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Chairman: Good Afternoon Ladies and Gentlemen and welcome to 

the Brickworks analyst briefing for the half year ended 31 January 

2014. 

Today I will provide an overview of the Brickworks results and then 

our Managing Director, Mr. Lindsay Partridge will take you through 

the results in more detail.  

Mr. Alex Payne, our Chief Financial Officer is also here to answer any 

questions at the conclusion of the presentation. 

 

3 



Brickworks corporate structure has provided diversity and stability of 

earnings over the long term. 

There are three main parts to the Brickworks business model:  

• The Building Products Group,  

• Land & Development and  

• Investments. 

The Building Products Group consists of Austral Bricks™, Austral 

Masonry™, Bristile Roofing™,  Austral Precast™ and Auswest Timbers ™.  

The Land & Development business exists to maximise the value of surplus 

land created by the Building Products business.   

The 42.7% interest in Washington H. Soul Pattinson provides a stable 

earnings stream and a superior return. 
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The Headline Net Profit After Tax, including significant items, 

was up 0.4% to $56.3 million for the first half, compared to the 

prior corresponding period.  

After excluding significant items, the Normal Net Profit After 

Tax decreased by 4.5% to $53.4 million. 

The decrease in normal earnings was a result of a reduction in 

earnings from Investments and higher tax. The impacts were 

offset by a strong increase in earnings from the Building 

products Group. 

Property earnings were relatively stable compared to the 

previous corresponding period. 
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Headline Earnings Per Share was up by 0.3% to 38.1 cents per 

share. 

Normal Earnings Per Share decreased by 4.7% to 36.1 cents 

per share. 
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In light of our improved result and the positive outlook for the 

second half, the Directors have resolved to increase the interim 

fully franked dividend to 14.0 cents per share, up 3.7% on the 

first half of last financial year. 



Brickworks continues to outperform the All Ordinaries Accumulation 

Index in terms of Total Shareholder Return over most time horizons. In 

the past year returns have been particularly strong, with a total return 

of 15.7% for the year to 31st January 2014, 5.0% higher than the index. 

Over 15 years, Brickworks has delivered returns of 14.1% per annum. 

This exceeds the All Ordinaries Accumulation Index by 5.5% per annum.  

I will now hand over to our Managing Director, Mr Lindsay Partridge to 

take you through the results in detail. 
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Thank you Chairman.  Good afternoon ladies and gentlemen. 
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Looking first at the main financial components of our result, compared to July 2013. 

Building Products EBIT was $19.2 million, up 36.7% on the previous corresponding 

period. Improved earnings were achieved on the back of restructuring initiatives 

implemented in prior periods, cost reduction initiatives and increased pricing in 

some divisions.  

Land and Development EBIT was relatively flat at $36.1 million. This includes 

earnings from the Property Trust of $17.1 million, up 14.0%. During the half, 

“Rochedale North” was sold into the JV Property Trust for a profit of $16.1 million. 

Investment EBIT, including Washington H Soul Pattinson was down 17.8% to $23.7 

million. 

Total EBIT was $74.3 million for the half and EBITDA was $87.0 million. 

Interest cost was marginally lower compared to the prior corresponding period. 

After including higher income tax of $12.6 million, Brickworks’ overall normalised 

NPAT result of $53.4 million was down 4.5% on the prior period. 

The Headline NPAT was $56.3 million, including the impact of significant items. 



11 

Looking at our Key Financial Indicators. 

Net Tangible Assets per share increased by 2.2% to $10.04.  

Shareholders Equity increased to $1.756 billion at the end of the half which 

represents $11.86 per share. 

Return on Shareholders Equity was up to 6.4% for the period, from 5.0% for 

2013 full year. 

Total net cash flow from operating activities was $53.8 million, up from $26.6 

million in the previous corresponding period. This primarily reflects the 

rebalancing of production and sales, with the prior period being adversely 

impacted by an increase in finished goods inventory. 

Net debt decreased by $6.0 million to $313.9 million, with net debt to capital 

employed being 15.2% at the end of the period.   

Interest cover was up marginally to 6.7 times. 
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Building Products total capital expenditure increased to $17.7 million, up 

significantly from $9.5 million for the previous corresponding period.  

“Stay in business” capital expenditure was $14.7 million, representing 115.9% of 

depreciation. This level of stay in business capital spend is higher than normal, 

with a number of important projects either completed or underway during the 

half such as: 

• Alternative fuels projects at Horsley Park in New South Wales in order to 

mitigate the impact of increasing gas prices; 

• A plant refit at Bellevue in Western Australia, the first significant capital 

investment in this plant after more than 20 years of service; and 

• The installation of a setting machine at Rochedale in Queensland 

Growth capital expenditure continues to be restrained and totalled $3.0 million 

for the half. The major growth project for the period was the installation of an 

automated mesh welding machine at the Wetherill Park precast facility. 

There were no acquisitions during the period. 



I’d like to mention the picture on the screen that shows an artists 

impression of the Australian Embassy project in Bangkok.  

Austral Bricks will supply 370,000 bricks for this project including a range of 

customer made colours and shapes.  

The Austral Bricks team has been working on this project for almost one 

year, in conjunction with architects and designers. 

Our success in securing brick supply for this project is another example of 

our sustained focus on developing “up market” fashionable products across 

our portfolio. 

Now looking at the Building Products result in more detail. 
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Revenue for the half was up 6.3% to $296.2 million compared to $278.7 million for 

the previous corresponding period.  

EBITDA was up 18.3% on the prior period, to $31.8 million and EBIT was up 36.7% 

to$19.2 million.  

The EBIT margin of 6.5% remains below acceptable levels, despite a significant 

increase compared to the prior period. Short term margins are being impacted by 

the presence competitors in some businesses who are operating unsustainable 

business models, not concerned with covering the cost of already employed capital 

and /or required future investments to maintain their operations. 

The significant reduction in workforce over the past six years has now slowed with 

production stabilised and in balance with sales volume. Following downsizing of 

many operations, productivity rates are now much improved and it is unlikely that 

employee levels will need to be increased significantly if the market recovers.  

Brickworks’ ongoing commitment to providing a safe workplace has resulted in a 

substantial reduction in the Lost Time Injury Frequency Rate to 1.5 in the six months 

ended 31 January 2014.   
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Now looking more closely at the drivers of the Building Products result. 

The chart on screen shows a breakdown of the key profit impacts during 

the first half, compared to the prior corresponding period.  

The impact of volume changes was relatively minor. The only divisions 

that experienced a significant lift in sales, excluding the impact of 

“product tolling and export volumes, were Austral Bricks WA and Austral 

Masonry, who benefited from a prior period acquisition. 

Overall, pricing performance was mixed, with solid gains in many divisions 

being partially offset by reductions in Austral Bricks Western Australia 

and relatively flat pricing in Austral Bricks Victoria and Bristile Roofing. 

The net impact of pricing was an EBIT uplift of $5.2 million. 

Product tolling initiatives in both Austral Bricks and Austral Masonry, 

together with increased export demand from New Zealand Brick 

Distributors delivered an estimated earnings uplift of $2.0 million, 

inclusive of  production efficiencies that result from the increased volume 

throughput. 

Offsetting estimated cost increases of around $8.7 million due to  15 



inflationary effects, cost reduction projects delivered an estimated $4.3 

million in savings through initiatives such as: 

• Rationalization of plant operations in Masonry NSW; 

• A negotiated reduction in electricity costs ; 

• Group wide sourcing of additives and packaging items in Austral 

Bricks; 

• Benefits associated with operational excellence initiatives to increase 

up-time and plant efficiency; and 

• The implementation of alternative fuels projects, albeit the first of 

these projects was implemented late in the period 
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The chart on screen shows Australian dwelling starts and approvals for the past 20 

years. The orange lines show detached houses, the green lines show other 

residential and the blue lines show the total. As can be seen by the blue line, 

overall housing starts have increased with total starts for the 12 months to 

December 2013 estimated at 163,000.  

The dashed approvals lines on the chart show that significant further increases in 

starts can be expected in the second half. However it is our view that a gap may 

form between approvals and starts going forward, as a result of labour shortages 

that restrict the ability to meet demand for new housing. 

As I mentioned during our full year results presentation in September, the overall 

level of building commencements masks some significant trends that have 

emerged with respect to housing types. Although it is pleasing to see some signs of 

a recovery in detached house commencements, the current rate of detached 

house building remains below the long term average of around 104,000 per 

annum.  

By contrast other residential starts remain at peak levels.  
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Digging deeper within the “other residential” segment reveals an even more 

important structural shift in housing types, best shown by considering New South 

Wales as an example. 

The chart on screen shows approvals in that state since the cyclical low point four 

years ago. In that period virtually all the growth has been driven by “high rise” 

apartments, represented by the blue shading on the chart. These developments have 

increased by over 300% whilst other dwelling types have remained relatively flat by 

comparison. Since January 2010 the annualised rate of approvals for high rise 

apartments has increased from around 4,500 to almost 18,800. This increase of 

around 14,500 approvals accounts for the vast majority of the total increase of around 

18,300 in that period. 

During the first half, high rise approvals represented 47.2% of total dwelling approvals, 

compared to just 15.3% four years ago. 

This significant shift in dwelling types has a major impact on both the quantity and 

type of building materials used. In general, high rise developments consume less 

building materials per start compared with detached dwellings. In addition they will 

have a greater proportion of products such as precast and masonry, compared with 

bricks and roof tiles.  
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Looking across the states now, the chart on screen summarises the change in 

dwelling starts the 6 months to December 31 2013, compared with the prior 

corresponding period. 

As can be seen, activity in the first half across the states remained patchy, with 

increases in New South Wales, Queensland, Western Australia and South Australia 

offset by weakness in Victoria, Australia’s largest housing state, and Tasmania. In 

Queensland, while total starts increased, the level of detached housing starts was 

down 3%. 

Most encouraging during the half was the strong rebound in detached housing 

commencements that was recorded in Western Australia. The continued 

momentum in building activity in New South Wales is also encouraging, albeit 

impacted by the trends in building type outlined in the previous slide. 

In summary for the six months ended 31 December 2013, estimated 

commencements for Australia were 85,659, up 1.4% on the previous corresponding 

period.   
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Austral Bricks delivered an increase in earnings for the six months ended 31 

January 2014. Sales revenue was up 15.4% to $157.5 million, driven primarily by 

volume, up 13.9%. The increase in sales volume was due to three main factors: 

product “tolling” arrangements put in place in the 2nd half of 2013, strong growth 

in export demand to New Zealand and a recovery in demand in Western Australia.  

Excluding the impact of tolling arrangements and export sales to New Zealand, 

significant price increases were achieved in most states, with the exception of 

Western Australia and Victoria.  

Improved production efficiency and cost reduction initiatives, such as the 

implementation of alternative fuels projects, also supported the increase in 

earnings for the division. 

Finished goods stock levels were reduced in all major markets, with production 

volumes across most operations being maintained at previous levels, despite the 

increase in sales volumes.  
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Austral Masonry™ delivered a significant increase in earnings, up 91.1% compared to 

the previous corresponding period and is now the second most profitable division 

within the Building Products Group. Sales revenue was up 40.8% to $39.1 million.  

This outstanding result was achieved on the back of both external rationalisation and 

internal restructuring initiatives. 

External rationalisation activities included the benefits associated with prior period 

acquisitions, including an expanded product range and an increase in sales volume of 

32.7%. In addition, product “tolling” arrangements have delivered benefits in Cairns 

and Victoria. In Cairns, Austral Masonry is now the only significant masonry 

manufacturer, and has supply agreements for commodity grey block in place with 

other distributors in this region. In Victoria, Austral Masonry now source grey block 

from Adelaide Brighton, allowing the closure of the inefficient Dandenong plant.  

A number of internal restructuring initiatives were also implemented. These included 

significant overhead cost reductions across many operations and the consolidation of 

operations in New South Wales to the Prospect site. Strong average selling price 

increases were also achieved, up 10.3% excluding the impact of product “tolling”. 
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Bristile Roofing earnings were down on the prior corresponding period, with 

sales volume down 11.3% and pricing relatively steady. Sales revenue was down 

12.1% to $48.0 million for the half. On the East Coast, earnings were flat with 

improvements in New South Wales and Queensland being offset by declines in 

Victoria.  

The contribution from Western Australia was lower, with the previous period 

benefitting from a major commercial project. The upturn in detached house 

commencements in this state is yet to translate to increased sales volumes, with 

a significant lag being experienced between a recorded “commencement” and 

use of roof tiles on site.  
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Austral Precast™ earnings increased, despite a 4.3% reduction in sales revenue to 

$31.9 million. A restructure was undertaken during the period to extract 

synergies from the sales and administration functions across the country. 

Improved earnings in New South Wales, Queensland and Western Australia were 

offset by a decline in Victoria. 

A number of new products were launched during the period, aimed at offering a 

“whole of structure” building solution. These products included Austral Deck, a 

proprietary flooring system, and “PermaTech”, a range of panels that feature 

various applied finishes.  

A range of cost reduction initiatives are underway. A mobile crane was acquired 

in December to install panels in the Sydney region at lower cost, and a steel mesh 

plant is currently being installed at the Wetherill Park plant to automate the 

fabrication of steel reinforcement.  
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Auswest Timbers™ earnings increased significantly on the prior corresponding period, 

with sales revenue up 4.3% to $21.8 million.  There was a strong uplift in domestic 

activity in the latter stages of the period, particularly for joinery and furniture 

components from Western Australia. Export volume is also increasing, with particularly 

strong demand from China for furniture grade material. The uplift in export demand 

was partially offset by the impact of decreasing woodchip prices. 

Operations in Western Australia are now back to normal, following the recommissioning 

of the Deanmill plant in July 2013, following an extensive rebuild of the facility after it 

was fire damaged in August 2012.  

A significant rationalisation of the Western Australian hardwood market in underway. 

Following the exit of Whittakers, a key competitor, Auswest Timbers’ position is much 

improved, and it now controls the vast majority of available Jarrah, Karri and Marri 

species. As a result, demand for these products is expected to increase significantly in 

both domestic and export markets.   

The Orbost operation in Victoria has log supply licenses in place until 2017, with longer 

term supply currently being negotiated with VicForests. If a satisfactory outcome from 

these negotiations is achieved it will likely underpin plant upgrade works at the 

Victorian facilities, with current sales volumes constrained by production capacity.  

23 



Turning now to the Building products outlook. 

24 



The current upturn in housing activity has been relatively slow to translate into 

increased building materials demand, with the notable exception of brick sales in 

Western Australia. However since the start of the second half we are now experiencing a 

more broad based recovery in demand. Austral Bricks sales volumes in March are 

tracking more than 30% ahead of the prior year, building on momentum from February. 

Sales across most other businesses are also tracking ahead of this time last year.  

The Building Products Group remains committed to increasing profit, as opposed to 

market share. Price rises have been implemented by a number of divisions in the first 

half, with the full impact of these increases yet to be realised.  

Brickworks is making good progress on a range of alternative fuels projects, to offset the 

impact of gas cost increases over the coming years. The first of these projects is now 

delivering benefits, with a significant portion of gas consumption at Plant 1 at Horsley 

Park now sourced from landfill gas.  

Final quarter earnings will also benefit from the completion of major capital projects 

such as the refit of the Bellevue brick plant in Western Australia and the automated 

mesh welding machine at the Wetherill Park precast facility in New South Wales. 

If sales momentum is sustained, the Building Products Group is well placed to deliver 

significantly increased earnings in the second half, compared to the prior corresponding 

period.  
25 



I will now go through our Property results. 

Before I do so, I would like to take a moment to highlight the image on the slide, 

showing an artists impression of a planned development of our Rochedale site 

in Queensland. During the first half, the “Rochedale North” site, shown with a 

red border, was sold into the Goodman Joint Venture Industrial Property Trust, 

for a value of $25.9 million. The site will be developed by Goodman into an 

industrial estate with over 125,000m2 of gross lettable area. Once fully 

developed, it is expected to be valued at over $180 million and deliver in excess 

of $14 million in annual rent to the Joint Venture.  

This development will continue to strengthen the Property Trust by increasing 

scale and providing greater geographic diversification. 

The existing brick factory, shown in the in the middle of the picture will continue 

to operate as normal.  

This land, together with additional non operational land further south, has the 

potential to be developed in the future.  
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Land and Development delivered an EBIT of $36.1 million for the half year 

ended 31 January 2014, marginally below the previous corresponding 

period.  

Property Sales contributed an EBIT of $20.4 million for the half year. Aside 

from the sale of the “Rochedale North”, other sales included the Rhonda 

quarry at New Chum, Queensland and Buninyong quarry near Ballarat, 

Victoria.  

The royalty free period at the Horsley Park Landfill ended in December 2013, 

enabling contributions to re-commence in January. Waste Management 

contributed a profit of $100,000 for this period.  

Property administration costs were in line with the previous half.  

I will now work through the Property Trust result in detail, before outlining 

the property pipeline and outlook. 
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The Property Trust delivered an EBIT for the half of $17.1 million, up 14.0% from $15.0 

million in the prior half. 

The Net Trust Income of $6.1 million was up 19.6% from $5.1 million, primarily as a 

result of a decrease in funding costs. The impact of lower funding costs was partially 

offset by a small reduction in gross rent.  

The revaluation profit on established properties of $7.9 million was up significantly due 

to a tightening in capitalisation rates in the last quarter of 2013.  

An EBIT of $2.1 million was contributed through fair value adjustments on the 

completion of the DHL Canon development on the Oakdale Central Estate. In addition, a 

development profit of $1.0 million was achieved as a result of the sale of the Toll 

development and fees on other Trust developments.  

During the half construction continued on two new Trust developments including the 

expansion of the existing Coles Cold Store facility on the M7 Estate and the fourth DHL 

facility on Oakdale Central. Both of these facilities are due for completion in early July 

2014. 
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The total value of the Property Trust Assets rose to $913.8 million at 31 

January 2014, primarily as a result of the sale of “Rochedale North” into the 

Property Trust.  This sale increased the Trust Assets by $51.8 million. In 

addition, the completion of the DHL Canon facility, valued at $28.3 million 

and revaluations of other properties increased the total trust asset value. 

This was offset by the sale of the Toll property, reducing the leased 

properties by $35.5million. The sale of the Toll property allowed borrowings 

to be reduced to $343.5 million. Brickworks 50% share of the net asset value 

increased to $285.1 million.  

The return on the developed properties in the Trust, excluding the 

revaluation profit, increased to 8.2% due to the increase in net trust income. 

Including the strong revaluation profit during the half, the total return on 

leased properties was 13.5%. 
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Details on the leased property trust assets are outlined in the table shown 

on the screen. The total value of leased properties is $618.4 million, up from 

$607.2 million at 31 July 2013.   

The entire portfolio consists of A grade stock which is under five and half 

years old, with long lease terms and strong tenants. There is one small 

vacancy in the portfolio, totaling 120m2,  in the Capicure Estate.  

Annualised gross rental return is down slightly to $49.0 million, with the loss 

in rent from the sale of the Toll site in October, exceeding the additional rent 

received from the new DHL Canon facility. 

Capitalisation rates are in the range 7.5 to 8.25%. This shows strong 

compression of rates by 0.3% to 0.5%. It is anticipated that capitalisation 

rates may fall further in the medium term. 
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Brickworks land holdings total around 4,400 hectares, split into 

operational and development land.  

Operational land is currently valued at $346 million, whilst the 

development land has the potential to be worth at least $260 million, 

assuming rezoning and development approval of these properties. The 

value of operational land has decreased slightly during the period as a 

result of the sale of the Rhonda and Buninyong quarries.  

The value of development land has also decreased due to the sale of 

“Rochedale North” into the Property Trust. 

The majority of land held for development is located in Victoria and New 

South Wales. 
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These properties will provide a long pipeline of development which is 

expected to continue well into the future.  

In the short term, the development work will continue to focus on 

Oakdale in New South Wales. The “Rochedale North” site will be 

developed over the next 5 to 7 years. The development or sale of 

Riverview is expected to occur within the next 12 months.  

As can be seen from the property pipeline shown on screen, there are 3 

stages of the Oakdale development in New South Wales totaling almost 

200 hectares, 2 at Rochedale in Queensland totaling around 36 hectares, 

1 at Craigieburn in Victoria totaling 180 hectares and 1 at Cardup in 

Western Australia totaling 100 hectares. 
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The strategic location of our Property Trust sites, at Eastern Creek in Sydney 

continues to attract new tenants. The recent completion of DHL Canon and the 

forecast completion of the fourth DHL facility and the expanded Coles Cold 

Store facility will increase Trust values and returns. The completion and 

revaluation of the Coles Cold Store in July 2014 is expected to provide a strong 

result for the Trust due to the 20 year lease term associated with this facility 

and recent capitalisation rate compression.  

Whilst no major Land Sales are forecast in the next half, work is continuing on 

the development of Riverview and other assets for possible sale in FY15.  This 

includes Oakdale West, where an increase in demand for industrial lots has 

resulted in this option being investigated to bring forward development of this 

100 hectare property.  

Work continues on rezoning numerous surplus sites already identified for 

development including Craigieburn in Victoria and Cardup in Western Australia.  



I will now go through our Investment results. 
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Brickworks Investments’ Group consist primarily of a 42.7% stake in 

Washington H Soul Pattinson, a core asset of Brickworks that has brought 

diversity and reliable earnings to the company.  

WHSP is a diversified investment house with interests in a wide range of 

companies. Some of these companies and their brands are shown on the 

screen. 

WHSP’s investments are primarily major listed companies, however it also 

holds investments in non listed companies. In some cases, WHSP owns a 

controlling stake in the company, or a significant share of over 20%. In 

other cases the holding is less than 1% of shares on issue. 

Aside from its’ 44.5% interest in Brickworks, SOL’s largest two holding are 

New Hope Coal Corporation and TPG Telecom. 
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The Normal equity accounted contribution from WHSP was down 17.8% to 

$23.6 million for the first half. 

The market value of Brickworks investment in WHSP was $1.543billion at 31 

January 2014, up 11.8% or $163.0 million compared to the market value at 31 

July 2013. 

Brickworks received normal fully franked dividends totaling $28.6 million from 

WHSP during the half. 

WHSP has delivered outstanding returns to its shareholders over the short, 

medium and long term, outperforming the ASX All Ordinaries Accumulation 

Index by 2.6% p.a. over five years, 4.0% p.a. over ten years and 6.6% p.a. over 

fifteen years. 
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I will now provide a brief update in relation to the Perpetual and 

Carnegie Proposal 
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As you would no doubt be aware, on 23 October last year Perpetual 

Investment Management and M.H. Carnegie & Co requisitioned a 

general meeting of Brickworks shareholders to consider and vote on two 

transactions to be undertaken by Washington H. Soul Pattinson, and the 

election of an additional director to the Board.  

The meeting has been postponed on several occasions due to the 

unavailability of information, in particular an ATO ruling on the tax 

consequences of the proposal, that Brickworks Independent Directors 

consider vitally important to properly evaluate the resolutions. 

A general meeting to consider Perpetual and Carnegie’s proposals is 

currently scheduled for 5 May 2014.  

The proposal from Perpetual and Carnegie has caused Brickworks to 

incur $1.8 million in significant costs during the six months to 31 January 

2014. Of greater concern is the major distraction to management and 

staff, the full impact of which is difficult to quantify. 



Turning now to the outlook. 
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Barring any unforseen economic shocks, earnings from the Building 

Products Group are expected to gather momentum in the second half, 

on the back of increased volumes and the implementation of price rises. 

Building Products earnings in the second half are expected to be 

significantly higher than the prior corresponding period. 

There are no major land sales planned for the second half, and therefore 

earnings from Land and Development will be driven by the Property 

Trust. The Trust is expected to deliver continued growth, resulting in 

relatively flat Property earnings for financial year 2014 compared to the 

prior year. 

The short term outlook for Investments is difficult to predict, however 

the diversified nature of Washington H Soul Pattinson’s investments 

should continue to deliver increasing earnings to Brickworks over the 

long term. 

The diversified nature of Brickworks earnings is likely to result in a solid 

performance for the 2014 financial year. 
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I will now take any questions. 
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