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Mind the gap 

Next week’s FY 2017E results from Forterra, we envisage, are likely to 
feature the continuing sector theme of the gap between demand and 
supply for bricks – an issue highlighted in rival Ibstock’s figures. 
Latest government data show stocks at almost the same lows as 
during the “shortages” of 2014, amid new recent highs in imports. 
Government policies to increase housebuilding supply indicates to us 
that there is scope for Forterra to move ahead with measured capacity 
increases. 

▪ Continued rise in EBITDA and fall in debt likely. We expect rises of 
6% in EBITDA, 11% in adj PBT and 11% in adj EPS and a further fall in 
net debt from £92.3m to £80.1m in Wednesday’s FY 2017E results. 
Ahead of the announcement, we suspect there could be speculation 
about special dividends, as signalled by Ibstock this week. However, 
our default view is that the focus will remain debt reduction, while we 
believe the industry’s rapidly shifting supply-demand balance will 
provide opportunities for measured capacity increases which should 
yield good returns while not threatening over-supply. 

▪ Focus likely on industry squeeze. Latest official statistics (see over) 
show UK stocks at near to 2014 lows and imports exceeding the levels 
seen during a phase of apparent (rather than realistic) ‘panic-buying’. 

▪ Housebuilders feeling the squeeze and looking to Europe. Taylor 
Wimpey reported in its results “pinch points … long lead times and 
shortages”. Website constructionenquirer.com has reported that 
housebuilders and their agents “are having to look further afield to 
Europe for potential suppliers now because the domestic supply is 
stretched to the limit”. 

▪ Further measured capacity rise likely. Forterra has indicated a new 
plant is possible since its 2016 IPO. So far, it has focused on smaller, 
‘de-bottlenecking’ projects. We do now believe that higher demand is 
sustainable enough for new but measured increases. 

▪ Fundamentals strong. The group, which is the UK number two after 
Ibstock, with a 27% market share, should benefit from current steady 
growth in housebuilding volumes, while Government initiatives should 
significantly increase demand further. In our view, the company is 
focused and conservative, and has delivered or exceeded on 
expectations since the IPO. For further analysis of Forterra and its 
market see our 25 January 2018 report, Pump up the volume.   
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YE DEC  2015 2016 2017E 2018E 2019E 

Revenue (£m)  290.2   294.5   321.9   359.2  370.1 

EBITDA1 (£m) 67.5  70.6   74.6   80.4   86.8  

EPS1 (p)  20.6   21.4   23.8  24.9 27.5 

DPS (p) -  5.8   9.5  10.4 11.3 

P/E (x)   13.9   12.5   11.9   10.8  

Yield (%)   2.0   3.2   3.5   3.8  

EV/EBITDA (x)   9.7   9.1   8.1   7.0  

Source: Company data, Progressive Equity Research estimates; 1 pro-forma FY15 
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Results to show progress and capacity indications 

Forterra releases its FY 2017E results to December on Wednesday 14 March. We 
expect further progress, with increasing EBITDA and earnings and further reduction in 
net debt. Our estimates, which are unchanged, are summarised on pages 6 and 7. 

In our 25 January 2018 report on Forterra, Pump up the volume, we suggested that the 
company could be moving closer to announcing increases in brick production capacity. 
Latest government data has continued to show low levels of industry brick stocks, which 
we believe should strengthen manufacturers’ pricing power. Ibstock and Michelmersh 
have highlighted low stock levels and, recently, waiting times, an issue highlighted by 
housebuilder Taylor Wimpey at its results. 

Forterra has previously discussed the option to expand capacity and we now believe 
that the long-term outlook for housebuilding volumes could make a decision from the 
company now more likely than not. 

The company, Britain’s number two, has already added incrementally to existing plants, 
which had the added benefit improving production efficiency; we suspect more clarity on 
additional facilities could be provided as early as next week’s results. 

Stocks levels falling back to 2014 lows 

Brick stocks in January totalled 375 million, down 28% YoY and 41% below the 10-year 
average of 639 million and only 16% above the low of 323 million reached in 2014, 
following what looked like a temporary outbreak of panic-buying immediately after the 
introduction of the Government's Help to Buy stimulus for new homes (see figure 1). 

Figure 1: UK brick industry stocks (million) 

 

Source: BEIS, Progressive Equity Research 

The latest level of stocks equates to 11.7 weeks of the latest month of deliveries, 
annualised. This compares with 13.3 weeks in December and a current cycle low of 8.7 
weeks in November (see figure 2). On the less volatile measure, comparing stocks with 
trailing cumulative 12 months of deliveries, the reading is virtually unchanged at 9.6 
weeks. The compares with a 10-year average of 19.9 weeks and peak in 2009 of 39.7 
weeks. 
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Figure 2: UK brick industry: stocks/deliveries (weeks) 

 

Source: BEIS, Progressive Equity Research. Based on: 1 latest month of deliveries 
x12; 2 trailing cumulative 12m of deliveries 

Ibstock, the industry’s biggest producer, highlighted the issues at its recent results. 
Although it had moved to production to maximum output during the summer months, 
“new build products, such as bricks and roof tiles, moved onto waiting times. With 
demand exceeding supply during this period, some customers did not receive the 
volumes they wanted when they needed it”.  

Michelmersh, which reports on 19 March, said at its latest presentation that stocks are 
now down to around one month of deliveries. 

Housebuilders can still get bricks, but our industry contacts indicate there is not much 
‘slack’ in the system and customers are required to give plenty of lead time and, if 
necessary, be flexible on specific product requirements. 

The UK’s second biggest housebuilder by volume, Taylor Wimpey, alluded to this at its 
results, saying it had “agreed product lines and volumes with key suppliers to mitigate 
long lead times and shortages”. 

(Products reported to be in short supply have also included concrete blocks, which 
Forterra also produces, and concrete roof tiles, the main roofing material used in 
housebuilding.) 

Demand has exceeded supply for almost two years 

The fall in stocks has been the result of deliveries exceeding production for most of the 
past two years (chart 3). This has only been reversed in recent months, probably due to 
incremental improvements to existing plants and ‘mothballed’ plants coming on-stream.  
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Figure 3: Brick production and deliveries, YoY change (%) 

  

Source: BEIS, Progressive Equity Research 

‘Shortages’ are more structural than in 2014 

The ‘shortages’ in 2014 were, in our view, more apparent than realistic. In our view, the 
current low levels of stock present more structural challenges to suppliers and 
customers, given both Theresa May’s and Housing Secretary Sajid Javid’s elevation of 
housebuilding to the very top of the political agenda. 

The Prime Minister this week announced new proposed planning guidance “to get more 
homes built more quickly”. This included a new formula for government to assess local 
housing need, which could be twice the level that councils in the South East, in particular, 
use to govern their planning policies. 

Ministers have also threatened ‘use-it-or-lose-it’ powers to remove planning consent 
from housebuilders that are judged to be “sitting on their landmarks” or not building out 
active sites quickly established enough. 

Imports on the increase as housebuilders look to Europe 

The imbalance in supply and demand appears to have fuelled an increase in brick 
imports, which had risen during 2014 before retrenching, when distributors realised that 
any shortages had, in reality, been short-term. The rolling 12 month figure for December 
shows imports rose to a new high for this cycle of £85m (see figure 4). 

Our conversations within the industry suggest that housebuilders or their agents have 
been searching Europe for alternative supplies, if not to satisfy demand, at least as a 
contingency.  

A report in constructionenquirer.com this month reported that housebuilders “are having 
to look further afield to Europe for potential suppliers now because the domestic supply 
is stretched to the limit”. 
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Figure 4: UK brick imports, 12m rolling total (£m)  

 

Source: BEIS, Progressive Equity Research 

 

Measured and sustainable approach to capacity and pricing 

We believe that Forterra is likely to adopt what we observe as its hallmark conservative 
management approach to any actions on pricing and capacity. We doubt it will take 
undue advantage of tight supply to push pricing up by much more than its import costs, 
in the interests of maintaining good customer relations. 

On capacity, there is a conundrum. The wider building materials industry’s image has 
been marred by companies investing heavily at the top of cycles, with new capacity 
eventually emerging during industry declines. For the brick makers, a lot has changed.  

There are only two major planned capacity increases. Ibstock’s new Leicestershire plant 
should add c. 100 million to current industry capacity of c. 1.9 billion bricks pa. This is 
completed but is unlikely to be selling at full capacity until its stocks are fully built up in 
FY 19.  

Forterra has previously indicated it could build a similarly sized facility at a site it owns 
in West Yorkshire (producing the ‘wire-cut’ bricks most used by volume housebuilders, 
while Ibstock’s new plant produces ‘soft mud’ products). However, as we have indicated 
previously, we believe this is just one of the potential options. 

The over-riding requirement, however, is likely to be only to invest in new capacity that 
is cost-effective, improves overall efficiency and addresses a long-term sustainable level 
of demand. In our view, this has been the reason that it has not ‘pressed the button’ 
despite indicating Swillington has been an option since the IPO. We now believe the 
time looks right to press on with measured expansion. 

  

  

  

0

10

20

30

40

50

60

70

80

90

13 14 15 16 17

Long term conservative 
approach in our view 
underpins most  
management actions 

Major investment likely 
only if directors see 
long-term sustainable 
demand 



9 March 2018 

 

 
6 

Financials 

This is a summary of more detailed projections in our 25 January 2018 note. 

Table 1: Profit & loss account 

Year-end December (£m) 2015 2015 PF  
pre-exc 

2016 2017E 2018E 2019E 

Group revenue  290.2   290.2   294.5   321.9   359.2   370.1  

COGS  (167.7)   (175.2)  (193.0)  (213.7)  (216.3) 

Gross profit  122.6    119.3   133.9   140.6   148.8  

Operating expenses  (61.4)   (59.1)  (69.7)  (72.5)  (74.3) 

Group operating profit  61.1   58.1   60.2   64.2   68.1   74.5  

Exceptionals  (11.6)   (8.9)   -      -      -    

Interest  (27.3)  (5.8)  (14.2)  (3.8)  (4.3)  (3.4) 

PBT, reported  22.2   52.3   37.1   60.4   63.8   71.1  

Underlying tax rate (%)  12.2    20.8   20.0   20.0   20.0  

Reported tax  (4.2)   (9.6)  (12.1)  (12.8)  (14.2) 

Net attrib. profit  18.0   41.3   27.5   48.4   51.0   56.9  

       
Pretax pre-exceptionals, PF              34.1               52.3               54.3               60.4               63.8               71.1  

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

Wtd. ave. shares (million)  200.4   200.0   200.0   200.6   200.6   200.6  

Diluted shares (million)  201.2   200.0   200.8   203.2   205.2   207.0  

EPS, basic (p)  9.0    13.8   24.1   25.4   28.3  

EPS, pre-exceptionals + g/w (p)  14.9    21.5   24.1   25.4   28.3  

EPS, diluted, pre-exc + g/w (p)  14.9   20.6   21.4   23.8   24.9   27.5  

EPS, diluted, basic (p)  9.0    13.7   23.8   24.9   27.5  

DPS - declared (p)    5.8   9.5   10.4   11.3  

NAV (p)  (105.3)   34.6   51.5  67.2 84.8 

Dividend cover (x)    3.7   2.5   2.4   2.5  
 

Source: Company results, Progressive Equity Research estimates 
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Table 2: Adjusted cash flow statement 

Year-end December (£m)  2015 2016 2017E 2018E 2019E 

Operating profit post-exc.   49.5   46.6   64.2   68.1   74.5  

Depreciation   9.1   10.4   10.4   12.3   12.3  

Intangible amortisation   0.3    -      -      -      -    

Other/ other cash (forecast only)       

Other, non-cash    4.1   0.2     

Changes in working capital   (13.1)  (1.0)   -     (4.0)  (0.2) 

Operating cash flow   50.0   56.2   74.6   76.4   86.6  

Capex (maintenance)   (12.4)  (8.7)  (5.0)  (8.0)  (9.8) 

Interest, net   (26.4)  (12.4)  (3.8)  (4.3)  (3.4) 

Tax   (3.3)  (6.3)  (12.1)  (12.8)  (14.2) 

Free cashflow   7.9   28.8   53.7   51.3   59.1  

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

Acquisitions    (0.1)  (20.0)   

Dividends - paid    (4.0)  (14.2)  (19.9)  (21.2) 

Financing, other   (4.7)  7.3     

Change in net debt    3.2   32.0   12.0   28.1   37.9  
 

Source: Company results, Progressive Equity Research estimates 

 

Table 3: Summary balance sheet 

Year-end December (£m)  2015 2016 2017E 2018E 2019E 

Intangible fixed assets   13.3   13.7   33.7   33.7   33.7  

Tangible fixed assets   149.5   147.2   149.3   148.0  145.5 

Investments   1.8   0.4   0.4   0.4   0.4  

Working capital   (0.0)  18.4   18.4   22.4   22.6  

Provisions, others    6.3   (18.2)  (18.2)  (18.2)  (18.2) 

Retirement benefit liabilities    -      -      -      -      -    

Net cash/(debt)   (381.4)1  (92.3)  (80.3) (51.6)  (13.7) 

Net assets   (210.5)  69.2   103.3  134.7 170.4 
 

Source: Company results, Progressive Equity Research estimates; 1 pro-forma net debt at IPO, £155m  
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