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FORTERRA IS A RESEARCH CLIENT OF 
PROGRESSIVE 

 

Glass (at least first) half full 

The top three brickmaker’s FY 2016 results announcement gave an 
upbeat outlook, for at least the first half of the current financial year, 
driven by “strong” house-building levels and a reduction in the 
stock overhang among builders’ merchants. It maintained guidance 
for FY 2017E. We have trimmed back our estimates, which were 
slightly ahead of consensus, principally to reflect a higher 
depreciation charge than we had modelled. We continue to believe 
that Forterra offers long-term growth, fuelled by Government 
housing policy.   

 The first FY results showed a 1.5% increase in revenue and a 4.6% 
increase in EBITDA (the group’s main focus for guidance) to £70.6m 
(Progressive £70.8m). Adj PBT (pro-forma and pre-exceptionals), was 
up 3.8% to £54.3m (PERL £55.8m, the difference being almost entirely 
our depreciation estimate of £9m – last year’s level – versus an out-
turn of £10.4m. Adj dil EPS was +4.4% to 21.4p (PERL 22p) and 
dividend 5.8p. 

 We have trimmed our EPS estimates for FY 2017E and FY 2018E by 
2.8% and 2.5%, mainly reflecting the higher depreciation charge. On 
the basis that we have applied a 40% payout ratio – in line with last 
year’s stated policy – we have trimmed our dividend forecast by the 
same amount.  

 The key operational highlight, in our view, was the destocking by 
builders’ merchants, appeared to be “now largely complete”. This had 
held back demand earlier in the year as merchants were said to be 
adjusting to over-ordering following the introduction of Help to Buy 
(see our initiation note, A tonne of bricks, 3 March). 

 The statement highlighted strong demand from housebuilders and a 
return to more normal ordering from builders’ merchants, which 
provided positive visibility for at least the first half and price rises for 
the year had been agreed with most customers, to cover cost 
increases. 

 Visibility was less clear for the second half, according to the statement, 
but we see this as a typically conservative viewpoint from the 
company. 

 We believe steady, long-term growth will be underpinned by 
Government’s £8.7bn-plus plans to increase multi-tenure housing 
output. A ‘unique selling point’ is Forterra’s high margin ‘Fletton’ brick 
that is specified by planners for a large proportion of home extensions. 

 Our estimates represent a P/E of 9.2x and 8.3x for FY 2017E and FY 
2018E respectively – a discount to main peers – and a 2017 yield of 4.4%. 
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YEAR END DEC (£M)  2015PF 2016 2017E 2018E 

Sales  290.2 294.5 307.7 323.9 

EBITDA
1
  67.5 70.6 73.0 79.2 

Adj. EPS (p)  20.6 21.4 22.6 25.0 

DPS (p)  0.0 5.8 9.1 10.2 

P/E (x)   10.1 9.7 9.2 8.3 

EV/EBITDA
2
 (x)  11.8 7.2 6.6 5.7 

Yield (%)  0.0 2.8 4.4 4.9 

Source: Company Information and Progressive Equity Research estimates.  
1
 2015 proforma interest; 

2 
based on forecast net debt 
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Outlook: 2017 has “started pretty well” 

The first FY results for Britain’s second biggest brick producer, which floated in April 
2016, in our view demonstrated its main aims of steady growth. Chief Executive 
Stephen Harrison told the webcast analyst meeting “the year has started pretty well”. 
The initial signals it has received from the larger housebuilders and merchants appear 
to provide solid visibility for at least the first half. In our view, it is hard for them to give 
solid indications any further ahead.  

Our own view (see our initiation note A tonne of bricks, 3 March 2017) is that brick and 
block demand will tick up steadily during the forecast period, but we see scope for 
material increases in demand from mid-2018 onwards, as Government initiatives kick 
in. In the interim, we believe the company’s reticence reflects perceived risks in terms 
of consumer confidence and a knock-on to, for instance, house extensions.  

Management, however, at the Marshalls results meeting on the same morning 
appeared more unambiguously upbeat on the outlook for spending on driveways and 
patios, indicating that longstanding home owners were more likely to continue ‘big 
ticket’ projects (which we believe also include extensions), since they were likely to use 
pension draw-down (or, in our view, equity withdrawals and windfalls) to undertake 
major household investments. 

Initiatives: investments paying off, new products planned 

The investments in the Claughton and Desford plants should boost output by 15 million 
bricks a year and are progressing in line with expectations. The Accrington plant, 
which had been temporarily ‘mothballed’, when merchants’ stock levels had been a 
concern has now been re-lit and producing. Sales will start again in the second half. 

Shortages of pulverised fuel ash (PFA), due to slowdowns at coal-fired power stations, 
had held back production of Thermalite aerated concrete blocks, but buyers had opted 
for the group’s aggregate concrete products. Alternative sources of PFA supply and 
development of substitute materials are progressing satisfactorily, according to 
management. 

Management indicated that the Bespoke Products division is exploring products aimed 
at addressing Britain’s growing need for flood defence and water management – a 
significant growth area for the future in our view. 

Financials: cash flow is the stand-out performer 

Last year cash flow was the stand-out achievement, in our opinion, with net debt falling 
from £155m to £92m. Net debt has fallen to 1.3x EBITDA – already ahead of the mid-
term target of <1.5x set at the IPO. There is no defined benefit pensions liability. 

  

A solid start to the year, with 
visibility for at least the first 
half of 2017 … longer-term 
we believe demand will be 
underpinned by major 

Government initiatives 

“De-bottlenecking” 
investments to increase 
output by 15 million bricks 
progressing and 

‘mothballed’ plant re-fired 

<1.5x net debt/EBITDA target 

delivered a year early 
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Our market view: demand strong, brick stocks falling 

The underlying indicators of demand and supply appear to continue their improving 
trend, particularly housing starts and the ongoing decline in brick stocks, now running 
at -10% YoY. It will be some time before the ‘official’ DCLG housing starts data for Q1 
is released, but we have tracked industry body NHBC’s housing ‘registrations’ (a 
reliable indicator of starts, in our view) and our preferred measure of the latest rolling 
three months (to January) was up 18.6% versus a year earlier. 

Anecdotally, housebuilders’ guidance on volumes range from low single-digit growth 
from the largest groups, to more ambitious targets from the next tier down and, 
especially, from specialist or ‘hybrid’ groups, which stand most to gain, in our view, 
from the Government’s ambitious but ‘tenure neutral’ approach. 

It remains to be seen just what plans the new generation of super-sized housing 
associations will develop. London & Quadrant recently paid £505m to acquire the land 
bank of Gallagher Estates as part of its strategy of building 100,000 homes. Major 
groups have undertaken several ‘mega-mergers’, with very ambitious development 
plans. 

 

Brick stocks, YoY change (left); housing registrations, 3m rolling YoY change (right) 

  

Source: Department for Business, Energy & Industrial Strategy; NHBC 
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Official data on housing 
starts and brick stocks 
supports management’s 

short-term view 

Anecdotally, housebuilders’ 
guidance supports an 

optimistic mid-term outlook 

Longer-term, the big guns in 
the housing association 
sector could fuel a step-
change, supported by 
Government 
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Valuation: trading at a discount to UK and European peers 

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, and 
overlaps more with Forterra’s consumer-facing products, such as Flettons.  

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 – 17.4x to our FY1 EPS 
of 22.6p implying a range of 245 - 392p). 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 207p is below or just above the 
bottom of all the ranges. This would be even more the case if European comparators 
were used. 

Implied Forterra share price ranges, based on UK peer group 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 207                  414                  9.2 8.3 4.4 4.9 10.9 12.2 6.6 5.7 7.5

Ibstock IBST 214                  867                  11.7 10.8 3.8 4.2 7.0 8.6 8.9 8.2 2.8

Marshalls MSLH 347                  692                  17.4 16.1 3.3 3.7 6.2 7.0 10.8 10.1 3.4

Michelmersh MBH 50                    41                    10.9 11.6 2.4 2.6 na na 6.2 6.2 0.8

Polypipe PLP 333                  660                  13.6 12.6 2.9 3.2 7.9 8.6 9.9 9.3 2.4

Wtd ave 13.3 12.3 3.3 3.8 8.5 8.6 9.3 8.7 5.0

European building material producers

CRH CRG 3,281              27,381            17.6 15.2 2.0 2.1 5.2 6.2 9.4 8.7 2.0

Wienerberger WIE 1,950              2,281              17.8 14.5 1.4 1.6 7.4 8.5 8.0 7.4 1.5

Kingspan KRX 2,992              5,343              19.1 17.8 1.1 1.2 4.2 4.9 13.4 12.6 3.7

Wtd ave 18.2 16.0 1.5 1.7 5.4 6.3 10.5 9.8 2.5
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Key financials 

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

 Group revenue   225.9   268.1   290.2   294.5   307.7   323.9  

 Gross profit   63.2   100.3    -     123.3   127.0   135.1  

 Group operating profit   11.6   45.2   58.1   60.2   62.6   68.8  

 Exceptionals   (9.8)  (6.5)   -     (8.9)   -      -    

 Interest   (0.4)  (5.3)  (5.8)  (14.2)  (5.3)  (4.8) 

 PBT, reported   1.5   33.4   52.3   37.1   57.3   64.0  

 Underlying tax   (3.1)  (9.3)  (11.0)  (11.3)  (11.5)  (12.8) 

 Underlying tax rate (%)   25.8   23.0    -     20.8   20.0   20.0  

 Tax on exceptionals    -      -      -     1.7    -      -    

 Net attrib. profit   (1.5)  24.2   41.3   27.5   45.8   51.2  

 Pre-tax pre-exceptionals
1
   11.9   40.3   52.3   54.3   57.3   64.0  

 Period end shares (million)    -      -     200.0   200.0   200.6   200.6  

 Wtd. ave. shares (million)    -      -     200.0   200.0   200.6   200.6  

 Diluted shares (million)    -      -     200.0   200.8   203.2   205.2  

 EPS, basic (p)    -      -      -     13.8   22.9   25.5  

 EPS, diluted, pre-exceptionals (p)    -      -     20.6   21.4   22.6   25.0  

 DPS - declared (p)    -      -      -     5.8   9.1   10.2  

 NAV (p)    -      -      -     34.6   50.4   66.5  

 Dividend cover (x)    -      -      -     3.7   2.5   2.5  

 EBITDA   22.3   54.6   67.5   70.6   73.0   79.2  

 Free cash flow   34.2   31.7    -     28.5   45.2   50.5  

 FCFPS (p)    -      -      -     14.3   22.6   25.2  

 TNAV (p)    -      -      -     27.8   43.6   59.7  

 Adjusted cash flow statement  
       Group operating profit inc  exceptionals   1.9   38.7   49.5   46.6   62.6   68.8  

 Depreciation   10.0   9.1   9.1   10.4   10.4   10.4  

 Intangible amortisation   0.6   0.3   0.3    -      -      -    

 Other, non-cash    5.1   (3.3)  4.1   0.2    -      -    

 Changes in working capital   20.2   (3.6)  (13.1)  (1.0)  (3.0)  (3.2) 

 Operating cash flow   37.7   41.2   50.0   56.2   70.0   76.1  

 Capex (maintenance)   (3.4)  (5.3)  (12.4)  (9.0)  (8.0)  (8.0) 

 Interest, net   (0.1)  (4.1)  (26.4)  (12.4)  (5.3)  (4.8) 

 Tax    -      -     (3.3)  (6.3)  (11.5)  (12.8) 

 Free cashflow   34.2   31.7   7.9   28.5   45.2   50.5  

 Expansionary capex (forecast)    -      -      -      -     (7.5)  (3.0) 

 Acquisitions    -      -      -     0.2    -      -    

 Dividends - paid    -      -      -     (4.0)  (13.8)  (19.1) 

 Financing, other   (33.8)  (24.6)  (4.7)  7.3    -      -    

 Change in net cash (historic)/net debt   0.4   7.2   3.2   32.0   23.9   28.4  

 Summary balance sheet  
       Intangible fixed assets   16.6   16.6   13.3   13.7   13.7   13.7  

 Tangible fixed assets   142.4   144.8   149.5   147.2   152.3   152.9  

 Investments   1.9   0.8   1.8   0.4   0.4   0.4  

 Working capital   53.1   8.1   (0.0)  18.4   21.4   24.6  

 Provisions, others    (13.1)  (14.8)  6.3   (18.2)  (18.2)  (18.2) 

 Net cash/(debt)   13.8   (384.0)  (381.4)  (92.3)  (68.4)  (40.0) 

 Net assets 214.6 (228.6) (210.5) 69.2 101.2 133.4 

Source: Company information, Progressive Equity Research Estimates 1 Pro-forma, reflecting post-IPO run rate 
for interest etc 
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Overview: in-demand, conservative, cash generative 

Forterra 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. 

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. Brick in our experience is the overwhelming product of 
choice for UK housebuilding, among consumers, developers and planners. 

 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.   

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

 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. 

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. 

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

housing stock 
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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.  

While Flettons used to be among the cheapest bricks available, now their ‘rarity’ value 
makes them among the most expensive in the Forterra range, with high by unquoted 
margins. 
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