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Housebuilders: Finding  
room for more upside 

Executive summary

n The market in existing housing remains in the doldrums as 
homeowners sit on their hands, not willing to commit to bigger 
mortgages, thanks to affordability concerns and possibly economic 
uncertainty due to Brexit. By contrast, sales of new homes are still 
buoyant, with the government’s Help to Buy scheme the main 
driver; some major housebuilders make half of their sales to buyers 
using Help to Buy.

n Rising labour costs have the potential to dent housebuilders’ 
profit margins, although sterling’s recovery has helped trim the cost 
of imports. Increased output could help maintain bottom lines if 
margins fall, but planning constraints are problematic. Overall, the 
rate of profit growth is expected to slow.

n Years of undersupply in the housing market, which has its root 
in a dearth of social housing construction since Right to Buy in the 
1980s, mean that housebuilders could theoretically keep increasing 
output each year without resolving the supply/demand imbalance 
for the foreseeable future. The worst danger the sector could face 
is not a revival in small housebuilders increasing supply. Rather, a 
recessionary scenario where prospective buyers sit on their hands 
(as they did in 2007-09 when the housing shortage was already well 
established) would be most detrimental. 

27 April 2018

Analyst: Jonas Crosland
jonas.crosland@ft.com

� Telford Homes (TEF) – 
supplying apartments near 
London at the more afford-
able end of the market and 
generating an increased 
exposure to the capital light 
build-to-rent market.
� MJ Gleeson (GLE) – sell-
ing consented land to hungry 
housebuilders in the south of 
England and building really 
affordable homes in the north.
� Berkeley Group (BKG) 
– relatively expensive, but 
with a great track record that 
included not having to tap 
shareholders for funds during 
the recession.

Best ideas

In 1957 when UK prime minister Harold Macmillan said “most 
of our people have never had it so good”, he was obviously not 
talking about the UK publicly-listed housebuilders. But that’s 

about where they are at the moment. Cheap mortgages, rising 
wages, benign land prices and a chronic shortage of new homes 
have combined to create almost ideal conditions. Shareholders 
are being repaid for their patience and generosity in the wake of 
the financial crash, when they supported a string of rights issues, 
with very attractive dividend payouts. The question going forward 
is whether or not the gravy train is set to continue or whether 
slowing house price inflation and persistent supply side infla-
tion will spoil the party. So, should you join in and buy shares in 
housebuilders? We explore both sides of the argument.

Jonas Crosland’s view:Housebuilders’ impressive margins
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House of cards?
Apart from the continued debate about why England can’t 
win the football World Cup, everyone on the Clapham 
omnibus has an idea about housing – most of them being 
wrong. However, one thing remains clear: the UK needs 
more homes to house a growing population.

In the old days, there was a certain amount of auto-
matic supply as people passed on, but the miracles of 
modern medicine and, at least, the ability to embrace a 
healthier diet mean that some people are living longer; 
that excludes a worrying increase in the number of people 
who are overweight or obese. Many of these reaching a 
decent old age and owning a house would probably like 
to downsize now that the children have left home, but 
here there are two problems. There is a shortage of ap-
propriate homes for the elderly, while those who would 
like to downsize earlier are still saddled with a house full 
of children who are unable to reach the first rung of the 
housing ladder.

More than 300,000 new homes are needed each year, 
according to the government, but this figure doesn’t re-
ally take into account the number of years that this has 
not been achieved. This is where the opinion of that man 
on the bus comes in, because there are several ways of 
looking at the problem. How, for example, can there be 
an affordability gap when inflation is nominal, mortgage 
rates are as low as they have ever been, while employment 
levels are at a record high? This is a tough one to answer 
easily. It’s too simple to say that house price inflation 
has outstripped wage growth. Absurd headlines in the 
popular press bemoaning the fact that a nurse working in 
a central London hospital cannot afford a flat in Chelsea 
conveniently overlooks the fact that the nurse has never 
been in a position to buy a flat in Chelsea. Even so, earn-
ings multiples still look a little stretched. The government 
has tried to help, but in a perverse way has helped to 
stoke the housing shortage by making it easier for first-
time buyers. A Help to Buy loan and a mortgage mean that 
a first-time buyer only has to find 5 per cent of the pur-
chase price, and there is no stamp duty to pay on the first 
£500,000 either.

It’s not all plain sailing, however. Banks with their grow-
ing greed for profits managed to massage the world econ-
omy into recession in 2007. In the wake of that, with bad 
loans dripping out everywhere, they pulled up the mortgage 
drawbridge. Since then, modest loan-to-value mortgages 
have returned, and in order to leave a margin of error, stress 
tests have been applied to ensure that mortgagees retain suf-
ficient financial clout to weather a rise in interest rates.

“Can there be an  
affordability gap 
when inflation is 
nominal, mortgage 
rates are as low as 
they have ever been, 
while employment 
levels are at a  
record high?”
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New build remains attractive
The efforts to help first-time buyers have helped, but it’s 
worth remembering that the major housebuilders have 
no trouble in selling the new houses they build, even 
though the secondary market in existing homes has seen 
transactional volumes decline of late. New homes have 
an attraction. They carry a structural guarantee; they 
come filled with appliances, and are often built in loca-
tions that are regarded as most attractive when it comes 
to shops, transport, schools and other amenities. This is 
an important consideration. Gosport in Hampshire, for 
example, has a population of over 80,000, but the rail-
way line closed 65 years ago.

Masters of their own destiny? 
The quoted housebuilders have been the butt of much 
abuse, most of which is unjustified, and this report will 
show why that is the case. The first consideration is that 
they have never built enough homes to meet the number 
of houses needed nor are they ever likely to. There has 
always been a housing shortage; even at the height of the 
financial crash there was a housing shortage. For house-
builders, however, the biggest shortage was the number 
of buyers. This was as a result of the major lenders ad-
dressing their earlier profligacy in handing out mortgages 
like confetti, by pulling up the mortgage drawbridge 
altogether. Potential buyers, for their part, were subject to 
a dearth of transactional volume, a collapse in consumer 
confidence, economic turmoil and rising unemploy-
ment – all factors well beyond the influence of the build-
ers themselves. This highlights how vulnerable quoted 
housebuilders are to greedy banks screwing up the econo-
my. The situation became really serious when a crash in 
sales wiped out cash flows just at a time when builders 
were highly indebted, having spent lots of money buying 
expensive land. Dividends disappeared and nearly all the 
quoted builders were obliged to tap their shareholders 
for funds via rights issues. And as sales prices fell, so did 
land values, which left builders with a significant rump of 
units that were not economically viable to develop. Since 
then, lessons have been learned, and most quoted house-
builders carry no debt on the balance sheet. Less money 
is tied up in land purchases, too. Many builders replen-
ish land banks on a top-up basis, and deferred terms are 
quite often employed in order to avoid tying down funds 
and depressing the return on equity.

 

“Even at  
the height of the  
financial crash there 
was a housing  
shortage... This  
highlights how  
vulnerable quoted 
housebuilders are  
to greedy banks 
screwing up the  
economy”
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Political punchbags
When asked about what would happen if a Labour  
government were elected, one housebuilder suggested 
that they would all be building council houses instead 
of homes to sell privately. But it shouldn’t take a change 
in government to highlight the fact that local authori-
ties are not building homes. In the 1950s they were 
building 300,000 homes a year, although many of these 
were to replace existing homes in need of replacement 
after the war. Even so, councils have stopped build-
ing homes. The main reason is a lack of funding and 
restrictions on raising funds. The plan also lost a lot 
of relevance when Margaret Thatcher introduced the 
Right to Buy scheme. Funds raised as a result of the big 
sell-off in council houses were not employed to replace 
those sold simply because tenants could then exercise 
their right to buy them. Housing associations have been 
affected in the same way, although they are at least 
building some homes. The government has further 
muddied the waters by clamping down on private land-
lords, while raising no objections to the steady increase 
in institutional funds finding their way into the sector 
via build to rent schemes.

This is interesting because most major housebuilders 
are not building homes to rent out; they’re being built to 
sell. But this comes at a time when there is a steady rise 
in demand for rented accommodation. There has been 
much debate about whether tenants choose renting as a 
lifestyle choice or whether it’s just a way of living in an 
area where it is too expensive to buy. Regional variations 
also play a part; it may indeed be cheaper to rent in Lon-
don than to buy, but the opposite is true in many of the 
regions of the UK. This leads us to the question of make-
up. The government is targeting 300,000 homes a year, 
but there is no clear indication as to what these should 
comprise, rented or bought. It’s also clear that demand 
for more homes is most acute in areas of greater prosper-
ity, where there are more jobs paying good wages, but 
where land and houses are more expensive.

House completions
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“The government  
has further muddied 
the waters by  
clamping down on 
private landlords, 
while raising no  
objections to the 
steady increase in  
institutional funds 
finding their way 
into the sector via 
the Build to Rent 
schemes”
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Profits not popularity
So what if the quoted housebuilders were given a blank 
cheque and invited to step-up production? They could 
achieve greater output, as indeed they do every year, but 
not enough to make up the shortfall. And there are several 
reasons why not. The first is a principal reflection of how 
publicly-quoted companies work. Ordinary people and in-
stitutional shareholders ‘lend’ money to companies on the 
understanding that they put those funds to work and offer 
a decent return. Housebuilders are not some sort of phil-
anthropic Robin Hood, there to solve the housing short-
age. The first chief executive that announces to sharehold-
ers that profits and dividends will be reduced following a 
decision to build more cheap homes will probably be the 
first chief executive to be shown the exit.

And the critics will also claim that Help to Buy is just a 
government subsidy that housebuilders pass on to share-
holders in the form of nice dividends. We’re still waiting 
to hear some complaints from those savvy enough to own 
the shares or from those first-time buyers who now own 
their own home.

Where is the workforce?
All of this idea of a quantum expansion in output has to 
be brought back into the land of reality. Question – who 
is going to build the houses? In the years following the 
destruction of the housebuilding sector in the wake of 
the financial crash, nearly 400,000 jobs were lost in the 
industry. Most of those who were kicked out are either 
retired or retrained; either way they’re not coming back. 
And there is another problem. Getting your hands dirty 
doesn’t come high up the list of desires for the modern 
aspiring school leaver, while around a quarter of the exist-
ing workforce in the housebuilding sector is over 50 years 
of age, and around 400,000 of the over 55’s are planning 
to retire sooner rather than later.

Current estimates suggest that about 36,000 skilled 
workers – plumbers, electricians, bricklayers, plasters 
etc. – need to join the industry just to cover the numbers 
leaving, compared with current apprenticeship num-
bers running at around one-third of this. And these are 
schemes predominantly run by the housebuilders them-
selves. There are other shortages, too, not least in the 
number of qualified surveyors. We don’t really want to 
dwell on the Brexit uncertainty, but any disruption to the 
steady importation of skilled labour from the European 
Union will be keenly felt.

“Housebuilders are 
not some sort of  
philanthropic  
Robin Hood, there 
to solve the housing 
shortage”

One-fifth of workforce from overseas

18%  EU
2%  Other overseas

Source: Home Builders Federation,  
Workforce Census 2017

80%  UK
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Getting up to speed
And after almost a decade, the government is still not up 
to speed, but has at least conceded that more needs to be 
done to help the smaller builders. This is vital because 
the quoted housebuilders in our table build not more 
than 40 per cent of the annual construction output. And 
from the 12,000 small housebuilders that were around in 
1998, this number had collapsed to just 2,500 by 2017. It’s 
also important to note that the banks must also be held 
accountable for that decline because in the wake of the 
financial crash, small housebuilders were simply denied 
finance to build more houses. Having spent their time on 
speculative financial trading, the banks were in no mood 
to sponsor speculative building. And the government has 
been equally blind to the effects of existing procedures that 
have been lost in the maze of legislation, not least of which 
the amount that small builders have to shell out to comply 
with the utterly meaningless Community Infrastructure 
Levy. This is a cynical way of raising funds to pay for local 
facilities that local authorities decide not to pay for. This 
is a highly emotive issue, given that 60p out of every 100p 
spent by local authorities is spent on social services.

A cross party group of MPs has come up with a list of rec-
ommendations, supported by the Federation of Small Busi-
nesses that includes a call for a government-backed loans 
guarantee scheme, as small builders are reliant on borrowed 
money, unlike the large builders with piles of cash. Small 
builders also need some protection against late and bad 
payers, as this puts additional strain on cash flow. More 
apprentices need to be encouraged to reduce labour cost 
inflation, while the planning process needs to be revised.

We mustn’t forget the growing need for old people to 
downsize. This is important because couples living in 
large houses with spare bedrooms may like to entertain 
the idea of downsizing and freeing up some capital in the 
process. McCarthy and Stone (MCS) has been addressing 
this need for some time, having been taken into private 
hands in 2006 before re-entering the public domain in 
November 2015. After a bright start to its second stint as a 
quoted company, business has since been hit by the fallout 
following the EU referendum. Strangely enough, this was 
blamed on a drop in older people deciding to downsize. 
The company is in good health, but serves as a reminder as 
to how easily the gravy train can be derailed. For example, 
profits in the six months to February 2018 were chipped 
away by rising costs due to the increased use of buying 
incentives including part-exchange incentives, rising build 
cost inflation coupled with a fall in sales. The latter is cru-
cial because builders can maintain profits as long as sales 
are maintained. Without sales, profits disappear.  

There’s a growing need for old people to downsize, which 
McCarthy and Stone has been addressing for some time
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This time it is different/The new normal?
There is a theme running through all of this so far, which 
should now be addressed to the housebuilders them-
selves. Making money and paying nice dividends or, 
more specifically, giving back to shareholders some of 
the money that they forked out when the builders came 
cap in hand to raise funds through rights issues, is not 
just reliant on there being demand for homes, but on a 
host of other factors.

The key consideration is the economic climate. Steady 
growth is good for housebuilders because it keeps the lid 
on the economic cycle. This is important because like the 
economy the housebuilding sector is cyclical, although 
perhaps not as much as many wish to believe. So, the 
perverse logic dictates that if trading conditions have 
been steadily improving for a decade, which they have, 
it’s about time we had a jolly good recession. The current 
cycle is different, however. Interest rates have been kept 
artificially low in order to stimulate economic growth. Low 
interest rates have also helped to reduce the debt burden, 
or at least the cost of servicing debt. It also means that 
mortgages are currently as cheap as they ever have been. 
At some point, events have to return to nearer historic 
norms, but we haven’t found anyone yet who is in a hurry 
to predict when this will happen. It’s also worth remem-
bering that demand-led inflation only comes from a grow-
ing economy, which means that rising wages should allow 
mortgagees to cope better with any rise in repayments.

Growth in the bank
All the major housebuilders like to carry a land bank that can 
equate to as much as six year’s output. This has inevitably 
led to accusations of speculative hoarding, or put another 
way, sitting on land, generating a shortage of houses and 
driving house prices higher. This suggestion signifies little 
more than the ignorance of those who subscribe to such a 
view. Spending money on land and sitting on it is not an ef-
ficient use of capital for a start. The second point is that land 
inflation remains benign, so sitting on land doesn’t create 
value. And, despite the usual accusations that England is be-

“Like the economy 
the housebuilding 
sector is cyclical, 
although perhaps 
not as much as many 
wish to believe”

Episode  1 2 3 4 5
Date of first rate rise  12/9/94 6/5/97 8/9/99 6/11/03 3/8/06

Date of last rate rise  2/2/95 4/6/98 10/2/00 5/8/04 5/7/07

Duration (days) 143 394 155 273 336

Housebuilders absolute (%) -17.5 28.1 -32.6 31.8 13.7

Housebuilders relative to FTSE Allsh -12.9 -2 -32.5 28.4 -0.2
Source: Liberum Capital, Bloomberg and Bank of England

Housebuilders’ relative performance  
in the past five rate hiking cycles
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ing covered in concrete (the percentage of the UK that is built 
on is just 2.27 per cent), there is plenty of land with develop-
ment potential. Unfortunately, all the so-called brownfield 
sites are not nearly enough to meet the projected housing 
requirements, which means that we will have to build up 
in terms of high rise construction or on green belt. Because 
there is a lot of land available, housebuilders have been able 
to maintain strict hurdle rates on margins and return on 
equity. If a landowner asks for too much, the builder walks 
away, which reveals the fact that it’s not the housebuilders 
who are looking to take advantage of any potential land price 
inflation, it’s the landowners.

However, the same can’t be said for labour costs. Brick-
layers, in particular, can command serious money in an 
industry that is short of skilled labour. So labour cost infla-
tion is running at anything between 3 and 5 per cent. By rule 
of thumb, the cost of building a house is around half the 
selling price. It follows then that labour cost inflation can be 
absorbed without denting margins, as long as it is less than 
double the selling price inflation.

The housebuilders enjoy a considerable amount of slack 
when it comes to maintaining profitability. Buying more land 
when prices are relatively cheap makes sense, but if profits 
levels were hit by a fall in sales, only likely as a result of some 
seismic economic shock, they can rein back on land purchas-
es. For example, for 2017 Taylor Wimpey (TW.) declared an 
adjusted operating profit of £841.2m, up 10.1 per cent from a 
year earlier, but it also spent £645.6m on buying land, and 
coughed up a further £450.5m in dividend payments. Work 
in progress, or the cost of building homes and other require-
ments totalled £2.39bn. Reducing the spend on land doesn’t 
necessarily mean that unit output has to be reduced, but it 
does mean that there has to be a greater draw-through from 
the strategic land bank. This is simply land that was bought 
possibly many years ago, but which has no planning con-
sent. This can be drawn through into the consented land 
bank as and when planning consent is granted, but achiev-
ing this is probably one of the biggest stumbling blocks that 
is holding back any acceleration in output.

Quality counts
It would be facile to assume that housebuilders can be 
lumped together as opportunistic profit-making machines. 
Some are more successful than others. This can depend 
on regional variations, but, as in any other industry, on 
the quality of management. One serial underperformer 
in the wake of the financial crash was Bovis Homes 
(BVS), now happily making up for its previous under-
performance. In recent years, the housebuilder attracted 
criticism because it consistently delivered a return on 

“It’s not the  
housebuilders  
who are looking to 
take advantage of 
any potential land 
price inflation; it’s 
the landowners”
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equity that was inferior to the sector average. This came to 
a head in 2016 when it admitted that there were produc-
tion problems which had increased costs, and that output 
was being cut while these problems were resolved. This 
subsequently set the rumour mills turning, with calls for 
another housebuilder to buy it. The last such manoeu-
vre was in 2007 between Taylor Woodrow and George 
Wimpey, and that didn’t go according to plan to begin 
with. Perhaps on the weight of that experience no-one 
took the plunge. And, despite a new management team, 
the return on equity for 2018 is forecast to be around 12.3 
per cent, compared with 20.8 per cent for the sector aver-
age and 27.5 per cent for Persimmon (PSN).

There is a commonly held view that government steps 
to help solve the housing shortage have done more 
to help the housebuilders themselves. It’s interesting 
therefore to recall recent comments from London-focused 
Berkeley Group, who are often in discussion with govern-
ment ministers. “The market conditions in London and 
the South East are unchanged from the first half, with 
home movers and downsizers continuing to be con-
strained by high transaction costs, the 4.5 times income 
multiple limit on mortgage borrowing and prevailing 
economic uncertainty.  In addition, domestic buy-to-let 
investors, who buy early in the cycle and provide security 
of cash flow to enable complex, capital-intensive devel-
opments to be brought forward, are further impacted by 
additional transaction costs and the removal of interest 
deductibility.  These factors, together with the changing 
planning environment and the time and complexity of 
getting on-site following planning approval, mean that 
Berkeley is currently unable to increase production be-
yond the business plan levels.”

Planning challenges
This brings us inevitably onto the bête noir of the whole 
housebuilding sector – planning. And after a decade of 
proposed improvements, the planning process is still not 
fit for purpose. There is no template for planning, so going 
through the process in one local authority can be completely 
different to making a similar application two streets away 
in the adjoining local authority. First off, local planning 
departments have been hit by a funding squeeze; that hasn’t 
helped. Local objections to planning proposals slow things 
down too, and attempts by central government to compel 
local authorities to process applications within a certain pe-
riod backfired badly when plans were rejected out of hand.

Most local authorities have a housing plan. Local plans 
are developed by local planning authorities assessing the 
future needs and opportunities for their area, developing 

The average return on equity for  
housebuilders in 2018 is 20.8 per cent
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options for addressing these and then identifying a preferred 
approach. This involves gathering evidence, carrying out a 
sustainability appraisal to inform the preparation of the local 
plan and effective discussion and consultation with local 
communities, businesses and other interested parties. Local 
planning authorities must publicise the version of their local 
plan that they intend to submit to the planning inspectorate 
for examination to enable representations to come forward 
that can be considered at examination.

That is just the start. Having received any representations 
on the published version of the plan, the local planning 
authority submits the local plan and any proposed changes 
it considers appropriate along with supporting documents 
to the planning inspectorate for examination on behalf of 
the Secretary of State. The inspector can only recommend 
modifications if they are asked to do so by the local planning 
authority itself. If, in doing so, the inspector identifies any 
fundamental issues with the plan, they may recommend that 
the plan should not be adopted by the local planning author-
ity. There is a long drawn-out affair. The official likes to leave 
out little details such as builders having informal discussions 
with a planning department, agreeing in broad terms on the 
building proposal, entering detailed plans based on those 
discussions and then seeing them rejected as not in line with 
what the local authority wants. Back to the drawing board.

And next. The application for planning permission form 
is used to make a detailed planning application for develop-
ment under Section 62 of the Town and Country Planning Act 
1990 (as amended), excluding householder developments, 
and this includes Section 106 requirements, which is basically 
an opportunity for the local authority to include a wishlist of 
add-ons such as playing areas, schools and other community 
facilities. At this point, any local housebuilder could be ex-
cused for losing the will to live, let alone build a few houses.

Permission lasts for two years from the last date that 
the reserved matters were approved, or three years from 
the date that outline planning permission was approved 
– whichever date is the later. Outline permission is not a 
permission to start work on-site of course. The permission 
notice will state which matters have been reserved for later 
approval. When all of the reserved matters have been ap-
proved, work may begin on the site.

If all this sounds reasonable, including a check and bal-
ance approach to building new homes, then fine. But now it 
becomes clear why builders accumulate a land bank worth 
five or more years of output, because sometimes that is how 
long it takes to get that first shovel in the ground. The time lag 
varies but tends to increase along with the size of the develop-
ment. It is, nonetheless, hard to accept that that for develop-
ments of up to 99 homes, the gap that separates the planning 

“After a decade  
of proposed  
improvements,  
the planning process 
is still not fit for  
purpose”

Knight Frank Land Index

80

100

120

140

160

2011 2012 2013 2014 2015 2016 2017

Prime Central London Development Land Index

Source: Knight Frank Research

English Greenfield Development Land Index

Urban Development Land Index



www.investorschronicle.co.uk
telephone: +44 (0)20 7873 3000 email: icalpha.editorial@ft.com
© The Financial Times Limited 2018. Investors Chronicle is a trademark of The Financial Times Limited. Registered office: Number One, Southwark Bridge, London SE1 9HL

11

process and the first dwelling being constructed is nearly 
three years; for really big developments, try seven years.

Has the government finally got the message? Here’s a good 
one from Theresa May: “I want to see planning permissions 
going to people who are actually going to build houses, not 
just sit on land and watch its value rise.” As land value infla-
tion has been and remains benign, this is a clear indication 
that the powers remain out of touch with reality.

Where value lies
So, if you want to buy shares in a housebuilder, which one 
should you choose? This is not easy because at first glance 
all the mainstream-quoted housebuilders are currently do-
ing very well, and their shares have risen steadily since late 
2008. It’s important to try to assess the performance of each 
builder individually and how the shares are rated in relation 
to the value of the company. The usual yardstick employed is 
the ratio between the share price and net tangible assets. In 
the case of housebuilders, the bulk of their assets are unsold 
houses and land. Working on conventional lines, price/NTA 
(net tangible assets) ratio of less than one suggests that the 
shares are undervalued, or it could mean that the company 
is in a mess. If, on the other hand, the ratio is above one, it 
implies that investors rate the company’s prospects favour-
ably, and this should be factored into the share price. How-
ever, at what point does the ratio become overvalued?

Leaving your head inside a box full of figures and not 
taking note of what is happening outside is a recipe for 
disaster, because when there are big influences on the 
market, ratios become meaningless. Take London-focused 
housebuilder Berkeley Group (BKG). In November 2015, 
the price/NTA ratio stood at 2.29, which could be viewed 
as suggesting that the shares are expensive at 3,115p. 
However, if you had sold the shares then, even if you were 
making a profit on the way, you would have missed out on 
further gains because over the following two-and-a-half 
years, the shares rose another 25 per cent. And you can’t 
ignore external factors. In the wake of the EU referendum 
in June 2016, shares in Berkeley Group fell from 3,285p on 
23 June to 2,270p by 6 July. Selling then would have been 
costly because the shares subsequently recovered strong-
ly. This is all well and good with the benefit of hindsight, 
but it’s important to remember that the share price slide, 
apart from the panic element, also suggested that inves-
tors were expecting house sales to collapse as the econ-
omy was knocked off course. That’s a plausible reaction, 
but in this case it was wrong.

One thing is becoming clearer by the day, however. The 
meteoric rise in margins and return on capital are set to 
slow. There are two factors that will bring this about. The 
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first is that house price inflation has slowed to a trickle, 
while input costs show few signs of diminishing. This, in 
a way, is good news for housebuilders because they like 
to see a sustainable growth pattern rather than double-
digit price gains that inevitably, as we have seen recently, 
have a limited shelf life. At the moment, the housebuild-
ers are earning an average return on equity of 17 per cent 
and trade on a modest two times price to book value. The 
price/earnings ratio is also undemanding at nine times.

Headwinds coming
But nothing stays the same for ever, and there are two po-
litical headwinds that need to be watched. The first is the 
government’s Help to Buy scheme. This has been extend-
ed several times, and an additional £10bn was set aside to 
fund the scheme in 2017, with the scheme set to run until 
2021. It seems likely that this will be extended further, but 
housebuilders like to have plenty of visibility. This is es-
pecially important for the likes of Persimmon, which last 
year saw nearly half of all its private sales going to buyers 

Berkeley Group oozes class. It shrugged off the financial crash in 2007-08 and didn’t bother 
shareholders for more money. It just took a long-term view which proved to be exactly the right 
way to go. That explains why the share price has risen by 400 per cent in the past nine years. 
Not all of this can be attributed to the absurd collapse in investor confidence in the wake of the 
financial crash. Berkeley is astute and forward thinking. It also pays big dividends, although it 
has shown its frustration at the way that a highly successful business model has seen the share 
price hit by silly media doom and gloom predictions. Pragmatic but not immediately fashiona-
ble, the board decided to use some of the funds earmarked for bumper dividend payments to buy 
back shares at what was considered as artificially supressed levels. This frustration appears to 
have spilled over into additional conduits. Given that the company remains in close touch with 
the powers that be (that is career politicians), it’s interesting to note the comments included in a 
recent trading statement. “The market conditions in London and the south east are unchanged 
from the first half with home movers and downsizers continuing to be constrained by high trans-
action costs, the 4.5 times income multiple limit on mortgage borrowing and prevailing econom-
ic uncertainty. In addition, domestic buy-to-let investors, who buy early in the cycle and provide 
security of cash flow to enable complex, capital-intensive developments to be brought forward, 
are further impacted by additional transaction costs and the removal of interest deductibility.  
These factors, together with the changing planning environment and the time and complexity of 
getting on-site following planning approval, mean that Berkeley is currently unable to increase 
production beyond the business plan levels.” Oops! Running a clear blade through this shows 
that the government has still taken measures to tackle the fundamental problems which restrict 
an increase in output. Berkeley Group has tapped what remains a niche market for apartments 
that are relatively close into London, and despite the critical stance Berkeley still has forward 
sales of over £2bn, and remains on track to achieve its target of delivering at least £3.3bn of pre-
tax profits in the five-year period between May 2016 and April 2021. Given the relative softness in 
the London housing market, it retains a selective approach to acquiring more land and expects 
to end the financial year in April 2018 with around £633m in cash. Buy.

Classy Berkeley
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using the scheme. The other potential hazard is a review 
set up by the government, headed by Sir Oliver Letwin, to 
investigate the gap between the number of housing com-
pletions and the number of plots with planning consent. 
We have been here before with the Barker Review in 2004, 
which found little evidence that land banking was being 
used to underpin house prices and inflate land values. 
Then there was an investigation by the Competition Com-
mission in 2008 which arrived at the same conclusions. 
But, crucially, it found that housebuilders were not hold-
ing onto a large amount of land with planning permission 
on which they have not started construction. This is an 
important differentiator because houses under construc-
tion are not included in housing sales. It may well be that 
any political intrusion will be minimal. Why kill the goose 
that is currently laying the only golden egg? What seems 
to be more likely is additional help for the small builder, 
principally access to finance. Other proposals in the 
pipeline include revising the planning procedure (again), 
reducing skill shortages through the greater use of ap-
prentices; and encouraging modern methods of construc-
tion, most notably modular construction where parts are 
made offsite and then brought together on-site.

Risk factors 
There are other factors that could bring to an end the cur-
rent cycle, but none of these appears to be a real concern. 
There has been much said about affordability levels and 
the very high ratio between average wages and average 
selling prices. At the moment, this is containable because 
mortgage rates are at historic lows. The ratio, for example, 
might have been a lot more favourable in the late 1970s, 
but interest rates on mortgages were north of 15 per cent. 
Today, the risk is that a rise in rates will make it hard for 
mortgagees to make ends meet. However, rates have to 
rise significantly, and this is unlikely to happen unless the 
economy is strong enough to take it, which in itself im-
plies that wage growth would be relatively strong. Rising 
unemployment or even the threat of it would be enough to 
encourage a lot of potential first-time buyers to sit on their 
hands. But employment levels are currently at a record 
high, despite all the doom scenarios surrounding Brexit.

Mortgage availability remains a crucial factor. A reluc-
tance by banks to entertain high loan-to-value (LTV) mort-
gages was one of the principle reasons that the Help to Buy 
scheme was introduced. But banks now seem to be more 
willing to offer higher LTV mortgages, especially as there 
is a growing band of lenders outside the major banks who 
are happy to do just that. Sensibly, a number of affordabil-
ity tests have been introduced, which common sense dic-

“The risk is that 
a rise in rates will 
make it hard for 
mortgagees to make 
ends meet”

Houses under construction are  
not included in housing sales
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tates should have been there in the first place. It was, after 
all, the irresponsible lending by banks in the first place 
and a cocktail of financial vehicles such as collateralised 
debt obligations that led to the financial crash in 2007-
08. With over a quarter of mortgages now commanding a 
loan-to-income ratio in excess of four times, affordability 
tests have been tweaked further, so that people taking out 
a mortgage are tested to see whether they could maintain 
payments if mortgage rates rose by 300 basis points. That’s 
a lot, and is also an amount that is unlikely to be relevant 
except over a considerable period.

Another risk is falling demand. This may appear to be very 
unlikely given the supply/demand imbalance, but if govern-
ment proposals actually managed to acquire some teeth, the 
net immigration figures could hit demand for homes.

Rising rates or just the prospect of higher rates could also 
dent sentiment, and housebuilders have suffered in the past 
on more than one occasion. For a reasonably consistent 
warning sign, working on previous periods of rate increases, 
it’s worth keeping an eye on gilt yields, because when these 
start to rise the housebuilding sector underperforms.

As the current cycle has lasted a decade, there is little 
short of a queue of people willing to predict the timing of 
the next downturn. Having been very late forecasting the 
last downturn, they are no doubt keen to be early predict-
ing the next one. Across these predictions runs the central 
theme that the new-build housing market is going to hit 
something of a brick wall at some point because it can-
not ignore the influences of a rather depressed market in 
existing homes. Transactional volume had been falling 
long before the EU referendum, and pricing certainly has 
a big part to play here. Moving up the housing ladder has 
become a lot more expensive in terms of additional capi-
tal outlay, and many potential buyers have also shown 
their concerns over the possible fallout from Brexit and 
the implications for employment and interest rates. These 
concerns have not been replicated in the demand for 
new homes partly because there are a number of attrac-
tive incentives to help first-time buyers. However, while 
new houses will command a price premium over existing 
homes, reflecting lower maintenance and running costs, 
new house prices do not lead but follow trends in existing 
home prices. Every month a string of selling price surveys 
are published and for the most part they vary. What they 
have in common, however, is that house price inflation is 
slowing. The worry is that this will slow to the extent of 
squeezing margins on new build homes because build cost 
inflation might not be likely to fall sufficiently to offset this.
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Company 12 month trailing dividend yield Trailing dividend  Levered 
(TIDM) (inc special payments and DPS cover free cash 
  extraordinary earnings) EPS/DPS flow/DPS

Barratt (BDEV) 7.77% 1.4 13.77%

Berkeley (BKG) 2.72% 5.1 390.45%

Bovis (BVS) 3.91% 1.4 214.88%

Bellway (BWY)  4.07% 3.0 52.61%

Crest Nicholson (CRST) 6.77% 2.0 -206.58%

Countryside (CSP) 2.37% 3.1 76.72%

McCarthy & Stone (MCS) 4.10% 2.2 -261.90%

Persimmon (PSN) 8.76% 1.0 91.75%

Redrow (RDW) 3.21% 3.9 -90.11%

Taylor Wimpey (TW.) 7.97% 1.1 96.63%

Telford Homes (TEF) 3.75% 2.2 -147.66%

Galliford Try (GFRD)  10.19% 0.6 137.30%

MJ Gleeson (GLE)  3.49% 1.9 67.72%
Source: S&P Capital IQ & Investors Chronicle

Housebuilders’ dividend cover

Dividend delights
As you can see, for the most part the fortunes of house-
builders are rather like one of those big groups of starlings 
that perform amazing acrobatic turns together. There 
are differences, however. The high yielders include Bar-
ratt Developments (BDEV), Bovis (BVS), Galliford Try 
(GFRD), Persimmon and Taylor Wimpey. These all pay 
dividends with yields in excess of the 7.1 per cent sector 
average. But there are considerations that need to be tak-
en into account. Barratt Developments has a reasonable 
dividend cover of 2.5, but if you include the special divi-
dends (without which the yield falls to below 5 per cent), 
cover is reduced to a less than healthy 1.4 times. And over 
at Galliford Try, where the dividend cover is less than com-
fortable at 0.6 times, it’s worth noting that the dividend 
yield is so attractive because, while there was a 13 per cent 
cut in the interim dividend for the six months to December 
2017, the share price in the past year has fallen by a third. 
It’s also worth noting that the markdown reflected issues 
with legacy contracts on the construction side of the busi-
ness, issues that have largely been resolved. The house-
building arm remains in rude health. Another pointer 
worth considering is that Galliford is putting a lot of effort 
into developing the affordable homes side of the market. 
This means working in conjunction with local authorities, 
who themselves are under pressure to achieve construc-
tion targets. Social housing is considered to be less cycli-
cal than private housing, which gives a cushion for the 
builder if and when private home sales level off.
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Build to rent takes off
Another emerging trend which we believe is set to acceler-
ate significantly is the build to rent sector. This has two 
stimuli, the first being a shortage of houses. The second is 
that with conventional low-risk assets such as government 
bonds offering a return that is lower than inflation, institu-
tional funds have at last started to find their way into the 
housing market. The idea here is simple. Building homes 
and renting them out can bring as much as 5 per cent re-
turn. The problem up until recently was that pension funds 
don’t know a lot about building homes. London-focused 
housebuilder Telford Homes (TEF) has pioneered the way 
by introducing forward-funded agreements. This is a model 
whereby Telford identifies the land, handles the planning 
process and builds the apartments. An end-to-end service 
that is funded through the various stages by the pension 
fund. The attractions are significant because forward fund-

Telford Homes has been in the right place at the right time, developing parts of east London 
that were considered unfashionable at the time. Since then, it sells apartments even before they 
have been built in areas such as Stratford, which is now highly desirable. The initial business 
model was to build in small numbers, having identified a site with good transport links and any 
amount of redundant industrial sites. Its success in selling apartments built on these is that for 
the most part, it sells at what could be called the more affordable end of the market. Half a mil-
lion pounds is a lot, but for London, it’s cheap. It has also been able to tap three important types 
of buyers comprising owner occupiers, buy-to-let landlords and overseas investors. Domestic 
landlords have been hit with a range of punitive taxes that have reduced demand to some extent, 
and while overseas investors have also been hit with extra taxes, demand from overseas buy-
ers from the likes of China and Hong Kong remains undiminished. In January, Telford launched 
the second phase of its New Garden Quarter in Stratford and secured 100 reservations in the 
first three weeks. Half of these came from Hong Kong and China, and the apartments won’t be 
ready until the middle of 2019. With deposits flying in, this is a very useful boost for cash flow. 
But now it gets better because a fast expanding side of the business is build to rent. So much 
so that having bought a plot of land in Walthamstow for £33.8m, it is now looking for a build to 
rent landlord rather than develop the site for private sales. This BTR business model has several 
advantages. Telford offers a one-stop shop for institutional investors such as a pension fund 
looking to generate a decent investment return in the current low interest rate environment. It 
handles everything from securing planning consent through to handing over the front door keys, 
and each stage of the process is forward-funded by the prospective institutional landlord. This 
means a very capital-light business model, allowing Telford to use its funds on private sales and 
placing the risk squarely with the landlord. Margins are lower on these types of arrangement, 
but not by as much as it may seem because Telford is relieved of the cost of marketing and plan-
ning. This side of the business is set to form an increasing part of the revenue stream. And in a 
recent trading statement, Telford revealed that profits for the year to March 2018 will be ahead 
of earlier estimates and up at least 30 per cent on the previous year. You might think that all of 
this is already factored into the share price, given the fact that in the past eight years it has risen 
by 340 per cent. However, it still trades at just 1.4 times forecast price/net assets ratio for 2018, 
compared with a sector average of 2.0 times.

Canny Telford
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ing significantly de-risks the process, while the capital-light 
structure means that Telford doesn’t have to commit its own 
funds; these can instead be used to finance conventional 
construction. The margins are lower, however, but not by 
as much as you might think because Telford doesn’t have 
to use its own money for planning and marketing. In the 
past year alone, the number of build to rent homes com-
pleted, under construction or in the planning process has 
jumped by 30 per cent to around 118,000. Inevitably, this is 
not particularly good news for London and the south east, 
although there is still an increase in construction here. But 
the main drive has been in areas such as the north west of 
England where yields are that much higher. The overall 
picture points towards a significant increase in the number 
of homes becoming available, with the pipeline expected to 
double in the next two years to 200,000. This is good news 
but it also includes a change in product mix, with increased 
emphasis on building family homes rather than just one- 
and two-bedroom apartments.

There are other niche providers worth looking at such 
as MJ Gleeson (GLE). Here there are two trading arms. 
The first identifies land in the south of England, brings it 
through the planning process and sells it ‘oven ready’ to 
hungry housebuilders. For the housebuilder this can work 
out to be more expensive, but it saves money by not having 
to employ an in-house team to handle the process. The 
second arm of Gleeson deals with building houses in the 
north of England. These are well-built homes, usually sited 
on pieces of inner city wasteland. It doesn’t sound very 
romantic, but if there is a piece of land full of supermarket 
trolleys and buddleia trees, local councils are usually keen 
to see it put to some use. This helps with the planning pro-
cess, and more often than not, Gleeson is able to canvass 
prospective buyers in the surrounding areas which have 
council house tenants. Gleeson maintains that a couple 
earning the minimum wage can afford to buy one of its 
homes because average selling prices are under £125,000. 
This is important because it means that even before the 
changes in stamp duty, the selling price falls below the ini-
tial threshold. And because these homes are classified as 
affordable, there are no Section 106 requirements in rela-
tion to building a percentage of affordable homes; they all 
are. And because the cost of buying a plot could be as little 
as £10,000, margins are attractive – in 2017 the return on 
capital employed was a hefty 26 per cent, while the operat-
ing margin was over 20 per cent. Trading at a forecast 2.3 
times net tangible assets, the shares are at a small premi-
um to the 1.98 sector average, but emphasis on the afford-
able end of the housing market leaves it less vulnerable to 
economic shifts, which leaves the premium justified.
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Supply chain prospects
There are many companies operating in the supply chain, 
some with a healthy export order book, but we have 
concentrated on those with a high exposure to and reli-
ance on the UK new-build housing sector. Three of these 
are brick suppliers Michelmersh Brick (MBH), Forterra 
(FORT) and Ibstock (IBST), the UK’s largest brick manu-
facturer. Forterra floated in April 2016, and was formerly 
part of the Hanson group, which remains a wholly-owned 
subsidiary of global giant HeidelbergCement Group. 

Trading before then, as Michelmersh will testify, was 
very tough. Brick stockpiles in the wake of the financial 
crash reached a peak of 1.2bn, which meant that there 
was little need to make more bricks, and the prospect of 
pushing though any price rises went out of the window 
for six long years. Things started to change in 2014 when 
the stockpile had been run down, and housebuilders 
wanted more and more bricks, and were not happy to 
delay construction while waiting for bricks to arrive on 
site. The immediate effect was that mothballed facilities 
were reopened, output was increased and long overdue 
price increases stuck. Overseas imports helped to make 
up the shortfall while domestic producers geared up, but 

MJ Gleeson has two operating arms – the first builds affordable houses in the north of England, 
the second brings land through the planning process in the south of England and sells it on to 
hungry housebuilders. The house building operation, which increased output by a third to 593 
units in the six months to December 2017, is unique among all the housebuilders in that its hous-
es truly are affordable, with an average selling price of just £124,000. As chief executive Jolyn 
Harrison likes to point out, a couple working full time on the minimum wage can afford to buy 
one of Gleeson’s houses. It’s also worth pointing out that even before the increase in the stamp 
duty allowance, Gleeson’s homes were still below the point where stamp duty had to be paid. 
The business model that makes selling houses at these prices possible involves urban regenera-
tion on sites situated in challenging communities with people on low incomes. A typical site 
would be a piece of abandoned land on a council estate. The local authority would be keen to see 
such eyesores removed, which obviously helps with the planning process. And as the houses are 
affordable, there are no Section 106 strings whereby local authorities try to include an affordable 
element with any new housing development. Furthermore, Gleeson actively canvasses council 
homes in the surrounding area, and offers its own advice and savings incentives to encourage 
tenants to buy. This is good news for the local authority as it frees up more council houses. Land 
costs are particularly low, which helps Gleeson to achieve gross margins in excess of 30 per cent.  
At the December 2017 half-year, it was operating from 59 sites, but hopes to expand this to nearer 
70 by June this year. If you include conditional purchased plots as well as those already owned, 
the land bank stretches to over 12,000 plots on 148 sites. In terms of revenue, the strategic land 
side is a little more lumpy because it is hard to know when planning consent is granted and 
when a housebuilder buys the land. So, whereas three sites were sold in the first half, there are 
eight sites being put up for sale in the second half. In total, it holds 63 sites, with the potential to 
deliver over 21,400 plots. 

Affordable Gleeson
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importing heavy bricks is an expensive business. Forterra is 
pushing ahead with increased output, and is achieving an 
operating margin of around 20 per cent, while Ibstock also 
operates in the US, although strong competition there has 
meant that prices have been kept low and, sensibly, Ibstock 
has refrained from chasing business at the expense of lower 
margins. Other suppliers of key materials include Breedon 
(BREE), which has over 750m tonnes of aggregate stashed 
away in 60 quarries located across the UK. It also has 
asphalt plants and ready-mixed concrete facilities. Growth 
has been little short of meteoric, largely as a result of the 
management’s initial intention to consolidate what remains 
a highly-fragmented industry. In less than seven years, 
its market capitalisation has risen from less than £100m 
to over £1bn. As well as the new-build housing market, it 
has also attracted demand from infrastructure projects. 
Marshalls (MSLH) is another major player, with around 
two-thirds of revenue generated in the public and com-
mercial sector, with the remaining one-third coming from 
the domestic sector. Management here has been canny, 
expanding though acquisition, notably to include a much 
better product range that includes water management.

There is a common theme running through all these 
companies, and that is a big reliance on the new-build 
sector. There are other revenue avenues, but a downturn 
in housebuilding would see most of these companies do-
ing well just to tread water. 
Conclusion

“There is a  
common theme  
running through  
all these companies, 
and that is a big 
 reliance on the  
new-build sector”
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“Even if there is a  
bit of a squeeze on 
margins, the sector 
average is close to  
20 per cent, getting 
on for double the 
long-term average”

Company 12-mth  P/NAV Return on EBIT ROIC EV/EBITDA 
(TIDM) Fwd PE (last FY NAV) equity (last FY) margin (FY) (FY) (FY)

Barratt (BDEV) 8.2 1.6 14.3% 17.4% 15.2% 6.5

Berkeley (BKG) 9.1 2.5 30.2% 27.8% 25.4% 5.7

Bovis (BVS) 13.1 1.6 8.6% 12.4% 12.0% 11.7

Bellway (BWY)  7.6 1.8 20.7% 22.3% 20.7% 7.2

Crest Nicholson (CRST) 7.0 1.6 20.6% 20.2% 19.3% 5.7

Countryside (CSP) 9.9 2.6 17.1% 15.4% 16.9% 9.5

McCarthy & Stone (MCS) 8.2 1.1 10.0% 14.3% 11.5% 8.3

Persimmon (PSN) 10.1 2.8 24.6% 27.8% 31.1% 7.4

Redrow (RDW) 7.8 1.8 20.5% 19.4% 18.1% 7.0

Taylor Wimpey (TW.) 9.0 2.0 17.7% 20.9% 23.6% 6.9

Telford Homes (TEF) 9.1 1.6 13.5% 12.1% 9.7% 10.5

Galliford Try (GFRD)  6.0 2.5 8.5% 3.9% 7.1% 8.9

MJ Gleeson (GLE)  13.5 2.3 15.3% 20.4% 24.1% 11.0
Source: S&P Capital IQ & Investors Chronicle 

Housebuilders’ valuations

On the face of it, housebuilders look set to continue offer-
ing decent profits and attractive dividends. The only worry 
that we have is that margin erosion could become a real-
ity. Average selling prices for existing homes reached an 
all-time high in March, but the pace of inflation has been 
slowing for some time and, according to some analysis, 
the annual growth rate has fallen to 1.6 per cent. There 
are regional variations, with the north west and Midlands 
showing decent growth, while prices in greater London 
have fallen 2.3 per cent year on year and by 0.4 per cent 
in the south east. Potential buyers are becoming more 
cost-conscious and the level of supply in London and the 
south east is at a seven-year high. For the trend to be ar-
rested, either supply must fall or demand must increase. 
The worry here is that potential deflation feeds on itself to 
become a reality, because if sentiment supports the idea 
that house prices will fall, it means that people will be re-
luctant to buy just in case prices do fall. It seems illogical 
given that a house purchase is a long-term commitment 
and shouldn’t be influenced by short-term fluctuations, 
but that’s sentiment for you. The challenge now will be 
whether new house inflation will be enough to counter 
supply side inflation. Builders will be working hard on 
this, and in their favour, new homes command a price 
premium because they are built where people want to live, 
and they have lower maintenance and running costs.  

It should also be remembered that housebuilders re-
main highly profitable and will continue to boost profits 
by opening more sales outlets. And even if there is a bit 
of a squeeze on margins, the sector average is close to 
20 per cent, getting on for double the long-term average. 
Double-digit growth may be off the agenda, but while the 
demand/supply imbalance persists and mortgage rates 
stay low, the builders should continue to prosper.



www.investorschronicle.co.uk
telephone: +44 (0)20 7873 3000 email: icalpha.editorial@ft.com
© The Financial Times Limited 2018. Investors Chronicle is a trademark of The Financial Times Limited. Registered office: Number One, Southwark Bridge, London SE1 9HL

21

    Peel Hunt Forecasts (April 2018)     Liberum Forecasts (April 2018)
Company  Target price 2018 2019 2018 2019  ROIC Target price 2018 2019 2018 2019  
(Tidm) 2018 (p) P/NAV P/NAV ROE ROE 2018 2018 (p) P/NAV P/NAV ROE ROE

Barratt (BDEV) 670 1.45 1.36 18.70% 18.70% 15.20% 525 1.50 1.40 17.90% 17.50%

Berkeley (BKG) 4660 1.92 1.73 23.50% 19.10% 22.50% 3910 2.00 1.90 21.50% 15.90%

Bovis (BVS) 1205 1.51 1.49 12.30% 14.30% 11.50% 1100 1.50 1.50 11.90% 13.40%

Bellway (BWY)  3675 1.44 1.26 22.10% 20.40% 19.30% 4080 1.50 1.30 19.60% 17.80%

Crest Nicholson (CRST) 675 1.28 1.14 21.90% 22.30% 17.30%     

Countryside (CSP) 420 1.75 1.49 24.10% 23.40% 20.70%     

McCarthy & Stone (MCS) 185 1.03 0.94 13.10% 14.80% 10.00%     

Persimmon (PSN) 2720 2.68 2.55 27.50% 28.10% 30.30% 2840 2.70 2.60 27.10% 27.00%

Redrow (RDW) 755 1.47 1.28 22.50% 21.60% 17.60% 700 1.40 1.20 19.50% 18.40%

Taylor Wimpey (TW.) 210 1.83 1.72 22.00% 21.60% 17.50% 190 1.90 1.70 21.10% 20.50%

Telford Homes (TEF) 505 1.24 1.11 17.20% 16.50% 11.10%     

Galliford Try (GFRD)  1620 1.09 0.97 26.80% 24.80% 13.30% 1116 1.60 1.40 24.10% 23.50%

MJ Gleeson (GLE)  715 2.06 1.90 16.50% 17.00% 14.00% 808 2.00 1.80 15.80% 15.90%
Source: Peel Hunt, Liberum Capital

Broker forecasts for housebuilders

Company  Sales  EBIT EBIT  Cash  Cash Current ratio Acid test ratio –  (current Receivables  Inventory Net   
   margin from  conversion  (Current assets  assets inventory)/  collection turnover debt to 
    operations ratio ratio liabilities ) current  liabilities period (days)  equity

Breedon (BREE) 652.4 78.042 12.0% 100.9 129.3% 1.3 1.0 59 13.2 19.8%

Forterra (FORT) 331.0 64.3 19.4% 77.6 120.7% 1.3 0.8 35 5.4 58.1%

Ibstock (IBST) 451.6 92.375 20.5% 93.9 101.6% 2.0 1.0 39 3.1 27.8%

Keller (KLR) 2070.6 100 4.8% 107.8 107.8% 1.3 1.2 95 25.9 48.9%

Marshalls (MSLH) 430.2 54.168 12.6% 57.3 105.8% 1.6 0.8 41 2.1 10.0%

Michelmersh Brick (MBH) 37.9 4.994 13.2% 5.1 102.3% 2.2 1.2 61 2.7 29.4%

Polypipe (PLP) 411.7 67.1 16.3% 67.8 101.0% 1.4 0.9 25 4.4 50.0%
Source: S&P Capital IQ & Investors Chronicle

Building suppliers’ health and solvency

Company  12-mth P/ tangible Return on  ROCE Enterprise value EV/ EV/EBITDA Current 12-mth 
  Fwd PE  book value equity (last FY) (last FY) (current) sales (current EV) dividend yield

Breedon (BREE) 18.4 4.2 10.8% 11.0% 1513.60373 2.319997869 12.87406422 0.0%

Forterra (FORT) 11.7 7.0 45.4% 31.5% 679.42417 2.052640997 9.034895878 3.1%

Ibstock (IBST) 14.1 4.0 17.5% 14.1% 1325.73571 2.935752032 11.16587673 3.1%

Keller (KLR) 10.4 2.4 18.6% 12.1% 967.6832 0.467344345 5.742927003 3.4%

Marshalls (MSLH) 17.5 5.1 18.0% 17.6% 865.53992 2.011975806 12.78379937 3.3%

Michelmersh Brick (MBH) 11.5 2.3 3.7% 5.7% 98.5119 2.601523754 13.15772673 2.3%

Polypipe (PLP) 13.3  11.2% 13.6% 903.44042 2.194414428 10.32503337 2.9%
Source: S&P Capital IQ & Investors Chronicle

Building suppliers’ value snapshot
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