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KEY INFORMATION 
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Happy returns 

A year to the day after the IPO, Forterra's US private equity owner has 
placed its entire remaining c. 53% holding at 195p – a 5% discount to 
yesterday's closing price. The placing was larger than initially 
proposed yesterday "due to strong investor demand". We believe the 
market may have viewed the 'overhang' as a concern and this might 
have partly explained the stock's discount versus larger rival Ibstock 
(IBST). The shares have reacted positively in early trading, rising to a 
new high. This comes against what we see as a positive backdrop for 
suppliers of bricks and other new housing products. 

▪ The placing was increased from a proposed c. 70 million shares to Lone 
Star's entire holding of just under 106 million shares. Its initial holding 
came to the market in April 2016 in the IPO at 180p. In early trading 
today, the shares have gathered ground on yesterday's closing price of 
207.75p, touching a new high of 210p. 

▪ The market's possible concern about the overhang may have 
contributed to the stock's discount versus Ibstock (eg  a 2017 P/E of 
9.2x on our estimates at yesterday's closing price vs Ibstock on 12.0x 
consensus earnings, according to FactSet). IBST's PE investor Bain 
Capital still retains a c. 25% holding, according to FactSet. 

▪ The news comes against what we believe to be encouraging data for 
housebuilding products suppliers in general, and brick makers in 
particular. Housing starts appear to have continued their steady YoY 
growth during spring, while brick stocks have continued to fall, allowing 
in, our view, sufficient pricing power to at least offset cost increases. 

▪ The wider attractions, which we outlined in our initiation note, A tonne 
of bricks, 3 March 2017, include: long-term demand to be underpinned 
by Government’s £8.7bn-plus plans to increase housing output; efficient 
plants and a conservative cash-focused management strategy; and the 
‘unique selling point’ of Forterra’s high margin ‘Fletton’ brick, which is 
specified by planners for a large proportion of home extensions. 

▪ Background: Forterra is the UK’s second largest brick manufacturer in 
a consolidated sector, 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. 
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YEAR END DEC (£M)  2015PF 2016 2017E 2018E 

Sales  290.2 294.5 307.7 323.9 

EBITDA1  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  9.6   9.2   8.3  

EV/EBITDA2 (x)  11.8  7.1   6.7   5.8  

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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A year on, the outlook appears bright 

Latest housebuilding and brick industry data paint a benign picture in the short- and mid-
term, while an increased electoral majority for Theresa May following the General Election 
– which most commentators are predicting – will arguably give her administration a stronger 
mandate to pursue its ambitious long-term programme to boost volumes of all tenures of 
housing – the key driver of brick and block demand. 

Brick stocks continue to fall 

The latest statistics from the Department for Business, Energy & Industrial Strategy show 
that YoY declines in brick stocks widened further in February to -17%. At the time of the IPO, 
the increasing level of brick stocks had been a concern (see below, right). The decrease in 
stocks held by manufacturers since then has, in our view, been the result of increased 
housebuilding demand, destocking by merchants and a reduction in short-term 
manufacturing capacity by producers, in particular Forterra. Deliveries have increased YoY 
for all but one of the last 10 months, while production has decreased YoY for all but one. 

Brick stocks and deliveries (million), LHS; stocks, YoY change (%), RHS 

  

Source: Department for Business, Energy & Industrial Strategy 

Housebuilding volumes steadily increasing 

Official data from the ONS shows that housebuilding starts in England were running at an 
average YoY increase of c. +10% for Q2 - Q4 2016.Q1 data has not yet been released for 
Q1 2017, but for the three months to February the running YoY increase according to 
housebuilders' body NHBC, showed a 9.7% increase. 

Housebuilding mandate to be strengthened if majority rises? 

One of the key political aims of the May government has been the commitment to increasing 
output of new homes, contained in the Housing White Paper, with a much greater emphasis 
than the previous administration on a broad range of tenures. We envisage a possible 
temporary lull in the legislative process during the process of 'purdah', but an increased 
majority would arguably strengthen the mandate to get more homes built. 

New housing accounts for c. 55% of Forterra's revenue, with housing refurbishment and 
improvement – a key driver of demand for the high margin 'Fletton' brick – accounting for 
most of the rest. 
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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-exceptionals1   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  

 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 and Progressive Equity Research estimates 

 



21 April 2017 

 

 
4 

Disclaimers and Disclosures 

Copyright 2017 Progressive Equity Research Limited (“PERL”).  All rights reserved.  PERL provides professional equity research 
services, and the companies researched pay a fee in order for this research to be made available.  This report has been 
commissioned by the subject company and prepared and issued by PERL for publication in the United Kingdom only.  All 
information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable; 
however, PERL does not guarantee the accuracy or completeness of this report.  Opinions contained in this report represent 
those of the research department of PERL at the time of publication, and any estimates are those of PERL and not of the 
companies concerned unless specifically sourced otherwise.  PERL is authorised and regulated by the Financial Conduct Authority 
(FCA) of the United Kingdom (registration number 697355). 

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

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

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

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


