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COMPANY DESCRIPTION 

UK's second largest brick maker, inc. high 
margin 'Fletton'; also leading manufacturer of 
concrete building products 

forterraplc.co.uk 
PERLPARA 

Strong demand and pricing fuel upgrades 

We have raised our FY2022E PBT by 11% from £60.2m to £67.0m following 
yesterday’s AGM trading update, which reports strong trading in the first 
four months, ahead of management’s expectations. Revenue for the period 
was 25% ahead of last year, driven by a 6% increase in brick volumes and a 
second price rise. Statements from the leading housebuilders highlight the 
strong demand for materials, while low inventories support pricing power.   

▪ Volume and prices ahead. Revenue in the first four months rose by 25% 
Y/Y, with brick volumes 6% ahead of both prior year and 2019. However, 
this run rate will not be sustainable for the rest of the year due to capacity 
and inventory constraints. A further brick price increase of 12% was made 
on 1 April, on top of the 16% in January, offsetting input cost inflation, 
while 85% of energy cost requirements for this year have been secured. 

▪ Estimates raised. We have increased our revenue estimate from £450m 
to £460m and our group EBITDA margin from 17.8% to 18.8%. We have 
assumed the increase will feed straight through post-tax to cashflow, but 
have taken £5m off our estimated capex due to a three-month delay in 
the £27m Wilnecote brick factory refurbishment project. Together, this 
leaves our FY2022E pre-IFRS16 net debt at £44.6m, down from £54.0m. 

▪ De-risking delay boosts profit. The Wilnecote project is being delayed to 
de-risk it, due to supply chain constraints such as for chips used in the 
robotic equipment. The same 12-month shutdown is now to start in 
September, with the delay having a positive impact of c.£1.5m on the 
FY2022E result. The £95m Desford brick plant, expected to add £25m to 
EBITDA by 2025, remains on schedule and to budget, and £1.8m has been 
spent to secure 4.5 million tonnes of clay reserves at the Swillington site. 
Stephen Harrison has informed the Board of his intention to step down as 
CEO and will remain until H1 2023 to support an orderly transition. 

▪ Industry data points to supply-demand imbalance. Updates from the top 
housebuilders (to which Forterra has the highest exposure among the top 
brick producers) all continued to forecast growing output. The persistent 
high levels of demand have pushed inventory levels down to multi-year 
lows, supporting pricing power, in our view (pages 2 - 3). 

▪ Basic attractions. The group’s attractions, we believe, include: brick being 
used by most housebuilders; long-term growth prospects for 
housebuilding and other end markets; a consolidated brick industry; and 
its highly efficient operations and record of cash generation (page 4).  
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FYE DEC (£M) 2018 2019 2020 2021 2022E 

Revenue 367.5 380.0 291.9 370.4 460.6 

Adj EBITDA 78.8 82.7 37.9 70.4 86.7 

Fully Adj PBT 64.8 62.5 17.4 50.7 67.0 

Fully Adj EPS (p) 26.1 25.4 6.6 17.3 23.0 

Dividend per share (p) 10.5 11.5 2.8 9.9 12.8 

PER (x) 9.8x 10.1x 38.6x 14.8x 11.1x 

EV/EBITDA (x) 6.8x 6.5x 14.2x 7.6x 6.2x 

Source: Company Information and Progressive Equity Research estimates. 
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2  Forterra 

Market fundamentals show supply-demand imbalance 

Strong data on housing demand and prices and from housebuilders themselves indicate 
continuing strong demand and manufacturers’ pricing power, as brick stocks stay low. 

Biggest housebuilders highlight strong buyer demand  

Forterra, we understand, has the highest exposure of the brick producers to volume 
housebuilders. The latest trading statements from the top five quoted housebuilders by 
volume (which combined contribute c.38% of the latest UK housing starts) demonstrated 
strong continuing buyer demand. Most notably, the three that disclosed their weekly 
private sales rate showed very strong private reservation rates per site per week, close to 
1.0x compared with, in our experience, a ‘rule of thumb’ of c.0.7x for the sector over the 

years. In most cases, forward order books − a lead indicator of brick demand − rose or 
remained at highs (Figure 1). (Persimmon’s decline in orders was largely due to the timing 
profile of new site openings, which should increase in H2 2022.)  

 

Figure 1: Top five housebuilders − volume indicators 

Company 
(latest total FY completions) 

Private sales rate  
(% change, units/site/week)  

Order book by volume 
(% change, units) 

Barratt Developments (17,243) +12.0%, 0.93 +6.6%, 15,821 

Persimmon (14,551) +2.0%, na -11.5%, 10,526  

Taylor Wimpey (13,929) -4.0%, 0.96 nc, 10,957 

Bellway (10,138) +3.8%, na +12.5%, 6,628 

Vistry Group (8,639) +14.7%, 0.86 na 
 

 Source: Company statements, Progressive Equity Research  

▪ Barratt’s latest guidance is that it continues to expect 18,000-18,250 completions in the 
year to June 2022, +4.4%-5.8%, and, in the medium term “disciplined growth in home 
completions to [its] current capacity of 20,000 homes”. 

▪ Taylor Wimpey raised over £500m in an equity issue early in the pandemic, in June 
2020, to take advantage of “a significant opportunity to invest in land at attractive 
prices” and said in its FY2021 results in March that it was “progressing recent land 
acquisitions through planning to facilitate outlet growth in late 2022 and volume 
growth in 2023”. 

▪ Persimmon expects to deliver volume growth of 4%-7% for FY2022, with H1 down Y/Y 
and H2 increasing as outlet numbers rise. 

▪ Bellway, which also bought significantly in the pandemic, stated it was on track to grow 
volumes by around 10% in the year to July 2022, implying c.11,150, then by a further 
c.10% to 12,200 in FY2023. 

▪ Vistry, formed through the merger of Bovis Homes and Galliford Try’s housebuilding 
operations, said it anticipates “controlled” growth of c.3% in Housebuilding units to 
c.6,750, and much stronger strategic growth in Partnerships of c.35% to c.2,800, a total 
of c.9,550, representing a Y/Y rise of just over 10%. 

All five predict volume growth in 
2022 and mid-term 

Largest housebuilders (Forterra’s 
main market) continue to predict 
volume growth  
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Further growth in housing starts predicted in latest survey  

This snapshot of the largest developers supports, in our view, latest industry projections of 
a 7.4% increase in housing starts for 2022 contained within the latest report from Experian 
(Figure 2). Growth in starts will then slip to what we view as a still-attractive growth rate 
of +3.4% and +3.8% in 2023 and 2024, respectively. 

Figure 2: Housing starts, GB (% change) 

 

Source: Experian Forecasting Committee for the Construction Industries 

Brick stock levels stay close to multi-year lows  

Although Forterra and main rival Ibstock are planning further capacity increases, strong 
brick sales volumes are pushing inventory levels down to near-record lows, supporting 
pricing power, in our view. Deliveries in Q1 2022 were up 10.9% Y/Y and, with production 
levels continuing to run at near to full capacity, stock levels fell 13.8% to 278 million, 34% 
below the 10-year average of 419 million (Figure 3). This equates to 7.3 weeks of deliveries 
(based on the past 12 months), only slightly above the multi-year low of 7.2 weeks in 2021. 

Figure 3: Brick inventory levels (million) 

 

Source: BEIS 
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for FY2022E-24E by leading 
industry forecasting body 

Stocks are 34% below 10-year 
average, with only 7.3 weeks of 
output 
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Investment overview: basic attractions  

Forterra is the UK’s second biggest brick maker, with nine plants having an annual capacity 
of 590 million bricks pa and further expansion planned for the Desford plant in 
Leicestershire (commissioning due in Q4 2022) and for Wilnecote (Q2 2023), with the latter 
increasing the group’s presence in the commercial and specification market from 2023. It 
is also a major producer of concrete and specialist products for housing in particular. The 
former Hanson Building Products returned to the stock market in April 2016. 

Its main brick ranges are economical ‘mid-market’ products aimed at volume 
housebuilders. It has a unique niche in high margin ‘Fletton’ bricks, which were used to 
build around 5 million homes in the post-war housebuilding boom, approximately a quarter 
of the current housing stock of England and required by many planners for repairs and 
extension of homes built during the era. The concrete blocks, including the lightweight and 
energy-efficient Thermalite range, are widely used for the inner sections of walls in 
newbuild housing. Other specialist components in the Bespoke Products range are used in 
other sectors, including Commercial and Infrastructure.  

We highlight the basic attractions of Forterra and its positioning:  

▪ A fundamental product. Brick is the overwhelming product of choice for UK 
housebuilding.  

▪ Consolidated, disciplined industry. The industry is dominated by three main 
players: Ibstock, Forterra and Austria's Wienerberger, plus the more niche 
Michelmersh. There are fewer competitors than in past cycles and, we believe, a 
greater focus on cashflow and returns rather than on expanding market share.    

▪ Long-term growth prospects. The government is committed to significantly 
boosting housebuilding volumes. HS2 and other infrastructure projects, and product 
innovations, could boost Bespoke Products.  

▪ High efficiency capacity increases. Desford and Wilnecote will increase capacity by 
16%, with a high degree of manufacturing efficiency. 

▪ Simple and low risk. Forterra is exposed to one country, the UK. Its output is 
dominated by one main market, housing. There is minimal foreign currency 
exposure and only moderate energy risk. There is no meaningful pension deficit. 
There are a limited number of routes to market (direct sales or through builders' 
merchants of brick 'factors'), and a flat management structure. Although exporters 
and companies with foreign earnings have benefitted from the current weakness of 
sterling, we note the relative lack of potentially risky variables in Forterra's case.   

▪ Efficient and cash generative. Other than the Desford project, the company has 
channelled most of its investment into projects that increase either energy 
efficiency or fixed cost recovery, rather than increasing volumes. Several ‘de-
bottlenecking’ projects since the IPO have raised efficiency at modest cost. Since 
the IPO, until the unique challenges of Covid, the company had regularly exceeded 
cashflow expectations. 

▪ Capital allocation policy announced. The policy, communicated at the 2021 half-
year results, is “to consider returning a prudent level of cash to shareholders, which 
reflects the strong cash generative ability of the group, while also retaining a strong 
balance sheet. This return is in addition to plans to invest in excess of £200m in 
organic growth projects over the next decade, whilst retaining the flexibility to 
deliver appropriate bolt-on acquisitions should opportunities arise.”  

Second largest brick maker, 
aiming mainly at ‘mid-market’ 

Basic products, in consolidated 
market, with long-term growth 
prospects 
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5  Forterra 

Financial Summary: Forterra 

Year end: December (£m unless shown)      
      
PROFIT & LOSS 2018 2019 2020 2021 2022E 
Revenue 367.5  380.0  291.9  370.4  460.6  
Adj EBITDA 78.8  82.7  37.9  70.4  86.7  
Adj EBIT 67.1  65.0  20.8  54.0  69.5  
Reported PBT 64.8  58.2  (5.4) 56.8  67.0  
Fully Adj PBT 64.8  62.5  17.4  50.7  67.0  
NOPAT 54.7  52.4  17.0  42.5  54.7  
Reported EPS (p) 26.5  23.6  (2.6) 19.9  23.3  
Fully Adj EPS (p) 26.1  25.4  6.6  17.3  23.0  
Dividend per share (p) 10.5  11.5  2.8  9.9  12.8  

      
CASH FLOW & BALANCE SHEET 2018 2019 2020 2021 2022E 
Operating cash flow 79.8  63.8  48.3  80.6  68.7  
Free Cash flow 49.5  30.1  16.8  71.8  45.5  
FCF per share (p) 24.8  15.2  7.8  31.4  20.1  
Acquisitions (2.1) (1.8) (1.4) (1.6) 0.0  
Disposals N/A N/A N/A N/A N/A 
Shares issued      
Net cash flow (3.0) 0.6  4.9  10.0  (79.0) 
Net (Debt)/Cash, pre-IFRS 16 (38.8) (43.2) 16.0  40.9  (44.6) 
Lease liabilities, post-IFRS 16  (14.1) (9.4) (16.5) (10.0) 
Net (Debt)/Cash, post-IFRS 16  (57.3) 6.6  24.4  (54.6) 

      
NAV AND RETURNS 2018 2019 2020 2021 2022E 
Net asset value 134.2  156.2  204.1  211.0  189.2  
NAV/share (p) 67.0  77.9  89.3  92.3  83.5  
Net Tangible Asset Value 116.9  138.0  193.1  217.1  0.0  
NTAV/share (p) 58.3  68.8  84.5  94.9  0.0  
Average equity 119.5  119.5  145.2  180.2  219.5  
Post-tax ROE (%) 39.8% 44.2% 32.2% (3.1%) 20.7% 

      
METRICS 2018 2019 2020 2021 2022E 
Revenue growth 11.0% 3.4% (23.2%) 26.9% 24.3% 
Adj EBITDA growth (6.3%) 4.9% (54.2%) 85.8% 23.2% 
Adj EBIT growth 4.0% (3.1%) (68.0%) 159.6% 28.8% 
Adj PBT growth 6.1% (3.5%) (72.2%) 191.4% 32.2% 
Adj EPS growth 7.4% (2.8%) (74.0%) 161.6% 33.4% 
Dividend growth 10.5% 9.5% (75.7%) 253.6% 29.3% 
Adj EBIT margins 18.3% 17.1% 7.1% 14.6% 15.1% 

      
VALUATION 2018 2019 2020 2021 2022E 
EV/Sales (x) 1.5 1.4 1.8 1.4 1.2 
EV/EBITDA (x) 6.8 6.5 14.2 7.6 6.2 
EV/NOPAT (x) 9.8 10.2 31.6 12.6 9.8 
PER (x) 9.8 10.1 38.6 14.8 11.1 
Dividend yield 4.1% 4.5% 1.1% 3.9% 5.0% 
FCF yield 9.7% 6.0% 3.1% 12.3% 7.9% 

 

Source: Company information and Progressive Equity Research estimates 
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To arrange a meeting with the management team, or for further information about Progressive, please contact: 
Keith Hodgskiss 
+44 (0) 20 7781 5300 
khodgskiss@progressive-research.com 
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