
 3 March 2017 

 

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 

195p 

Market Cap: £390.8m 

 

SHARE PRICE (p) 
 

 
12m high/low 203.8p/109.7p 

Source: LSE Data 

 

KEY INFORMATION 

Enterprise value £484.8m (FY16E basis) 

Index/market LSE 

Next news FY16 results, 15 Mar 17 

Gearing 212% (FY16E) 

Net debt/EBITDA 1.3x 

 

FORTERRA IS A RESEARCH CLIENT OF 
PROGRESSIVE 

 

A tonne of bricks 

Government aid to boost housebuilding could require at least half a 
billion more bricks by 2021, we estimate. This reinforces what we 
see as Forterra’s attractions to investors: a fundamental product, 
underpinned by long-term demand; a consolidated market; and 
conservative management. Forterra has, in our view, a particularly 
attractive risk-reward balance and an undemanding valuation 
relative to its peer group.  

▪ A UK leader. Forterra is the UK’s second biggest brick maker and is a 

major producer of concrete and specialist products for housing in 
particular. It has a niche in high margin ‘Fletton’ bricks. The former 
Hanson Building Products returned to the stock market in April 2016.  

▪ Government boost. The Housing White Paper included £8.7bn of 

new housebuilding investment. We estimate this could boost brick use 
by c. 8% from mid-2018 - 2021. Brick makers, rather than national 
housebuilders, could be the best way to ‘play the volume card’, in our 
view. 

▪ Defensive. We believe the sector in general and Forterra in particular 
are more defensive than in past cycles: the outlook for demand should 
be underpinned by government initiatives; brick stocks are at half the 
level of past cycles, supporting pricing power; and the industry is 
dominated by three producers, with a dwindling threat from imports.  

▪ Focused on cashflow. We believe management has demonstrated 

operational and financial conservatism and is highly focused on 
cashflow. Debt has been falling faster than expected since the IPO, 
demonstrated at the HY and in trading statements. 

▪ De-stocking. Although low compared to past cycles, industry stock 

levels had risen, worrying some investors. However, the situation 
appears to be rapidly improving as producers have trimmed output.  

▪ Moving to a growth stance? We believe that investors have viewed 

Forterra as more of ‘value’ than a ‘growth’ stock, with management 
focused on paying down debt, but we believe there is scope for a step 
change in brick output and expanding in, for instance, infrastructure.  

▪ Valuation. Despite rising 76% off its post-Brexit low, FORT trades at a 
2017 P/E of 8.4x and 4.8% yield versus, respectively, 11.1x and 4.0% 
for Ibstock and 11.7x and 2.6% for Michelmersh, its UK quoted rivals.  
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YE DEC (£M)  2015 PF 2016E 2017E 2018E 

Sales  290.2 299.8 313.3 329.9 

EBITDA  67.5 70.8 73.3 79.4 

Adj. EPS (p)  20.6 22.0 23.2 25.6 

DPS (p)  0.0 6.0 9.4 10.5 

P/E (x)   9.4 8.8 8.4 7.6 

EV/EBITDA1 (x)  8.1 6.8 6.3 5.4 

Yield (%)  0.0 3.1 4.8 5.4 

Source: Company, Progressive Equity Research est. 1Forecast net debt; PF: pro-forma 
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Overview: Government aid underpins upbeat story 

Theresa May’s government could succeed where her predecessors’ had limited 
success: in significantly boosting housebuilding volumes. The Housing White 
Paper has identified around £8.7bn of investment. We estimate conservatively 
that this could translate into over 110,000 ‘extra’ homes. That’s a lot of bricks. 
Half a billion, we estimate, from 2018 - 2021, an average 8% on top of the current 
run rate. This is on top of what had been a healthy outlook and is not included in 
our current earnings assumptions. The strong long term outlook adds to what 
we believe is a positive investment story: a fundamental product, in a growth 
market, in a consolidated sector, with a cash-focused management. It’s tempting 
to ask: “what isn’t there to like?”.   

The potential step-change in new housing production – the principal driver of brick 
demand – underpins what we already believed to be the group’s compelling attractions 
to risk-averse value investors: solid demand for a building product that is unlikely ever 
to go out of fashion in the UK; a consolidated sector; proven management and strong 
cash generation. 

The 16 November trading statement reinforced our short-to-medium term views: brick 
demand has remained high, in spite of Brexit; industry stock levels are quickly 
returning to normal; and cash flow has been better than expected. Moreover, 
management demonstrated its conservative initial guidance by maintaining its outlook, 
whereas its two UK-quoted peers have pulled back their projections in recent months. 

Government initiatives could accelerate brick demand from 2018 - 2021, potentially 
boosting pricing power. The Housing White Paper and Autumn Statement included 
programmes worth a claimed £8.7bn to fund a claimed total of 140,000 new homes. 
Based on what we believe are conservative assumptions, we envisage new housing 
volumes rising by 11% over our ‘base case’ projections during the period 2018 – 2021 
and brick demand over that period to be at least 8% higher than the current run rate. 
We expect much of this work to be carried out by alternative providers to volume 
housebuilders – which may face price competition from them. UK brick producers may 
be the best way to play the ‘housebuilding volume card’ in our view. 

The charts below sum up the promising short- and long-term trends. Industry-wide 
stock levels – which had been partly blamed by rivals for profit warnings – have been 
falling for several months (page 31) and YoY changes have now reversed after 
trending down for a year, left. Meanwhile, we have attempted to model the impact on 
housing starts of the new measures, right. 

Short-term – brick stocks falling (left); long-term – housing starts to be boosted by government schemes (right) 

  

Source: Department for Business, Energy & Industrial Strategy; ONS, Progressive Equity Research estimates 
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Brief history 

Forterra (meaning “for earth”) is the UK’s second largest brick manufacturer, after 
Ibstock, and is also a major producer of concrete blocks and a range of concrete and 
clay paving, flooring, drainage and other products. It is entirely UK-focused and its 
main end-use is in the residential new building and refurbishment markets  

The group comprises the rebranded UK building products activities of the old Hanson 
conglomerate. The group expanded through a series of acquisitions from the late 
1960s until the onset of the financial crisis in 2007. The group, which comprised the 
remaining UK and US building materials operations of the former aggregates-to-
tobacco conglomerate, were sold to Germany’s HeidelbergCement Group that year for 
£8bn. Then in 2015 Heidelberg sold Hanson Building Products and Hanson’s North 
American building products business – also now known as Forterra – to US private 
equity group Lone Star Funds for US$1.4bn.  

The UK business was listed on the London Stock Exchange on 21 April 2016 at 180p, 
valuing the group at £360m. No new money was raised. Lone Star sold 70 million of 
the 200 million shares in issue. Lone Star’s 180-day lock-up period ended on 23 
October 2016. The shares’ trading range has been 110 – 204p.  

Fundamental product, demand under-pinned, simple structure 

We believe Forterra has several hallmarks of a core holding for conservative long-term 
investors. We will discuss in greater detail later in this report, but our key themes are: 

▪ A fundamental product. Building materials don't come more fundamental than the 
brick. It 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. Not 
only are there fewer competitors than in past cycles, but we perceive a greater 
focus on cashflow and returns rather than on expanding market share (page 21).   

▪ Long term growth prospects. Latest initiatives appear to be the most concerted 
government attempts to boost housebuilding possibly in decades (page 34). 

▪ Short-term, over-stocking has been reversing. We expect only modest growth in 
housing starts in 2017 and 2018, however. But a key positive is that industry-wide 
stock levels are falling. Over-stocking by builders’ merchants had been partly 
blamed for profit warnings from Ibstock and Michelmersh. Latest data indicates that 
industry brick stocks have been trending down again over recent months, as 
manufacturers including Forterra ‘mothballed’ capacity (page 31). 

▪ 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 believe many longterm investors will be attracted by 
relative lack of potentially risky variables in Forterra's case.  

▪ Efficient. 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 have raised efficiency at modest cost.  

▪ Cash generative. Among the most notable features of the company's performance 
since the IPO, has been the faster than anticipated reduction in debt.    

▪ Conservative, focused management. The management appears conservative on a 
number of levels. It has been risk-averse in its investments, focused on cashflow 
rather than sales growth and conservative in its earnings guidance, we believe. 

Former UK arm of Hanson 
Building Products returned 
to the stock market in April 

2016 

A core long-term holding for 

risk-averse investors 
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Niche product offers highest margins 

One of Forterra’s main differentiators is its exclusive access to the clay used to 
produce the iconic London Brick ‘Fletton’. The Fletton clay around the group’s Kings 
Dyke plant in Cambridgeshire has a particularly high carbon content. The carbon 
fragments heat up during firing, effectively helping to do the job and requiring less 
energy at a time when brick plants were much less efficient than they are now. This 
made Flettons very cost competitive in the Post-War housebuilding boom and they 
were used in around 5 million homes, approximately a quarter of the current housing 
stock of England. 

They are not used any more in volume housebuilding (‘wire-cut’ bricks are the 
mainstream choice), but have developed a valuable niche in home improvement. Many 
planners and architects, in our experience, will either require installers to use “similar” 
bricks to be used for extensions (in which case a London Brick Fletton is often used as 
a matter of course, we believe) or simply specify “matching” products.  

The company’s monopoly of Fletton production has allowed prices to climb steadily for 
a number of years, to the point where they now sell for over £940 per thousand, more 
than double standard wire-cuts. (The disparity only partly reflects this product is sold 
predominantly to consumer end-users, which generally pay a higher mark-up than 
developers.) The low cost of production intuitively means that Flettons are Forterra’s 
highest margin product, even though the company does not separately disclose 
margins of its brick ranges.   

This high margin suggests that earnings may be at risk of any big swings in Repair, 
Maintenance and Improvement (RMI) activity. However, private RMI output has been 
less volatile than private housebuilding over many years (see Construction Sectors 
section, 26). As such, we see Flettons a support to earnings in cyclical downturns 
rather than a downside risk over the long-term.  

Financials: steady growth before government fillip 

We believe that – even before the extra government aid is considered – Forterra will 
see steady EBITDA growth during 2017 and 2018. This is based on conservative 
assumptions of modest growth in brick demand, based on housebuilders’ own volume 
projections, and, in fact, price reductions in 2017 and only a tiny increase next year. If 
this aid delivers even a fraction of the number of homes predicted, we believe industry 
capacity could be put under renewed strain, with resultant upwards pricing pressure. 
(We believe that the government schemes will only start to add to housing starts from 
mid-2018 onwards, but materials pricing may start to anticipate this up to a year in 
advance.) 

Since the IPO, the company has maintained its earnings guidance for 2016. What has 
most impressed us, however, has been the strong cashflow, leading the company 
twice to cut its guidance for 2016 year-end net debt, while we believe it will continue to 
shrink this year and next, in the absence of any major investments.  

Exclusive access to clay for 
‘Flettons’ – required by 
many planners for extending 
a quarter of England’s 

housing stock 

Steady EBITDA growth 
projected over the next two 
years; in the short-term, 
cash flow has beaten 

expectations 
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EBITDA (£m) and margin, LHS; Net debt (£m), RHS 

  

  
 

Source: Company information, Progressive Equity Research estimates 

 

Our assumption of significantly falling interest costs drives our estimates of 24% EPS 
growth between 2015 and 2018. We believe our EBITDA estimates (the key guidance 
measure for Forterra) are 1.5% and 2.8% above consensus for 2017 and 2018 
respectively.  

Dividend guidance for FY 2016 is for a 40% pay-out on adjusted EPS, pro-rata since 
the IPO. We have assumed a 40% pay-out for 2017 and 2018, supported by our view 
that cashflow will remain strong. 

 Estimates: EPS (p), LHS; dividends (p), RHS 

  

Source: Company, Progressive Equity Research estimates 

One notable feature of Forterra is that it has no pension deficit as it does not operate a 
defined benefit (DB) scheme. Any of Forterra Building Products’ links to previous 
Hanson DB schemes were cut during the company’s reorganisation in 2014 and sale 
to Lone Start in 2015.  

Forterra currently operates a defined contribution scheme and the cost of company 
contributions (approximately £4m pa) are charged to the P&L and there is no balance 
sheet liability. 

Valuation comparisons 

The shares appear to be trading at significant discounts on most measures to the three 
companies we consider to be Forterra’s most relevant peers. These are its larger and 
smaller UK-focused brick making rivals, Ibstock and Michelmersh respectively, and 
Marshalls, which manufactures stone and concrete landscaping products.  
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We also provide comparisons with big European groups, Wienerberger (the UK’s third 
largest brick group), CRH and Kingspan, which are even higher than our UK selection. 

Valuation comparators 

 

Source: Progressive Equity Research estimates (FORT), Factset consensus 

We have applied the minimum-maximum ranges in each of five parameters to our 
Forterra estimates to judge the implied share price (eg 10.9x – 16.7x to our FY1 EPS 
of 22.0p implying a price range of 240 - 366p). We have also provided an average of 
all five (we have left out the FY1 yield parameter as Forterra is only to pay a part year 
dividend, for the period since the IPO). Please note that these are not forecast ranges 
but simply arithmetic calculations using industry standard metrics. Investors should 
consider their own views on the risks associated with the company when assessing 
valuation. 

What is apparent is that Forterra’s share price of 194p is below or just above the 
bottom of all the ranges. This would be even more the case if the European 
comparators were used.( For further analysis see page 53.) 

 

Implied Forterra share price ranges, based on UK peer valuation parameters 

 

Source: Progressive Equity Research estimates (FORT), Factset consensus 

  

Ticker Price MC PBV (X)
(loc) (Loc m) FY1 FY2 FY1 FY2 FY1 FY2 FY1 FY2 FY0

UK building material producers

Forterra FORT 194                 390                 8.9 8.4 3.1 4.8 17.5 11.6 6.8 6.3 15.6
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No profit warnings since IPO 

The company has issued three trading updates and its half year results since it IPO’d, 
without pulling back guidance. This contrasts with Ibstock and Michelmersh which both 
warned on the outlook for profits during 2016. In our view, this underlines the 
management’s conservatism 

The 13 January pre-close update confirmed that it had seen “good levels of activity” 
from both housebuilders and merchants and, in our view, most importantly pointed out 
that “the excess brick inventory levels built up in the supply chain continued to reduce”. 

The 16 November statement, for 1 July to 31 October, showed that brick volumes had 
been ahead of the prior year in each of the four months and had moved ahead on a 
year-to-date basis. 

The other key feature, in our view, in all three was that debt appeared to be falling 
quicker than management had guided during the IPO process. It appears that 
consensus YE 2016 debt is now likely to be some £30 - 40m below initial expectations 
at the IPO, with estimates falling steadily throughout the year. 

It also announced in November the sale of its Structherm business, order to “focus on 
improving and growing the core business of bricks, blocks and other concrete and clay 
building products”. The business, which manufactures structural insulation products for 
outside walls of housing, recorded EBITDA of £0.1m on sales of £3.7m in 2015.  

Capital markets day and site visit 

The company took analysts and investors to its Measham brick plant on 17 November. 
A useful feature, in our view, was that it demonstrated the wider product range, beyond 
brick, and other sectors, beyond housing. No new financial information was disclosed, 
but the seminar demonstrated, among other issues: 

▪ The cost of its ‘de-bottlenecking’ initiatives at Desford, Claughton and Accrington as 
well as Measham itself in increasing brick making capacity with relatively modest 
investments. The four projects increased group capacity by 45 million bricks at a 
total cost of £13m, which equates to just under £29m per 100 million bricks. The 
cost of building a brand new 100 million brick facility would be c. £55m. 

▪ A detailed discussion of clay vs concrete bricks (there had been concerns a few 
days earlier following Persimmon’s announcement that the housebuilder was to 
build a concrete brick plant). Although the unit cost of concrete bricks is cheaper, 
the company argued installation costs (typically two-thirds of total construction of a 
wall) more than offset the saving, due to greater labour costs (concrete is up to 
50% heavier and, thus, longer to lay) and the requirement for movement joints etc. 

▪ Discussion of how Forterra is to source alternatives to UK-produced pulverised fuel 
ash (PFA) in the manufacture of aerated concrete blocks. PFA is a by-product of 
coal-fired power generation (page 43). Closures or conversions of coal power 
stations led to reported shortages of aerated blocks during 2016.  

▪ An indication that the group is to invest in further marketing of Flettons, the highest 
margin product in its brick range, the clays for which Forterra has exclusive access. 
Rival manufacturers have been attempting to produce bricks that look like Flettons. 
We argue further on that architects and planners have an in-built bias to specifying 
matching products when designing or approving extensions to houses built in 
Flettons. However, this planned campaign encouragingly indicates the 
management is not being complacent. 

Plant trip demonstrates the 
benefits of de-bottlenecking 
approach and addresses 

product-based concerns 

Conservative approach by 
management demonstrated 
in lack of profit warning, 
while debt reduction has 

exceeded expectations 
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Forterra describes Measham as the largest, most modern soft mud plant in the UK, 
with only six production staff per shift. The plant was opened in 2009, with a capacity 
of 86 million pa, replacing three inefficient plants with a total capacity of 97 million. This 
was increased by 22% to 105 million by extending the kiln and adding further dryers, at 
a cost of £4m, taking the total investment to £55m. The incremental addition cost 
£0.2m per million versus £0.6m for the original plant. 

Lone Star placing 

On 13 January Lone Star, via its LSF9 Concrete II Ltd subsidiary, sold a further 23 
million shares, representing c. 11.5% of the company, at a price of 170p. This took its 
holding to 52.7%. The shares that we not sold in the placing are subject to a 90 day 
‘lock-up’ from that date.   
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False alarms? Brexit, over-stocking and concrete bricks 

Several specific concerns have appeared in recent months, all of which we believe are 
of little or no risk to Forterra or are being addressed. These are addressed in more 
detail further on, but they can be summarised as:  

▪ Brexit. Forterra’s share price dropped precipitously to 110p in the aftermath of the 
the vote to leave the EU. While we could have envisaged a hiatus in housebuilding 
and buying due to economic uncertainty, this does not appear to have happened. 
Interestingly, Austrian group Wienerberger, the UK’s number three, reported in its 
Q3 statement that “after Great Britain’s vote to leave the European Union, the UK 
brick and tile market developed better than expected”. 

▪ Over-stocking. Rising stocks held at factories and in merchants’ yards were partly 
blamed by Ibstock and Michelmersh for last year’s profit warnings. However, much 
of the past year there has been consistent evidence that stocks held by 
manufacturers has been falling (page 31). 

▪ Concrete bricks. Persimmon’s announcement in its 2 November trading statement 
that it would construct a new “Brickworks” plant, to be commissioned in the first 
quarter of 2017, to “provide a substantial proportion of the Group's requirement for 
bricks” was immediately followed by a 6% fall in Forterra’s shares. As soon as 
news spread later that day it was concrete bricks the housebuilder was planning to 
manufacture at the planned factory near Doncaster, the shares recovered almost 
all their losses. We believe there is little crossover between concrete and clay 
bricks and that most housebuilders will continue to specify clay (page 43).  

▪ ‘Fletton rivals’. We understand that rival manufacturers have attempted to produce 
bricks with similar mottled surface appearances to Flettons. However, we suspect 
that it will be a difficult task to persuade architects or planners to break naturally 
conservative inclinations. If an architect has a choice between requiring a “similar” 
or “matching” brick we believe natural risk-aversion will often set in, along the lines 
of the old business maxim “no-one got fired for choosing IBM”. Nevertheless, at the 
Capital Markets Day, management indicated it was not being complacent and had 
embarked on a marketing campaign aimed at publicising Flettons among the trade. 

▪ Off-site manufacturing. There have been several reports that the housebuilding 
industry is quickly going to embrace ‘modular’ and similar off-site manufacturing, 
prompting questions as to whether this might substitute brick. We believe that off-
site will make any impact, but slowly. The topic has reared its head regularly for at 
least 30 years – with little impact so far. The entrance of three potentially large 
producers, Laing O’Rourke, L&G and a new Chinese-backed consortium, could 
well provide momentum. However, our view is that off-site built units will continue to 
be clad with an outer skin of bricks (as has been the case with timberframe for 
many years). Alternatively, factory assembled panels or modules can be clad in 
thinner brick ‘slips’ 

▪ Pulverised fuel ash shortages. PFA is a fundamental ingredient in aerated concrete 
blocks and is a by-product of coal-fired electricity generation. The decline in this 
form of power generation has led to shortages of PFA – a problem for volumes 
(however, this has boost demand for aggregate blocks). However, the group has 
stated it is seeking alternative sources of PFA or substitute materials (page 44). 

▪ A ‘value’ stock rather than a growth stock. When the shares fell as low as 110p 
following Brexit, there appeared to be a widespread perception among fund 
managers that Forterra was a value stock, especially since the management made 
it clear that cashflow was its most immediate priority rather than investing to grow 
sales volumes. This view was probably reinforced by recent statements from major 
housebuilders indicating that their volume growth in 2017 was likely to be in low- to 
mid-single digit percentage levels. However, we believe the group’s approach will 
trend steadily to more of a growth emphasis in housing and other end-use sector, 
both organically and potentially with bolt-on acquisitions (page 46).    

“After Great Britain’s vote to 
leave the European Union, 
the UK brick and tile market 
developed better than 
expected” 

- Wienerberger, Q3 results 
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▪ Imports. This was a major topic of debate at around the time of the IPO, but we 
believe the impact from imports was diminishing even ahead of the fall in Sterling 
following the Brexit vote. We believe the sudden rise in imports was the result of 
‘panic buying’ following the more sudden than anticipated take-up of Help to Buy. 
This appears to have abated quickly, and the extra expense of importing now rules 
out most products with the exception of architecturally-specified bricks in unique 
sizes and finishes. 

For a more general description of risks, see page 55. 

Forterra side-steps spate of profit warnings 

Since the April 2016 IPO, Forterra has avoided warning on the earnings outlook and 
has performed better than expected in cashflow. This compares favourably with its 
bigger rival Ibstock and niche player Michelmersh. This supports our view that 
Forterra’s management is conservative on a number of fronts. Below are edited 
summaries of statements during 2016. 

Ibstock (IBST) 

10 March, results for 28 November 2014 - 31 December 2015. “Results in line with 
expectations”. Outlook: “At this point our full year expectations are unchanged … Sales 
via distributors’ yards are being impacted by some destocking. However, we anticipate 
that this situation will improve as we progress into the Spring. The overall effect is that 
the UK clay business has made a slower start to the year than expected.”  

26 May, AGM trading update. “Monthly [UK brick] trading comparatives have steadily 
improved and have now moved positive; whilst anticipated mid-single digit headline 
price increases have been achieved by sales channel, the change in channel mix 
during the first four months of the year has impacted overall average pricing. We 
anticipate that the channel mix will see further improvement as the year progresses” 

5 August, interim results. “While trading since he Referendum has continued broadly 
unchanged, the result has added uncertainty to our outlook and there is currently a 
lack of visibility on the trading outlook for the second half of 2016. Visibility is unlikely 
to improve until the important new home buying season in the autumn. Against this 
backdrop … our key focus will be the management of stock levels and capacity will be 
flexed to balance production with sales levels as necessary.”  

 

Michelmersh Brick Holdings (MBH).  

21 October, Q3 trading statement. This reported that “the UK brick market has been 
experiencing falling output … The group’s ability to make the previously expected 
pricing gains in the second half has been impacted by average selling prices not rising 
to the levels anticipated and increased competition. Falling average selling prices 
across the market in 2016 suggest there will be little or no recovery in prices at the 
start of the year.” 

Michelmersh also experienced specific productions difficulties at one of its four plants. 
The combination of the market and production issues led it to “revise its financial 
expectations for the current year and believes revenue and profit will be at or around a 
similar level to 2015”. Consensus (Factset) had been for a 10% increase in revenue 
and 6% rise in PBT. The group reiterated this guidance in its pre-close update on 16 
January. 

 

  

Forterra’s initial 
conservative stance has 
meant it has avoided profit 

warnings made by rivals 
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Potentially price-sensitive future newsflow  

Company specific 

Investor Relations website: http://forterraplc.co.uk/ 

Preliminary results, 15 March; AGM and trading statement, 23 May; Interims, August. 

Government housing announcements 

There may be follow up announcements to the Housing White Paper, while the Budget 
on 8 March could outline further housing stimulus measures and possibly tax changes. 

Official statistics 

(Hyperlinks are imbedded; see full links detail at end of Appendices.)  

Brick production, deliveries and stocks. Building materials and components: monthly 
statistics, Department for Business, Energy & Industrial Strategy (normally the first 
Wednesday of each month). 

Housing starts, probably the key driver of brick demand. Live tables on house building, 
The English statistics are much more up to date than the other Home Nations, Table 
213 (non-seasonally adjusted) and Table 222 (seasonally adjusted) (normally the last 
Thursday in February, May, August and November. 

Secondhand housing market (important for RMI).  

Mortgage advances for house purchase (lead indicator): High Street Banking, British 
Bankers Association (normally middle of last full week of each month).  

Housing transactions: Number of property transactions completed in the UK with value 
of £40,000 or above, HM Revenue & Customs (normally second last week of month). 

General housing market conditions: Residential Market Survey, Royal Institution of 
Chartered Surveyors (normally second Thursday of each month, registration required) 

Also general housing market commentary in the Halifax and Nationwide monthly price 
reports. The following major agents also publish regular in-depth research and 
commentary on the housing market: Savills, Knight Frank, JLL and CBRE. 

Housebuilding commentary 

Results and trading statements from the major housebuilders (for volume outlook) and, 
in the case of merchants (useful clues as to stocking levels, pricing etc), Travis 
Perkins, UK number one (TPK) and Anglo-Irish Grafton, plus limited commentary from 
French materials giant Saint-Gobain, which owns the UK number two Jewson. 

Useful journals (most require subscriptions or registration) 

National: all the ‘broadsheets’ have property correspondents who regularly report on 
the housing market. 

Trade: Estates Gazette, Property Week, Building, Inside Housing (mainly social), 
Builders Merchants Journal. 

  

http://forterraplc.co.uk/
https://www.gov.uk/government/collections/building-materials-and-components-monthly-statistics-2012
https://www.gov.uk/government/statistical-data-sets/live-tables-on-house-building
https://www.bba.org.uk/news/statistics/high-street-banking/
https://www.gov.uk/government/statistics/monthly-property-transactions-completed-in-the-uk-with-value-40000-or-above
https://www.gov.uk/government/statistics/monthly-property-transactions-completed-in-the-uk-with-value-40000-or-above
http://www.rics.org/uk/knowledge/market-analysis/rics-residential-market-survey/
http://www.savills.co.uk/research/uk/residential-research.aspx
http://www.knightfrank.co.uk/research
http://residential.jll.co.uk/new-residential-thinking-home/research
https://www.cbreresidential.com/uk/en-GB/research
http://www.estatesgazette.com/
http://www.propertyweek.com/
http://www.building.co.uk/
http://www.insidehousing.co.uk/
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Forterra’s products and markets 

Forterra revenue by product and end market 

  

Source: Company presentation, H1 2016 

Forterra supplies bricks, concrete blocks and other mainly structural products for the 
construction industry, house building and refurbishment in particular. It used to be part 
of the Anglo-US Hanson conglomerate and grew largely through a series of 
acquisitions. It is currently the UK’s second biggest UK brick manufacturer by volume.   

Forterra: Key events 

 

1960s Hanson's UK Building Products division formed 

1968 Hanson acquires Butterley Company 

1984 Acquires London Brick 

2002 Acquires Marshalls Flooring 

2005 Acquires Marshalls Clay Products and Thermalite  

2006 Acquires Red Bank Manufacturing Company and Formpave Holdings 

2007 Acquires Structherm Holdings  

 Hanson sold to HeidelbergCement Group for £8bn 

2015 Heidelberg sells HBP and Hanson's North American building products business 
to Lone Star Funds for US$1.4bn 

 Both UK and US divisions rebranded as Forterra 

2016 Admitted to the London Stock Exchange, 21 April. 70 million shares admitted 
out of a total of 200 million, at 180p per share, valuing group at £360m. 

Source: Company website, Progressive Equity Research 
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Product overview: much more than a brick maker 

Although Forterra is most associated with brick making, it offers a wide range of 
complementary block, paving and bespoke components suitable for many housing, 
commercial and industrial applications, as demonstrated in this company presentation 
slide.  

 

Bricks 

Clay bricks are the facing materials used in at least 75% of UK housing, according to 
the English Housing Survey (see Appendix 3, page 61). Forterra manufactures three 
main types, with different characteristics, production processes and end uses – and 
prices. Put simply, bricks are made by moulding different consistencies of clay then 
firing them at high temperatures in kilns, to make them permanently hard. Unlike other 
facing products, once fired, the colours of clay bricks are set in perpetuity. 

Fletton: from industry’s cheapest to highest margin (capacity: 130 million) 

‘Fletton’ bricks, under the London Brick brand, were used widely in the post war house 
building boom, since they were cheaper than rival products to fire due to the high 
naturally occurring carbon content in Forterra’s exclusive Fletton clay reserves around 
Peterborough. Flettons were used in over 5 million new homes; now they are usually 
required by local planners for any home extensions to match the existing bricks. They 
are recognised by their pyramid-shaped ‘frog’, the carbon particles give the surface a 
mottled appearance. Ironically, this has meant they are now sold at a premium to 
Forterra’s other main ranges (see chart, left, from Forterra’s interim results 
presentation). The typical price is £940/000 (according to a survey of merchant quotes, 
although this is a retail price, while prices of other products are ‘trade’ prices). Despite 
accounting for only c. 7% of total UK brick industry usage, the higher prices and lower 
costs mean they command significantly higher margins in the case of Forterra.  

The material of choice for 

British housing 

 

Graphic from Forterra’s Interim 

results presentation 

A complementary range of 
products for house building 
and refurbishment, as well 
as other construction 

sectors 
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Wire-cut – the new product of choice for volume housebuilders (335 million) 

Wire-cut, or ‘extruded’ bricks are now the products used most by housebuilders, due to 
their modest price, c. £390/000 (same source as above, but this is ‘trade’ rather than 
the retail price quoted for Flettons), good technical characteristics and uniform 
dimensions. The clay is extruded through dies in a rapid and constant flow and are cut 
into shape by passing the column through wires, which can apply different textures. 
The clay has a lower water content so is faster to fire, therefore the bricks require less 
energy input. Wire-cut bricks account for almost two-thirds of UK brick sales. 

Soft mud – the aesthetic choice (105 million)  

Soft mud or ‘stock’ bricks replicate the traditional methods of manufacture: hand 
‘throwing’ or ‘pressing’ the clay into moulds. The clay has a higher moisture content, so 
throwing (literally dropping a dollop into the awaiting mould) or pressing (applying more 
even pressure) results in varying degrees of surface folding, which gives a wall of 
bricks greater variety – a plus for many architects. There is also a greater variation in 
colouration in each batch than with wire-cut. They are more expensive, approximately 
£430/000, reflecting slower production and greater energy requirement. As such they 
tend to be specified for more up-market housing or commercial developments or in 
areas with more sensitive planning restrictions. 

Forterra’s main brick types  

  
 

Fletton Wire-cut, Harrow Multi Red Soft mud, Ecostock selection 

Source: Company web site 

Specials – all shapes and sizes 

Forterra also manufactures a wind range of special shapes, that can be used for a 
wide range of architectural details, such as corners of walls, window surrounds and 
architraves. The images, below show a selection of specials and (right) how ‘squints’ 
(top course) and ‘dog legs’ (second top course) are assembled to achieve an oblique 
angled corner in a wall.  
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Forterra specials  

  

Source: Company website 

 

  



3 March 2017 

 

 
18 

Forterra range: cuts across the ‘classes’ 

The company offers a total range of over 140 bricks, excluding specials, based on the 
following criteria, available on the website’s ‘Brick Selector’. Wire-cut is the mainstay of 
the volume housebuilders, while pressed and thrown are soft-mud bricks. 

Forterra’s mainstream brick choices 

Colours Red, buff, yellow, brown, blue, grey 

Textures Smooth, printed, light, heavy, pressed, thrown, tumbled 

Process Wire-cut, pressed, thrown 

Brands Extruded (wirecut), Ecostock (thrown and pressed), London Brick (inc Flettons) 

Sizes Two main, 102.5 x 215 x 65 mm and 102.5 x 215 x 73 mm plus specials 
 

Source: Brick Selector on Forterra website 

All three main rivals produce both soft mud and wire-cut bricks as their main ranges 
However, various manufacturers produce niche products, such as high strength 
engineering brick (normally a trademark blue). Ibstock, Michelmersh and a number of 
the smaller rivals produce small quantities of handmade bricks.  

Now that the spike in imports appears to have died down, most products coming into 
the UK appear to be unusual shapes and colours that are more common on the 
continent but chosen by architects to add aesthetic flair to commercial and other 
buildings. Examples include thin ‘Roman’ style bricks and glazed bricks.   

UK brick making capacity 

  

Source: Company presentations, Progressive Equity Research  
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Concrete blocks  

These are usually hid from sight, within the inner ‘skin’ of walls. There are two main 
types of concrete block: aerated and aggregate 

Aerated – lightweight and insulating  

Aerated blocks are lightweight, low density blocks, approximately 460 - 750 kg/m3, 
which consist of cement, lime, pulverised fuel ash (PFA) and powdered aluminium. 
The distinctive property are their multiple closed air pockets, giving them good 
insulating properties and making them lighter and easier to lay and can also be easily 
sawed into shape. They are particularly suitable for housebuilding.  

They are manufactured in an 'autoclaving' process, involving heating with high 
pressure steam in large steel compartments. The hydrogen bubbles are formed from 
the reaction between the aluminium particles and the alkaline liquid and the mix 
gradually stiffens to form what is termed a ‘green cake’.  

Forterra's Thermalite brand is the UK's number two, after Celcon (owned by H+H), with 
a 35% market share. 

Aggregate – heavy and strong 

There are two types, lightweight aggregate blocks, 650 - 1,500 kg/m3, and dense 
aggregate blocks, 1,800 - 2,100 kg/m3. They have stronger load-bearing properties 
and good sound insulation. They are manufactured by moulding concrete then 'curing' 
them in low pressure heated kilns.  

Precast concrete producers market shares: aerated, LHS; aggregate1, RHS 

  

Source: H1 2016 presentation. 1 within SE and E England  

Bespoke products  

These are complementary products manufactured by Forterra, largely the result of an 
acquisition drive by Hanson from 2002 - 2007. They are generally aimed at the 
housebuilding and RMI markets, and share the same distribution channels - either to 
developers or builders' merchants - as the core brick and block products. At the interim 
results, the company announced it was to dispose of the Structherm insulated external 
wall panel business, which has now been completed. 
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Precast concrete. Products include Jetfloor insulated ground floor panels and other 
precast products including staircases for a range of building types, including residential 
and commercial. A highly competitive market. 

Permeable concrete block paving. Formpave brand. Includes patented urban 
drainage systems which are permeable (allowing water to disperse gradually – thus 
reducing flood risk) as well as standard block paving. Caters for both the commercial 
and housing markets 

Chimney and roofing systems. Red Bank Brand. Components include fire-backs, 
clay and concrete flue liners, chimney pots and terminals. These are primarily used in 
the renovation of pitched roofs in low-to-midrise housing. They are usually sold to 
merchants and specialist roofing suppliers for distribution to end customers. 

Main brick rivals 

Ibstock 

Formed in the 19th century as a coal mining company, it steadily developed into clay, 
becoming Ibstock Brick & Tile Company. It listed on the London Stock Exchange in the 
1960s and expanded through a series of acquisitions. In the 1970s it merged with 
Johnsen, Jorgensen & Wettre, a UK brick and Portuguese paper group (subsequently 
disposed), to become Ibstock Johnsen. During the rest of the decade, the group made 
further brick acquisitions in the UK, the Netherlands (subsequently disposed) and then 
the US.  

In 1982 London Brick attempted to acquire Ibstock, which led to a counter bid from 
Redland, which was subsequently withdrawn. LB later made an unsuccessful revised 
bid, but the company was eventually acquired by Hanson. Redland was in turn 
acquired by Ibstock in 1996. 

In 1998 Wienerberger took a 29.8% stake in Ibstock. The following year CRH acquired 
a 50.2% stake and then took complete control. CRH’s concrete activities were merged 
with Ibstock’s and several other specialist brick and concrete acquisitions followed. 
Ibstock was acquired by PE group Bain Capital in December 2014 and was IPO’d the 
following October. 

In addition to the UK brick activities, the group also includes US brick maker Glen-
Gery, UK precast concrete manufacturer Supreme and Forticrete, a UK manufacturer 
of concrete substitutes for natural stone walling and niche concrete roof tiles.  

Wienerberger 

The world’s largest brick manufacturer, based in Austria, with operations in 27 
countries, including western and eastern Europe and the US. The UK is the biggest 
operation in western Europe. It has been at various points the biggest importer of 
bricks into the UK. Other products include clay blocks, clay and plastic pipes and 
concrete paviours. In 2002 it acquired Hanson’s brick activities in continental Europe.   

Michelmersh Brick Holdings 

The company was formed in 1997 through the acquisition by Chairman Eric Gadsden 
and Joint CEO/Deputy Chairman Martin Warner of two brickworks in the Home 
Counties and subsequently grew organically and by three acquisitions. The output is 
weighted more to higher value bricks, often for RMI or high value newbuild 
developments.  

including handmade, for renovation and specialist design than housebuilding, which is 
the main destination for the top three producers. Gadsen and Warner respectively hold 
27.8% and 6.6% of the company’s shares. 

UK’s number one has had 

active corporate past 

World’s number one, and 
has been a major importer to 

the UK 

Niche producer, focused on 

higher priced bricks 
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A consolidated sector 

The sector has witnessed a steady process of M&A activity in recent decades, 
resulting in three companies holding the lion’s share of capacity. 

Main brick company acquisitions 

Ibstock  

1994 Scottish Brick 

1995 Tarmac Bricks (including Westbrick, South West,  Nottingham Brick, Dorket Head, 
Innes Lee and Severn Valley) 

1995 Centurion 

1996 Redland Bricks 

1999 Hepworth Brick 

2002 Kevington Building Products (specialist shapes and complementary products) 

2015 Manchester Brick & Precast (brick-faced precast arches) 

Forterra 
 

1968 Butterley Brick Company 

1984 London Brick Company 

2005 Marshalls Clay Products 

2006 Red Bank’s brick manufacturing operations 

  

Wienerberger 

2001 Optiroc, northern European brickmaker with sales channels in UK 

2004 The Brick Business, an independent group founded in 2002 through the merger of 
Ambion Brick and Chelwood Brick with nine plants (capacity 340 million) 

2004 Ockley plant (capacity 40 million) 

2008 Baggeridge Brick 

  

Michelmersh 

1999 Charnwood (including handmade bricks) 

2000 Blockleys 

2010 Freshfield Lane Brickworks 
 

Source: Company websites, Progressive Equity Research 
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A disciplined sector 

The sector also appears to be more disciplined than in past cycles. Following the 
Financial Crisis, brick manufacturers closed or mothballed some 800 million of capacity 
to a low point of 1.8 billion in 2013. Even with the modest expansion since then and 
planned additions, total industry capacity will remain some 15% below the last peak. 

The new expansion being planned, such as Ibstock’s 100m plant at its base at Ibstock 
in Leicestershire (under construction, completion expected H2 17) and Forterra’s 100m 
facility at Swillington (still to be approved) will be highly efficient. Both companies 
demonstrated in 2016 that they could quickly flex production to changing market 
conditions by temporarily mothballing plants. Importantly, the plants that were being 
mothballed were less efficient and they can be brought back on-stream within a few 
weeks.  

Brick making capacity 

 

Source: Estimates based on company releases, Progressive Equity Research  
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Main producers compared and contrasted 

Forterra differs from its two main peers, Ibstock and Wienerberger in that it is 100% 
UK. It also produces a broader range of masonry products than its rivals. 

Also notable is Forterra has the highest capacity per plant, on average – 61 million pa 
per plant, significantly higher than, for instance, Ibstock’s at 43 million, according to 
Forterra’s H1 2016 results presentation. 

Top four UK brick producers compared 

 Ibstock Forterra Wienerberger Michelmersh 

Ticker IBST.L FORT.L WIE.VI MBH.L 

IPO’d  October 2015 April 2016 1869 1997 

Market cap (£m)  805 390 €2,170m 41 

Revenue, latest year (£m) 413 1 290 €2,972 29 

UK/ total revenue (%) 81%1 100% 25% 100% 

UK EBITDA margin (%) 29.8% 24.2% na 20.2% 

UK product 
split (%) 2 

Bricks 
Blocks 
Other 

73% 
- 

27% 

47% 
27% 
26% 

96% 
- 

4% 

100% 
- 
- 

UK brick capacity (mT) 820 569 469 80 

UK brick plants 19 9 9 4 

Net debt – latest (£m) 161 119 €550m -2.7 (cash)  

Pension deficit - latest (£m) 19.4 
(DB3) 

None  
(DC scheme) 

€168m na 

Last statement 16 January (TS) 13 January (TS) 22 February (FY) 21 October (TS) 

Next results 7 March (FY) 15 March (FY) 10 May (Q1) 20 March (FY) 
 

Source: Company presentations and websites, Factset, Progressive. 1 12 months trading period ended 31 
December; 2 latest period; 3 DB = defined benefit, closed to future accrual from 31 January 2017; DC = defined 
contribution; TS = trading statement. 
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Average capacity per plant (million bricks pa) 

 

Source: Forterra presentation, Progressive Equity Research 

 

Top three producers’ brick plants 

 

Source: Forterra presentation 
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Private companies: mainly niche producers 

As well as the top four manufacturers, there are just over a dozen mainly much smaller 
privately owned producers, around half the number reported in a Competition 
Commission survey in 2007. The two largest are Scotland’s only producer, Raeburn 
Brick – which we estimate has capacity of around 30 million and latest revenue of 
£17m – and Yorkshire-based Carlton Brick, which reported annual output of c. 37 
million bricks in the year to March 2015, generating revenue of £14m. Both produce 
wire-cut bricks, the mainstream product for most volume housebuilders.  

Most of the rest produce a variety of specialised output including handmade, special 
shapes, traditional regional ranges and even wood-fired ranges. They all appear to 
operate from sole plants, with most stretching back over 100 years.  

Given the specialist nature of these companies, we cannot envisage any but the two 
biggest firms being capable of destabilising broader pricing power – whereas in other 
related sectors, such as builders’ merchants and DIY, smaller competitors can often 
provide stiff price competition, in our view. 

 

Smaller private brick companies 

Manufacturer Main ranges Location Revenue 
(£m) 

Bulmer Brick &  
Tile Co 

Handmade, specials, terracotta Suffolk  

Carlton Brick Mainly wirecut S Yorks  

Coleford Brick & 
Tile 

Facing bricks, specials, pavers, floor tiles Glos 14.3 

Furness Brick &  
Tile Co 

Facing bricks, specials Cumbria  

HG Matthews  Handmade, glazed, woodfired bricks, pavers Bucks   

Ketley Brick Co  Staffordshire blue and reds, roof tiles W Midlands 

Matclad  Soft mud brick slips  Wrexham 2.8 

Northcot Brick Handmade, wirecut, specials, reclaimed bricks Glos 

Raeburn Brick Wirecut, commons, engineering  Lanarkshire 6.2 

WH Collier Handmade Essex 16.6 

York Handmade Handmade, specialist machine-made, specials, 
reclaimed bricks, terracotta flooring tiles 

N Yorks   

Imperial Bricks Handmade, wirecut, pressed, slips Shropshire 

 

Source: Brick Development Association, websites, Companies House 
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Construction outlook 

New housing: steadily growing, with more to come? 

The key market for Forterra is UK housebuilding, which accounted for 55% of revenue 
in 2015. The most widely followed indicator of impending demand, in our view, is 
housing starts. The annualised run rate has been steadily improving since mid-2009 
when the total for the UK fell to 102,070, reaching 176,960 in the 12 months to Q2 
2016 (below left).  

English statistics are the most up to date, in the UK and these show that, although YoY 
comparisons have been volatile, probably because uncertainties pre- and post-Brexit, 
Q4 2016 showed a 6% increase over the same period in 2015 (below right). 

Housing starts: UK, 12 ave (left); England, YoY change, % (right)  

  

Source: ONS 

We believe the momentum will continue into this year, with most of the national 
‘volume’ housebuilders giving guidance of around 5% volume growth for 2017. 
Moreover, we believe that alternative providers of new homes, such as build-to-rent 
developers, will start making an impact in overall production.  

This should still be supportive of brick demand. The chart below maps the close 
relationship between housing starts and brick deliveries. Over time, the two trends 
have closely followed each other. However, where there has been divergence over the 
past 10 years it has more often been that deliveries have lagged starts rather than 
vice-versa, leading to periods of relative shortages of bricks. Although the apparent 
over-stocking over the past year has been notable, it has been considerably less 
extreme than, say, in the aftermath of the 1990s housing crash. 
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Housing starts vs brick deliveries 

 

Source: ONS 

Major housing investment could boost demand further 

Longer-term, demand could rise significantly even if the initiatives in the 7 February 
Housing White Paper prove even partially successful. We examine these programmes 
– and their potential impact on brick demand – from page 34. We expect a large 
proportion of this work to be carried out by alternative providers to volume 
housebuilders – which may face a degree of price competition from them. UK brick 
producers may be the best way to play the ‘housebuilding volume card’ in our view. 

London high-rise residential sector to be the main laggard 

The one area of housing where we believe there could be a serious reversal is in the 
what has been the massive growth area of highly priced, high-rise apartment blocks in 
a number of areas of central and inner London. It appears that this phenomenon has 
been driven by overseas-based ‘off-plan’ investors and largely foreign-backed 
developers. The long lag between building work starting and completing, implicit in 
tower block, has led to the situation that over 60,000 units are under construction in 
London, according to property data specialist Molior London. However, the number of 
completions has only started to rise in recent quarters. 

Various factors will contribute to what we believe will be a major reversal: 

▪ The imposition of progressively higher Stamp Duty levels for properties at around 
the £1m mark and above and, more damaging, an additional 3% for second homes 
and investment properties – the main driver, according to most commentators, of 
the London boom. This, however, is a one-off capital charge; private buy-to-let 
investors also face punitive income tax changes, which could make their properties 
loss-making on a month-to-month basis. 

▪ Uncertainty for the financial services industry in particular following Brexit. 

▪ Off-plan ‘buyers’ not completing and financial problems forcing developers to sell 
large portfolios. We are only beginning to see signs of this. Most buyers of 
apartments appear to have put down deposits of only 10 - 20%. Developers, which 
have mostly incurred serious cost inflation during construction, may struggle to 
secure final payments and this could cause financial challenges 

▪ Falling rental levels in London. Counter-intuitive as it may seem – given the lack of 
affordability in buying properties – London is the only area of the UK to see 
downwards pressure on rent levels, according to the Royal Institution of Chartered 
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Surveyors. We see this as mainly resulting from the growing overhang of rental 
apartments in new build towers and also from those investors that rushed to beat 
the Spring 2016 Stamp Duty deadline, without sufficiently researching rental 
demand   

A different approach for London 

This potential sharp reversal may not spell a total collapse in housebuilding in the 
capital. In fact, brick demand may even benefit overall. Casual observation indicates 
that most towers were clad in materials other than brick. Housebuilders have reported 
a high degree of demand for the newly introduced London Help to Buy, which provides 
a 40% ‘equity loan’ rather than 20% available in the rest of the country and which had 
had little take-up in London until the new category was introduced. This is aimed 
overwhelmingly at first time buyers and is available on properties up to £600,000.This 
should boost housebuilding in Zones 3 and beyond, on 24 month basis, according to 
most housebuilders, and the types of property are likely to be more traditional low-rise 
types, which are more likely to use bricks, we believe. 

An even greater – but longer-term – impetus to mass housing construction to the 
capital should come from the major investment programmes being introduced by the 
government and London Mayor Sadiq Khan. 

Impact on Forterra. New housing is the largest end use category for Forterra, at 56% 
of sales in H1. Bricks are the major beneficiary of housing development, with the main 
exception being high-rise. If housing starts do rise, as we anticipate, over the long 
term, it should translate into higher brick demand. The chart below demonstrates the 
close correlation between housing starts and brick deliveries, with any deviations 
representing periods of de-stocking and re-stocking. Other Forterra products are likely 
to benefit from any increases in housebuilding. Concrete blocks are an obvious 
material, especially for lower-rise buildings, although we suspect there could be some 
substitution from off-site methods. A wide range of the group’s Bespoke Products 
division’s output is suitable for housing. Paving and drainage products are among the 
basic infrastructure products offered by Forterra that are required on sites. 

However, the large-scale programmes envisaged by the government should bring with 
them much wider ranges of public, employment and leisure facilities and associated 
infrastructure. 

Repair, maintenance and improvement: steady earner 

Residential RMI use accounts for an estimated 38% of Forterra’s end use, according to 
the group. However, we believe it may provide a greater proportion of the profit during 
much of the cycle, since Forterra’s high margin Fletton bricks are used overwhelmingly 
in home improvement work, to match existing brickwork.  

Private housing RMI has demonstrated far less volatility during past cycles than private 
new housing and is generally driven by overall GDP growth and, for the ‘I’ in RMI in 
particular, by consumer confidence, in our view.  

‘Cheaper’, lower 
developments – backed by 
London Help to Buy – may 

be better for brick makers 

RNI accounts for lower 
sales, but potentially higher 
margins, due to Fletton 

effect 
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Housing output: new build vs RMI 

 

Source: ONS 

Impact on Forterra. The most lucrative effect on profits, as argued, should be on 
demand for Flettons, for home extensions. However, for pre-War homes, soft mud and 
other Ecostock bricks would be considered suitable by planning authorities for 
extensions. Formpave paviors and complementary drainage are other ‘large ticket’ 
items in house improvement offered by the group. Various other suitable value-added 
Bespoke Products ranges include chimneys and special shaped bricks for walls and 
landscaping. 

Other sectors: industrial and infrastructure lead the way 

At the 17 November capital markets day at Measham, CEO Stephen Harrison told 
analysts and investors “there is the opportunity to introduce products for non-housing 
uses”. We believe this is likely as both organic product introductions and bolt-on 
acquisitions. One more likely possibility, in our view, might be for infrastructure-related 
products; this is the sector which appears to be most decoupled from the consumer 
and credit cycles that heavily influence both private house and office building activity.  

This would appear to fit in with our relatively upbeat longterm outlook for infrastructure. 
The outlook for other sectors is mixed, in our view. However, we would highlight the 
following broad trends, in descending order, based on our view of the mid-term 
outlook. 

▪ Industrial & logistics: we believe this demonstrates the best mid-term outlook, ie 
over the next three years. This sector is likely to be huge demand for logistics to 
support online retail, not just for major ‘hubs’, such as for Amazon and John Lewis, 
but also for smaller local mini-hubs, to support same day delivery. However, 
research by Savills and other agents indicate that very few facilities have been built 
to cope with the burgeoning demand. A possible new trend, just beginning to be 
considered, is for metropolitan authorities to insist that major logistics operations, 
like delivery services and materials provisions for large construction projects are 
‘consolidated’ outside city centres in order to cut down on the number of road 
transits.   
 
Impact on Forterra. Comparatively modest in terms of industrial building 
themselves, since many industrial buildings are constructed from steel, although 
many do use brick and/or block. Formpave and related drainage products are a 
regular feature of parking areas. 
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▪ Infrastructure: This is a major government target for longterm growth, highlighted in 
the Autumn Statement. In addition to High Speed 2 and 3 (the latter linking the 
northern English cities); the Hinkley C nuclear power station Heathrow’s third 
runway, the government is supporting major road building programmes and rail 
ugrades across the UK. There is also likely to be considerable infrastructure work 
included in the major regeneration projects which look likely to be the centrepiece 
of the government’s Housing White Paper. 

Impact on Forterra. Although Forterra does not disclose infrastructure as one of its 
three main end markets (residential new build, residential RMI and commercial) in 
its results presentations, it does produce products addressing this market, including 
retaining walls, prefabricated bridge decks and box culverts (pre-cast concrete 
conduits mainly to enclose flowing water, such as storm water, covered streams or 
drains). 

▪ Offices: the outlook appears mixed, in our view. Although there is significant 
uncertainty concerning about the eventual impact of ‘passporting’ on London’s 
financial services sector ahead of Brexit negotiations, and considerable volumes of 
office space still under construction, some major developments, such as the 278m 
tall ‘Pinnacle’ at 22 Bishopsgate are still pressing ahead. These, however, make 
little use of brick. Researchers at agents, such as Savills, are suggesting a more 
promising mid-term outlook for office building in some of the regional cities. This 
reflects more favourable demand-supply balances and better rental returns. These 
regional offices are generally lower in height and, it would seem, more likely to be 
faced in brick or brick slips. (Another area within the official private commercial 
classification is leisure, ranging from stadiums to cinemas, and we envisage steady 
growth here.)  

▪ Retail: the outlook for retail looks fairly bleak, in our view, as more shopping is 
going online (supporting logistics space) and supermarkets appear to be out-
manoeuvred by the ‘discounters’. 

▪ Public non-housing: this is another sector where the prospects look poor given the 
level of spending cuts that are likely in any public capital projects other than the 
government’s priorities of housing and infrastructure.  

Impact on Forterra. Regional offices retail and public non-housing involve a similar 
broad range of products, in addition to bricks and brick slips, include flooring 
beams, stairs and landings and bespoke precast concrete. 
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Market theme 1: short-term, stock levels falling 

Ibstock and Michelmersh have both blamed high levels of inventories held by builders’ 
merchants for depressing their sales in profit warnings last year. Forterra referred to 
the situation in its own statements, but without reducing earnings guidance. The group, 
however, took swift action, temporarily moth-balling its Accrington and Claughton 
plants, which had a combined capacity of 90 million bricks per year.  

The reason given by the manufacturers for this increase in inventories held by 
merchants was that they had over-ordered in the immediate aftermath of a rush to buy 
following the introduction of Help to Buy in spring 2013. We believe there could still 
also be significant levels held by housebuilders themselves, a number of which appear 
to have over-ordered directly from various sources, including importers during 2013 
and 2014. 

It is hard to ascertain how many bricks are held nationally by merchants, but it appears 
that stocks held by manufacturers themselves have been falling decisively over the 
past six months or so. This suggests that levels held by merchants has, in fact been 
falling steadily.  

An estimate of manufacturers’ brick stock is released every month by the Department 
for Business, Innovation & Skills, along with brick deliveries and production (the 
estimate is, in fact, the cumulative difference between the two). 

The latest data, for December, shows stocks of 531m, this is 16% below the recent 
peak in May 2016. This is 64% above the low point of 323 million in October 2014 
(below, left). However, that was the end of a period of apparent over-ordering in the 
aftermath of the introduction of Help to Buy. Inventories began to grow from then as 
customers adjusted to what appeared to be over-ordering. The YoY rate of change is, 
we believe, a more representative, but lagging, indicator, since deliveries have a 
marked degree of seasonality. This had widened steadily to +64% October 2015. The 
rate of increase ,however, has been narrowing ever since and reversed in December 
2016, at -5.4% (below, right). 

Brick stocks and deliveries (left); Brick stocks, YoY change, % (right) 

 
 

Source: Department for Business, Energy & Industrial Strategy 

A measure used widely in the brick industry is the ratio of stocks to total annual 
deliveries, expressed in weeks, and this has fallen from over 25 weeks to a more 
comfortable rate of below 15 (we again use the more representative, but lagging, 12 
month rolling total rather than the more volatile monthly comparison.)  

Steady fall in brick stock 
levels following roller-
coaster ride in wake of Help 

to Buy ‘panic’ 
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Stocks/deliveries (weeks) 

 

Source: Department for Business, Energy & Industrial Strategy.  
1, based on latest month of deliveries x 12; 2, based on rolling 12m deliveries 

Production curbed and imports fall 

We believe there are two main reasons for the improving position in stock levels. The 
main one, in our view, is that manufacturers have been curbing their own output, while 
deliveries show signs of having improved on a YoY basis. Forterra appears to have 
been the first to rein in production. The company announced in July that it was to 
temporarily mothball two plants, Accrington and Claughton, with a combined annual 
capacity of 90 million bricks, 16% of the group’s capacity. (These were among the 
group’s smallest and least efficient plants). Ibstock also indicated that it would consider 
curbing production. 

The impact can be seen in data showing that, for several months, there have been 
YoY increases in deliveries but mainly YoY declines in production (below, left). 

Brick production and deliveries (left); value of imports (right) 

  

Source: Department for Business, Energy & Industrial Strategy 

The other principal reason, in our view, is imports have been declining since mid-2015 
(above, right).  
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There had been a sharp increase following the introduction of Help to Buy in Spring 
2013, but this showed signs of stabilising even ahead of the vote to leave the EU. The 
sharp reduction in the value of Sterling made the cost of imports commensurately more 
expensive. 

We believe, however, that there will remain a modest demand for imports, mainly 
driven by architects specifying particular shapes, colours and finishes, principally for 
commercial and high end housing projects, in which case the extra cost will make little 
difference to overall construction budgets. 

 

  



3 March 2017 

 

 
34 

Market theme 2: Government ‘de-bottlenecks’ housing 

The 7 February Housing White Paper could not be blunter. “This country does not 
have enough homes … It’s a simple statement of fact,” communities secretary Sajid 
Javid writes at the beginning of the 104 page consultation document. A number of 
observers, some from rival lobbying groups, have claimed the proposals on expanding 
and speeding up housing delivery are not “radical” enough; we believe, however, that 
they could make a meaningful contribution over time to increased housebuilding 
volumes.  

Several fairly radical pledges, particularly new funding packages worth c. £8.7bn, were 
already made prior to the White Paper (see below). The report itself was delayed for 
months, held up in deliberations between government departments and in Number 10 
Downing Street. But we see the end-result as possibly epitomising Prime Minister 
Theresa May’s style of government: pragmatic and practical rather than revolutionary. 
We interpret it as an enabling document, outlining fairly detailed proposals to unlock 
‘pinch points’ in local government and among developers. It appears that the 
government sees virtue in ‘de-bottlenecking’ rather than further wholesale change – 
not unlike Forterra’s approach to capital investment. In addition to support for councils 
and developers to overcome obstacles, a wide range of sanctions are also suggested 
if production is not increased. 

The overarching theme appears to be a far more ‘tenure-neutral’ approach supporting 
a wide range of providers including Build-to-Rent, housing associations and small and 
medium enterprises (SMEs) in addition to private housebuilders providing traditional 
homes for sale. In this respect, it is a radical departure from the Cameron 
administration’s arguably dogmatic preoccupation with home ownership and private 
sector delivery, particularly through Help to Buy. 

Main proposals 

We believe the White Paper will deliver significantly more homes than would be built 
under the status quo. We estimate that, based on admittedly broad assumptions, this 
could add almost 100,000 to housing starts by 2021 and almost half a billion bricks.  

We see four main levers the White Paper proposes to increase housing production: 

1. Make more land available with planning permission. This requires local 
planning authorities to provide robust five year plans for housing delivery as well as 
releasing more public and brownfield land.  

▪ By April 2018 there will be a standard methodology for assessing new housing 
needs for each authority 

▪ Greater transparency of land ownership and control will be required 

▪ Authorities will be expected to have a clear strategy to maximise the use of 
undeveloped land in their area 

▪ The National Planning Policy Framework (NPPF) will be amended to ensure that 
there will be a presumption that brownfield land is considered suitable for housing 
unless there are specific reasons to the contrary (such as flood risk) 

▪ More public land should be released for housing. The Government aims to release 
public sector sites with capacity for 160,000 homes during this Parliament; local 
authorities are working on parallel land for a further 160,000. All local authorities 
will be expected to dispose of land over which they have granted planning 
permission, possibly even if they receive lower than anticipated payments 

▪ The government will legislate for New Town Development Corporations to expedite 
new strategic communities.  

Unambiguous view from 
Housing White Paper: “This 
country does not have 

enough homes” 

Pragmatic and practical, 
rather than revolutionary or 

dogmatic 

A possible extra half billion 

bricks by 2021 

https://www.gov.uk/government/publications/fixing-our-broken-housing-market
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2. Removing obstacles to planning and building. Many of the proposals 
address specific obstacles to development that authorities or developers have claimed 
over the years, not least the much-reported plight of the great crested newt. To an 
extent, we see this as government ‘calling the bluff’ of both groupings. 

▪ Improve the capacity of planning departments by, for instance, allowing them to 
increase fees by 20% or even 40% for those with the greatest workloads. There will 
also be £25m of new funding for planning departments of “ambitious” authorities in 
areas of high housing need. 

▪ Deterring unnecessary planning appeals that take up planning resources, while not 
discouraging SMEs from bringing forward “legitimate” appeals 

▪ Greater support for developments through the £2.3bn Housing Infrastructure Fund 
(see below) and policies to ensure that utilities planning and delivery keeps pace 
with housebuilding 

▪ Streamlining the licensing system for managing colonies of great crested newts and 
other species, which quoted housebuilders have frequently blamed for 
development delays 

▪ Simplifying developers’ ‘planning gain’ contributions, either through Section 106 
requirements or the Community Infrastructure Levy. 

▪ Tackling skill shortages (clearly a huge issue in itself, we believe) 

3. “Holding authorities and developers to account”. Parallel to an attempted 
removal of obstacles to development, the White Paper then goes into detail on how it 
will tackle  developers and local authorities that do not deliver homes to preordained 
timetables. We detect a notably combative choice of language in this section of the 
report.  

▪ Government “will require more information to be provided about the timing and 
pace of delivery of new housing”. This will be achieved through more transparent 
data, which will “empower councils and communities to challenge developers on 
their performance and consider what if any further action is necessary” 

▪ “Sharpen local authority tools” during the planning process, including judging 
“whether an applicant’s track record of delivering similar housing schemes should 
be taken into account when determining planning applications” 

▪ ‘Use it or lose it’ powers. It is proposed that, once planning has been granted, the 
timescale to start building should be shortened from the current default of three 
years to two and that consent could be removed for the remainder of a site if the 
initial phases have stalled. The government “propose to encourage more active use 
of compulsory purchase powers on stalled sites”. 

▪ Publishing ‘housing delivery tests’ to track and publish housing delivery against 
each local authority plan. From November 2017, for instance, if delivery falls below 
95% of an authority’s annual housing requirement, it should publish an action plan. 
There is a sliding scale of more direct interventions that would have to be made if 
lower percentages were achieved. 

4. Encouraging new entrants. Prior to the publication of the White Paper, Javid 
and Housing Minister Gavin Barwell were quoted several times in the media indicating 
the current government was concerned that too much power was held by the largest 
private sector builders and that they were concerned that this could be limiting supply. 
The paper itself states, unambiguously: “the business model for many commercial 
developers limits the number of homes that are built”. It highlights the fact that builders 
of over 2,000 units pa accounted for 59% of NHBC registrations (the equivalent of 
housing starts) in 2015 compared with 31% in 2018. Proposals to encourage more 
diversity include: 
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▪ Encouraging SMEs via the £3bn Home Building Fund, consisting of short-term 
loans for SMEs, custom builders and what the report defines as innovators and 
long-term loans for infrastructure (see below). The Accelerated Construction will 
also support diversification  

▪ Attracting institutional investment into what had been until the rapidly evolving 
Build-to-Rent (B2R) sector. The government had already introduced £4.5bn of 
funding and guarantees to support B2R; the paper proposes changes to the NPPF 
to allow rental developers to allow affordable rental accommodation rather than 
other types of affordable housing as part of their planning gain commitments 

▪ Encourage housing associations to take a more proactive role in growing 
production volumes across a range of tenures. (Senior ministers in the Cameron 
administration, including the PM himself, openly criticised HAs on numerous 
occasions.) Proposals include modifying rent policy beyond 2020 to allow HAs to 
borrow against future income. Greater efficiencies could result from mergers 
between associations, the report suggests 

▪ A recognition of the role of local authorities to build directly or in JV, in a range of 
tenures,  after many years when ‘council house’ building has all but disappeared.  

▪ A “central role” for the Homes and Communities Agency (HCA), in co-ordinating in 
all the the Government’s housing growth strategies 

▪ The Government is clearly keen to encourage modern methods of construction, 
especially off-site manufacturing, as one of its key tenets of speeding up the 
building process. We agree there is a long-term future for off-site manufacturing, 
but believe there could be significant obstacles on the way (see page 44).   

Other features of the paper include avoiding development on the Green Belt, other 
than in exceptional cases. There appears to be a degree of backtracking on Starter 
Homes, a Cameron era legacy, offering discounted new build homes. This is now 
intended to be only for first time buyers on household incomes under £80,000 a year 
and £90,000 in London. There were no changes to Help to Buy or extending Right to 
Buy to housing association tenants – but, equally, we sensed a degree of ambiguity on 
the long-term future for what have been viewed by many as controversial policies. 

The paper is now out for consultation from interested parties, with responses required 
by 2 May.    

How many more homes (and bricks)? 

A degree of scepticism is warranted. Theresa May’s Conservative predecessor, David 
Cameron, his previous coalition government and Gordon Brown’s Labour 
administration between them have reportedly formulated dozens of housing stimulus 
initiatives since the financial crisis, mostly with limited success and often supplanting, 
rather than adding to, earlier proposals. 

The most immediate overhang from the Cameron leadership are the Starter Homes 
Initiative and any recycling of proceeds from the sale of housing association units 
under what we believe was the hurriedly devised extension to Right to Buy. We 
suspect any impact of these will be diverted into the four new programmes. 

Below, we examine the four main schemes that have been announced and where new 
funding has been outlined. We have attempted to appraise what is genuinely 
‘additional’ volume, which would not have been built otherwise, and what the phasing 
of housing starts is likely to be.  

Previous attempts to boost 
housing production have 
offered little ‘additionality’ 
and have been slow to take 

effect 
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This is by nature very ‘broad brush’, but it is informed by experience over the past 
three decades of housing policies from governments of every political hue. A general 
rule of thumb with almost every policy, in our totally subjective view, is a/ there is 
always some degree of substitution from past initiatives and b/ delivery is always later 
than government press releases proclaim. The question is: to what degree will the 
latest announcements substitute previous pledges and what degree of delay will be 
incurred. 

Our initial views are that more homes will be built, but we do not see the additional 
units having much impact until about the middle of 2018. We suspect the new homes 
will probably be smaller than average and we have applied this to our projections of 
brick demand over and above our ‘base’ forecast.  

There could be additional but hard to define benefits from faster planning and building 
rates, but we have only tried to model policies where that have a budget and volume 
target outlined by government. 

We stress that we have based our Forterra estimates on this base forecast, but 
recognise that, even during the forecast period, any widespread expectations of a 
forthcoming uplift in demand could improve pricing power 6 - 12 months ahead.  

  

Pragmatic approach 
expected to result in net 
additions, albeit from mid-

2018 onwards 
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Housing Infrastructure Fund 

Maximum value: £2.3bn. 

Target: “up to 100,000 new homes” (announced in Autumn Statement). 

Aim: “to fund a variety of infrastructure projects, including transport and utilities, where 
these will unlock the delivery of new homes, enabling economic development across 
the area.” 

Mechanism: local authorities will bid competitively for capital grants to fund 
infrastructure for sites that would not be financially viable otherwise. 

Our view: We believe this is, wholly or to a great extent, ‘new’ money. Although it is 
hard to determine whether or not sites would have gone ahead otherwise, we are 
assuming that, to qualify, local authorities and developers would have to demonstrate 
that the sites would not be viable if the full cost of the infrastructure had to be borne. In 
other words, subtracting the full build cost and target margin from the total selling price 
of the homes would lead to a negative residual value for the land. 

This, however, would appear to be a slow and possibly contentious process to 
administer. Our suspicion is that volume housebuilders involved in such projects may 
well have built the homes in any case, just in different parts of the country. As such, we 
believe a fairly large proportion of the homes would not be ‘additional’, despite the 
money being ‘new’. Therefore, our very rough initial assumption is that only c. 50% 
would be additional and that the programme would take longer to gather momentum 
than, for instance, the Affordable Housing fund.  

Affordable Homes Programme 

Maximum value: £1.4bn (additional value announced in Autumn Statement) 

Target: “to deliver 40,000 additional affordable homes”, taking the overall outcome of 
the ongoing programme, now worth £7bn, to 225,000. 

Mechanism: A straightforward increase in the capital grant to housing associations, 
which, in many cases, will be leveraged up by private sales, shared ownership and 
‘Rent to Buy’. 

Our view: Although it is hard to pick through what is genuinely new money in this 
scheme, it is funding that is being directed into major housing associations, which are 
well used to mobilising resources quickly and for which demand from potential 
applicants will always exceed supply, unlike buyers of open market properties. Our 
rough estimate is that three-quarters of the target will be additional units and that 
associations will quickly get up to maximum output.  

Accelerated Construction programme 

Maximum value: £2.0bn  

Target: Up to15,000 homes 

Aim: “to accelerate construction on public sector land”. 
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Mechanism: there are two main aims, to identify and release surplus public sector 
land and to encourage faster rates of building by encouraging innovation or by the 
Government sharing risk and reward with its partners and, importantly, to consider 
indemnifying them if homes were not sold. The stated aim is to deliver homes at up to 
double the traditional rate in commercial developments (which we estimate has been c. 
0.7 units per site per week).  

Further details of the scheme were outlined in a document from the DCLG in January. 
These include:  

▪ Public sector bodies would obtain outline planning permission and undertake basic 
site preparation, where necessary 

▪ Development partners, including SME builders or contractors, would be selected 
competitively. The successful partner would obtain full planning permission, fund 
remaining site preparation costs and cover the cost of constructing homes. In some 
cases the Government could provide indemnities in the event that homes 
constructed could not be sold 

▪ The Government and private sector partners would share profits in line with levels 
agreed through the competitive process upon the sale of homes.   

▪ Greater use of offsite methods in the construction of homes 

Our view: The indemnities could be enough to encourage developers to progress with 
large sites that would otherwise be considered too risky. It could be that little of the 
£2bn contingency fund would actually need to be spent. Therefore, our assumption is 
that roughly 75% of the target could be met. Since the whole ethos of the scheme is on 
acceleration, we see this as likely to have the earliest impact of the four initiatives, with 
some impact in 2017 - 18 and output peaking two years later. 

Home Building Fund 

Maximum value: £3bn 

Target: 25,000 homes through £1bn funding targeted at SMEs and 200,000 homes 
through the £2bn infrastructure commitment. 

Aim: “To increase the number of homes built in England” 

Mechanism: A flexible range of loan packages to meet a/ the development costs of 
building homes for sale or rent and b/ for site preparation and the infrastructure needed 
to enable housing to progress. The scheme is designed to encourage innovation, both 
in the way homes are designed and built and the way in which they are delivered. For 
instance, projects supported could include: community-led housing projects; delivering 
plots for custom and self-builders; off-site manufacturing; new entrants to the market 
and groups of small firms working in consortiums to deliver larger sites. 

Loans of £250,000 to £250 million are available, at pre-arranged interest rates, with 
smaller amounts considered for innovative housing solutions and custom builders. 
Terms will be available typically for up to five years for development finance and up to 
20 years for infrastructure loans. Finance is available to draw down up to 31 March 
2021. 

Inside Housing reported (3 October) that only £1.15bn consists of new loans, while the 
rest appears to be repackaged from existing schemes. £1bn of the new scheme will be 
available for small and custom builders, which the government estimates will generate 
25,500 new homes. A total of £2bn will provide long-term funding for infrastructure. 

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/581520/Accelerated_construction_EoI.pdf
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Our view: It is not currently apparent how much of the £1.15bn of new loans equates 
to the £1bn for small and custom builders (to generate 25,500 homes) and what might 
go into the £2bn for infrastructure. Meanwhile, there appears to be no guidance on 
how many homes, let alone ‘extra’ homes, this element of infrastructure funding will 
support.  Therefore, we are conservatively using only the 25,500 homes as our basis 
and, then, only assuming an 80% effective rate, thus ignoring any ‘additionality’ from 
the infrastructure element of the fund. 

We can envisage there will be an enthusiastic take-up from small and medium 
developers, many of which have struggled to compete in the land market since the 
Financial Crisis. Given that they would be developing smaller sites and land was 
provided with planning permission, we envisage a rapid ramp up for the scheme.  

Potential cumulative impact and timing: a tonne of bricks 

We have quantified our very broad assumptions below. 

Potential ‘additional’ housing starts and phasing 

.  

 

Source: Sources: Government announcements, Inside Housing website, Progressive Equity Research 
interpretation. 1 'Effective rate': How many new homes we estimate that will be built, that would not have been 
built without the stimulus; 2 Only the £1bn element for SME builders considered 

The cumulative effects under our assumptions will be most evident in 2019 and 2020 
(the planned year of the Election) before tailing off in 2021 and a modest vestige 
thereafter. 

Comparison to ‘base’ housing starts assumptions 

 

 

Source: Progressive Equity Research estimates 

Maximum 

value (£bn)

Target 

outcome 

(number of 

homes)

'Effective 

rate' (%)1 

2017-18 2018-19 2019-20 2020-21 Later Total

Affordable homes 1.4              40,000        75% 2,000      5,000      9,000      8,000      6,000      30,000       

Housing Infrastructure Fund 2.3              100,000     50% -          5,000      15,000    15,000    15,000    50,000       

Accelerated Construction Scheme 2.0              15,000        75% 1,000      3,000      5,000      2,250      -          11,250       

Home Building Fund 2 3.0              25,500        80% 2,000      5,000      7,000      6,400      -          20,400       

Total (Government year): 180,500     62% 5,000      18,000    36,000    31,650    21,000    111,650     

Dec year-end 2018 2019 2020 2021 Later Total 

Calendarised' 18,500    31,500    32,738    15,788    13,125    111,650     

2015 2016E 2017E 2018E 2019E 2020E 2021E

'Base' forecast (pre-Autumn Statement 

and White Paper) 170,320 180,101 186,529 193,927 201,684 209,751 218,141

Change (%) 5.7% 3.6% 4.0% 4.0% 4.0% 4.0%

Additional units 18,500 31,500 32,738 15,788

Uplift (%) 9.5% 15.6% 15.6% 7.2%

Total 170,320 180,101 186,529 212,427 233,184 242,488 233,929

Change (%) 5.7% 3.6% 13.9% 9.8% 4.0% -3.5%
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This could mean the uplift to our base forecast for house starts could be over 11% 
beyond 2018, the end of the financial forecast range (see chart below).  

Potential additional housing starts on ‘base’ forecast 

  

Source: Progressive Equity Research estimates 

One caveat regarding brick demand is we expect the additional homes to be 
somewhat smaller than the average for the overall housebuilding sector. The NHBC, 
which registers builders and developers, estimates the average house uses just over 
6,500 bricks. We estimate the average for the ‘additional’ homes will use somewhere 
between the 3,800 used in terrace houses and the 7,500 in semi-detached homes. 

On the basis of 5,000 bricks per unit and an additional 98,525 homes from mid-2018 
until 2021, that results in almost an extra 500 million bricks over the three and a half 
year period. Annualised, that represents a 8% increase over the latest annual run rate 
for brick deliveries, 1,765 million, notwithstanding the assumed smaller unit sizes. 
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London plan yet to be detailed – but likely to be huge 

A potentially huge initiative that is currently going through consultation is the London 
Mayor, Sadiq Khan’s plans for new housebuilding in the capital – the clear ‘epicentre’ 
of Britain’s ‘housing crisis’. The government has allocated £3.15bn to build 90,000 new 
affordable homes in London by March 2021. 

The Mayor’s office released its Supplementary Planning Guidance report in late 
November 2016 giving an outline of proposed policies, which are currently out for 
consultation. The key themes include: 

▪ Fast tracked planning for developments that commit to 35% affordable housing 
content in their projects 

▪ Within the affordable housing content, 30% should be available at the new ‘London 
Affordable Rent’, for those in the “greatest need”. A further 30% will go to 
‘intermediate’ affordable homes - either shared ownership or a new ‘London Living 
Rent’ tenure. The boroughs will get to decide how the remaining 40% is split 
between the three tenures. 

▪ Build-to-rent will be encouraged 

▪ Housing associations and their development partners will provide, in many cases, 
as high as 50 - 60% affordable housing provision. 

At this point, it appears too early to discern how much of the associated funding is 
already contained within the other government initiatives, but our impression is that a 
meaningful proportion of the 90,000 is certainly additional to the provisions of the four 
schemes above. 

Brick makers could benefit ahead of any step change 

We believe we have taken a conservative approach to modelling the possible 
additional housing, both in terms of quantity and timing. As a result, on our 
assumptions, the new funds will only start making a meaningful difference to overall 
brick demand towards and beyond the end of our 2016 - 18 forecasting period for 
Forterra, at which point there could be a very meaningful uplift in demand for bricks 
across the entire industry.  

However, this may still have positive implications from an investment perspective 
earlier than this, we envisage: 

▪ If there is going to be an uplift in housebuilding activity, the early indicators, such as 
planning applications and approvals, should become apparent approximately a 
year ahead of housebuilding starts. This could help material producers’ pricing 
power, since major buyers such as merchants and housebuilders will want to 
secure supplies at agreed prices up to a year ahead. 

▪ If it becomes clear that there is going to be a step change in housing starts, we 
believe this could be the catalyst to start construction work on the large and highly 
efficient Swillington plant 

▪ A better long term outlook for housebuilding, especially with what looks like less 
dependence on the more cyclical private developers could positively impact 
valuation ratings. 

 

  

Pricing power, investment 
decisions and valuation 
rating could benefit earlier 
than new homes being put 

on the ground 

Not clear yet what further 
benefit could emerge from 
London plans, so these are 
also not in our Forterra 

earnings assumptions 



3 March 2017 

 

 
43 

Product themes  

Concrete vs clay bricks: like chalk and cheese? 

Persimmon’s announcement of its “new ‘Brickworks’ factory” in its 2 November trading 
update was accompanied by a c. 6% fall in the share price of Forterra in early trading 
on the day – until it was later revealed that the housebuilder was building a concrete, 
rather than a clay, factory. The shares pared most of their losses by the end of the day.  

Concrete bricks make up a small proportion of bricks used in UK housing, rarely more 
than 10%, according to Forterra. Concrete bricks are essentially similar to concrete 
blocks, but produced in smaller moulds of a similar size to their clay counterparts, 
while differently coloured dyes and surface textures are applied, in an effort to give 
them the appearance of mainstream counterparts. There are a number of potential 
technical advantages, in terms of load-bearing strength and weather resistance. 
However, in our experience, concrete has never gained much acceptance with 
planners, architects or consumers.  

Although manufacturers have improved the technical and aesthetic qualities compared 
with the products produced in the 1970s and 1980s, it is our subjective opinion that 
concrete generally lacks the depth of colour or the random texture that have made clay 
brick the material most associated with British housing. An ongoing concern, that 
remains among many specifiers in our view, is that, at least historically, concrete bricks 
have had a reputation for fading – a view repeated in the 19 November Capital 
Markets Day presentation. 

Forterra used part of that seminar to make a detailed challenge the view that concrete 
bricks are cheaper than clay. The unit cost is generally cheaper: according to Travis 
Perkins’ website ‘headline’ retail price of Edenhall’s Pembridge Terracotta Rustic 
Facing Brick, is £610 per thousand ex-VAT versus, for instance, £690, retail price, for 
Forterra’s Clumber Red wire-cut bricks, both being, in our view, ‘equivalent’ products 
for facing purposes in volume housebuilding. (Note, these two retail prices do not 
equate to the trade prices related to earlier and are included only for comparative 
purposes, since companies are generally reluctant to quote trade prices. Our 
impression is that, as a rule of thumb, trade prices for both would be around half the 
retail quotes. If both were halved, the difference would be around £40 per thousand.) 
However, Forterra argued that, once build costs were considered, the overall installed 
cost could be higher, based on the following arguments, which it attributed to its own 
internal estimates and had been validated with external contractors and suppliers: 

▪ The costs of bricks themselves represent less than a third of the total cost of a wall 

▪ Concrete bricks are heavier and take longer to lay (£35/m2 for concrete versus 
£30/m2 clay, according to the presentation) 

▪ They are considered to incur shrinkage and require movement joints to be installed 
at a greater frequency to that of walls built with clay bricks when constructed in 
adherence to the relevant codes. Additionally structural engineers generally 
recommend and specify expensive stainless steel bed joint reinforcement where 
concrete bricks are used 

▪ Additional design and installation costs can be approaching £180 per 1000 when 
using concrete bricks in lieu of clay bricks 

 

Our understanding is that Persimmon already uses concrete bricks on c. 40% of its 
homes. The new plant could be used as an alternative to buying concrete bricks 
externally. However, we could envisage Persimmon using this alternative product 
channel to exert some leverage against clay brick makers’ (and possibly other material 
producers’) attempts to push up prices – even though we still believe clay will remain 
its predominant material.   

Could housebuilder’s move 
be intended to exert 
leverage on materials 
industry? 

Fears of housebuilders 
“becoming brick makers” 
briefly spooked Forterra 
shares 

 

“Savings in unit cost of 
concrete bricks more than 
reversed by higher build 

costs” 
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Off-site to challenge bricks? 

There has been mounting speculation that housing construction techniques will have to 
change to speed up construction. Ministers including Communities Secretary Sajid 
Javid have made clear that the packages outlined in the Autumn Statement and likely 
in the forthcoming Housing White Paper will emphasise off-site manufacturing. The 
£3bn Home Building Fund and £2bn Accelerated Construction Scheme both explicitly 
support new methods of construction. 

Off-site techniques – variously described as ‘modular’, ‘pod’ or ‘pre-fab’ – have been 
attracting much media attention of late. There has been some concern that this will 
represent competition to existing brick demand. We disagree both on any short-term 
risk and believe, longer term, it may provide an additional area of demand: 

▪ On a short- to mid-term outlook, we doubt off-site will impact brick demand at all. 
Off-site manufacturing is still at a very early stage in its development in the UK, 
despite being talked about for decades.  

- Ambitious plans underway from construction group Laing O’Rourke and 
insurer L&G to open plants making 3D ‘volumetric’ units appear to be falling 
behind schedule;  

- Forays by housebuilders to produce less ground-breaking 2D panel systems 
in the past have mostly foundered;  

- We frequently observe scepticism from potential mainstream housebuilding 
customers to commit to new technology, since they often prove more 
expensive or challenging than traditional forms of construction. Even 
comparatively unsophisticated timberframe techniques have achieved only 
limited market share  

▪ Longer-term, we do believe there is a future in the more advanced forms of off-site 
systems, but only for certain types of developer. Mainstream housebuilders, 
building mainly detached and relatively small discrete units, generally veer to the 
operational flexibility than traditional technics offer. Housing associations, build-to-
rent and developers of student or retirement accommodation generally have bigger 
building programmes, which are often more time dependent. It is these types of 
customer that appear to have been most actively researching the possibilities of off-
site. Even if this is the case, we believe manufacturers will be able to sell bricks. 
Most forms of off-site construction can be clad in brick.  

- In the case of timberframe, a traditional complete leaf of brickwork can be 
applied (but with a timber rather than concrete block inner leaf).  

- For volumetric techniques, thin brick ‘slips’ can be fixed to the surface of 
external facing panel (see left). Brick, as we have argued, remains the facing 
material of choice in the housing sector, irrespective of how it is applied. 
These ‘specials’ are generally more expensive than standard bricks. We 
envisage significant opportunities for brickmakers, off-site manufacturers and 
designers to collaborate in the design and execution of modular systems, 
possibly involving ‘BIM’, building information modelling, to process architects’ 
computer-aided design (CAD) specifications from design through to 
manufacture and then site assembly. 

 

PFA: green electricity a (brief) setback for energy-saving blocks 

Just when the industry got over ‘brick shortages’, ‘block shortages’ may have taken 
their place, at least for aerated concrete. Ironically, Britain’s attempts to reduce carbon 
emission in power generation has disrupted production of ‘aircrete’ blocks, which have 
good insulation properties. 

 

Brick slips cladding modular  
unit  

(Source: Wetherby Building 

Systems) 

Modular construction is the 
flavour of the moment with 
ministers, but there is 
unlikely to be any short-term 
impact, while long-term 

there may be opportunities 
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Pulverised fuel ash (PFA) is an important ingredient in aircrete and is the powdered 
residue ash from coal fired power stations. The problem for the industry, if not for the 
environment, is sources are dwindling. Britain generated more electricity from wind 
power than from coal for the first time last year and coal’s share of the total market 
dropped from 22.6% in 2015 to just 9.2%, its lowest ever contribution. The government 
is seeking to eradicate coal-fired generation  altogether by 2025. 

The fall in gas prices has made coal stations close faster than expected with Rugeley, 
which had been a supplier of Forterra, being one such. Some stations are also now 
blending coal with ‘greener’ biomass, complicating its use in aircrete. 

The company stressed at its Capital Markets Day that it was taking a multi-faceted 
approach to the problems and said it was “confident it will deliver a long-term 
sustainable solution”. Alternative options, depending on economic and logistic viability,  
include: 

▪ Securing supplies from coal power stations still active in the UK and the continent 
and investigating the longer-term potential for large scale imports from the Far 
East. 

▪ Modifying plants to use biomass mixes and conditioned ‘wet’ ash 

▪ Using aggregate dust and investigating other alternatives to PFA 

▪ Exploring the potential to dry and “reinvigorate” some of the millions of tonnes of 
PFA previously dumped in landfill 
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Management style 

In our view management’s strategy and style can be summed up as: focused; 
conservative, efficient and innovative. 

Profit- rather than growth-focused 

The group has, in our view, demonstrated a focus on protecting prices and maximising 
efficiency rather than on growing volumes. 

This appears evident in its readiness to mothball capacity at Claughton and 
Accrington, which we believe contributed to industry-wide brick stocks falling and, we 
presume, improving pricing power. 

The focus on efficiency is also clear. We have pointed out that the company has the 
greatest output per plant than any of its main rivals, while investment decisions have 
been directed mainly to de-bottlenecking existing plants and improving efficiency rather 
than expanding volume for the sake of it. 

Conservative and cash-focused 

The senior management appears conservative at a number of levels. Financially, it has 
focused predominantly on reducing debt and has appeared circumspect in fully 
committing to the construction of the Swillington plant, which will be capable of 
manufacturing c. 100 million pa wire-cut bricks, the main product used in 
housebuilding. We believe it is likely to go ahead at some point (see below), but that 
the authorisation will not be given until it is clear that housebuilding volumes will rise 
sufficiently and more sustainably than in past cycles. (This, in our view, would be 
satisfied by a successful implementation of the government’s housebuilding plans.) In 
the absence of this major investment, the focus so far has been smaller projects than 
improve efficiency with relatively short pay back times. 

Senior management has also appeared conservative in terms of its guidance to 
investors, particularly in terms of top line growth. This, we believe, partly explained the 
absence of profit warning during 2016. Forterra was also, as far as we can see, the 
first of the four leading brick companies to announce it was mothballing capacity, 
underlining its focus on profitability over market share. 

Going for growth 

The management’s emphasis has, as we have argued, so far been on maximising 
cashflow and returns. Our impression is that the stock has appealed to value rather 
than growth investors, particularly when the share price fell sharply following the EU 
Referendum. 

However, we believe that over the next two-to-three years, the company could adopt a 
somewhat more growth-oriented course, especially if it continues rapidly to reduce net 
debt. We believe any approach would be ‘evolutionary’ rather than ‘revolutionary’, in 
keeping with management’s style.  
 

1 Expansion of brick capacity 

The Swillington plant, in West Yorkshire, has been under consideration for over a year. 
It would add 100 million bricks to the group’s installed capacity of 595 million, at an 
estimated cost of £58m. It would bring similar efficiencies to the production of wire-cut 
bricks (the main product used in housebuilding) as achieved in the state-of-the-art 
Measham plant, which produces soft mud products.  

Pricing power, 
manufacturing efficiencies 
and cash flow have been the 

priorities 

A subtle shift towards 

growth is likely 
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The company already owns the site, a demolished former brickworks with c. 26 years 
of clay reserves. It has stated its intention is to carry out most of the upfront design  
and planning work in advance, at relatively low cost, ahead of ‘pushing the button’ to 
start construction. This should reduce the timescale from three to two years.  

However, it has said a final decision will not be made until 2017 or 18, and our sense is 
that it may be later rather than earlier in that time range. It has stressed that it will 
involve an “intensive appraisal process with high investment hurdles”. We believe that 
the management team will have to be convinced that there will be a step change in 
housebuilding volumes as planned in various government initiatives. 

In the longer term there is also the option of redeveloping the group’s former soft mud 
factory at Clockhouse in Surrey, which was closed in 2009, and for which it retains 
planning consents for a new, efficient plant.   

We see little scope for M&A activity within the brick sector. We doubt competition 
authorities would permit one of the big three manufacturers to buy one of the other 
two. One possibility could Michelmersh being bid for at some point, either by a rival or 
a new entrant, but we believe that the two founders – who own a combined 34% stake 
– would be unlikely to sell at a valuation likely to be attractive to a public company with 
Forterra’s reputation for conservatism.  

2 Growth in other sectors 

At the group’s Capital Markets Day management explored the range of other sectors 
that Forterra addresses and also an exploration of the Bespoke Products range. 
Although housing is likely to remain the core end-market, we believe the company 
would consider steadily broadening its exposure to other markets, partly to mitigate 
risk of an eventual downturn in the residential market. We believe this would be 
‘gradualist’, in keeping with its conservative approach. 

Infrastructure is an area where we believe there is longterm growth potential and has 
been a focus of investment by both the May and Cameron governments. Forterra 
makes a range of infrastructure-orientated concrete products including retaining wall 
components, the Omnia bridge deck (reinforced pre-cast concrete planks that can be 
assembled quickly) and box culverts (rectangular concrete sections to channel water 
through in surface water drainage, underground streams etc). 

Although the recent focus has been on road and rail upgrades, an infrastructure sector 
that has a significant political imperative is flood protection and alleviation, which is 
addressed, for instance, by box culverts.  

We believe there is scope for Forterra to expand into non-housing sectors either 
organically or through bolt-on acquisitions. Our hunch, in the case of the latter, is that 
targets would tend to be companies that brought with them proprietary, value-added 
rather than ‘commodity’ products or took the group into new regions where it is under-
represented. Also, we imagine that the priority would be in products that utilised the 
group’s expertise in clay and concrete rather than branching out into, for instance, 
steel or other components.  

Although focus should 
remain on housing, growth 
in other sectors is a 
possibility, with ‘bolt-ons’ 
where companies bring new 

skills 

Little scope for M&A within 

the brick sector 
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Financial projections 

Revenue 

The starting point in our revenue forecast is the overall number of housing starts. Our 
‘base’ projections were based mainly on consensus forecasts for the largest 
housebuilders. We also modelled a conservative scenario for the number and phasing 
of new homes likely to result from the latest government housing initiatives.  

We stress, however, that our assumptions for the ‘extra’ homes possible from those 
government schemes are not reflected in our forecast for volumes. For Forterra, we 
have assumed brick volume growth of 0%, 2.6% and 4.3% for 2016, 17 and 18 
respectively. This compares with our base forecast for housing starts of 5.7%, 3.6% 
and 4.0%. The lower assumed growth in 2016 reflects both the mothballing of two 
plants and our view that Forterra would attempt to protect pricing, if necessary, at the 
expense of volume. Nevertheless, we have assumed, conservatively, that prices will 
grow by only 1% p.a. 

  

Revenue model 

 

Source: Company information, Progressive Equity Research Estimates 

 

  

Year-end December (£m) 2013 2014 2015 2016E 2017E 2018E

Brick capacity utilisation

Brick capacity (million) 550 569 584 604

added 19.0 15.0 20.0

Est. brick volumes 479 479 491 512

Capacity utilisation 87% 84.1% 84.0% 84.7%

Revenue

Bricks and Blocks 163.4 201.1 218.0 220.2 228.1 240.3

Change (%) 23.0% 8.4% 1.0% 3.6% 5.4%

Volume change - forecast (%) 0.0% 2.6% 4.3%

Price change - forecast (%) 1.0% 1.0% 1.0%

Bespoke Products 63.5 68.4 73.7 81.1 86.8 91.1

Change (%) 7.7% 7.8% 10.0% 7.0% 5.0%

Intersegment elmination (1.1) (1.4) (1.5) (1.5) (1.5) (1.5)

Group revenue 225.9 268.1 290.2 299.8 313.3 329.9

Change (%) 18.7% 8.3% 3.3% 4.5% 5.3%

Brick volumes driven by 
housing starts, with a 
conservative view in our 

assumptions for 2016 
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Costs 

Breakdown of overall costs (LHS) and cost of sales1 (RHS) 

  

Source: FY 2015 data, company data. 1 excluding change in inventories 

Raw materials and packaging (38% of 2015 cost of sales, 28% of total costs) 

This is the single biggest contributor to costs. It consists primarily, in the case of bricks, 
of the cost of quarrying and handling the raw clay, as well as the various associated 
sand, dyes and chemicals. For concrete products, it includes purchase of cement, 
aggregates and associated admixtures and, for concrete flooring, steel for 
reinforcement bars. 

We are assuming inflation of 4 - 6% in 2016-18, partly the result of packaging being 
quite energy linked and it is bought in the UK in sterling. 

Labour (30% of cost of sales, 22% of total costs) 

We assume a small reduction in 2016 due to savings from mothballing two plants. 
Thereafter, we assume that there will still be some upward pressure on employment 
costs. Production appears to be very efficient in terms of labour, so there appears little 
scope to cut headcount, so our cost increases of 2% in 2017 and 4% in 2018 are due 
to wage inflation alone. 

Energy (11% of cost of sales, 8% of total costs) 

Somewhat surprisingly for an industry with such a requirement for heat, energy only 
accounts for 11% of total costs. Our inflation assumptions for this segment are the 
highest out of the four categories, but have less weighting. Most energy usage for 
2016 was bought on forward contracts. We believe increases in the oil prices and the 
weakness of sterling should mean that energy expense should grow faster than the 
other categories. Our initial estimate is 2 – 4% pa for 2017 and 2018.   

Others (21% of cost of sales, 15% of total costs) 

The biggest element of this is maintenance, which we believe will rise only gradually.  

Expenses (27% of total costs) 

This comprises distribution (20%) and administrative costs (7%). We have assumed 
inflationary growth of 2 - 2.5% pa. 

 

Cost of sales
73%
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Raw materials, 
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Other
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Moderate overall cost 
inflation assumed but 
energy costs could be hit by 
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P&L  

 

Source: Company information, Progressive Equity Research Estimates 

Estimates versus consensus  

We believe we are in line with consensus for 2016 and slightly ahead for 2017 and 
2018, albeit within a fairly wide range. Forterra’s emphasis in terms of guidance 
appears to be on EBITDA. Our EBITDA estimates are £73.3m and £79.4m 
respectively, against £72.2m and £77.2m. We could re-assess our assumptions 
following the preliminary results in March and further industry data on, for instance, 
housing starts and brick deliveries and stocks. 

Exceptionals 

The estimated £11m of exceptionals for 2016 comprise IPO costs. 

Year-end December (£m) 2015 2015 PF 

pre-exc

2016E 2017E 2018E

Group revenue 290.2 290.2 299.8 313.3 329.9

COGS (167.7) (175.9) (185.7) (194.2)

Gross profit 122.6 123.9 127.6 135.7

Operating expenses (61.4) (62.1) (63.3) (65.3)

Group operating profit 61.1 58.1 61.8 64.3 70.4

Exceptionals (11.6) (11.0)  -  -

Interest (27.3) (5.8) (6.0) (5.4) (4.9)

PBT, reported 22.2 52.3 44.8 58.9 65.6

Underlying tax (4.2) (11.0) (11.6) (11.8) (13.1)

Underlying tax rate (%) 12.2 20.7 20.0 20.0

Tax on exceptionals 2.3  -  -

Reported tax (4.2) (9.3) (11.8) (13.1)

Net attrib. profit 18.0 41.3 35.5 47.1 52.4

Dividends - paid (4.0) (14.2) (19.6)

Retained profit 18.0 31.6 32.9 32.9

Pretax pre-exceptionals, g/w 34.1           52.3        55.8           58.9           65.6           

H1/H2 split (%)

Period end shares (million) 200.0 200.4 200.4 200.6 200.6

Wtd. ave. shares (million) 200.4 200.4 200.4 200.6 200.6

Diluted shares (million) 201.2 200.4 201.5 203.2 205.2

EPS, basic (p) 9.0 17.7 23.5 26.1

EPS, pre-exceptionals + g/w (p) 14.9 22.1 23.5 26.1

EPS, diluted, pre-exceptionals + g/w (p) 14.9 20.6 22.0 23.2 25.6

EPS, diluted, basic (p) 9.0 17.6 23.2 25.6

DPS - declared (p) 6.0 9.4 10.5

NAV (p) 6.3 22.0 38.3 54.7

Dividend cover (x) 3.7 2.5 2.5

EBITDA 70.5 67.5 70.8 73.3 79.4

Free cash flow 7.9 68.3 45.1 50.3

FCFPS (p) 3.9 34.1 22.5 25.1

TNAV (p) 15.4 31.7 48.1
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Interest expense 

In the absence of the c. £58m investment in the potential Swillington plant, we expect 
the company to be highly cash generative and this is reflected in our declining 
estimated interest charge going forward. 

Tax 

The company is UK only, so we expect the rate to stay at what has been the standard 
UK Corporation Tax charge of 20%. However, CT rates are set at 19% for the years 
starting 1 April 2017, 2018 and 2019, so this assumption may prove to be slightly 
conservative. 

Dividends 

In its IPO documents and subsequent presentations, the company has indicated a pay-
out ratio of 40% for 2016, based on the period from IPO. We have applied this ratio to 
future dividends. 

Cashflow and balance sheet 

Adjusted cashflow statement and summary balance sheet 

 

Source: Company information, Progressive Equity Research Estimates 

Year-end December (£m) 2015 2016E 2017E 2018E

Adjusted cash flow statement

Group operating profit inc cash exceptionals 49.5 61.8 64.3 70.4

Depreciation 9.1 9.0 9.0 9.0

Intangible amortisation 0.3  -  -  -

Other/ other cash (forecast only)

Other, non-cash 4.1

Changes in working capital (13.1) 20.8 (3.0) (3.2)

Operating cash flow 50.0 91.6 70.3 76.3

Capex (maintenance) (12.4) (8.0) (8.0) (8.0)

Interest (26.4) (6.0) (5.4) (4.9)

Tax (3.3) (9.3) (11.8) (13.1)

Free cashflow 7.9 68.3 45.1 50.3

Expansionary capex (forecast) (3.0) (7.0) (3.0)

Acquisitions

Dividends - paid (4.0) (14.2) (19.6)

Financing, other (4.7)

Change in net cash (historic)/net debt (forecast) 3.2 61.3 23.9 27.7

Summary balance sheet
Intangible fixed assets 13.3 13.3 13.3 13.3

Tangible fixed assets 149.5 151.5 157.5 159.5

Investments 1.8 1.8 1.8 1.8

Working capital 16.7 (4.1) (1.1) 2.1

Provisions, others (13.8) (24.8) (24.8) (24.8)

Retirement benefit liabilities  -  -  -  -

Net cash/(debt) (155.0) (93.7) (69.8) (42.1)

Discontinued  -  -  -  -

Net assets 12.5 44.1 76.9 109.8
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Changes in working capital 

The biggest component of working capital is inventories (£41m at YE 2015), followed 
by trade receivables (£29m). There were big swings in working capital in 2013 and 
2014, caused mainly by related party balances and securitisation of debtors under 
HeidelbergCement. There was very good working capital performance in 2016, helping 
to reduce debt faster than most observers had expected. For 2017 and 2018 we 
expect working capital to grow gradually, in line with sales growth. 

Capital investment 

We have assumed that maintenance capex is likely to remain at just below the 
depreciation charge for the remainder of the forecast period. We include in expansion 
capex the cost of the minor ‘de-bottlenecking’ projects, such as at Accrington, which is 
currently being temporary mothballed.  

We have not made any forecast for the Swillington plant, which should cost £58m, 
mostly spread across two years, the earliest start to construction likely to be 2018, in 
our view. This has yet to be approved, and the output that would derive from the plant 
is not in our revenue forecasts. 

Net debt 

This has fallen rapidly and, based on our forecasts, net debt/EBITDA should decline 
from 2.2x in 2015 to 1.0x by the end of this year and to only 0.5x by 2018. 

Pension deficit 

The company does not have any pension liability on the balance sheet. 

 

Key performance indicators 

 

Source: Company information, Progressive Equity Research Estimates 

  

Year-end December (£m) 2015 2016E 2017E 2018E

Growth in turnover (%) 8.3 3.3 4.5 5.3

Growth in operating profit (%) 35.1 1.2 4.0 9.5

Growth in net attrib. profit (%) (25.3) 96.9 32.6 11.3

Growth in EPS (%) 47.7 5.6 10.2

Growth in DPS (%) 57.6 11.3

Growth in NAV (%) 251.7 74.4 42.8

Gross margin (%) 42.2 41.3 40.7 41.1

Operating margin (%) 21.1 20.6 20.5 21.3

Net margin (%) 6.2 11.9 15.0 15.9

EBITDA margin (%) 24.3 23.6 23.4 24.1

ROCE (%) 37.8 40.5 45.2 47.2

ROE (%) (16.7) 125.7 77.9 56.2

Gearing (%) 1,240.0 212.6 90.7 38.3

Interest cover (x) 2.2 10.3 11.9 14.5

Dividend cover (x) 3.7 2.5 2.4

Net debt/EBITDA (x) 2.2 1.3 1.0 0.5
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Valuation  

The shares have swung through a wide range since the IPO. They opened at 180p, 
which had been below the pre-IPO estimate of c. £450m (c. 225p), according to 
reports, for instance in Interactive Investor, 29 March 2016. Nevertheless, the shares 
were hit badly – like those of most housebuilders – after the 23 June vote to leave the 
EU and fell to as low as 110p. Since then they have risen to as high as 204p. 

Valuation comparators appear limited, both in terms of an appropriate peer group and 
relative to any available long-term share price reference. 

We believe the most appropriate peer group comprises three groups: fellow UK-quoted 
brick makers Ibstock and Michelmersh and stone products and paving manufacturer, 
Marshalls. Wienerberger and other continental peers are, in our view, far too 
international to allow meaningful comparisons. 

Forterra and Ibstock, which both IPO’d in the last two years, lack a long-term share 
performance pattern – ideally 10 years, which would have demonstrated valuation 
ranges and averages over a typical cycle. 

However, when comparing Forterra, with this limited peer group, it does appear that it 
trades at a notable discount to all three players on just about every measure. Although 
we accept that the continental materials groups are not ideal comparators, their 
valuations are even higher relative to Forterra.  

Valuations of UK and European building materials peers  

 

Source: Progressive Equity Research estimates (Forterra); consensus estimates, Factset.  
FY1 = current unreported year; FY2 = next year. Prices at close of business, 28 February 2017 

 

Valuation comparisons 

The table and chart below show the implications for Forterra’s share prices if the same 
range of UK peer group valuations were applied to our estimates. 

For instance, the range of FY1 (current unreported year) PEs for the peer group, 
based on consensus estimates, ranges from 10.9x (Michelmersh) to 16.7x (Marshalls), 
with a market cap weighted average of 13.1x, excluding Forterra. Applying this range 
to our 2016 diluted EPS estimate of 22.0p indicates a share price of 240p - 366p. 

On a yield basis, the range for FY2, to range is 2.6% to 4.0%, implying 234 - 363p 
(taking rounding into consideration). We have excluded FY1, since there is only a part 
year dividend from Forterra. 

Ticker Price MC PBV (X)
(loc) (Loc m) FY1 FY2 FY1 FY2 FY1 FY2 FY1 FY2 FY0

UK building material producers

Forterra FORT 194                 390                 8.9 8.4 3.1 4.8 17.5 11.6 6.8 6.3 15.6

Ibstock IBST 198                 805                 12.1 11.1 3.5 4.0 6.9 7.5 8.8 8.4 2.6

Marshalls MSLH 298                 593                 16.7 15.3 3.4 3.4 7.9 7.5 10.2 9.4 2.9

Michelmersh MBH 50                   41                   10.9 11.7 2.4 2.6 na na 6.2 6.3 0.8

Polypipe PLP 339                 671                 13.8 12.7 2.8 3.1 7.7 8.5 10.1 9.4 2.5

Wtd ave 13.1 12.1 3.2 3.7 9.1 8.4 9.1 8.6 4.6
European building material producers

CRH CRG 3,187              26,535           20.7 17.1 2.0 2.0 3.9 5.3 10.9 9.8 2.1

Wienerberger WIE 1,860              2,175              17.0 13.8 1.5 1.7 7.7 8.9 7.7 7.1 1.4

Kingspan KRX 2,900              5,166              18.5 17.3 1.2 1.3 4.3 5.1 12.8 12.1 3.9

Wtd ave 19.0 16.4 1.6 1.7 5.0 6.1 10.8 10.0 2.6

PE (X) Yield (%) EV/EBITDA (X)Free cashflow yield (%)

Shares are trading below 
most UK valuation 
comparables, although there 

is only a limited peer group 
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In terms of EV/EBITDA, the FY1 range is 6.2x (Michelmersh) – 10.2x (Marshalls). 
Applying this to our 2016 EBITDA estimate of £70.8m indicates an EV range of £439m 
to £722m. To arrive at the implied equity value, we subtract net debt of £94m to get 
£345m - £628m or 172p - 305p (based on 200.4 million shares). 

Please note that these are not forecast ranges but simply arithmetic calculations using 
industry standard metrics. Investors should consider their own views on the risks 
associated with the company when assessing valuation. 

UK peer group valuation ranges comparison data 

 

Source: Progressive Equity Research estimates (Forterra); consensus, Factset. 
FY1 yield comparisons are excluded, since there was only a part-year payment 
from Forterra. Wtd averages exclude Forterra. 

Based on these comparables, the Forterra share price of 194p is close to the bottom or 
below the bottom of all the ranges. One caveat, however, we would point out again is 
that there are only four UK peers. 

UK peer group valuation ranges applied to Forterra (p) 

 

Source: Progressive Equity Research estimates (Forterra); consensus, Factset 

 

Valuation parameter Min Wtd ave Max

PE (x), FY1 10.9 13.9 16.7

PE (x), FY2 11.1 12.8 15.3

Yld (%), FY1 2.4 3.2 3.5

Yld (%), FY2 2.6 3.5 4.0

EV/EBTDA (x), FY1 6.2 9.6 10.2

EV/EBTDA (x), FY2 6.3 9.0 9.4

Implied Forterra share price (p) Min Wtd ave Max

PE (x), FY1 240 306 366

PE (x), FY2 258 298 355

Yld (%), FY1 na na na

Yld (%), FY2 234 267 363

EV/EBTDA (x), FY1 172 287 305

EV/EBTDA (x), FY2 191 287 310

Average 219 289 340
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Risks: potential threats and our responses 

Declining housebuilding and RMI activity  

Housebuilding is among the most cyclical of construction sectors. New homes account 
for an estimated 56% of Forterra’s brick demand. A risk is that activity falls 
significantly, as it has in past cycles. The two past cycles have resulted in significant 
over-capacity, which resulted in serious price cutting and painful cutbacks to 
production facilities.  

We believe that there is less risk of a serious decline than in the past two cycles. 
On one hand, the market is more supported, both on the private side, with Help to 
Buy (see below), and the broader measures likely to emerge from the Autumn 
Statement and Housing White Paper. Meanwhile, the quoted housebuilders 
appear to have operated with a greater degree of self-constraint than at any time 
in at least the past three decades, in our view. While this has contained volume 
growth, the builders are generally less financially geared than in the past. 

An exception, we believe, is high-density London development 'clusters', which 
we believe is already facing a serious contraction. Many, if not most, of these 
buildings, however, have generally been constructed of materials other than 
bricks. 

The high margin Fletton range is driven by RMI activity, which is in turn driven 
mainly by housing transactions, which we believe are likely to remain at low 
levels. However, as we have argued, RMI has generally seen less volatility than 
newbuild cycles. Moreover, our subjective view is the decision to invest in 
extensions of Post-War homes is most often taken by long-term occupants rather 
than those who are about to or have recently changed house, a driver of smaller-
scale RMI projects. 

Cancellation or curtailment of Help to Buy  

This would have a serious impact on brick demand, since it has supported 27% of 
housebuilders sales and greater proportions of the largest housebuilders.  

Although Theresa May’s government has a broader approach to the housing 
market than its private-focused predecessor, and possibly concerned about the 
potentially distortionary impact of Help to Buy and London Help to Buy, we 
believe the scheme has become ‘too big to fail’. If it is to be discontinued, we 
believe it is more likely to be tapered off rather than abruptly stopped.   

Brexit ‘threat’  

For mainstream housebuilding, many commentators had predicted various degrees of 
slowdown in demand due to weakened consumer confidence and, possibly, contagion 
affecting bank lending. The shares fell sharply, along with most housebuilders, in the 
aftermath of the Brexit vote, before recovering lost ground. 

For most of the country, this is a risk that appears to have passed, at least for 
now, we believe. But it appears to be part of a cocktail of challenges, along with 
tax changes, facing London newbuild.  

Price competition 

This is an industry that has often seen outbreaks of sometimes fierce price 
competition, which has steeply undermined pricing. 
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Our view is the market is highly consolidated and more ‘disciplined’ than in past 
cycles. Producers have recently been quick to mothball capacity rather than cut 
prices. The smaller producers appear to generally offer ‘niche’ products. 

‘Over-expansion at the top’  

Larger rival Ibstock is building a new factory with a capacity of 100 million bricks, at an 
estimated cost of £54m. Forterra has plans in place for a similarly-sized plant, costing 
£58m. A common complaint among investors is that manufacturers often plan 
expansion at the peak of cycles only to bring them on-stream in downturns.  

The mitigating factors, in our view, are that we believe the current cycle could be 
'flatter' than in the past and that the industry is currently operating at a capacity 
25% below that of the previous peak. Forterra management is taking a 
conservative approach to the timing of its potential Swillington investment and has 
‘mothballed’ two less efficient plants.  

Imports  

The level of imports had, we believe, been a concern for investors prior to the IPO, 
especially when there was a lag time before ‘panic buying’ to subside and the flow of 
imports to decline. A number of builders’ merchants ‘over-stocked’.  

Although some merchants are still working through their stocks, there is clear 
evidence that brick imports are falling. Although we believe there will be a residual 
demand from architects for special shapes and finishes, the fall in Sterling and 
improving Continental markets should discourage most importers. 

New entrants to the market 

If a new player were to enter the market it would be conceivable that it could undercut 
established players to grab market share.  

We very much doubt this. It is a consolidated market, with high entry barriers 

(especially in terms of clay reserves) and relatively strong existing brands.  

Gearing 

Forterra had significantly high gearing at the time of the IPO, raising potential fears 
should there be a sharp downturn in the market. 

Arguably, the most notable success since the IPO has been the faster than 
expected reduction in debt. There is no meaningful pension deficit and only 
modest firmed-up capital expenditure plans. As for the potential £56m Swillington 
plant, the management appears to be circumspect on ‘pressing the button’ and, 
we believe, will only proceed when there is clear evidence of long-term and more 
sustainable growth in housing volumes. 

Stock overhang 

Private equity group still retains a 64% stake in Forterra. This could be seen as a 
concern for potential investors while the ‘overhang’ remains. 

This is an inevitable ‘chicken and egg’ situation when PE owners partially IPO 
their stakes. Our view is that investors should judge the company on its long-term 
fundamentals. 
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Appendix 1: Making bricks 

 
 

Brick manufacturing process (soft mud process) 

 

 

Source: Forterra Capital Markets Day presentation 

 

Raw material preparation. The clay (most plants are normally situated alongside clay 
deposits to minimise transportation) is crushed in a series of mills and stored for later 
use. Water is added in different quantities according to the end product. For soft mud 
bricks, a moisture content of c. 20 - 30% is used; wire-cut typically uses a lower 
content, ranging from 10 - 25%. Sand is also added to reduce shrinkage. 
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Moulding. The process differs significantly according to whether the bricks are 
extruded (also known as ‘wire-cut’) or soft mud (also known as ‘stocks’), shown above. 
For soft mud, the wet clay is ‘thrown’ into trays of moulds. In the extrusion process A 
continuous ribbon of clay is extruded through a rectangular die with a cross section the 
same as that of the required bricks. The clay ribbon is then cut by a multiple wire cutter 
into bricks. Under either process, the bricks are channelled into uniform arrays and 
then stacked in courses prior to entering the next two stages.  

Drying. The moisture content is gradually reduced to 1%in large drying ovens at a 
temperature of c. 150°C over a period of up to 48 hours.  

Firing. The kiln is the ‘critical path’ in the whole process, being the most energy and 
capital intensive kit in the factory. Continuous ‘tunnel’ kilns are generally used, in which 
bricks are slowly transported through the process. As the bricks get progressively 
deeper into the first stage of the kiln the temperature rises steadily to almost a 1,000°C 
at which point the clay minerals are broken down and any remaining water is driven 
out. At the peak of firing, temperatures rise to up to 1,300°C which leads to vitrification, 
in which the surfaces harden and colours form. The last stage involves gradual 
cooling, down to ambient temperature. The whole process can take up to three days. 
Tunnel kilns are more efficient than ‘intermittent’ ones, which can only accommodate 
individual loads, and thus is more time consuming, and since heat escaping from 
cooling bricks is recycled into driers and the earlier stages of the firing process. 

Packaging. The bricks are loaded onto pallets and shrink wrapped. This is now 
invariably done by machine.  
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Appendix 2: Management biographies 

All members of the management team have either financial or operational experience 
in the building materials and wider construction markets, as does Chairman Paul 
Lester and Senior Non-executive Justin Atkinson. 

Paul Lester CBE, Non-executive Chairman.  Appointed as a consultant to Forterra in 
August 2015 and Independent Non-Executive Chairman in April 2016. Over 30 years 
of experience at the senior management or director level of businesses. He was 
appointed to the board of Essentra PLC, a FTSE 250 company, and appointed as 
Forterra’s Non-Executive Chairman April 2016. He is also Non-Executive Chairman of 
Knight Square Holdings, Greenergy International and the John Laing Infrastructure 
Fund. He was previously Chairman of Survitec, Chief Executive of VT Group, Group 
Managing Director of Balfour Beatty and Non-Executive Director of Invensys. He is a 
Chartered Engineer, is Fellow of the Institution of Mechanical Engineers and is a 
member of Her Majesty’s Major Projects Review Group.  

Management team 

Stephen Harrison, Chief Executive. Joined Hanson in October 2002 and has held a 
variety of senior management roles within the HeidelbergCement Group since that 
time. Appointed Managing Director of Hanson Building Products in August 2012 and 
Chief Executive Officer in April 2016. A Principal of the Construction Products 
Association and a Director of the Brick Development Association. 

Shatish Dasani, Chief Financial Officer. Appointed Chief Financial Officer in 
December 2015. Started career in KPMG as a chartered accountant then management 
consultant. After financial roles within Blue Circle Industries, in 2003 he became Group 
Financial Controller at De La Rue and in 2005 an alternate Non-Executive Director at 
Camelot Group. In 2008 appointed Chief Financial Officer at TT Electronics. 

Benjamin Guyatt, Company Secretary and Finance Director. Finance Director of 

Forterra Building Products since January 2014. Joined Hanson in 2006 and held a 
variety of senior finance and strategy roles within the UK business of the 
HeidelbergCement Group. 

Matthew Clay, Managing Director, Bespoke Products. Joined Hanson in 2004 as 
European IT Director and appointed as Managing Director of Designs Solutions of 
Hanson Building Products in February 2011. Prior to joining the group, he held senior 
IT roles at MITIE Group and FirstGroup. 

Adam Smith, Commercial Director. Joined Forterra in March 2016. Prior to that, he 
was National Sales Director at Jewson, Sales and Marketing Director at Tata Steel, as 
well as various senior management positions, at Corus Colorsteels. 

George Stewart, Operations Director. Joined Forterra Building Products in 2013 as 
Operations Director. Prior to that, he was UK Industrial Director for Monier Redland 
UK, and held a number of senior operations roles, including with Nestle UK, Smith & 
Nephew Medical and Motorola UK. 

Non-executive directors 

Justin Atkinson, Senior Independent Non-Executive Director. Senior Independent 
Non-Executive Director at Kier Group. From 1990 he held various roles within ground 
engineering specialist Keller Group, includingCEO from 2004 - 15. Previously, a 
Financial Manager at Reuters and trained as a Chartered Accountant at Deloitte 
Haskins & Sells (Scotland) (now part of PWC). He is a qualified Chartered Accountant. 
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Divya Seshamani, Independent Non-executive Director. Managing Partner of 
Greensphere Capital and Partner at TPG Europe. Previously an independent Non-
Executive Director at Marine Current Turbines, a Council Member of the Royal Institute 
of International Affairs and worked in the global infrastructure group at the Government 
of Singapore Investment Corporation. Has also held principal roles at Unilever 
Ventures and The Parthenon Group. 

Also, from Lone Star, pursuant to the terms of the IPO Relationship Agreement: 
Bradley Boggess and Richard Cammerer Junior. 

Source of biographies, Forterra website 
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Appendix 3: Useful web links 

Forterra Investor Relations 

http://forterraplc.co.uk/ 

Housing White Paper 

https://www.gov.uk/government/publications/fixing-our-broken-housing-market 

Brick production, deliveries and stocks (BEIS)  

https://www.gov.uk/government/collections/building-materials-and-components-
monthly-statistics-2012 

Housing starts (DCLG) 

https://www.gov.uk/government/publications/fixing-our-broken-housing-market  

Mortgage advances for house purchase (BBA)  

https://www.bba.org.uk/news/statistics/high-street-banking/ 

Housing transactions (HM Revenue & Customs) 

https://www.gov.uk/government/statistics/monthly-property-transactions-completed-in-
the-uk-with-value-40000-or-above  

General housing market conditions (RICS) 

http://www.rics.org/uk/knowledge/market-analysis/rics-residential-market-survey/ 

Housing reports/studies 

Halifax 

http://www.halifax.co.uk/house-price-index 

Nationwide 

http://www.nationwide.co.uk/about/house-price-index 

Savills Residential Research  

http://www.savills.co.uk/research/uk/residential-research.aspx 

Knight Frank Global Research  

http://www.knightfrank.co.uk/research 

JLL Residential Research  

http://residential.jll.co.uk/new-residential-thinking-home/research 

CBRE Residential 

https://www.cbreresidential.com/uk/en-GB/research 

English Housing Survey 

https://www.gov.uk/government/collections/english-housing-survey 

http://forterraplc.co.uk/
https://www.bba.org.uk/news/statistics/high-street-banking/
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