
 25 May 2018 

 

www.progressive-research.com   
This marketing communication has not been prepared in accordance with requirements designed to promote the 
independence of investment research. Please refer to important disclosures at the end of the document. 

 

 
 

FORT.L 

321.5p 

Market Cap: £644.9m 

 

SHARE PRICE (p) 
 

 

12m high/low 332p/243p 

Source: LSE Data 

 

KEY INFORMATION 

Enterprise value £705.7m 

Index/market LSE 

Next news Interims, Sep 2018 

Gearing 9.4% 

Interest cover 22.8x 

 

FORTERRA IS A RESEARCH CLIENT OF 
PROGRESSIVE 

 

Outlook fair despite ‘beastly’ weather 

Forterra’s AGM statement revealed that poor weather from the ‘Beast 
from the East’ had delayed production and deliveries during Q1 – in 
common with the rest of the sector – but predicted the shortfall would 
be made up during the rest of the year and that the outlook for the 
year remained in line with its expectations. It also outlined in detail its 
previously flagged plans to boost capacity by c. 100 million bricks. 

▪ FY guidance unchanged. Poor weather until early March resulted in a 
few days of stalled production and longer delays on site, a problem 
highlighted in a number of trading statements in the sector. This was 
less serious for brick deliveries to mainstream housebuilders, and there 
had been a high degree of catch-up. However, the delays had been 
more pronounced for precast concrete products involved in more 
complex residential and commercial projects, but the delays should be 
reversed during the year. We have not changed our FY 2018E P&L 
forecasts but have trimmed FY2019E EBITDA from £87.2m to £85.0m 
due to higher cost assumptions. 

▪ Debt reduction continues. Strong operating cashflow has continued, 
with net debt at the end of April 2018 of £72.6m compared with £89m a 
year earlier, but higher than the £60.8m at the start of this year due to 
the normal seasonal increase in receivables. 

▪ More details on plant expansion. The statement fleshed out the 
announcement, given at the prelims, that it is planning its first major new 
brick plant investment since its April 2016 IPO. It will be sited at the 
group’s existing Desford facility in Leicestershire, which has a current 
annual capacity of 85m bricks and will lead to a new factory producing 
up to 180m pa, at a cost of £90 - 95m, spread over 2019 – 22 and funded 
from free cashflow. The existing plant will remain operational until the 
new one is completed. This will boost group capacity to 685m, c. 31% 
of the projected national total of 2.2bn when the plant is due to open. 

▪ Fundamentals remain strong. Forterra – the former Hanson Building 
Products – is the UK’s number two, with a projected 38% share of 
national capacity. We believe it should benefit from government 
initiatives to significantly boost housebuilding volumes, against a 
backdrop of constrained industry capacity and only three dominant 
producers. Since IPO it has shown strong cashflow, with debt falling 
from a pro-forma £155m to our estimated YE 2018 level of £42m. FY 
2018E valuation is 12.8x PER, 8.9x EV/EBITDA and 3.2% yield.  
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FYE DEC (£M) 2015 2016 2017 2018E 2019E 

Revenue 290.2 294.5 331.0 365.6 379.4 

Adj EBITDA 70.5 70.6 75.4 80.7 85.0 

Fully Adj PBT 34.1 54.3 61.1 65.4 70.2 

Fully Adj EPS (p) 14.9 21.4 24.1 25.6 27.1 

EV/Sales (x) 2.4 2.4 2.1 1.9 1.9 

EV/EBITDA (x) 10.0 10.0 9.4 8.7 8.3 

PER (x) 21.6 15.0 13.3 12.6 11.8 

Source: Company Information and Progressive Equity Research estimates 
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Efficient expansion against sustainable demand 

The main feature of the AGM statement was the announcement of Forterra’s £95m 
investment in expanding its Desford plant in Leicestershire, which will add close to 100 
million bricks to the group’s current annual capacity of 590 million, an increase of 16%. 

Desford has a current capacity of 85 million bricks and will lead to a new factory 
producing up to 180 million pa, at a cost of £90 - 95m, spread over 2019 – 22 and funded 
from free cashflow. The existing plant will remain operational until the new one is 
completed. This will boost group capacity to 685m, c. 28% of the projected national total 
when the plant is due to open (see over). 

The cost of enabling and planning for the expansion is already within current budgetary 
plans for 2018. Infrastructure work is forecast to start during 2019 at a cost of £35m 
(which we have added to our cashflow forecast (see below). The remaining £55 - 60m 
will be spread over the following three years, with peak spending of up to £42m in 2021, 
mainly on plant installation and commissioning. The post-tax IRR over 20 years is 
forecast by the company to be over 15%. 

As well as adding to output, the plant will be highly efficient, cutting costs by 15 - 20%, 
according to management on the conference call. It will also improve flexibility, since 
there will be two kilns, which allow output to react to short-term changes in market 
demand and production can continue during routine maintenance on one of the kilns. 

It is centrally located in the Midlands, with good road connections. The output from the 
plant will be extruded or ‘wire cut’ bricks, the more economical type favoured by volume 
housebuilders and in affordable housing.  

Conservative approach to investment 

The building materials sector in the UK and beyond has had a track record in past cycles 
of often investing heavily at the peak only to open major new plants during downturns. 
We believe Forterra, and its limited peer group, have avoided that temptation. Since IPO 
it has focused investment on modest, quick-payback ‘de-bottlenecking’ projects. The 
decision to make a significant increase in capacity, in our view, comes only after the 
company could see clear evidence of cross-party political support for a sustained 
increase in housebuilding volumes, and only ‘pressed the button’ after it had reduced its 
debt significantly.  

There appears to be clear short- to mid-term demand for extra brick industry capacity. 
Brick deliveries across the industry have outstripped production for three years. Stocks 
nationally have fallen to below 10 weeks of deliveries, close to the lows seen at the time 
of the reported ‘shortages’ of 2013-14, following the introduction of the previous Coalition 
government’s Help to Buy housing (bottom left chart). (A similar picture emerges in the 
concrete block market, affecting the ‘Blocks’ part of the Brick & Blocks division as well 
as Bespoke Products.) 

 

Highly efficient new capacity 
should cut unit costs at plant 
by up to 20% 

Company has only ‘pressed 
the button’ on significant 
investment after clear 
evidence of better picture for  
long-term demand  
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UK Brick (LHS) and block (RHS): production and deliveries (billion/billion m2) and weeks* of stocks 

  

Source: ONS/BEIS, Progressive. * period end stocks/trailing 12 month deliveries; 2018 LTM 

Even after this and Ibstock’s expansions, industry capacity will still be c. 15% below 
2007, before the widespread retrenchment after the financial crisis, with now strong 
evidence of a more robust long-term outlook.  

Looking to the longer-term, we see sustained demand for Forterra’s new housing related 
products, due to  

▪ Low single digit percentage increases from volume housebuilders, which have 
stronger balance sheets than in previous cycles and have what looks like continuing 
support from Help to Buy 

▪  Higher rates of increase from mid-sized quoted companies and the larger private 
ones, now with easier access to capital 

▪ For the mid- and long-term major cross-party support for the Government’s support 
for significant volume increases in housebuilding across all tenures 

Housing starts, actual and forecast 2012 – 20F 

 

Source: ONS (actual), Experian Construction Forecasting Committee (forecasts) 
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As demonstrated in our forecasts, below, the company has reduced net debt significantly 
and will have comfortable headroom even after the Desford project. It has indicated that 
it still retains the option to make capacity increases at Swillington (which had previously 
been considered for this investment) as well as the Clockhouse plant in Sussex. It is our 
assumption that the same conservative decision-making over the scope and scale of 
any investments will continue. 

 

Estimates: unchanged for 2018; in line with consensus for 2019  

We have not made any changes to our FY 2018E forecasts, with the impact of the 
weather likely to be recovered throughout the year. However, we have trimmed our FY 
2019E EBITDA estimate from £87.2m to £85.0m, which appears to be in line with 
consensus. The reason for this is we have increased our cost of sales assumptions to 
reflect our view of greater inflation in non-clay raw material costs, energy and labour.  

It is notable that Ibstock’s modest profit warning on 24 May 2018 referred to higher than 
anticipated costs during 2018, suggesting there may have been less ‘wiggle room’ for 
the company versus consensus; our 2.5% reduction for FY 2019E for Forterra reflects 
us coming down to existing consensus. 

Raw material (including packaging) and energy costs are predominantly variable costs, 
driven by output, however, we see additional inflation from energy and FX elements in 
both. Labour is predominantly a fixed cost, but should see some wage pressures, in line 
with the rest of industry, in our view.  

Cost of sales breakdown, FY2017, and analysis 

 

Source: Progressive assumptions 

The other change is to the cashflow statement, with a £35m charge for the initial costs 
of the Desford plant. Previously, we had expected a significant investment at some point, 
but had not put this in our forecasts, pending clarification on the timing and extent of the 
project. Even after the extra investment, which we classify as expansion capex, our 
projected net debt should still fall slightly between 2018 and 2019, to just below £40m – 
net debt/EBITDA of just below 0.5x. 

 

Raw 
materials

34%

Labour
28%

Energy
9%

Maintenance
9%

Depreciation
6%

Chg. 
inventories

2%

Other
12%

Total £196.8m

‘In line’ statement for 2018 
contrasts with Ibstock’s 
warning on costs; our 2.5% 
cut to our 2019 estimates is 
now in line with existing 
consensus 

Considerable balance sheet 
capacity for further 
expansion 
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Financial Summary: Forterra 

Year end: December (£m unless shown)      

      

PROFIT & LOSS 2015 2016 2017 2018E 2019E 

Revenue 290.2 294.5 331.0 365.6 379.4 

Adj EBITDA 70.5 70.6 75.4 80.7 85.0 

Adj EBIT 61.1 60.2 64.5 68.4 72.7 

Reported PBT 22.2 37.1 59.3 65.4 70.2 

Fully Adj PBT 34.1 54.3 61.1 65.4 70.2 

NOPAT 53.7 58.1 47.7 51.6 54.9 

Reported EPS (p) 9.0 13.8 23.8 26.3 28.1 

Fully Adj EPS (p) 14.9 21.4 24.1 25.6 27.1 

Dividend per share (p) 0.0 5.8 9.5 10.5 11.2 

      
CASH FLOW & BALANCE SHEET 2015 2016 2017 2018E 2019E 

Operating cash flow 50.0 56.2 90.2 70.7 84.8 

Free Cash flow 7.9 28.8 69.2 43.3 58.4 

FCF per share (p) 3.9 14.4 34.6 21.7 29.2 

Acquisitions 0.0 (0.1) (21.8) 0.0 0.0 

Disposals N/A N/A N/A N/A N/A 

Shares issued 0.0 2.0 3.0 4.0 5.0 

Net cash flow 3.2 32.0 (27.2) 19.1 1.8 

Overdrafts / borrowings 405.6 148.5 89.8 89.8 89.8 

Cash & equivalents 24.2 56.2 29.0 48.1 49.9 

Net (Debt)/Cash (381.4) (92.3) (60.8) (41.7) (39.9) 

      
NAV AND RETURNS 2015 2016 2017 2018E 2019E 

Net asset value (210.5) 69.2 104.7 137.5 172.1 

NAV/share (p) (105.3) 34.6 52.2 68.5 85.8 

Net Tangible Asset Value (223.8) 55.5 88.9 121.7 156.3 

NTAV/share (p) (111.9) 27.8 44.3 60.7 77.9 

Average equity (219.5) (70.7) 87.0 121.1 154.8 

Post-tax ROE (%) (8.2%) (38.9%) 54.6% 43.4% 36.3% 

      
METRICS 2015 2016 2017 2018E 2019E 

Revenue growth N/A 1.5% 12.4% 10.5% 3.8% 

Adj EBITDA growth N/A 0.1% 6.8% 7.1% 5.3% 

Adj EBIT growth N/A (1.5%) 7.1% 6.1% 6.2% 

Adj PBT growth N/A 59.3% 12.5% 7.1% 7.3% 

Adj EPS growth N/A 44.0% 12.5% 6.2% 6.0% 

Dividend growth N/A N/A 63.8% 10.5% 7.0% 

Adj EBIT margins 21.1% 20.4% 19.5% 18.7% 19.2% 

      
VALUATION 2015 2016 2017 2018E 2019E 

EV/Sales (x) 2.4 2.4 2.1 1.9 1.9 

EV/EBITDA (x) 10.0 10.0 9.4 8.7 8.3 

EV/NOPAT (x) N/A N/A N/A N/A N/A 

PER (x) 21.6 15.0 13.3 12.6 11.8 

Dividend yield N/A 1.8% 3.0% 3.3% 3.5% 

FCF yield 1.2% 4.5% 10.8% 6.7% 9.1% 
 

Source: Company information and Progressive Equity Research estimates 
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Disclaimers and Disclosures 

Copyright 2018 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity research 
services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable; 
however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report represent 
those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of the 
companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct Authority 
(FCA) of the United Kingdom (registration number 697355). 

This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite securities or units.  Investors should seek advice from an Independent Financial Adviser or regulated stockbroker 
before making any investment decisions.  PERL does not make investment recommendations.  Any valuation given in a research 
note is the theoretical result of a study of a range of possible outcomes, and not a forecast of a likely share price.  PERL does not 
undertake to provide updates to any opinions or views expressed in this document. 

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the 
United Kingdom.  It has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research.  It is not subject to any prohibition on dealing ahead of the dissemination of investment research. 

PERL does not hold any positions in the securities mentioned in this report.  However, PERL’s directors, officers, employees and 
contractors may have a position in any or related securities mentioned in this report.  PERL or its affiliates may perform services 
or solicit business from any of the companies mentioned in this report. 

The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings.  In addition, 
the level of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead 
to difficulties in opening and/or closing positions.  It may be difficult to obtain accurate information about the value of securities 
mentioned in this report.  Past performance is not necessarily a guide to future performance. 


