Michelmersh Plc
Sales Desk Note HYBRIDAN
18 August 2016
Michelmersh — Baked in Value
Key Statistics Michelmersh has a market cap of £57m with no debt. At the half
Code : MBH
Listing : AIM year stage to 30 June 2016 it reported net assets of £50.6m. It also
Sector : Construction & Materials
Market Cap : £57.05m reported earnings for the half year of £2.1m. So it is currently
Share in issue : 81.23m . .
Current Price : 72.00p trading at 113% of its NAV and around 14x the brokers’ FY 12/2016

12 month High/Low:

: 110.00/50.00p

Stock Performance

el

Source: InvestEgate

Financials

£'m 2015 2014 2013 2012
Revenue 29.07 28.48 25.93 24.51
PBT 4.56 2.6 0.41 0.05
Profit 3.61 2.2 -1.55 0.01
Dividend 1.0p 0.5p = =
Net assets 49.22 46.69 45.5 35.53

Source: Final Results

Michelmersh Brick Holdings PLC is a business with five
leading market brands: Blockleys, Charnwood, Freshfield
Lane, Michelmersh and Hathern Terra Cotta. These divisions
operate within a fully integrated business combining the
manufacture of clay bricks, tiles and pavers. The Group also
includes a landfill operator, New Acres Limited, and seeks to
develop future landfill and development opportunities on
ancillary land assets. Established in 1997 the Company has
grown through acquisition and organic growth into a
profitable and asset rich business, producing approximately
72 million clay bricks, tiles and pavers per annum. MBH
currently owns most of the UK’s premium manufacturing
brands and is a leading specification brick and clay paving
manufacturer. It aims to lead the way in producing some of
Britain’s premium clay products and enhancing the built
environment by adding value to the architectural landscape

for generations to come.
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EPS forecast with a yield of 1.7%.

e Deep Value — NAV & EPS Multiple
e High Barriers to Entry
e Strong management

¢ Growing underlying market

Michelmersh operates four different brick plants. In total it has
around 300 acres of land/quarry that ensures around 25/30 years
of ‘consented’ clay supply; and probably more behind that that is
not yet consented. Where a quarry is exhausted, it is able to utilise
the pit as landfill and when that is complete and the ‘brown-field’
land fully restored it will be sold for residential building. (Which
potential value is not included in the NAV)

The current management joined the business in 2010. At that point
the net debt was £23m and the net loss around £10m. Obviously

there has been a significant turnaround since then.

The Company makes specialist bricks, commanding a 40% premium
to volume bricks, and the market for specialist bricks is less volatile
too, with around 50% of stock used for repair, maintenance and
improvement projects. That said the long-term demand for
construction in the UK is still growing - Brexit panic or no - and is
likely to grow year on year for the foreseeable future. Capex and
working cap are very high so that chances of new competitors
coming into the market is also low. Shipping bricks long distances is

not cost effective thus eliminating much competition.

This is a strong management with a solid business model on a very

reasonable valuation. Looks like very good value here.

For disclosures, refer to the Disclosure Section



HYBRIDAN

Consolidated Income Statement for 6 months ended 30 June 2016

6 months ended 6 months ended 12 months ended
30 June 2016 30 June 2015 31 December 2015
£'000 £'000 £'000
Unaudited Unaudited Audited
Revenue 15,292 15,327 29,071
Cost of sales -9,581 -9,411 -17,961
Gross profit 5,711 5,916 11,110
Administration expenses -3,126 -3,244 -6,468
Other income 13 41 68
Operating profit 2,598 2,713 4,710
Finance income/(costs) 8 -209 -153
Profit before taxation 2,606 2,504 4,557
Taxation -521 -501 -951
Profit for the period 2,085 2,003 3,606
Basic earnings per share 2.57p 247 p 4.44 p
Diluted earnings per share 2.55p 2.46 p 442 p

Source: Michelmersh Brick Holdings plc




Consolidated Balance Sheet as at 30 June 2016

HYBRIDAN

As at As at As at
30 June 2016 30 June 2015 31 December 2015
£'000 £'000 £'000
Unaudited Unaudited Audited
Assets
Non-current assets
Intangible assets 2,475 2,475 2,476
Property, plant and equipment 41,354 42,472 40,810
43,829 44,947 43,286
Current assets
Inventories 7,278 6,239 7,195
Trade and other receivables 6,045 8,198 4,308
Investments 30 30 30
Cash and cash equivalents 2,747 132 2,935
Total current assets 16,100 14,599 14,468
Total assets 59,929 59,546 57,754
Liabilities
Current liabilities
Trade and other payables 4,899 4,840 4,165
Provisions - 6 -
Interest bearing borrowings - 906 456
Corporation tax payable 521 871 -
5,420 6,623 4,621
Non-current liabilities
Deferred tax liabilities 3,914 4,593 3,914
Total liabilities 9,334 11,216 8,535
Net assets 50,595 48,330 49,219
Equity attributable to equity
holders
Share capital 16,247 16,247 16,247
Share premium account 11,495 11,495 11,495
Reserves 16,953 17,564 16,850
Retained earnings 5,900 3,024 4,627
Total equity 50,595 48,330 49,219
Source: Michelmersh Brick Holdings plc




Consolidated Statement of Cash Flows for 6 months ended 30 June 2016

HYBRIDAN

Net cash generated by operating activities

Cash flows from investing activities

Purchase of property, plant and equipment

Proceeds from sale of investment

Proceeds from sale of land

Proceeds on disposal of property, plant and equipment
Net cash used in investing activities

Cash flows from financing activities
Repayment of interest bearing borrowings
Dividends paid

Repayment of finance lease obligations
Net cash used in financing activities

Net (decrease)/increase in cash and cash
equivalents

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period
Cash and cash equivalents comprise:

Cash at bank and in hand
Bank overdraft

6 months ended
30 June 2016

6 months ended 12 months ended
30 June 2016 31 December 2015

£'000 £'000 £'000
Unaudited Unaudited Audited
1,628 2,799 5,778
-1,004 -958 -1,734
- - 1,500
- - 7
-1,004 -958 -227
- -5,000 -5,000
-812 -406 -406
- -2 -5
-812 -5,408 -5,411
-188 -3,567 140
2,935 2,795 2,795
2,747 -772 2,935
2,747 132 2,935
- -904 -
2,747 -772 2,935

Source: Michelmersh Brick Holdings plc




HYBRIDAN

Disclaimer

This document, which does not constitute research, has been issued by Hybridan LLP for information purposes only and should not
be construed in any circumstances as an offer to sell or solicitation of any offer to buy any security or other financial instrument,
nor shall it, or the fact of its distribution, form the basis of, or be relied upon in connection with, any contract relating to such action.
This document has no regard for the specific investment objectives, financial situation or needs of any specific entity and is not a
personal recommendation to anyone. Recipients should make their own investment decisions based upon their own financial
objectives and financial resources and, if any doubt, should seek advice from an investment advisor.

The information contained in this document is based on materials and sources that are believed to be reliable; however, they have
not been independently verified and are not guaranteed as being accurate. This document is not intended to be a complete
statement or summary of any securities, markets, reports or developments referred to herein. No representation or warranty, either
express or implied, is made or accepted by Hybridan LLP, its members, directors, officers, employees, agents or associated
undertakings in relation to the accuracy, completeness or reliability of the information in this document nor should it be relied upon
as such.

Any and all opinions expressed are current opinions as of the date appearing on this document only. Any and all opinions expressed
are subject to change without notice and Hybridan LLP is under no obligation to update the information contained herein. To the
fullest extent permitted by law, none of Hybridan LLP, its members, directors, officers, employees, agents or associated undertakings
shall have any liability whatsoever for any direct or indirect or consequential loss or damage (including lost profits) arising in any
way from use of all or any part of the information in this document.

This document should not be relied upon as being an independent or impartial view of the subject matter and, for the avoidance of
doubt, does not constitute “independent investment research” for the purposes of the Financial Conduct Authority rules. The
individuals who prepared this document may be involved in providing other financial services to the company or companies
referenced in this document or to other companies who might be said to be competitors of the company or companies referenced
in this document. As a result, both Hybridan LLP and the individual members, directors, officers and/or employees who prepared
this document may have responsibilities that conflict with the interests of the persons who receive this document. Hybridan LLP
and/or connected persons may, from time to time, have positions in, make a market in and/or effect transactions in any investment
or related investment mentioned herein and may provide financial services to the issuers of such investments.

In the UK, this document is directed at and is for distribution only to persons who (i) fall within Article 19(5) (persons who have
professional experience in matters relating to investments) or Article 49(2) (a) to (d) (high net worth companies, unincorporated
associations, etc) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) or (ii) are
Professional Clients or Eligible Counterparties (as those terms are defined in the rules of the Financial Conduct Authority) of Hybridan
LLP (all such persons referred to in (i) and (ii) together being referred to as “relevant persons”). This document must not be acted
on or relied up on by persons who are not relevant persons. For the purposes of clarity, this document is not intended for and
should not be relied upon by persons who would be classified as Retail Clients (as defined by the rules of the Financial Conduct
Authority).

Neither this document nor any copy of part thereof may be distributed in any other jurisdictions where its distribution may be
restricted by law and persons into whose possession this document comes should inform themselves about, and observe, any such
restrictions. Distribution of this report in any such other jurisdictions may constitute a violation of UK or US securities law, or the
law of any such other jurisdictions.

Where possible this document is made available to all relevant recipients at the same time and it is not intended for Retail Clients
as defined in the FCA Rules. Dissemination of research is monitored to ensure that it is only provided to Professional Clients.

Hybridan LLP and/or its associated undertakings may from time-to-time provide investment advice or other services to, or solicit
such business from, any of the companies referred to in this document. Accordingly, information may be available to Hybridan LLP
that is not reflected in this material and Hybridan LLP may have acted upon or used the information prior to or immediately following
its publication. In addition, Hybridan LLP, the members, directors, officers and/or employees thereof and/or any connected persons
may have an interest in the securities, warrants, futures, options, derivatives or other financial instrument of any of the companies
referred to in this document and may from time-to-time add or dispose of such interests.

Neither the whole nor any part of this document may be duplicated in any form or by any means. Neither should this document, or
any part thereof, be redistributed or disclosed to anyone without the prior consent of Hybridan LLP.

Hybridan LLP is a limited liability partnership registered in England and Wales, registered number OC325178, and is authorised and
regulated by the Financial Conduct Authority and is a member of the London Stock Exchange. Any reference to a partner in relation
to Hybridan LLP is to a member of Hybridan LLP or an employee with equivalent standing and qualifications. A list of the members
of Hybridan LLP is available for inspection at the registered office, 2 Jardine House, The Harrovian Business Village, Bessborough
Road, Harrow, Middlesex HA1 3EX.



