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Knowing you don’t know everything is very important

Expecting the unexpected is a trait of wise investors. Having some regard for a ‘what if’
scenario and not just expecting past trends to continue is part of sensible portfolio
management. Most importantly, we can continue to identify quality companies, learn their
business models and work to understand what represents a fair price for their shares

Report by Phil Oakley

Does anyone know anything?

One of my former work colleagues from my days in the City once said the problem with

the modern stockbroking business is that no one really knows anything. Most of what

passes for knowledge and opinion in the City and Wall Street was highly educated and

very expensive guesswork. A run of good luck from a fund manager can be misinterpreted

as skill and often leads to egos inflating and running riot and can end very badly for the

person concerned.

My colleague was the finest stockbroker I ever worked with and remains a close personal

friend to this day. He based his views on the experience of 28 years working on Wall

Street, the Middle East and the City. He had, and still has, a tremendous feel for the

market and was held in very high regard by some of the finest fund managers out there.

One of the reasons he was so good was because he knew he didn’t know everything and

always knew that the unexpected could and would happen.

Some may feel his views are unkind. Granted there have been a few fund managers who

have been able to deliver over the ups and downs of a stock market cycle, but many have

profited by riding the tailwinds of a very long bull market fuelled by cheap money.
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The fact that there are some very clever people managing their own and other people’s

money is not in question. The issue is whether they have a genuine edge. Hindsight is

always a wonderful guide here, but buying US tech stocks, payments companies and

consumer staples has been the route to beating the market over the past decade – but

that doesn’t mean it will continue to be the case.

Last weekend saw the annual Berkshire Hathaway shareholders’ meeting. Instead of

crowds flocking to Omaha, Nebraska, Warren Buffett and Charlie Munger gathered in

Los Angeles and talked to investors over the internet.

Buffett is rightly regarded as one of the greatest investors ever. This is not just because of

his stellar long-term performance, but because of the extensive knowledge he has built up

analysing companies and owning their stocks and businesses outright.

This means that Buffett knows a lot about business and investing and is worth listening

to. But he, just like you and me, does not seem to have an information edge. By that I

mean he doesn’t possess a crystal ball of the future which allows him to exploit mispriced

shares. What we can all do is try to identify good businesses and take a view whether they

are attractively priced or not.

Over his investing career, Buffett’s investing edge has been spotting underpriced shares.

This was a lot easier to do in the 1950s and 1960s when there were fewer people trying

to do it and the magic formulas of Benjamin Graham still worked.

Today he cannot find an edge through pricing because businesses are very highly priced

and in some cases wildly overpriced.

Buffett is what I called an old-fashioned investor with an approach I have a lot of time for.

He likes businesses with a competitive edge that produce real profit and cash flows and

earn good, and importantly sustainable, returns on money invested. His approach to

valuation is refreshingly simple. He looks at yields on his purchase price and wants to see

that yield grow. If there is a significant buffer between earnings or cash flow yields above

the yield on long-term treasury bonds, then shares of a business may be attractively

priced.

2020 should have been a good year for Buffett. He should have been able to pick up good

businesses at depressed prices. The printing of money to keep interest rates low and the

rise of Special Purpose Acquisition Companies (SPACs) has stopped him doing this.
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Shares have been a very crowded trade for some time. It’s very similar to lots of people

fishing in a small lake. No one should be surprised that it is difficult to catch any fish.

I have to say that I am very much in agreement with Buffett when he says: “There’s a lot
more to picking stocks than figuring out what’s going to be a wonderful industry in the future.”

There are so many stocks that this could apply to, but Tesla fits the bill nicely for me. It is

valued at $646bn and is the sixth most valuable business listed on the S&P 500. It makes

most of its money by selling regulatory credits to other car manufacturers.

It has a founder that seeks to enrich himself with generous stock options and who uses

shareholders’ money to speculate on bitcoin. Bulls of Tesla talk to the potential for its

battery technologies and autonomous driving with projections that are basically

guesswork. It seems that the valuation already takes this for granted, and then some,

which is concerning  if you believe that valuation matters. In the short run it doesn’t, but

ultimately it does.

Tesla could be a great success, but I think it’s difficult to say that a rosy scenario has not

been priced in. Investors such as Scottish Mortgage Trust have made a fortune from it,

but for me this is not investing but more like intelligent and very fortunate speculation. It

could also turn out to be just another car company, albeit with a different engine system,

that faces up to the dreadful economics the car industry has endured for most of its mass

production history.

But what should we make of the opportunities on stock markets right now?

As always, it is possible to know three important things about a company:

1. Its current share price or market capitalisation.

2. Its current profits and free cash flows.

3. The general level of interest rates or bond yields.

Everything else is uncertain to varying degrees.

Now let’s look at the five shares that have been driving the S&P 500 over the past few

years: Alphabet, Amazon, Apple, Microsoft and Facebook.
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US tech: Free cash flow and FCF yields

FCF per

share $ 2019 2020 2021F 2022F Share price $

Amazon 43 60.8 71.1 99.7 3386

Apple 3.17 4.19 5.5 5.37 132.5

Microsoft 4.93 5.89 7.28 8.49 251.9

Facebook 7.38 8.19 11.8 14.1 322.6

Alphabet 44.3 62.4 90.7 108.7 2395

FCF yields 2020 2021F 2022F

Amazon 1.8% 2.1% 2.9%

Apple 3.2% 4.2% 4.1%

Microsoft 2.3% 2.9% 3.4%

Facebook 2.5% 3.7% 4.4%

Alphabet 2.6% 3.8% 4.5%
Source:FactSet/Investors’ Chronicle

These companies are doing very well and smashed analysts’ forecasts when they

reported their latest financial results last week. Based on a US 10-year treasury yield of

1.6 per cent and historic FCF yields (based on 2020 numbers), they look fully priced.

If free cash flow per share grows as fast as analysts currently expect then the yields on

current share prices begin to look attractive on 2022 forecasts. Facebook and Apple look

the best value as long as interest rates stay low.

But will they?

This is the question that many of us have been asking for years. My guess is that interest

rates are not going up for years unless there is some kind of currency crisis. Inflation is

what governments with lots of debt want and is harder to predict or control.

Janet Yellen seemed to have forgotten that she is no longer the governor of the Federal

Reserve this week and said that interest rates might have to rise a little bit to contain

inflationary pressures and the price of highly valued tech shares fell as a result. She did

not seem too concerned about price inflation but Warren Buffett sees the US economy as

running “red hot”.
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As I’ve said a lot recently, if free cash flow yields are less than inflation it’s difficult to see

share prices in general rising. The US stock market seems to have milked everything it can

from low interest rates and it's now down to earnings and cash flow growth to drive share

prices higher.

On this issue, things currently look pretty good. An article in the Wall Street Journal

published this week about companies in the S&P 500 that had reported their earnings,

noted that 87 per cent had beaten estimates. There’s always a degree of gaming when it

comes to earnings management as the historical average is that 65 per cent of companies

do better than analysts’ consensus forecasts.

The average beat this time round was 22.8 per cent. My guess is that this is partly due to a

strongly recovering economy and companies and analysts having faced a very difficult

task of predicting profits given the backdrop of Covid-19 so they erred on the low side.

If we look at current forecasts for the S&P 500 it suggests that the market is not wildly

overpriced based on low interest rates.

S&P 500: Forecasts and valuation

$ 2019 2020 2021F 2022F

EPS 162.9 138 184.4 206.7

FCFps 163.7 131.9 164.2 191.2

4192

PE 30.4 22.7 20.3

FCF yield 3.1% 3.9% 4.6%

Time will tell how accurate these predictions are. As a point of reference, the last time I

did this exercise was back in December 2019 when the value of the S&P 500 was 3191

and the forecast for 2021 EPS was $195.1. A year ago, the forecast was $161.2. At the

time of writing, forecast for 2021 EPS is $184.4.

Since December 2019, the 2021F PE of the S&P 500 has gone from 16.4 to 22.7 times.

That’s a big rerating on a lower profit forecast and may go a long way to explaining why

the S&P 500 has not moved higher on the back of forecast-beating results. They’ve

already been priced in.

Looking at the FTSE All-Share Index on the same basis you have to say it looks cheap. It

always will and should be cheaper than the S&P 500, in my view, because of the inferior

quality and cyclicality of the companies listed in it. However, if you believe that there will
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be a sustained commodity boom then the significant exposure to mining companies in the

FTSE-All Share index is likely to be very helpful.

FTSE All Share: Forecasts and valuation

2019 2020 2021F 2022F

EPS 256.1 160.8 262.7 297.1

FCFps 282.2 166.9 211.1 265.8

3983

PE 24.8 15.2 13.4

FCF yield 4.2% 5.3% 6.7%
Source: FactSet/Investors’ Chronicle

As I see things now, I think the UK and US economies have the potential to surprise on

the upside. In the UK, bellwethers such as car sales, factory activity and house prices all

point to an economy that is strongly on the up. House prices aside, these trends are

welcome in most cases. It is important to realise that the economy is coming from a very

depressed base and sustaining such strength is highly unlikely.

Fantasy Sipp performance year to date vs comparators

Portfolio % returns 1 month

Year to

date 1 year 2 years 3 years
iShares S&P 500 - B UCITS

ETF 3.8 10.3 31.2 38.6 60.4

iShares MSCI World Acc 3.2 8.1 31.7 32.2 44.7

Fundsmith Equity T Acc 3.7 5.4 26.5 35.5 64.0

iShares NASDAQ 100

UCITS ETF 1.9 4.1 36.1 66.3 99.3

Mid Wynd International

Inv Trust 1.5 3.2 30.3 40.3 53.4

LF Blue Whale Growth

Fund 3.6 2.6 28.0 41.7 74.5

Phil Oakley Fantasy Sipp 3.6 2.3 21.7 29.0 54.0

Smithson Investment

Trust 4.5 1.7 31.3 45.6

Martin Currie Global

Portfolio Trust 5.0 1.5 33.9 38.5 60.0

Scottish Mortgage

Investment Trust 5.4 1.1 86.3 133.0 154.0

Lindsell Train Investment

Trust -1.3 -4.7 16.9 -13.7 43.5
Source:SharePad
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Earnings recovery is very much company-specific, but the strength of sterling and rising

commodity costs are beginning to bite. As always, investing in businesses with sufficient

pricing power remains very important.

UK Quality Shares performance year to date vs comparators

Portfolio % returns 1 month

Year to

date 1 year 2 years 3 years
FTSE All-Share - Total

Return 4.1 10.0 27.8 5.7 7.2

Vanguard FTSE 250

UCITS ETF 3.2 9.3 41.5 17.4 15.4

Vanguard FTSE 100 ETF 4.2 8.4 23.3 1.6 3.1

Baillie Gifford UK Growth

Fund 4.3 8.4 53.1 31.1 33.1

Castlefield CFP SDL UK

Buffettology 5.3 6.1 32.7 20.0 36.2

Phil Oakley UK Quality
Shares 3.2 4.3 22.6

Finsbury Growth &

Income Trust 5.4 3.3 19.2 7.2 22.7
Source:SharePad

Companies round-up

The six companies this week are:

● Boohoo

● ITV

● Smiths News

● McBride

● Barratt Developments

● Next

Companies round-up begins on next page
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Boohoo.com

Boohoo’s (BOO) full-year results were expected to be good and they did not disappoint.

Revenues were up by 41 per cent to £1,745m, with adjusted operating profit up by 40

per cent to £149.3m.

The profit figures would have been much higher if the company had not set aside a

provision for expected legal claims of £23.4m, which it did not discuss in its results

statement. The company did not treat this as an exceptional item and buried the

information in the notes to its financial statements. This is a material number which it

would have been useful to learn more about.

The rules on provisions are a lot tighter than they used to be but they can be written back

to boost future profits if the estimate of the liability has proven to be too big. This is

something investors should always be aware of and shows the value in reading the

financial results and the notes thoroughly.

Source:boohoo
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Boohoo’s share price has been held back, despite its strong financial performance, as a

cloud still hangs over the company and its supply arrangements. I think there are grounds

for thinking that it’s very hard to make clothes in the UK and sell them at a profit at low

prices compared with making them in Asia. Boohoo is trying to sort things out but may

not have done enough to placate the doubters.

Whatever it has done or is doing it does not see any damage to its long-term profitability

and continues to guide expectations of long-term earnings before interest, tax,

depreciation and amortisation (Ebitda) margins in the 9.5 to 10 per cent range.

Despite the strong results, the company’s share price reaction to them has been muted.

This is probably due to the slightly moderated guidance for the year ahead. Revenues are

expected to grow by 25 per cent, but 5 percentage points are expected to come from the

new brands it has recently acquired, which suggests its core brands are expected to grow

by 20 per cent.

This is still a very good outcome if it can be achieved, but margins may be under pressure

in the first half of the year as returns rates return to higher normal levels and the

company comes up against strong comparatives from last year. That said, momentum

from its new brands and the operating leverage that comes from it is expected to see

better margins in the second half of the year. If there are no further provisions for legal

costs then I think there may be plenty of slack in current forecasts.

Whatever your view on this company, its growth rates continue to be impressive as its

brands and customer engagement continue to resonate with young people. It has a third

distribution centre about to come on stream and has signed the lease for a fourth one

from this summer. It is well placed to cope with future growth.

The company continues to pay its employees with a significant amount of its own shares

and ignores them from its adjusted earnings. It claims adjusted diluted EPS was 8.67p for

last year, but if you include them the EPS was 7.45p. This is still an impressive 43.8 per

cent increase from  a year ago on the same basis.

Interestingly, the stock loss provision was £15.8m, compared with £7.4m a year ago. This

may be to do with hard to shift stock in going out wear that has been hit by Covid-19 and

so is probably not an issue going forward.

9



Boohoo forecasts

Year (£m) 2021 2022 2023

Turnover 1,725.50 2,252.00 2,800.10

Ebitda 170.2 207.5 264.4

Ebit 138.2 169.7 214.7

Pre-tax profit 142.8 177.9 225

Post-tax profit 110.7 143.6 179.7

EPS (p) 8.6 11.2 13.8

Capex 117.5 143.8 123.5

Free cash flow 95 92.1 143.5

Net borrowing -274.6 -327.4 -397.9
Source:SharePad

At 320p, Boohoo Group shares trade on a one-year rolling forecast PE of 28.6 times. That

looks good value to me providing you are reassured on the company’s supply chain ethics.

Management seems very bullish on the long-term potential of its shares as highlighted in

a note on the contingent payout to buy out the minority interest of Pretty Little Thing. It

states that it believes the share price will average more than 491p in the six months to

March 2024. If they are right, then there’s plenty of upside from here.

Source:boohoo
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ITV

Despite having built up a very valuable content business in ITV Studios, ITV remains

highly operationally-geared to advertising revenues and the volatile profits that come

with it.

The good news is that advertising revenues are recovering strongly as reported in this

week’s first-quarter trading statement and were growing at an annualised rate of 6 per

cent at the end of April.

ITV Studios continues to make good content such as Line of Duty and is making

programmes for Sky, Netflix and foreign broadcasters as well as its own channels. This

continues to build the value of the business and is a very positive development.

Where I am more wary is the ability of the company to grow its sustainable profits as a

whole. ITV’s family of channels still has broad appeal to advertisers and has nudged up its

total share of family viewing to 23.6 per cent. It should enjoy a good summer with a new

series of Love Island and the European Football Championships.

Looking further out, I am not convinced on TV advertising as viewers find it a turn-off.  A

recent experience of ITV’s Hub catch up service was flooded with adverts. This could be a

ploy to get people to upgrade to the paid service but there’s not much evidence of growth

here.

Britbox in the UK is picking up subscribers and is a good source of extra income for ITV

Studios but lost £59m last year and is expected to lose a similar amount this year. The

company’s streaming efforts therefore look like taking a long time to move the company’s

profits if they will at all.
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The company made no comment about a potential bid for BT Sport either in its entirety or

buying a stake in it. Free to air football could drive advertising revenues but ITV has had

its fingers burned in this arena before – admittedly making an ill-considered bet on the

popularity of lower league football – which suggests to me that there’s nothing going on

here.  I think the popularity of televised football is at an inflexion point and the direction

of travel is not good. Younger viewers are not that interested and the saturation of games

is beginning to have questionable entertainment value. Investing in BT Sport could be a

big banana skin that ITV would do well to avoid.

The shares have rallied strongly since the end of last summer. They are not expensive at

just over 11 times rolling one-year forecast EPS, but this is a risky business that may

struggle to re-rate to a higher valuation.

ITV forecasts

Year (£m) 2021 2022 2023

Turnover 3,114.00 3,279.10 3,353.10

Ebitda 643.7 726.6 764.6

Ebit 555.9 642.5 671.2

Pre-tax profit 542.3 628.1 640.1

Post-tax profit 441.9 513.9 518.4

EPS (p) 10.9 12.4 12.6

Dividend (p) 5.2 5.7 5.7

Capex 77.5 73.2 77.9

Free cash flow 352.7 417.2 450.9

Net borrowing 495.2 269.4 129.7
Source:SharePad
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Smiths News

After a disastrous move into specialised parcel delivery, Smiths News (SNWS) is back to

focusing on its core newspaper and magazine business.

This is not a great business to be in with newspaper circulation declining at a steady rate

of 3-5 per cent a year for many years now. This is only going to continue as more news

and magazines are consumed online and on mobile devices.

That said, Smiths News has been one the best companies I have come across at managing

decline. It seems to be able to find cost savings to offset the loss in contribution that

comes from declining sales year after year. It won’t be able to keep on doing this and one

day the profits are likely to fall substantially, but that expectation is not currently factored

into current forecasts.

Despite an 11.5 per cent decline in half-year revenues, the operating profit decline was

limited to just 5 per cent. The company remains confident of taking out more costs and

does not need sales volumes to get back to pre-Covid-19 levels when commuter travel

picks up again.

The business is in good shape which should see a dividend reinstated in the second half of

the year. Revenue visibility is also very good with 95 per cent of current revenues under

contract until at least 2024.

While I admire the way this business is run and how it has managed decline so well, it is

not a business I’d particularly like to own a slice of given its wafer-thin margins of just over

3 per cent. The shares are arguably dirt cheap on a one-year forecast rolling PE of just

over four times, at a share price of 42.5p, and I don’t rule out them going higher.
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Smiths News forecasts

Year (£m) 2021 2022 2023

Turnover 1,076.20 1,030.90 984.1

Ebitda 46.9 47.4 47.1

Ebit 37 38 38

Pre-tax profit 27.7 29.6 30.5

Post-tax profit 23 24 26

EPS (p) 9.2 9.8 10.1

Dividend (p) 1.6 2.2 2.2

Capex 4 4 3

Free cash flow 13 24 28

Net borrowing 85.5 58 45
Source:SharePad

McBride

McBride (MCB) is a great example of a company that has been operating in a growth

industry which hasn’t been a very good investment. Private-label products have been a

growth area for some time now, particularly in supermarkets.

Supermarkets like private-label because they can make more profit margin from them

than selling-branded equivalents. Consumers like them as well as they are a lot cheaper

than brands and have become increasingly good and in some cases better in terms of

performance.

You’d think that this would be a good backdrop for the manufacturers of private-label

products such as McBride, but it hasn’t been for one key reason: the lack of pricing power

with its powerful supermarket customers.

14



A classic example of this was seen this week when the company warned investors on

sharply rising input costs in its core chemicals, plastics and packaging. The costs are now

rising at double-digit percentage rates which is more than twice the rate it expected when

it last updated the market back in March. What’s worse is that it doesn’t see any respite

any time soon and will look to hedge more of its exposure going forward.

Its Liquids business, which makes products such as laundry liquids, washing-up liquids,

cleaners and bleaches, is going to feel a lot of pain. This will be compounded by increasing

levels of sales volatility where strong dishwasher product sales have been offset by a

moderation in the sales of cleaning products. Laundry and personal care sales have also

been subdued.

Despite being able to increase some selling prices and engineer out some costs,

fourth-quarter trading is now expected to be much weaker than expected. Full-year

operating profits are expected to be 15 per cent below last year.

Things are so uncertain right now that the company does not feel able to give any

guidance for the year to June 2022 and will do so in September.

I’ve looked at this business on and off for about 15 years now and it always seems to be

fighting fires. Its weak competitive positioning, low margins and moderately high level of

debt is not something that many investors would warm to. That said, McBride is an

important part of many companies’ supply chains and they need to be careful of

squeezing it too hard.

Unsurprisingly, the shares do not trade on a high multiple of earnings (c. nine times rolling

forecast EPS), but this company has proven to be a value trap on so many occasions in the

past. The lack of visibility suggests now may not be a great entry point for traders or value

investors.

15



McBride forecasts

Year (£m) 2021 2022 2023

Turnover 706 714.3 721.9

Ebitda 42.4 44.4 49.7

Ebit 24.1 28.1 31.8

Pre-tax profit 21.9 23.3 26.4

Post-tax profit 14.3 17.3 20

EPS (p) 8.8 9.3 10.5

Dividend (p) 1 2 2

Capex 20.5 24 24

Free cash flow 4.9 10.4 12.9

Net borrowing 110.7 106.3 100.8
Source:SharePad

Next

Next (NXT) continues to show why it is one of the best retailers out there and why

investors like it so much. A very strong first-quarter online trading performance in

homewares, third party brands and childrenswear has seen full priced sales down by only

1.3 per cent, compared with two years ago (a meaningful comparison given Covid-19).

This is excellent as the expectation was for these sales to be down by 10 per cent.

It has beaten expectations by £75m and this has seen it upgrade its central guidance for

full-year pre-tax profit by £20m to £720m.
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Next: Updated FY 22 profit guidance

Source: Next

The reason the upgrade isn’t bigger is because Next thinks that sales will settle down

from a strong initial response to the end of lockdown closures. Its full-year full-priced

sales growth forecast of 3 per cent has not changed. This is expected to be made up of

retail sales being down by 20 per cent and online sales up by 24 per cent. This may be too

conservative and leaves room for more upgrades later in the year.

I share many people’s admiration for Next but see it struggling to grow. It seems that

retail sales lost have just migrated online. This is a little bit simplistic as it has been very

good at growing its portfolio of third party brands to sell which is driving underlying real

growth.

Next forecasts

Year (£m) 2022 2023 2024

Turnover 4,360.90 4,691.60 4,940.30

Ebitda 1,019.20 1,087.20 1,105.90

Ebit 794.1 867.9 901.1

Pre-tax profit 709.8 779.7 824.4

Post-tax profit 580.1 644.7 641.7

EPS (p) 448.7 504.7 522.4

Dividend (p) 172.6 196.1 201

Capex 189.4 144.1 122.8

Free cash flow 456 607.7 663.9

Net borrowing 1,653.50 1,411.80 1,225.10
Source:SharePad

One of the things that I have yet to fully understand about Next is why its online margins

(excluding very lucrative finance income) are so high compared with the likes of boohoo

and Asos. It has a highly regarded sourcing operation, great logistics and can process
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collections and returns through its stores which makes a big difference. But I do wonder

how sustainable its pricing is and profit margins are.

I think there’s more upgrade potential here.  A one-year rolling forecast PE before

upgrades of less than 18 times is not expensive for a quality operator like this. More

comfort on its margins might see it as a candidate for one of my fantasy portfolios.

Barratt Developments

The UK housing market is booming right now and Barratt Developments (BDEV) is

making hay while the sun shines. Stamp duty holidays have stoked a market that did not

need stoking. Banks and building societies are lending record amounts in mortgages and

this flood of money is pushing up prices.

Barratt is also helping itself by upping its build rate and opening more building sites. Its

reservation rate per site is higher than two years ago at 0.83 per week and it now expects

to sell 16,000 t0 16,250 homes in the year to June 2021 and still maintains an ambition

to sell 20,000 a year in the not too distant future.

This year’s profits are in the bag and will be a little bit better than previously expected. Its

forward sales position for the year to June 2022 is looking healthier than the

corresponding periods two years ago. Selling prices are up and this should contain build

cost inflation for now but surging timber prices may threaten margins in a calmer market

than what we have now.

If housing in the UK was more affordable and the market in general was not juiced with

incentive schemes and taxpayer subsidised mortgages, I’d find housebuilders like Barratts

a lot more attractive than I currently do.
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Barratt has around 4.5 years of land supply at current production rates with minimum

gross margins of 23 per cent and a target return on capital employed (ROCE) of 25 per

cent, which is a highly sought after rate of profitability in most industries.

I just don’t think the current boom will last. The builders of new homes are not well

placed. I’ve thought this for a long time but have learned not to underestimate the

willingness of governments to engineer house price booms. Yet, I continue to believe that

the good days are over for housebuilders in this current cycle.

The new Help to Buy Scheme is only for the next two years and is nowhere near as

generous as the previous one. It is limited to first time buyers only and has regional price

caps. Barratt’s comments that it sees limited availability for 95 per cent loan to value

mortgages for new builds is a red flag as far as I’m concerned.

The banks are not mugs and know that many new builds are overpriced compared with

existing housing stock, which is not by any means cheap. Without the taxpayer providing a

20 per cent or 40 per cent buffer as they were just a few weeks ago, the risk of high

loan-to-value (LTV) lending on new builds has shot up.

Other builders such as Taylor Wimpey have commented that the new Help to Buy

scheme has started well, but when the stamp duty holiday starts to be tapered from June

this year it would not surprise me to see builders become a lot more cautious than they

are at the moment.

Barratt Development forecasts

Year (£m) 2021 2022 2023

Turnover 4,539.00 4,798.00 5,057.50

Ebitda 837.3 899.9 963.6

Ebit 813.7 897.1 964.4

Pre-tax profit 823.6 888.1 955.1

Post-tax profit 673.1 726.7 772.4

EPS (p) 65 70 74.9

Dividend (p) 25.9 35 40.1

Capex 7.6 7.7 8

Free cash flow 480.4 473.8 596.4

Net borrowing -731.9 -979.9 -1,221.30

NAV 5,377.00 4,872.00 5,762.50
Source:SharePad
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Barratt’s share price is not far off approaching the peaks it made in 2007 and 2020. This

could be exceeded but I’m not convinced there’s a lot more to squeeze out of the shares

right now.

The business and the industry is built on very shaky foundations and continues to need

lots of underpinning. Bears of the sector like me have been proved wrong and have

underestimated the strength of lobbying and government meddling but the risks are

there for all to see.
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