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Closing Price 11/11/22 $2.16
Rating: Buy
12-Month Target Price: $4.00
52-Week Range: $1.02 - $2.19
Market Cap (M): 79.5
Shares O/S (M): 36.9
Float: 81.2%
Avg. Daily Volume (000): 32.5
Debt (M): $1.1
Dividend: $0.00
Dividend Yield: 0.0%
Risk Profile: High
Fiscal Year End: December
 

Revenue ('000)
 2021A 2022E 2023E
1Q 7,101 9,357A 13,147
2Q 5,176 11,065A 13,396
3Q 5,991 12,661A 13,651
4Q 7,524 12,902 13,910
FY 25,792 45,985 54,105
Prior — 41,235 47,938
 

Adjusted EBITDA ('000)
 
 2021A 2022E 2023E
1Q 1,480 1,114A 2,658
2Q 239 3,865A 2,716
3Q 740 3,777A 2,776
4Q 1,623 2,604 4,340
FY 4,082 11,360 12,490
Prior — 9,010 11,582
 

GAAP EPS
 2021A 2022E 2023E
1Q 0.03 0.02A 0.05
2Q 0.02 0.07A 0.05
3Q 0.01 0.06A 0.05
4Q 0.03 0.05 0.08
FY 0.08 0.19 0.22
Prior — 0.16 0.21
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Heritage Global Inc. Buy
3Q22 Triple Beat on Momentum in All Lines of Business;
Raise 2023 Estimates – Reiterate $4 Price Target and Buy
Rating
Summary

• HGBL beat on revenue (by 38%), adjusted EBITDA (by 111%), and EPS (by
$0.02) aided by real estate sales, which we regard as recurring, but lumpy.

• Management is very bullish about all four of its revenue streams (see below).
We raise our 2023 estimates, implying adjusted EBITDA growing 10% over our
new 2022 estimate.

• We maintain our price target of $4, which equates to a 2023E EV/EBITDA
multiple of 11.5x (previously 12.4x) and is in line with with that of best-
comparable Liquidity Services (LQDT - NR).

Details
3Q22 results. On 11/10, HGBL reported 3Q22 results with: 1) total revenue
of $12.7M vs. consensus (2 analysts) of $9.2M; 2) adjusted EBITDA of $3.8M
vs. 'consensus' of $1.8M; and 3) EPS of $0.06 vs. 'consensus' of $0.04. The
beats resulted from strong contribution from all four revenue streams propelled by
macroeconomic tailwinds.
HGBL has four revenue streams in two lines of business (in historical
descending order of importance): 1) brokering charged-off consumer loans through
its Heritage National Loan Exchange (NLEX) subsidiary; 2) disposing of surplus
industrial assets (mainly plants, equipment, and machinery) through Heritage Global
Partners and American Laboratory Trading, which it acquired in 2021; 3) acting as
a lender to buyers of charged-off consumer loans through Heritage Global Capital;
and 4) providing fee-based valuation services to lenders (mainly banks) regarding
industrial equipment held as loan collateral through Heritage Global Valuations.
Drivers of 4Q22 and 2023 earnings include a heavy schedule of HGBL industrial
auctions and a strong pipeline of charged-off consumer loans (some of which have
already been acquired by Heritage Global Capital borrowers). Factors contributing
to these drivers are: for financial assets, the end of government stimulus payments
and an economic slowdown, creating more credit card debt and causing more
defaults on consumer loans; and for industrial assets, increasing emphasis on ESG
(environmental, social, governance), causing many corporations to now auction
industrial assets (for repurposing by buyers) instead of sending them to landfills. We
expect the momentum evidenced in 2Q22/3Q22 to be carried over into 4Q22 and
2023.
Raising 2023 estimates: revenue by 12.9%; adjusted EBITDA by 7.8%; and EPS
by $0.01. These estimates are basically an extrapolation of 3Q22 results, plus a real
estate gain in 4Q23 from two industrial plants that HGBL bought in 2Q22. The reason
that we are raising revenue estimates more than profitability estimates is that our
gross margin expectations were too optimistic in our prior estimates. See grids at left
and also page 2 for our updated earnings model.
Maintain $4 price target. HGBL shares currently trade at a 2023E EV/EBITDA
multiple of 6.3x vs. 11.5x for best peer Liquidity Services (LQDT - NR, market cap:
$640M). In our view, this is not at all justified. We believe HGBL should trade at a
premium to Liquidity Services, and not at a huge discount, given HGBL's stronger
record of profitability. At our price target of $4, HGBL’s 2023E EV/EBITDA multiple
of 11.5x (previously 12.4x) would be in line with that of Liquidity Services. We note
that Liquidity Services' 2023E EV/EBITDA multiple has declined from 12.4x at the
time of our previous valuation.
Reiterate Buy rating, as our 2023 outlook for growth in revenue (up 18%) and
adjusted EBITDA (up 10%) remains strong. In the next four quarters, we expect
appreciation to our $4 price target to result in a return of 85%.

SEE PAGES 3 - 4 FOR IMPORTANT DISCLOSURES AND DISCLAIMERS



HERITAGE GLOBAL INC. (HGBL)

Income Statement

($ in thousands) 1Q21A 2Q21A 3Q21A 4Q21A 1Q22A 2Q22A 3Q22A 4Q22E 1Q23E 2Q23E 3Q23E 4Q23E 2021A 2022E 2023E

Services Revenue 5,030      4,168      4,822      5,934      4,168      4,595      7,349      

Asset Sales 2,071      1,008      1,169      1,590      5,189      6,470      5,312      

Total Revenues 7,101      5,176      5,991      7,524      9,357      11,065    12,661    12,902    13,147    13,396    13,651    13,910    25,792    45,985    54,105    

Cost of Services Revenue 1,175      960         1,100      1,264      754         910         2,051      

Cost of Asset Sales 820         375         675         1,059      3,402      5,631      3,015      

Gross Profit 5,106      3,841      4,216      5,201      5,201      4,524      7,595      8,128      8,282      8,440      8,600      8,764      18,364    25,448    34,086    

  Gross Profit Margin 71.9% 74.2% 70.4% 69.1% 55.6% 40.9% 60.0% 63.0% 63.0% 63.0% 63.0% 63.0% 71.2% 55.3% 63.0%

Stock-Based Compensation 143 68 102 95 106 108 170 170 170 170 170 170 408 554 680

Selling, General and Administrative 3626 3603 3392 3582 4169 4831 5523 5523 5623 5723 5823 5923 14203 20046 23092

Depreciation and Amortization 91           98           105         166         133         133         134         134         134         134         134         134         460 534 536

Other/Non-Recurring 200 0 0 0 0 0 0 0 0 0 0 0 200 0 0

  Total Other Operating Expenses 4,060      3,769      3,599      3,843      4,408      5,072      5,827      5,827      5,927      6,027      6,127      6,227      15271 21134 24308

Earnings of Equity Method Investments 0 1             (84)          4             82           4,172      1,706      0 0 0 0 1,500      -79 5960 1500

Net Operating Income (NOI) 1,046      73           533         1,362      875         3,624      3,474      2,301      2,355      2,413      2,473      4,037      3,014      10,274    11,278    

Interest and Other Expense -3 -9 6 28 38 37 21 43 43 43 43 43 22 139 172         

Income Before Taxes 1,049      82           527         1,334      837         3,587      3,453      2,258      2,312      2,370      2,430      3,994      2,992      10,135    11,106    

Income Taxes 17 -505 53 374 192 1009 1153 565 578 592 608 998 (61)          2,919      2,777      

Taxes as % of Income Before Taxes 1.6% -615.9% 10.1% 28.0% 22.9% 28.1% 33.4% 25.0% 25.0% 25.0% 25.0% 25.0% -2.0% 29% 25%

Net Income 1,032      587         474         960         645         2,578      2,300      1,694      1,734      1,777      1,823      2,995      3,053      7,217      8,330      

Add: Interest Expense  -3 -9 6 28 38 37 21 43 43 43 43 43 22 139         172         

Add: Income Taxes 17 -505 53 374 192 1009 1153 565 578 592 608 998 -61 2,919      2,777      

Add: Depreciation and Amortization 91           98           105         166         133         133         133         133         133         133         133         133         460 532         532         

Add: Stock-Based Compensation 143         68           102         95           106         108         170         170         170         170         170         170         408 554         680         

Add: Non-Recurring 200 0 0 0 0 0 0 0 0 0 0 0 200 0 0

Adjusted EBITDA 1,480      239         740         1,623      1,114      3,865      3,777      2,604      2,658      2,716      2,776      4,340      4,082      11,360    12,490    

Shares Outstanding (EOP) 35,647    36,284    36,575    36,575    36,678    36,734    36,932    36,932    36,932    36,932    36,932    36,932    36,575    36,932    36,932    

Shares Outstanding (Average) 37,533    36,972    37,090    37,141    36,749    37,000    37,221    37,221    37,221    37,221    37,221    37,221    37,184    37,048    37,221    

GAAP EPS 0.03 0.02 0.01 0.03 0.02 0.07 0.06 0.05 0.05 0.05 0.05 0.08 0.08 0.19 0.22

Dividends per Share 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Adjusted EBITDA Per Share 0.04 0.01 0.02 0.04 0.03 0.10 0.10 0.07 0.07 0.07 0.07 0.12 0.11 0.31 0.34

Source: Company reports and Maxim Group estimates
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DISCLOSURES

Heritage Global Inc. Rating History as of 11/11/2022
powered by: BlueMatrix
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  Maxim Group LLC Ratings Distribution As of: 11/13/22  

% of Coverage
Universe with Rating

% of Rating for which Firm
Provided Banking Services

in the Last 12 months

  Buy
Fundamental metrics and/or identifiable catalysts exist such that we
expect the stock to outperform its relevant index over the next 12 months.

85% 41%

  Hold
Fundamental metrics are currently at, or approaching, industry averages.
Therefore, we expect this stock to neither outperform nor underperform
its relevant index over the next 12 months.

15% 58%

  Sell
Fundamental metrics and/or identifiable catalysts exist such that we
expect the stock to underperform its relevant index over the next 12
months.

*See valuation section for company specific relevant indices

0% 0%

I, Michael Diana, attest that the views expressed in this research report accurately reflect my personal views about the subject security and issuer.
Furthermore, no part of my compensation was, is, or will be directly or indirectly related to the specific recommendation or views expressed in
this research report.

The research analyst(s) primarily responsible for the preparation of this research report have received compensation based upon various factors,
including the firm’s total revenues, a portion of which is generated by investment banking activities.

Maxim Group makes a market in Heritage Global Inc.

Maxim Group expects to receive or intends to seek compensation for investment banking services from Heritage Global Inc. in the next
3 months.

HGBL: For Heritage Global Inc., we use the Russell 2000 Index (RUT) as the relevant index.

Valuation Methods
HGBL: We value Heritage Global Inc. based on relative valuation, using multiples of estimated EBITDA.

Price Target and Investment Risks
HGBL: Aside from general market and other economic risks, risks particular to our price target and rating for Heritage Global Inc. include: (1)
competition; (2) risks as principal (inventory risk and credit risk); (3) funding/equity dilution.
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RISK RATINGS

Risk ratings take into account both fundamental criteria and price volatility.

Speculative – Fundamental Criteria: This is a risk rating assigned to early-stage companies with minimal to no revenues, lack of earnings, balance
sheet concerns, and/or a short operating history. Accordingly, fundamental risk is expected to be significantly above the industry. Price Volatility:
Because of the inherent fundamental criteria of the companies falling within this risk category, the price volatility is expected to be significant with the
possibility that the investment could eventually be worthless. Speculative stocks may not be suitable for a significant class of individual investors.

High – Fundamental Criteria: This is a risk rating assigned to companies having below-average revenue and earnings visibility, negative cash
flow, and low market cap or public float. Accordingly, fundamental risk is expected to be above the industry. Price Volatility: The price volatility of
companies falling within this category is expected to be above the industry. High-risk stocks may not be suitable for a significant class of individual
investors.

Medium – Fundamental Criteria: This is a risk rating assigned to companies that may have average revenue and earnings visibility, positive cash
flow, and is fairly liquid. Accordingly, both price volatility and fundamental risk are expected to approximate the industry average.

Low – Fundamental Criteria: This is a risk rating assigned to companies that may have above-average revenue and earnings visibility, positive
cash flow, and is fairly liquid. Accordingly, both price volatility and fundamental risk are expected to be below the industry.

DISCLAIMERS

Some companies that Maxim Group LLC follows are emerging growth companies whose securities typically involve a higher degree of risk and
more volatility than the securities of more established companies. The securities discussed in Maxim Group LLC research reports may not be
suitable for some investors. Investors must make their own determination as to the appropriateness of an investment in any securities referred to
herein, based on their specific investment objectives, financial status and risk tolerance.

This communication is neither an offer to sell nor a solicitation of an offer to buy any securities mentioned herein. This publication is confidential
for the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed to another party, without
the prior written consent of Maxim Group, LLC (“Maxim”).

Information and opinions presented in this report have been obtained or derived from sources believed by Maxim to be reliable, but Maxim makes
no representation as to their accuracy or completeness. The aforementioned sentence does not apply to the disclosures required by FINRA Rule
2241. Maxim accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does
not apply to the extent that such liability arises under specific statutes or regulations applicable to Maxim. This report is not to be relied upon in
substitution for the exercise of independent judgment. Maxim may have issued, and may in the future issue, other reports that are inconsistent with,
and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical
methods of the analysts who prepared them and Maxim is under no obligation to ensure that such other reports are brought to the attention of
any recipient of this report.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is
made regarding future performance. Information, opinions and estimates contained in this report reflect a judgment at its original date of publication
by Maxim and are subject to change without notice. The price, value of and income from any of the securities mentioned in this report can fall as
well as rise. The value of securities is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such
securities. Investors in securities such as ADRs, the values of which are influenced by currency volatility, effectively assume this risk. Securities
recommended, offered or sold by Maxim: (1) are not insured by the Federal Deposit Insurance Company; (2) are not deposits or other obligations
of any insured depository institution; and (3) are subject to investment risks, including the possible loss of principal invested. Indeed, in the case
of some investments, the potential losses may exceed the amount of initial investment and, in such circumstances, you may be required to pay
more money to support these losses.

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST
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Corporate Headquarters 
 
 

 New York City   Miami Beach  
          300 Park Ave., 16th Floor  555 Washington Ave., Suite 320 

 New York, NY 10022  Miami Beach, FL 33139 

 Tel: 212-895-3500  Tel: 786-864-0880 
  

 

Capital Markets/Syndicate: 212-895-3695   Global Equity Trading: 212-895-3623 

Corporate Finance: 212-895-3811                                 Institutional Sales: 212-895-3873 

Corporate Services: 212-895-3631   Institutional Sales Trading: 212-895-3873 

Equity/Options Trading: 212-895-3790   Portfolio/Transition Trading: 212-895-3567 

Equity Research: 212-895-3736   Prime Brokerage: 212-895-3723 

Fixed Income Trading: 212-895-3875                            Wealth Management: 212-895-3624

   

Woodbury, Long Island Red Bank, New Jersey 
                 100 Crossways Park Drive West 246 Maple Avenue 

Suite 207 Red Bank, NJ 07701 

Woodbury, NY 11797 Tel: 732-784-1900 

Tel: 516-393-8300 
 

West Palm Beach, Florida         San Rafael, California 
105 South Narcissus Avenue                          4040 Civic Center Drive 

Suite 307                                                         Suite 200 

West Palm Beach, FL 33401                          San Rafael, CA 94903 

Tel: 561-465-2605                                           Tel: 212-895-3670   

                                               

Fort Lauderdale, Florida                  Stamford, Connecticut  
1 East Broward Blvd                                        700 Canal Street 

Suite 1440                                                       Stamford, CT 06902 

Fort Lauderdale, FL 33301                                           

                                

 

    


