
 

 

26 September 2018 
Lower H118 profit and a greater H2 bias were both well trailed by 

management. Each reporting division had its trading headwinds, but also 

saw some positive underlying performances. Footprint consolidation 

projects are progressing and these developments should complement the 

usual seasonal improvement in H2 profitability. That said, we have elected 

to trim our margin expectations, resulting in 5-6% forecast EPS reductions. 

Even with subdued earnings, investors can access a 6%+ dividend yield.  

Year end 
Revenue 

(£m) 
PBT* 
(£m) 

EPS* 
(p) 

DPS 
(p) 

P/E 
(x) 

Yield 
(%) 

12/16** 293.2 24.3 14.7 6.6 5.7 7.9 

12/17 298.3 20.5 12.4 6.7 6.8 8.0 

12/18e 292.2 17.0 9.7 5.3 8.6 6.3 

12/19e 295.8 17.9 10.2 5.5 8.2 6.5 

Note: *PBT and EPS (fully diluted) are normalised, excluding intangible amortisation and 
exceptionals. **FY16 and FY17 EPS benefited in part from recovered tax losses. 

Some underlying positives, but lower H1 profitability 

Two large customer changes, input cost pressures and general market conditions 

all provided headwinds to Epwin’s trading performance in H1. Volume growth in a 

number of areas, selective price increases and a maiden four-month contribution 

from Amicus (a 15-branch building products distributor) partly mitigated those 

effects. Broadly three quarters of the y-o-y EBIT reduction arose from the two 

customer changes, the rest from input cost rises. Control of working capital and 

business improvement capex were notable other features of the H118 results. 

Having announced a rebasing of dividend payments with the FY17 results, Epwin 

declared a 1.70p interim dividend.  

Taking a more conservative margin view 

There are good reasons to believe that H2 profitability will be much stronger than 

H1, with pricing effects and improving operational efficiencies supplementing the 

normal seasonal pattern. The true benefit of consolidation activity will of course 

come through in more benign and positive volume growth markets but, for now, 

conditions still remain very patchy. We were perhaps overly optimistic previously 

regarding the implied profit and margin improvements required to get to our 

estimates and, in the light of the H1 result, have reduced our group margin 

expectations by 40-50bp. This reduces our EPS projections by 5-6% across our 

estimate horizon. 

Valuation: Yield ahead of earnings improvement 

After a post-results rally, Epwin’s share price has regained levels seen at the start 

of the year, rebounding well from the 71p low seen just a month ago. On reduced 

estimates, the current year P/E is 8.6x with an EV/EBITDA of 5.3x. Investor 

sentiment is clearly weak in the building and construction space currently. Epwin’s 

earnings profile has been hit by the headwinds referenced but, if H2 profits improve 

as expected, this may help investors to re-focus on more positive underlying 

aspects that are currently masked. As before, a dividend yield in excess of 6%, 

covered c 1.9x by earnings, is an incentive to invest ahead of better trading 

evidence. 
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H118 results overview 

A small revenue reduction and larger EBIT decline were the headline features in H118 trading. 

There were some visible customer and input pricing headwinds, but also some positive underlying 

performances and further progress with operational improvements. The net debt increase was 

consistent with historic seasonal patterns, although for different reasons, and the interim dividend 

was in line with previously rebased guidance. We have reduced our group EBIT margin 

expectations by 40-50bp, resulting in 5-6% EPS reductions in all three forecast years. 

Exhibit 1: Epwin Group interim and divisional splits 

£m H1 H2 2017 H1  % change y-
o-y H118 

Group revenue 149.9 148.4 298.3 142.4  -5.0% 

Extrusion & Moulding 91.5 92.1 183.6 88.5  -3.3% 

Fabrication & Distribution 58.4 56.3 114.7 53.9  -7.6% 

Group operating profit 11.1 11.2 22.3 7.1  -36.0% 

Extrusion & Moulding 10.9 10.6 21.5 7.7  -29.4% 

Fabrication & Distribution 1.1 1.3 2.4 0.3  -72.7% 

Group costs (0.9) (0.7) (1.6) (0.9)   

Source: Epwin  

Extrusion & Moulding (E&M): Primarily PVC-based window profile systems, roofline and 

rainwater goods extrusion activities with wood composite decking products and glass reinforced 

plastic building products also in the portfolio. 

Considering that volumes to E&M’s hitherto largest customer have contracted sharply (as SIG’s 

building plastics depots were sold to competitor GAP in August last year), the headline revenue 

decline in this division was not as great as we feared. While the net impact is difficult to quantify 

(direct sales lost were £6.8m, partly mitigated by retained specification work in some cases), a 

broadly flat underlying outturn appears likely even after a reduced rate of profile pull-through by the 

former Entu business (see below). There were clearly pockets of strength with volumes up for 

Optima (+22%), Stormking (+18%) and in rainwater goods (+10%), although some of this may have 

been due to order phasing. Implicitly, other window systems and building products lines were 

relatively flat compared to these highlights. The ‘GAP effect’ was most noticeable in roofline goods 

(volume -18%), which saw modest growth otherwise. There will have been some benefit from price 

increase – though our sense is that this was fairly narrow and mostly achieved in window systems – 

but this was insufficient to recover materials cost inflation in the period and this accounted for 

approximately two-thirds of the £3.2m y-o-y E&M EBIT decline. Some pricing catch-up is to be 

expected in H2. The division continues to take steps to improve operational performance and, once 

the exit from the Macclesfield site is complete by the year-end, profile extrusion operations will 

focused in three ongoing factories at Telford, Tamworth and Scunthorpe. Epwin is also planning for 

a new warehouse at Telford, potentially consolidating four other smaller locations. In addition, we 

are encouraged by ongoing new product investment including a suited range extension into 

complementary aluminium products and new decking lines. 

Fabrication & Distribution (F&D): Downstream manufacture of glass sealed units and finished 

windows and doors (using profiles from E&M), and multi-channel (including own branches) B2B 

distribution of these and other group finished products. 

Epwin sold its Indigo Products window fabrication business at the end of FY17; Entu had been its 

largest customer but entered administration four months earlier. (The acquirer now purchases 

window profiles and other low-maintenance building products from the E&M division under a three-

year supply agreement.) There would also have been a smaller GAP/SIG impact on divisional 

revenues here and, together with a more focused glass sealed unit business, these effects more 
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than explain the majority of the revenue decline in the first half. The acquisition of Amicus (a 15-

branch distribution business) at the beginning of March partly offset those downward revenue 

pressures contributing £5.7m gross revenue – more like £4m on a net basis at group level – and 

£0.1m EBIT in the period. F&D’s other c 75 existing distribution branches generated l-f-l revenue 

progress of c 2%. This 90-outlet network is managed on a regional basis and retains independent 

brand trading names that have a value in their respective local markets. As in E&M, fabrication 

operations have also seen footprint changes: 

 Glass sealed units: manufacturing consolidated onto the Northampton site in FY17. 

 Window fabrication: will be solely undertaken at the Telford and Paignton sites from FY19 

following the expected closure of Cardiff by the end of FY18.  

Some momentum will be taken into the second half of 2018, with an implied Amicus revenue run 

rate of c £16m annualised (gross basis) and the y-o-y effects of business losses with Entu and 

GAP/SIG should begin to diminish are the year progresses. Nevertheless, market demand remains 

patchy and consequently we expect competitive trading conditions to persist. 

Small H1 cash outflow, with different drivers 

Epwin ended H118 with £28.6m net debt, an increase of £3.5m from the beginning of the year. A 

seasonal increase is normal for the company and others in the UK building materials space. 

However, we note that the composition of the uplift differed from the usual pattern. 

Due to H2 trading bias and an H1 working capital build-up to support that, in the past Epwin has 

typically seen broadly flat (ie modestly positive or negative) free cash flow in the first six months of 

the year and a strong cash inflow in H2. This variation is amplified at the net cash flow level owing 

to dividend payment patterns. In H118, Epwin’s working capital movement was modestly positive 

instead of a material outflow and this more than compensated for the reduction in EBITDA 

generating operating cash flow of £11.4m, up £3m y-o-y. This was counterbalanced by higher capex 

to support footprint consolidation, leaving free cash flow (FCF) in line with the prior year at £3m. 

Hence, the headline debt movement reflected this FCF less the FY17 final dividend payment. 

Cash outlook: Management has previously flagged a greater than usual H2 EBIT weighting, which 

equates to 38:62 in our revised model. In the areas highlighted above, we would be surprised if H1 

working capital net gains did not partly unwind in H2. Lower capex spend is also likely as the 

factory consolidation programme proceeds, although we have allowed for some exceptional cash 

costs also. Overall, we expect Epwin to end FY18 with net debt in line with the £25m seen at the 

end of the prior year. Beyond this, we project net cash inflows of c £6m in FY19, followed by c £7m 

in FY20 but additional Telford warehouse capex may also need to be factored in at some points. 

More conservative margin stance trims estimates 

Based on H1 trading and still challenging market conditions, we have elected to trim our pre-results 

estimates. While the revenue run rate appears to be better than we have previously anticipated, 

margin pressures remain. They may be a little easier – through input price pass-through and 

efficiency gains – but our group EBIT margin expectations are now 40-50bp lower. 

Exhibit 2: Epwin Group revised estimates 

 

EPS (p) PBT (£m) EBITDA (£m) 

Old New % chg. Old New % chg. Old New % chg. 

2018e 10.3 9.7 -5.7 18.1 17.0 -5.9 27.8 27.2 -2.2 

2019e 10.9 10.2 -6.1 19.1 17.9 -6.3 28.9 28.2 -2.4 

2020e 11.3 10.6 -5.6 19.7 18.6 -5.8 29.6 28.9 -2.2 

Source: Edison Investment Research. Note: PBT and EPS (fully diluted) are normalised. Normalised excludes 
amortisation of acquired intangibles and exceptionals.  
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Exhibit 3: Financial summary 

  £m's 2012 2013 2014 2015 2016 2017 2018e 2019e 2020e 

December   IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS IFRS 

PROFIT & LOSS        Restated               

Revenue     294.4 255.3 259.5 256.0 293.2 298.3 292.2 295.8 300.0 

Cost of Sales     (209.9) (185.8) (186.7) (178.6) (200.6) (207.5) (206.0) (206.5) (209.4) 

Gross Profit     84.5 69.5 72.8 77.4 92.6 90.8 86.2 89.3 90.6 

EBITDA     21.8 21.4 24.5 25.6 33.3 30.3 27.2 28.2 28.9 

Operating Profit (before GW and except.) 15.4 15.6 19.5 20.1 25.6 22.3 18.9 19.7 20.2 

Intangible Amortisation     (1.7) (1.7) (1.7) (0.0) (1.1) (1.1) (1.2) (1.2) (1.2) 

Exceptionals     (4.3) (5.1) 2.3 (0.6) (0.2) (7.4) (1.5) 0.0 0.0 

Other     0.0 0.0 (0.8) (0.4) (0.3) (0.6) (0.6) (0.6) (0.6) 

Operating Profit     9.4 8.8 19.3 19.1 24.0 13.2 15.6 17.9 18.4 

Net Interest     (1.9) (1.0) (0.7) (0.5) (1.0) (1.2) (1.3) (1.2) (1.0) 

Profit Before Tax (norm)     13.5 14.6 18.0 19.2 24.3 20.5 17.0 17.9 18.6 

Profit Before Tax (FRS 3)     7.5 7.9 18.6 18.6 23.0 12.0 14.3 16.7 17.4 

Tax     (2.2) (1.3) (3.5) (3.3) (3.4) (1.9) (3.1) (3.2) (3.3) 

Profit After Tax (norm)     10.4 12.4 14.4 15.9 20.9 17.6 13.9 14.6 15.2 

Profit After Tax (FRS 3)     4.5 5.1 15.1 15.3 19.6 10.1 11.2 13.4 14.0 

                        

Average Number of Shares 
Outstanding (m) 

  122.3 122.3 128.0 135.2 141.5 142.6 142.9 142.9 142.9 

EPS - normalised (p)     8.5 10.1 11.2 11.8 14.8 12.4 9.8 10.2 10.6 

EPS - normalised (p) FD         11.2 11.7 14.7 12.4 9.7 10.2 10.6 

EPS - FRS 3 (p)     3.7 4.2 11.8 11.3 13.8 7.1 7.9 9.4 9.8 

Dividend per share (p)     0.0 0.0 4.2 6.4 6.6 6.7 5.3 5.5 5.7 

                        

Gross Margin (%)     28.7 27.2 28.1 30.2 31.6 30.4 29.5 30.2 30.2 

EBITDA Margin (%)     7.4 8.4 9.4 10.0 11.3 10.2 9.3 9.5 9.6 

Operating Margin (before GW and except.) (%) 5.2 6.1 7.5 7.9 8.7 7.5 6.5 6.6 6.7 

                        

BALANCE SHEET                       

Fixed Assets     56.9 54.7 53.8 93.5 108.5 106.2 111.7 111.0 110.0 

Intangible Assets     27.9 26.4 24.7 59.7 70.2 69.6 73.7 72.5 71.3 

Tangible Assets     26.1 25.1 26.2 33.1 37.9 36.0 37.5 38.0 38.2 

Other     2.8 3.2 2.9 0.7 0.4 0.6 0.5 0.5 0.5 

Current Assets     59.9 62.1 62.3 87.2 82.6 82.2 82.7 83.3 84.2 

Stocks     20.9 21.7 22.4 23.6 28.2 29.6 31.4 31.5 31.9 

Debtors     37.4 40.1 37.6 41.5 41.4 45.3 45.5 46.0 46.5 

Cash     1.6 0.3 2.3 22.1 13.0 7.3 5.8 5.8 5.8 

Current Liabilities     (53.2) (54.5) (49.0) (68.8) (79.2) (79.2) (91.0) (90.0) (84.8) 

Creditors     (49.1) (51.5) (48.6) (53.2) (62.9) (58.2) (65.9) (65.5) (66.9) 

Short term borrowings     (4.1) (3.0) (0.4) (15.6) (16.3) (21.0) (25.0) (24.5) (17.9) 

Long Term Liabilities     (32.0) (25.7) (4.3) (31.8) (21.0) (15.5) (9.1) (4.1) (3.2) 

Long term borrowings     (20.6) (16.0) (0.8) (20.9) (17.3) (11.4) (5.9) (0.9) 0.0 

Other long term liabilities     (11.4) (9.7) (3.5) (10.9) (3.7) (4.1) (3.2) (3.2) (3.2) 

Net Assets     31.5 36.6 62.8 80.1 90.9 93.7 94.3 100.1 106.3 

                        

CASH FLOW                       

Operating Cash Flow     15.7 12.1 19.8 23.8 30.8 19.9 22.4 26.7 28.4 

Net Interest      (1.4) (0.9) (0.7) (0.5) (1.0) (1.0) (1.2) (1.2) (1.0) 

Tax     (1.6) (0.9) (1.7) (2.3) (3.8) (2.7) (2.6) (2.7) (2.8) 

Capex     (4.6) (4.9) (5.6) (9.0) (12.7) (7.1) (9.3) (9.3) (9.3) 

Acquisitions/disposals     (28.2) (0.2) 0.0 (20.9) (10.2) (3.9) 0.0 (0.3) 0.0 

Financing     0.0 0.0 10.0 0.0 0.0 0.0 0.0 0.0 0.0 

Dividends     0.0 0.0 (1.9) (6.7) (9.1) (9.5) (9.3) (7.6) (7.9) 

Net Cash Flow     (20.2) 5.2 19.9 (15.6) (6.1) (4.3) 0.1 5.6 7.4 

Opening net debt/(cash)     0.5 23.2 18.7 (1.1) 14.4 20.6 25.1 25.1 19.6 

HP finance leases initiated     (2.5) (0.5) (0.3) 0.4 1.9 (1.4) (0.6) 0.0 0.0 

Other     0.0 (0.1) 0.2 (0.3) (2.1) 1.2 0.5 (0.0) (0.0) 

Closing net debt/(cash)     23.2 18.6 (1.1) 14.4 20.6 25.1 25.1 19.6 12.1 

Source: Epwin accounts, Edison Investment Research. Note: FY13 to FY17 EPS benefited in part from recovered tax losses. 
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector 
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including 
investor relations and strategic consulting. Edison is authorised and regulated by the Financial Conduct Authority. Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ 
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison 
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Pty Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. Edison Germany 
is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com 

DISCLAIMER 
Copyright 2018 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Epwin Group and prepared and issued by Edison for publication globally. All information used in the 
publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report 
represent those of the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This 
research is issued in Australia by Edison Investment Research Pty Ltd (Corporate Authorised Representative (1252501) of Myonl ineadvisers Pty Ltd (AFSL: 427484)) and any access to it, is intended only for "wholesale 
clients" within the meaning of the Corporations Act 2001 of Australia. The Investment Research is distributed in the United States by Edison US to major US institutional investors only. Edison US is registered as an 
investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 
1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in which we believe our readers may be interested and this 
information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in any manner whatsoever as, personalised advice. Also, our 
website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s so licitation to effect, or attempt to effect, any transaction in a security. The research in this 
document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the purpose of the 
Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the topic of this 
document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A marketing 
communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on 
dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any investment business and, accordingly, does not itself hold any 
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report. Edison or its 
affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden swings. In 
addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance. Forward-looking 
information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, 
uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. For the purpose of the FAA, the content of this 
report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or disposing (including refraining from acquiring or 
disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within the meaning of 
the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To the maximum extent permitted by law, Edison, its 
affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information contained in this report and do 
not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (“FTSE”) ©  FTSE 2018. “FTSE®” is a trade mark of the London Stock Exchange Group companies and is 
used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in the 
FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express  written consent. 
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