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HYDROGEN GROUP+ (HYDG, House Stock, 66.5p)
FY Results, Growth, Cash, Dividends…
FY2018A, an excellent performance. The recruitment specialist has issued
positive FY results this morning, confirming the detailed guidance given in the
trading update for the year ending December 2018 on 25 January. The highlights
of the results are a strong performance across the group’s operating territories (with
that in the USA particularly notable, in our view), a strong cash performance (with
further acquisitions now actively being considered to leverage growth), and a strong
operating model in evidence incentivising staff to build and progress operations –
delivering momentum across the group’s vertical market exposures. The results
have come in a little ahead of our January 2019 upgraded expectations overall, we
retain our current forecast stance for the current year at the operating level noting
a good start to the first half period; our EPS does rise a little, however, reflecting
lower tax guidance at this stage.
Results. Group revenues grew by 8% to £135.7m with Net Fee Income (NFI) at
£30.5m as anticipated up 34% over the year. This performance reflected the
FY2017 acquisition of Argyll Scott, but also a pro-forma improvement of 14% - we
believe very pleasing in the context of the operating environment. EBITA at £2.5m
compares to £0.4m for FY2017A, reflecting the material improvement in profit
conversion, reflecting positive operating leverage. Adjusted PBT at c£3.0m was as
forecast, up from £0.9m in FY2017A. Adjusted EPS, reflecting a lower tax rate on
our adjusted diluted basis grew from 3.2p to 7.4p (+123%). The underlying EPS
pre-dilution and minorities from the operating model is at 8.0p. The cash
performance was equally robust with operating cash flow up to £6.1m against
£2.5m in FY2007A. This saw a net debt position of £0.4m become a net cash
position of £4.9m at the end of December 2018 – this after dividend payments of
£0.4m and share purchases of £0.2m. The FY dividend rises to 1.5p (our forecast
1.3p) against the 0.8p for FY2017A.
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A strong operating model. Hydrogen incentivises its teams to seek out niche
growth opportunities across its regions and vertical markets, categorising these as
being in an ‘incubator’ stage, ‘fast growth’ or a ‘market leading business’. The
success of the model through FY2018A is reflected in promoting a total of 20
business teams from the incubator stage to fast growth and from fast growth to
market leading status. Discipline in capital and HR resource allocation is evident in
the closure of 11 incubator teams, moving this resource to alternate areas.
Hydrogen is currently operating c70 niche teams in the group.
Looking to the regional performances, the UK continues to dominate EMEA, here
NFI grew by 7% to £17.6m, a creditable performance in our view, with a strong
legal practice notable in particular. APAC saw sustained strong growth with the
benefits of the FY2017A acquisition of Argyll Scott clearly visible. On a proforma
basis, NFI here grew by 15% (+17% on a constant currency basis) to £11.0m and
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was broad based . In the USA, albeit from a low base, NFI grew to £1.9m, by 118%
on a constant currency basis, accelerating as the year progressed and building a
strong foundation for further progress in FY2019F. starting with an office in Houston
in early 2018, offices were opened in Austin and in San Diego; a further office has
opened in 2019 in Charlotte.
Outlook. Hydrogen is increasingly well positioned to deliver sustained growth, in
our view, delivering upon its strategic objectives. Indeed, we note that many of the
FY2020F targets set out in FY2016A, including growth in NFI by 10%+ p.a., with
PBT to NFI conversion of over 10% and targeting EPS of in excess of 6.8p, have
already now been exceeded. The current year appears to us to have started
strongly and we retain our January 2019 upgraded forecasts, with EPS trending a
little higher on lower tax assumptions (EPS of 7.5p goes to 7.8p, now growing by
c11% over FY2018A). Hydrogen does highlight the potential challenge from current
Brexit uncertainty upon its clients, but also identifies potential opportunities. Clearly
the much improved balance sheet underpins prospects for potential enhancement
from acquisitions, as well as supporting organic opportunities.
Valuation thoughts. We continue to see potential for forecast upgrades as the
year progresses, from both the operating environment and acquisitions delivering
positive leverage. The group trades on a FY2019F PER of 8.5x (EV/EBITDA 4.4x)
falling in FY2020F to a PER of 7.8x (EV/EBITDA3.6x) generating a free cash flow
yield in FY2019F of c11.2% with a dividend yield of 2.5%. Pre-acquisitions we
expect the cash position to continue to grow post a 10% increase in the dividend
this year – to £6.1m. We conclude that Hydrogen is well positioned to make further
progress therefore.
HOUSE STOCK.
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Shore Capital acts as Broker to the company.
Shore Capital acts as Nomad to the company.
Shore Capital makes a market in the company's shares.
Shore Capital or an affiliated company has in the past 12 months acted as corporate finance adviser or has provided investment banking services to the company for which it
either pays or receives compensation.
Shore Capital or an affiliated company has in the past 12 months led or co-managed a publicly disclosed offer of securities of the company.
The company held 5% or more of the issued share capital of Shore Capital Group Limited at the end of the last calendar month.
Shore Capital and/or the analyst and/or the sales person who produced the recommendation owns a 0.5% or more net long position in the company's shares. Please contact
Shore Capital's compliance department for further information.
Shore Capital and/or the analyst and/or the sales person who produced the recommendation owns a 0.5% or more net short position in the company's shares. Please contact
Shore Capital's compliance department for further information.
Shore Capital is party to an agreement with the company relating to the production of research although the timing and content of the research is exclusively the preserve of
the relevant analyst(s).
The contributing analyst(s) has received or purchased shares of the company prior to a public offering of those shares. Details of the price and date of the acquisition of the
shares is available by contacting Shore Capital's compliance department.
The Sales/Research Analyst responsible for this investment recommendation may have his/her remuneration linked to investment banking transactions performed by Shore
Capital.
A director, officer or employee of Shore Capital or a person closely associated to him/her, is an officer, director, or serves as an adviser or board member of the issuer. Where
this person is the person responsible for this investment recommendation or a person closely associated with them, this will be indicated.
Shore Capital is engaged to provide Corporate Access services to the issuer
Any other specific disclosures

^ Independent Research:
This is independent research. The analyst who has prepared this research is not aware of Shore Capital Stockbrokers Limited and/or another member of the Shore Capital group
(“Shore Capital”) having a relationship with the company covered in this research report and/or a conflict of interest which is likely to impair the objectivity of the research and this
report should accordingly be viewed as independent.
+ Non-Independent Marketing Communication:
This is a non-independent marketing communication. The analyst who has prepared this report is aware that Shore Capital Stockbrokers Limited and/or another member of Shore
Capital has a relationship with the company covered in this report and/or a conflict of interest which may impair the objectivity of the research. Accordingly the report has not been
prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on the dealing ahead of the
dissemination of investment research.

REGULATORY DISCLOSURES
It is the policy of Shore Capital Stockbrokers Limited not to make recommendations on companies for which it acts in an advisory capacity. Where this is the case, research reports
refer to “House Stock”. The reference to “Price” on the front cover of formal research reports is to the current price as at the date of the research report. The date and time when the
production of the report is completed is the date and time stated on the relevant report.
Recommendation History:
For a list of all research recommendations of Shore Capital analysts and sales persons disseminated in the previous 12 months, please contact compliance@shorecap.co.uk or your
usual Shore Capital contact.
Stock Recommendation Definitions:
Buy 10%+ absolute performance within 3-months or otherwise as specified.
Hold +/- 10% absolute performance on a 3-month basis or otherwise as specified.
Sell -10% absolute performance on a 3-month basis or otherwise as specified.
Valuation, Methodology and Assumptions:
For a summary of the basis of valuation, methodology and/or underlying assumptions used to evaluate the company covered in this research report, please click on the following link
http://shorecap-disclosures.co.uk/methodology/methodology.pdf or contact your usual analyst or sales person at Shore Capital. For information on changes in valuation,
methodology or underlying assumptions related to this research report (if any) please contact your usual analyst or sales person at Shore Capital.
Proprietary Models:
Shore Capital analysts typically utilise proprietary models to produce research reports. Information on the specific proprietary models used for the company or companies covered in
this research report is available by contacting your usual analyst or sales person at Shore Capital.
Research Distribution
Shore Capital Stockbrokers covers 161 "non-house" stocks. There is a Buy recommendation on 82 (51%) stocks, a Hold recommendation on 50 (31%) stocks, a Sell
recommendation on 9 (6%) stocks. Shore Capital Stockbrokers covers 209 stocks (non-house and house). The breakdown above only applies to ‘non-house’ stocks.
Lead Analyst:
The lead analyst with respect to each research item is the first and most prominent name. Please note that more than one analyst may work on a specific research item.
Planned Frequency of Updates:
Recommendations in Shore Capital research reports are kept under constant review. As such, there is no formal timetable for the review of such recommendations.
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DISCLAIMER
The issue of this report is not necessarily indicative of long term coverage of the stock. Hence, updates may or may not be issued in the future. This report is published solely for
informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities, or related financial instruments. It does not constitute a personal
recommendation as defined by the Financial Conduct Authority (“FCA”) or take into account the particular investment objectives, financial situations or needs of individual investors.
The recipient of this information must make their own independent decisions regarding any securities, or financial instruments mentioned in this report.
The information above is obtained from sources considered reliable. However, the accuracy thereof cannot be guaranteed by us. Shore Capital or any of its associated companies
(or its or their employees) may from time to time hold positions in the above equities as principal, and may also perform corporate advisory services for these companies. Share
prices can go down as well as up and past performance is not necessarily a guide to the future. Some investments may require you to pay more money than the cost of the
investment. The value of, or income from, any investments referred to in this report may fluctuate and/or be affected by changes in exchange rates. Levels and bases of taxation
may change.
This document may not be reproduced or further distributed to any person (including the media) or published in whole or in part, for any purpose. The material in this document is
not intended for distribution or use outside the European Economic Area or Switzerland (with the exception of the United States) and may not be published, distributed or transmitted
to persons in Japan, Canada or Australia. This material is not directed at you if Shore Capital is prohibited or restricted by any legislation or regulation in any jurisdiction from
making it available to you.
In the United Kingdom this document is being distributed only to, and is directed only at, persons who are (i) investment professionals falling within article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (the “Order”) or (ii) high net worth entities falling within articles 49(2)(a) to (d) of the Order or (iii) any
other persons to whom it may be lawfully communicated (all such persons being referred to as “relevant persons”). This document is addressed only to, and directed only at,
relevant persons and qualified investors within the meaning of the Prospectus Directive (2003/71/EC, as amended) and must not be acted on or relied on (i) in the United Kingdom,
by persons who are not both relevant persons and qualified investors or (ii) in any Member State of the EEA other than the United Kingdom, by persons who are not qualified
investors. Any investment or investment activity to which this communication relates is available only to, and any invitation, offer or agreement to subscribe, purchase or otherwise
acquire any securities referred to in this document will be engaged in only with, in the United Kingdom, relevant persons who are also qualified investors, and in any Member State
of the EEA other than the United Kingdom, qualified investors.
The views expressed in this document accurately reflect the research analyst’s personal views about any and all of the subject securities and the company on the date of this
document. Any opinion or estimate expressed in this document is subject to change without notice. Shore Capital may act upon or use the information or a conclusion contained in
this document before it is distributed to other persons. None of Shore Capital Stockbrokers Limited or any member of Shore Capital, or any of its or their directors, officers,
employees or agents accept any responsibility or liability whatsoever for any loss however arising from any use of this document or its contents or otherwise arising in connection
therewith. By accepting this document, you agree to be bound by the foregoing limitations.
The following applies if the company is quoted on “AIM” – defined as the AIM Market of the London Stock Exchange. AIM is a market designed primarily for emerging or smaller
companies and the rules of this market are less demanding than those of the Official List of the UK Listing Authority, consequently AIM investments may not be suitable for some
investors. Liquidity may be lower and hence some investments may be harder to realise.

DISTRIBUTION IN THE UNITED STATES
This investment research is prepared and distributed in the United States by Shore Capital Stockbrokers Limited (Shore Capital) and, in certain instances, is distributed on behalf of
Shore Capital by Enclave Capital LLC (Enclave), a U.S.-registered broker-dealer, only to major U.S. institutional investors, as such term is defined by Rule 15a-6 under the U.S.
Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (SEC). This investment research is not intended for
use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research and are not a major U.S. institutional investor, you are
instructed not to read, rely on or reproduce the contents hereof, and to destroy this research or return it to Shore Capital or to Enclave. Analyst(s) preparing this report are
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transactions in any securities referred to herein or options thereon should do so by contacting a representative of Enclave. Enclave is a broker-dealer registered with the SEC and a
member of FINRA and the Securities Investor Protection Corporation. Its address is 375 Park Avenue, Suite 2607, New York, NY 10152 and its telephone number is 646-454-8600.
Shore Capital is not affiliated with Enclave or any other U.S.-registered broker-dealer.

DISTRIBUTION IN CANADA
Shore Capital avails itself of the international dealer exemption from registration as a dealer in Canada in the provinces of Ontario and Quebec. Under Canadian securities
regulations, Shore Capital is limited to providing research and brokerage services to permitted clients in those provinces. By accepting to receive research reports or brokerage
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