company’s balance sheet is also material and suggests

that a sum-of-the-parts valuation at this point of the recovery cycle is the best approach to

valuing the shares. On this basis, I have placed a target enterprise valuation of £51m on the

company, or 180p a share. Buy.

Risk assessment

Covid-19. The group’s revenues are derived from some labour-intensive activities such as the

manufacture of load banks and the commissioning, service and maintenance of equipment both

within the group’s depots and on site. Pandemics such as Covid-19, which restrict the

movement of people, both in terms of being able to be physically present at work, social

distancing, and the freedom to travel to customer sites across the world, will impact the group’s

ability to produce load banks for third-party sales and service rental contracts. This may result

in lower revenues, profits and cash flows.

In mitigation, load banks are used to test critical infrastructure such as data centres, hospitals

and national electricity grids and a base level of revenue can reasonably be expected. Drilling

tools are also used in industries that have been deemed essential by governments. The main

manufacturing facility in Burton-upon-Trent follows all UK government advice on social

distancing and has functioned throughout the pandemic. The engineering support teams are

managing to service customers remotely through video conferencing. The fact that

Northbridge’s pre-tax profits increased in 2020 despite the Covid-19 pandemic highlights the

resilience of its businesses, albeit the group did report that supply chain disruption slightly

impacted margins due to extended assembly times.

Market and macroeconomic risks. As evidenced by the impact of the sharply declining oil price

in 2015 and early 2016, and again in 2020, a downturn in global economic conditions or

volatility in commodity prices creates uncertainty and can result in lower rental activity and

equipment sales levels.

In mitigation, Northbridge’s exposure to oil is being reduced given the increased reliance on

decarbonisation of electricity generation and data centres. As the global business develops this

will naturally increase and broaden both the market and revenue base, placing reduced reliance

on specific markets and regions. Also, the hire fleet can be relocated to mirror changes in

localised utilisation, although equipment in the USA (specific frequency) and China

(permanently imported) is less flexible. The board is prepared to take prompt and effective

action to exit underperforming activities and reduce overhead costs to mitigate the impact of
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market downturns as it did last year. This also means that the operational structure is leaner

and more operationally geared.

Brexit. The board has implemented and is continually refining plans to mitigate the impact of

any post-Brexit restrictions on the ability of Northbridge to move goods and services from the

UK into the EU, including moving assets to be permanently stored within the EU and employing

further EU-based staff. It’s worth noting that Continental Europe only accounted for 12 per

cent of Crestchic’s revenue by location in 2020, and 8.6 per cent of group revenue, so is a

relatively small part of the business.

Non-recurring nature of revenue. Up to two-thirds of revenue can be one-off contracts, some

of which are large and are non-recurring which limits sales visibility. Revenues are also a mix of

rentals and sales, the former enjoy higher margins which means that any adverse shift in the

sales mix can impact profitability.

In mitigation, as the global business develops it broadens both the customer and revenue base,

so placing less reliance on individual customers. Using international hubs holding significant

levels of equipment for rent enhances the ability of the group to readily transport hire fleet to

respond to changes in localised utilisation.
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