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Time to press the button 

Two features stood out in Forterra’s first full year results since its IPO: 
another significant ‘beat’ on cashflow expectations; and the formal 
signal that Britain’s second biggest brickmaker was to ‘press the 
button’ on a new plant, having previously waited until there was clear 
evidence of sustainable housebuilding demand. We believe the time 
is right, but that the company will remain measured in its expansion, 
in keeping with what we believe is its conservative track record. 

▪ Another narrow beat on profits, big beat on cashflow. EBITDA rose 
8.6% on a pro forma basis to £75.4m, beating both consensus (£75.0m) 
and our estimate (£74.6m), driven by double digit increases in brick and 
aggregate block volumes. Adj. dil. EPS rose by a higher 15.3% to 24.1p, 
beating our estimate by 1.3%. However, net debt fell from £92.3m to 
£60.8m, substantially below our estimate of £80.3m. The dividend was 
lifted by a pro forma 10.5% to 9.5p, our estimate. 

▪ Outlook and estimate changes. Brick and block demand have been 
ahead of last year in the first two months and company guidance is 
unchanged. We are leaving our FY 2018E EBITDA estimate virtually 
unchanged, but further de-leveraging has resulted in us nudging up our 
adjusted PBT and EPS estimates by 2.6% and 2.9% respectively 

▪ Housebuilders fuel demand. Prices rose to mitigate increases in input 
costs while margins slipped slightly, as expected, mainly reflecting mix 
effect, with a greater proportion of sales going to the largest 
housebuilders, which mainly buy lower priced bricks and have 
significant buying power. We expect this pattern to gradually reverse 
over the next couple of years as the biggest customers slow their growth 
and midsized companies grow faster. 

▪ Capacity. The company is now to push ahead with a further 100m 
expansion, likely to be alongside an existing plant. This and 45 million 
of recently finalised production upgrades will take total capacity from 
550 million at the IPO to 695 million. However, this and Ibstock’s 
expansion will still leave the highly consolidated industry with 14% less 
capacity than in 2007 

▪ Fundamentals strong. The group should benefit from the 
Government’s commitment to long-term growth in housebuilding 
volumes. In our view, management is highly focused and has a track 
record of conservatism and cash generation. 
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YE DEC  2015 2016 2017 2018E 2019E 

Revenue (£m)  290.2  294.5 331.0 365.6 379.4 

EBITDA (£m) 67.5 70.6 75.4 80.7 87.2 

EPS (p)  20.6  21.4 24.1 25.6 28.0 

DPS (p) - 5.8 9.5 10.5 11.6 

P/E (x)  14.0 12.4 11.7 10.7 

Yield (%)  1.9 3.2 3.5 3.9 

EV/EBITDA (x)  9.8 8.8 7.9 6.9 

Source: Company Information and Progressive Equity Research estimates 
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Cash and capacity increasing  

Two features stood out in Forterra’s first full year results since its IPO: another significant 
‘beat’ on cashflow expectations; and the formal signal that Britain’s second biggest 
brickmaker was to press ahead with measured expansion plans. We had speculated in 
recent notes that an announcement was likely, given low industry inventory stock levels 
and what increasingly looks to be sustained growth in housebuilding volumes, with mid-
sized builders, social housing providers and ‘alternative residential’ providers taking up 
the running from the leading quoted companies.  

Cashflow the standout feature once again 

Forterra’s 2018 results – for the first full year since the April 2016 IPO – followed what 
has become a familiar pattern: slightly ‘over-delivering’ at headline profit level, but 
significantly beating cashflow expectations. On a pro forma basis*, EBITDA – the 
company’s chosen key metric – rose 8.6% to £75.4m, beating both consensus (£75.0m) 
and our estimate (£74.6m). The main driver of growth in demand was the new housing 
market, which drove double digit increases in brick and aggregate block volumes. Adj. 
dil. EPS rose by a higher 15.3% to 24.1p, beating our estimate by 1.3% (see below).  

However, cashflow was considerably stronger than anticipated, continuing a trend that 
has been seen in results and trading statements since the April 2016 IPO. Despite the 
£20m acquisition of Bison in 2017, net debt fell from £92.3m at YE 2016 to £60.8m, 
substantially below our estimate of £80.3m, due to strong working capital control. Net 
debt to EBITDA fell from 1.3x to 0.8x. 

The dividend was raised from 5.8p (effectively part-year since IPO) to 9.5p, an increase 
of 10.5% over the annualised total for FY 2017. 

Table 1: Key estimate changes 

Year-end 2016 2017   2018E   

Dec (£m) Pro forma*  actual   estimate   diff. (%)   new   old   diff. (%)  

Revenue  294.5  331.0 321.9 2.8 365.6 359.2 1.8 

EBITDA adj* 69.4  75.4 74.6 1.0 80.7 80.4 0.5 

PBT adj*  53.1  61.1 60.4 1.1 65.4 63.8 2.6 

EPS adj* (p)  20.9  24.1 23.8 1.3 25.6 24.9 2.9 

DPS (p)  5.8  9.5 9.5 0.0 10.5 10.4 1.0 

Net debt 92.3 60.8 80.3  41.7 51.6  
 

Source: Company Information and Progressive Equity Research estimates 

* Pro forma:  applying comparable overheads and finance charges to FY 16 on a 
comparable PLC basis for the full year (IPO was in April 2016) 

 

Earnings forecasts nudged up and debt projected to fall further 

Full year guidance was unchanged. There appears to have been an encouraging start: 
brick volumes in January and February were reported to be higher than a year earlier 
and price increases were agreed with most customers in order to cover increased costs. 
Housebuilding volumes continue at “good activity levels” albeit the company anticipates 
“a more modest level of volume growth compared with the prior year”. Repair, 
maintenance and improvement activity, which supports the higher margin ‘Fletton’ brick 
range “remains subdued”.  

Slight ‘beat’ on profits; major 
over-shoot on cashflow 

PBT and EPS estimates 
raised by 2.6% and 2.9% 
respectively due to 
deleveraging 
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We are leaving our FY 2018 EBITDA estimate virtually unchanged, but further de-
leveraging has resulted in us nudging up our adjusted PBT and EPS estimates by 2.6% 
and 2.9% respectively. 

We anticipate some reversal of the positive working capital swing in cashflow seen in 
FY 2017 and have increased our capital expenditure assumptions. Nevertheless, we 
have further cut our YE 2018 net debt projection from £51.6m to £41.7m. 

 

Valuation 

The three ‘headline’ valuation measures, for FY 2018E indicate P/E of 11.7x, dividend 
yield of 3.5% and EV/EBITDA of 7.9x. For FY 2018 FCF yield is 7.3%, rising to 10.1% 
in FY 2019.   

This compares to, respectively, 13.7x, 3.5% and 9.7x for sector leader Ibstock (IBST, 
285p, £1,160m mkt cap). 

 

Divisional performance and forecasts 

Table 2: Divisional revenue, 2017 (%) LHS; EBITDA, 2016 – 19E, £m (RHS) 

  

Source: Company Information and Progressive Equity Research estimates 

* Pro-forma:  applying comparable overheads and finance charges to FY 16 on a 
comparable PLC basis for the full year (IPO was in April 2016) 

 

Brick and Blocks: driven by housebuilding demand 

The division is the UK’s second largest brick manufacturer, with 27% of industry 
capacity. In a highly consolidated sector, Ibstock has 39%, Weinerberger 22% and 
Michelmersh c. 7%. It also manufactures dense concrete and aerated concrete blocks. 

Revenue increased by 12.7% in 2017, driven mainly by demand from housebuilders. 
Price rises were achieved across all product ranges, offsetting cost increases. However, 
the blended average price was diluted by the greater proportion of sales to volume 
housebuilders. These generally choose cheaper brick lines and also have greater pricing 
power. 

Volumes benefited from the expansion of the highly efficient Measham plant completed 
during 2016 and the recommissioning of the Claughton plant.  
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By contrast, output was roughly flat for what we believe is the company’s highest margin 
product, the Fletton range. The lower relative contribution slightly diluted EBITDA 
margins for the division as a whole, from a pro forma 28.3% to 27.7%. 

Production of aerated concrete blocks had been erratic during 2016, due to shortages 
of the pulverised fuel ash raw material. However, the situation stabilised during 2017 as 
alternative materials were sourced. 

Our forecasts (table 3) assume a tailing-off in volume growth during FY 2018 - 19, mainly 
due to capacity constraints. We assume, possibly too conservatively, 2% pa price rises. 
We have factored in modest margin increases, reflecting a range of new 
‘debottlenecking’ efficiency improvement projects feeding through.  

Bespoke Products: boosted by Bison deal 

The division produces a range of specialist concrete products and systems including: 
insulated ground floor panels and staircases for a range of building types, including 
residential and commercial; permeable concrete block paving and drainage systems 
used externally in commercial and housing developments; chimney and roofing systems 

Underlying revenues grew by 4% before the impact of the September 2017 acquisition 
of the trade and selected assets of Bison Manufacturing. There was a 6% pro forma fall 
in EBITDA due to cost pressures in the precast concrete activities and operational issues 
in operating the Hoveringham plant at above its normal capacity. 

There was a stronger performance from the Red Bank chimney and roofing products 
specialist and Formpave permeable block paving producer, following product reviews 
and new machinery at the latter. 

The Bison assets were acquired for £20m from indebted contractor Laing O’Rourke (see 
28 July, Bison deal concretes group growth ambitions). This brought a highly efficient 
manufacturing plant and a high-profile brand (which Forterra has now adopted for all its 
precast concrete products). Bison’s Swadlincote plant had been operating at 50% 
capacity; the aim is to boost this to 80%, integrating the two businesses’ complementary 
activities. 

Total revenue was up 7% and we expect 26% growth in 2018 with the full year 
contribution from Bison. We expect slippage in the margin in FY 2018 due to Bison being 
lower margin with it recovering next year, reflecting better overhead recovery and 
efficiency measures kicking in. 

 

 

Revenue forecast to rise 26% 
in 2018 due to Bison deal 
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Table 3: Revenue and cost model 

Year-end December (£m) 2016 2017 2018E 2019E  H1 16 H2 16 H1 17 H2 17 

Revenue          

Bricks & Blocks  221.3   249.5   262.1   272.7    108.7   112.6   123.7   125.8  

Change (%) 1.5% 12.7% 5.1% 4.0%  -3.9% 7.3% 13.8% 11.7% 

Volume change - forecast (%)   3.0% 2.0%      

Price change - forecast (%)   2.0% 2.0%      

Bespoke Products  74.8   83.6   105.0   108.2    38.1   36.7   40.0   43.6  

Change (%) 1.4% 7.0% 25.6% 3.0%  -1.0% 4.1% 5.0% 18.8% 

Intersegment elimination  (1.6)  (2.1)  (1.5)  (1.5)   (0.8)  (0.8)  (1.0)  (1.1) 

Group revenue  294.5   331.0   365.6   379.4    146.0   148.5   162.7   168.3  

Change (%) 1.5% 12.4% 10.5% 3.8%  -3.2% 6.5% 11.4% 13.3% 

Cost of sales  (175.2)  (196.8)  (224.7)  (230.2)      

Expenses  (59.1)  (69.7)  (72.5)  (74.3)   (38.4)  (20.7)  (34.7)  (35.0) 

Change (%) -4.0% 2.5% 4.0% 2.5%      

EBITDA          

Bricks & Blocks  63.6   69.1   73.9   79.1    35.7   27.9   35.7   33.4  

Margin (%) 28.7% 27.7% 28.2% 29.0%  32.8% 24.8% 28.9% 26.6% 

Bespoke Products  7.0   6.3   6.8   8.1    3.8   3.2   3.0   3.3  

Margin (%) 9.4% 7.8% 6.5% 7.5%  10.0% 8.7% 7.5% 7.6% 

Group EBITDA, pre-exc  70.6  75.4   80.7   87.2    39.5   31.1   38.7   36.7  

Margin (%) 24.0% 22.8% 22.1% 23.0%  27.1% 20.9% 23.8% 21.8% 

Depreciation and amortisation  (10.4)  (10.9)  (12.3)  (12.3)   (4.9)  (5.5)  (5.1)  (5.8) 

EBIT, group only  60.2   64.5   68.4   74.9    34.6   25.6   33.6   30.9  

Margin (%) 20.4% 19.5% 18.7% 19.7%  23.7% 17.2% 20.7% 18.4% 
 

 

Source: Company results, Progressive Equity Research estimates 

Other financial items 

We expect expenses to trend upwards modestly in 2018, partly to an expansion of 
strategic and marketing functions. 

Depreciation should tick up due to the Bison acquisition and increased capex over the 
past couple of years. 
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Table 4: Profit & loss account 

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

Group revenue   290.2   294.5  331.0`  365.6   379.4  

COGS   (167.7)  (175.2)  (196.8)  (224.7)  (230.2) 

Gross profit   122.6   119.3   134.2   140.9   149.2  

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

Group operating profit   61.1   60.2   64.5   68.4   74.9  

Exceptionals   (11.6)  (8.9)  (1.8)   -      -    

Interest   (27.3)  (14.2)  (3.4)  (3.0)  (2.5) 

PBT, reported   22.2   37.1   59.3   65.4   72.4  

Underlying tax  (4.2) (11.3)  (12.2)  (12.9)  (14.5) 

Underlying tax rate (%)   12.2   20.8   20.0   19.8   20.0  

Tax on exceptionals  - 1.7  0.4    -      -    

Reported tax   (4.2)  (9.6)  (11.8)  (12.9)  (14.5) 

Net attrib. profit   18.0   27.5   47.5   52.5   57.9  

           

Pretax pre-exceptionals, PF               34.1               54.3               61.1               65.4               72.4  

Period end shares (million)   200.0   200.0   200.6   200.6   200.6  

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

Diluted shares (million)   201.2   200.8   202.9   205.2   207.0  

EPS, basic (p)   9.0   13.8   23.8   26.3   29.0  

EPS, pre-exceptionals + g/w (p)   14.9   21.5   24.5   26.3   29.0  

EPS, diluted, pre-exc + g/w (p)   14.9   21.4   24.1   25.6   28.0  

EPS, diluted, basic (p)   9.0   13.7   23.4   25.6   28.0  

DPS - declared (p)    5.8   9.5   10.5   11.6  

NAV (p)   (105.3)  34.6   52.2   68.5   86.6  

Dividend cover (x)    3.7   2.6   2.5   2.5  
 

Source: Company results, Progressive Equity Research estimates 

Net debt and interest cost 

We have cut our net interest estimates by £1.3m and £0.9m in 2018 and 19 respectively 
in response to lower average net debt and the borrowing rate being cut by 25 bps, 
triggered by borrowings falling below 1.0x EBITDA. 

Consensus expectations of net debt have fallen steadily since the IPO. In our 3 March 
2017 initiation note, A tonne of bricks, our estimate of YE 2017 net debt was £69.8m. 
Since then there was the £20m acquisition of Bison and yet the out-turn was £60.8m, so 
net cashflow was £29.0m better than anticipated in little over a year. 

The better than expected out-turn for FY 2017 was mainly due to a working capital 
contribution of £10.6m rather than a neutral estimate in our latest forecast, while there 
was an additional £6.0m of ‘other’ items contributing to operating cashflow and a £3.4m 
deferral of payment arising from a one-off alignment of the VAT periods. The reduction 
in working capital was partly due to a reduction in brick inventory levels. 

For our FY 2018E – 19E forecasts, we have assumed that working capital should start 
to absorb cash again, in line with revenue growth. FY 2018E guidance at the results 
meeting was for ‘maintenance’ capex of £11.5m and ‘expansionary’ capex of £4.5m. We 
have projected forward similar levels for FY 2019E. Despite this, we have cut net debt 
estimates for YE 2018E from £51.6m to £41.7m, with little change to our FY 2019E 
expectation due to the higher capex assumption. (This excludes the major expansion of 
£60 - 90m indicated in the results statement, which would probably be spread over a 
three-year period, see page 8). 

Positive working capital 
swing fuels better than 
expected debt reduction; net 
debt forecasts cut again, 
despite working capital 
reduction and greater capex 
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Table 5: Adjusted cash flow statement 

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

Operating profit post-exc.   49.5   46.6   62.7   68.4   74.9  

Depreciation   9.1   10.4   10.9   12.3   12.3  

Intangible amortisation   0.3    -      -      -      -    

Other, non-cash    4.1   0.2   6.0    

Changes in working capital   (13.1)  (1.0)  10.6   (10.0)  (10.4) 

Operating cash flow   50.0   56.2   90.2   70.7   76.8  

Capex (maintenance)   (12.4)  (8.7)  (8.4)  (11.5)  (11.0) 

Interest, net   (26.4)  (12.4)  (3.3)  (3.0)  (2.5) 

Tax   (3.3)  (6.3)  (9.3)  (12.9)  (14.5) 

Free cashflow   7.9   28.8   69.2   43.3   48.8  

Expansionary capex (forecast only)     -      -     (4.5)  (5.0) 

Acquisitions    (0.1)  (21.8)   

Dividends – paid    (4.0)  (13.8)  (19.7)  (21.8) 

Financing, other   (4.7)  7.3   (60.8)   

Change in net debt    3.2   32.0   (27.2)  19.1   22.1  
 

Source: Company results, Progressive Equity Research estimates 

 

Table 6: Summary balance sheet 

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

Intangible fixed assets   13.3   13.7   15.8   15.8   15.8  

Tangible fixed assets   149.5   147.2   165.2   168.9   172.6  

Investments   1.8   0.4    -      -      -    

Working capital   (0.0)  18.4   8.1   18.1   28.5  

Provisions, others    6.3   (18.2)  (23.6)  (23.6)  (23.6) 

Retirement benefit liabilities    -      -      -      -      -    

Net cash/(debt)   (381.4)1  (92.3)  (60.8)  (41.7)  (19.7) 

Net assets   (210.5)  69.2   104.7   137.5   173.6  
 

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

The company finally committed to its longstanding intention of a significant new 
expansion of brickmaking capacity. Prior to the IPO it indicated two possible options: a 
new 100 million bricks pa plant on land it owns at Swillington near Leeds and a 50 million 
facility at Clockhouse in Surrey.  

At the results it indicated that it is exploring a third option, a new factory next to an 
existing older plant, centrally located in England. This would involve building a new 
factory envelope next to the existing plant. There would be two kiln lines, one brand new 
and an extension and upgrade to the existing one. This would add 100 million to 
capacity. It would produce extruded or 'wire cut' bricks, the type most commonly used 
by volume housebuilders.  

The advantage of this approach is that the brickworks – still to be identified – already 
has an established customer base and distribution channels, as well as inventories in 
place; a 'greenfield' project would require stock levels to build up for a number of months 
prior to achieving optimum sales levels. 

The company still has to finalise a number of operational details before finalising its 
plans. An announcement is expected in the next few months. The total investment, we 
estimate, should be c. £90m over an approximate three-year period.  

At the analysts meeting the company played down suggestions that Swillington and 
Clockhouse projects are now off the cards. They are still possible, but we believe that 
the company will continue to make major investments only if the outlook for new housing 
growth is seen to be sustainable and at a rate of growth that the market can absorb. In 
our 25 January 2018 note, Pump up the volume, we highlighted government schemes 
and new market entrants which we strongly believe will underpin long term growth in 
housing supply. 

Forterra has already added a cumulative c. 45 million tonnes to capacity through 'de-
bottlenecking' projects at Accrington, Claughton and Desford. Even with a combined 145 
million additions from Forterra and Ibstock’s 100 million plant (to be fully productive 
during 2019), total industry capacity will be c. 2.2 billion bricks, 14% below the 2007 
peak of 2.6 billion, and this capacity will be generally more efficient. 

Company (and employees) take the long view 

One nuance that came across in the analyst meeting was Forterra’s focus on long term 
relationships with its customers, some of them the biggest housebuilders, as well as 
distributors (the top two customers account for 28% of brick and block sales). One 
question was whether would the mix of its customers change significantly, with mid-sized 
housebuilder paying more for bricks? The answer was there could be an element of this, 
but that the company was still dedicated to serving its larger customers over the long-
term. There was a similar response to whether it would form strategic alliances with 
importers: not likely since this might compete with specialist brick distributors which buy 
its bricks as well acting for importers. 

Another, in our view, encouraging facet from the meeting was that there had been a 
strong take-up in the company’s share save scheme, two-thirds of employees 
purchasing shares. 

 

 

 

 

Ready to press ahead with 
100 million capacity 
expansion 

Even after additions by 
Forterra and Ibstock,, 
industry capacity will be 14% 
below 2007 peak 

Fostering sustainable 
relationship with customers; 
enthusiastic take-up of 
employee share scheme  
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