
   

www.progressive-research.com   
This publication should not be seen as an inducement under MiFID II regulations. 

 Please refer to important disclosures at the end of the document. 

 

24 November 2020 

FORTERRA 

BUILDING MATERIALS 
 

 

FORT.L 

 229p 

Market Cap: £523.6m 
 

SHARE PRICE (p) 

 
12m high/low 372p/148p 

Source: LSE Data 

 

KEY DATA 

Net (Debt)/Cash £(68.6)m (at 30/06/19) 

Enterprise value £592.2m 

Index/market LSE 

Next news YE trading update, Jan 

Shares in Issue (m) 228.6 

Chairman Justin Atkinson 

Chief Executive Stephen Harrison 

Finance Director Ben Guyatt 

 

COMPANY DESCRIPTION 

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

forterraplc.co.uk 
 

Guidance raised and dividends reinstated 

Brick and concrete products group Forterra has raised its guidance for FY 
2020E to above the current consensus range and reinstated dividends 
following trading in Autumn which exceeded its previous expectations and 
which has continued strongly despite the second lockdown. We have 
increased our FY 2020E revenue, EBITDA and EPS estimates by 3%, 14% and 
46% respectively, and cut our net debt projection. We have introduced FY 
2021E estimates showing further strong expected growth. 

▪ Recovery in both divisions. Today’s trading update raises EBITDA 
guidance for FY 2020E to at least £34m, from the Group’s previous range 
of £27m - 32m, after trading in September and October exceeded its 
previous expectations. Revenue in the Bricks & Blocks division recovered 
to 95% of the prior year’s level, compared with a 37% Y/Y decline in the 
H1, impacted by the first lockdown. Recovery was also sustained in the 
smaller Bespoke Products division, with sales of precast concrete floor 
beams “remaining robust”. Trading has “continued in a similar pattern 
through November, despite the start of a second national lockdown”. 

▪ Dividend reinstated. Given the improved trading and generation of 
operating cashflow this has delivered, the Board now expects to 
recommend a final dividend for 2020 ahead of the 2021 AGM.  

▪ Estimates raised. We have increased our EBITDA estimate for FY 2020E 
from £29.9m to £34m, in line with guidance, with the increase feeding 
through to lower net debt. For FY2021E, we expect further growth in 
revenue and margins, particularly for the Bricks & Blocks division. We have 
assumed a 45% dividend pay-out for both years. 

▪ Housing data remains strong. Statistics we have provided on brick and 
block supply and demand, housing starts and the secondhand housing 
market (page 4) all suggest to us continuing demand and price 
environment for Forterra’s housing-related products, while infrastructure 
investment should support Bespoke Products, we believe. 

▪ Long-term attractions remain. Our view remains that potential 
attractions are: the Government’s commitment to boost housebuilding 
volumes and infrastructure; a consolidated brick and concrete product 
market (only three main producers); the group’s highly efficient plant and 
a record of strong cash generation since the 2016 IPO (page 8). 
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FYE DEC (£M) 2017 2018 2019 2020E 2021E 

Revenue 331.0 367.5 380.0 280.3 315.5 

Adj EBITDA 75.4 78.8 82.7 34.0 57.2 

Fully Adj PBT 61.1 64.8 62.5 13.0 35.7 

Fully Adj EPS (p) 24.3 26.1 25.5 5.0 13.7 

EV/Sales (x) 1.8x 1.6x 1.6x 2.1x 1.9x 

EV/EBITDA (x) 7.9x 7.5x 7.2x 17.4x 10.4x 

PER (x) 9.4x 8.8x 9.0x 45.6x 16.7x 

Source: Company Information and Progressive Equity Research estimates 
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Our estimates: gathering momentum to continue into 2021E  

The Group reintroduced guidance in the AGM statement on 14 September and has now 
raised it – and has gone further by announcing it now expects to pay a final dividend for FY 
2020E, provided there continues to be no significant disruption to operations from the 
second wave of Covid-19. 

Opposite, we present our main divisional and group estimate changes for FY 2020E and our 
newly issued estimates for FY 2021E (Figure 1). Our main assumptions For FY 2020E are for 
higher sales and margins in Bricks & Blocks and we have assumed a return to profitability 
– albeit modest, £0.5m, up from breakeven – in Bespoke Products in the second half, after 
a loss of £2.9m in H1. 

Our forecasts for FY 2021E are, at this stage, fairly conjectural, but are based on 
assumptions of significant revenue recovery (based on volumes mainly and modest price 
inflation) in Bricks & Blocks and, to a slightly lesser degree, Bespoke Products. We expect 
Bricks & Blocks margins, at 22.0% for next year, to continue trending towards the 27 - 29% 
levels recorded pre-pandemic.  

On dividends, our assumption is that the ‘final’ pay-out expected for FY 2020 will equate 
to a full year sum, based on 45% of earnings, rather than the traditional two-thirds for the 
second half – on the basis that it has a relatively low cash cost.  

Our net debt assumption for YE 2020E is that the £4.1m increase in our EBITDA estimate 
feeds directly into cashflow, with no other assumptions. The increase in net debt for YE 
2021E mainly reflects the capital expenditure for Desford, which is planned to add c. 100 
million bricks pa to Group capacity and will be one of the most efficient plant in Europe. 
(The Group states in the trading update that the expansion of the Desford brick plant 
remains on time and budget despite the insolvency of one of the manufacturing suppliers).  

 

    

 

 

  

Our FY 2020E estimate is in line 
with Group guidance, with further 
significant growth assumed for FY 
2021E  

FY 2020E ‘final’ dividend could 
reflect a normal FY cover, in our 
assumptions  
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Figure 1: Historical financial data and key estimate changes 

Year-end December 
(£m) 

 2015 2016 2017 2018 2019 2020E   
old 

2020E 
new 

Diff.    
(%) 

2021E 
new 

Revenue           

Bricks & Blocks   218.0   221.3   249.5   277.5   279.1   207.9   213.5  2.7%  241.9  

Change (%)  8.4% 1.5% 12.7% 11.2% 0.6% -25.5% -23.5%  13.3% 

Bespoke Products   73.7   74.8   83.6   92.2   103.5   67.3   69.3  3.1%  76.3  

Change (%)  7.8% 1.4% 11.8% 10.3% 12.3% -35.0% -33.0%  10.0% 

Group revenue   290.2   294.5   331.0   367.5   380.0   272.5   280.3  2.8%  315.5  

Change (%)  8.3% 1.5% 12.4% 11.0% 3.4% -28.3% -26.2%  12.6% 

EBITDA           

Bricks & Blocks   64.0   63.6   69.1   75.8   80.4   32.8   36.4  11.0%  54.9  

Margin (%)  29.3% 28.7% 27.7% 27.3% 28.8% 15.8% 17.1%  22.7% 

Bespoke Products   6.6   7.0   6.3   3.0   2.3   (2.9)  (2.4) na  2.3  

Margin (%)  8.9% 9.4% 7.5% 3.3% 2.2% -4.3% -3.5%  3.0% 

EBITDA, pre-exc & g/w   70.5   70.6   75.4   78.8   82.7   29.9   34.0  13.7%  57.2  

Margin (%)  24.3% 24.0% 22.8% 21.4% 21.8% 11.0% 12.1%  18.1% 

Depreciation & amort.   (9.1)  (10.4)  (10.9)  (11.7)  (17.7)  (18.0)  (18.0)   (18.0) 

EBIT, pre-exc   61.1   60.2   64.5   67.1   65.0   11.9   16.0  34.5%  39.2  

Margin (%)  21.1% 20.4% 19.5% 18.3% 17.1% 4.4% 5.7%  12.4% 

Exceptionals   (11.6)  (8.9)  (1.8)   -     (4.3)  (24.0)  (24.0)    -    

Net interest   (27.3)  (14.2)  (3.4)  (2.3)  (2.5)  (3.0)  (3.0) 0.0%  (3.5) 

PBT, reported   22.2   37.1   59.3   64.8   58.2   (15.1)  (11.0) na  35.7  

PBT, pre-exc   34.1   54.3   61.1   64.8   62.5   8.9   13.0  46.1%  35.7  

EPS, dil pre-exc (p)      14.7      21.4      24.3      26.1      25.5   3.4        5.0  46.1%     13.7  

DPS - declared (p)    -     5.8   9.5   10.5   11.5    -     2.3  na  6.7  

Net debt pre-IFRS 16  (381.4)  (92.3)  (60.8)  (38.8)  (57.3)  (20.9)  (16.8) na  (35.8) 
 

Source: Company Information and Progressive Equity Research estimates 
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Market buoyed by pent-up demand and longer-term drivers 

The underlying housing market started recovering strongly soon after estate agents and 
housebuilders’ sites were allowed to reopen in May. This was clearly boosted by a mix of 
pent-up demand and a rush to beat the Stamp Duty holiday. But we envisage longer-term 
drivers from consumers (the desire to move to larger homes) and Government (which has 
a target of building 300,000 homes a year, partly in line with its ‘levelling-up’ agenda.  

Building material stats: deliveries bounce back, pushing stocks to six-year low 

Industry-wide brick deliveries have recovered and inventory levels have fallen after the 
relatively brief lockdown of housing developments in April and May, as recorded by the 
monthly statistics for building materials and components from the BEIS (Figure 2).  

Figure 2: UK brick production and deliveries, LHS, and stocks, RHS (million) 

 

Source: Department for Business, Energy & Industrial Strategy 

The fact that production was cut by more than the fall in deliveries and that deliveries rose 
faster than companies’ production once plants were restarted has pushed industry stock 
levels down to 338 million in September, the lowest level since October 2014 and 29% 
lower than the 10-year average of 476 million, (Figure 3).  

Price movements have more effect on margins than those of volumes, but Forterra has 
regularly stressed in analyst presentations that it raised pricing principally to compensate 
for changes in energy costs.  

The BEIS statistics (link) also show recovering demand for a range of other building 
materials, including concrete blocks, where deliveries rose by 8% Y/Y in September, after 
consecutive Y/Y declines in the previous six months. 
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https://www.gov.uk/government/statistics/building-materials-and-components-statistics-october-2020
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Figure 3: UK brick stocks (million) 

 

Source: Department for Business, Energy & Industrial Strategy 

Housebuilding: signs that activity will trend upwards despite March changes 

The main driver of demand for Forterra’s main brick and concrete block ranges is new 
housebuilding starts. These have bounced back in the latest quarter, although 15% below 
the 10-year average (Figure 4), according to data on new registrations from the NHBC 
(similar, but much more up to date than the official housebuilding stats from the official 
ONS housebuilding data).   

Figure 4: New build registrations, quarterly (number) 

 

Source: NHBC 
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Looking month-by-month through the NHBC data (link), we believe there could have been 
a degree of statistical distortion. After the housing market was released from lockdown in 
mid-May, most leading quote housebuilders indicated that their earliest priority was to 
finish homes they had already started, in order to maximise cashflow. Generally, in our 
view, they indicated they would recommence modest growth in new starts, but that there 
would be a degree of uncertainty, dependent on the progress of the pandemic and its 
economic repercussions as well as the impending new restrictions to the Government’s 
Help and ending of the Stamp Duty Holiday, which are both planned to occur on 31 March 
2021.  

Given this view, there was, in our view, a surprise jump in registrations in June (Figure 5), 
but we suspect this could reflect delays in registering earlier starts as the looming pandemic 
started disrupting housebuilders’ activities in February and March. On this basis, we believe 
the increase in September could be more reflective of a steady recovery. In its latest results 
meeting, Bellway, for instance, indicated the group was taking orders for new homes to be 
delivered beyond the 31 March 2021 – a view echoed by other housebuilders.  

Beyond the shorter-term uncertainty of Covid, Brexit and Government policy changes, we 
continue to believe there will be growth in demand for bricks, blocks and over housing 
related products, such as precast concrete floor beams, which can help homes to built 
more quickly. The government is to reach its target of building 300,000 homes pa (up from 
c. 196,000 in 2019).  

 

Figure 5: New build registrations, monthly (number) 

 

Source: NHBC 
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http://nhbccampaigns.co.uk/mediacentre/wp-content/uploads/2020/10/Quarterly-Stats-Q3-2020.pdf
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Secondhand market: rush to buy could boost Fletton demand  

Activity levels and pricing have increased even more sharply in the secondhand market, as 
evidenced by a swathe of data, including the RICS survey, which showed a sharp rise in 
buyer enquiries in the immediate aftermath of the lockdown easing and fuelled by 
Chancellor Rishi Sunak’s Stamp Duty holiday. In the October survey (link) new buyer 
enquiries, a forward indicator trended down, to +46, from the recent peak of +75 in July 
(Figure 6) – suggesting to us that there are still keen levels of demand even though this far 
into the year, the prospect of meeting the holiday deadline may have passed. 

Figure 6: New buyer enquiries, England & Wales, index (SA) 

 

Source: N RICS. * index = % of respondents reporting increase minus % reporting decrease HBC 

Even though most of Forterra’s brick sales go to the newbuild sector, its high margin 
‘Fletton’ bricks are dependent on an active ‘RMI’ (repair, maintenance and improvement) 
market, which is in turn influenced by secondhand housing transaction volumes. A number 
of companies active in the sector, including Travis Perkins and Polypipe, have recently 
reported buoyant demand.  
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New buyer enquiries remain high 
despite likelihood that Stamp Duty 
deadline may be missed – good for 
higher margin ‘Fletton’ brick sales 

https://www.rics.org/globalassets/rics-website/media/knowledge/research/market-surveys/uk-residential-market-survey-october-2020.pdf
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Investment overview: basic attractions  

Forterra is the UK’s second biggest brick maker, with nine plants with an annual capacity 
of 590 million bricks pa and further expansion planned for the Desford plant in 
Leicestershire. 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 lightweight and 
energy-efficient Themalite 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 boost 
housebuilding volumes. HS2 and other infrastructure projects and product 
innovations could boost Bespoke Products.  

▪ 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 there is a flat management structure. Although 
exporters and companies with foreign earnings have benefited 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 has regularly exceeded 
cashflow expectations. 

  

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

Basic products, in consolidated 
market, with long-term growth 
prospects 
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Financial Summary: Forterra 

Year end: December (£m unless shown)      
      
PROFIT & LOSS 2017 2018 2019 2020E 2021E 
Revenue 331.0  367.5  380.0  280.3  315.5  
Adj EBITDA 75.4  78.8  82.7  34.0  57.2  
Adj EBIT 64.5  67.1  65.0  16.0  39.2  
Reported PBT 59.3  64.8  58.2  (11.0) 35.7  
Fully Adj PBT 61.1  64.8  62.5  13.0  35.7  
NOPAT 52.0  54.7  52.3  13.1  31.8  
Reported EPS (p) 23.8  26.5  23.8  (4.3) 14.8  
Fully Adj EPS (p) 24.3  26.1  25.5  5.0  13.7  
Dividend per share (p) 9.5  10.5  11.5  2.3  6.7  

      
CASH FLOW & BALANCE SHEET 2017 2018 2019 2020E 2021E 
Operating cash flow 90.2  79.8  63.8  20.9  51.2  
Free Cash flow 69.2  49.5  30.1  8.4  22.9  
FCF per share (p) 34.6  24.8  15.3  4.0  11.8  
Acquisitions (21.8) (2.1) (1.8) 0.0  0.0  
Disposals N/A N/A N/A N/A N/A 
Shares issued      
Net cash flow (27.2) (3.0) 0.6  28.8  (22.3) 
Overdrafts / borrowings 89.8  64.8  83.9  83.9  83.9  
Cash & equivalents 29.0  26.0  26.6  55.4  33.1  
Net (Debt)/Cash, pre-IFRS 16 (60.8) (38.8) (43.2) (16.8) (35.8) 

      
NAV AND RETURNS 2017 2018 2019 2020E 2021E 
Net asset value 104.7  134.2  156.2  199.8  218.5  
NAV/share (p) 52.2  67.0  77.9  87.4  95.5  
Net Tangible Asset Value 88.9  116.9  138.0  181.6  200.3  
NTAV/share (p) 44.3  58.3  68.8  79.4  87.6  
Average equity 87.0  119.5  145.2  178.0  209.1  
Post-tax ROE (%) 54.6% 44.2% 32.2% (5.0%) 13.8% 

      
METRICS 2017 2018 2019 2020E 2021E 
Revenue growth 1.5% 11.0% 3.4% (26.2%) 12.6% 
Adj EBITDA growth 0.1% 4.5% 4.9% (58.9%) 68.2% 
Adj EBIT growth (1.5%) 4.0% (3.1%) (75.4%) 145.0% 
Adj PBT growth 59.3% 6.1% (3.5%) (79.2%) 174.5% 
Adj EPS growth 44.0% 7.4% (2.3%) (80.3%) 172.2% 
Dividend growth N/A 10.5% 9.5% (80.1%) 191.9% 
Adj EBIT margins 19.5% 18.3% 17.1% 5.7% 12.4% 

      
VALUATION 2017 2018 2019 2020E 2021E 
EV/Sales (x) 1.8 1.6 1.6 2.1 1.9 
EV/EBITDA (x) 7.9 7.5 7.2 17.4 10.4 
EV/NOPAT (x) 11.4 10.8 11.3 45.3 18.7 
PER (x) 9.4 8.8 9.0 45.6 16.7 
Dividend yield 4.1% 4.6% 5.0% 1.0% 2.9% 
FCF yield 15.1% 10.9% 6.7% 1.8% 5.1% 

 

Source: Company information and Progressive Equity Research estimates 
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+44 (0) 20 7781 5311 
eritchie@progressive-research.com 
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