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TFI Sector Domicile \ Market Cap Last Price " Fair Value
Secondary Products United States USD 20.5bn 178.5 USD/share Ca. 140 USD/share

Executive Summary

Builders FirstSource (BLDR) is a distributor of building materials, with a particular focus on timber products. The company has
been growing aggressively since 2015 through major acquisitions in a fragmented market while at the same time maintaining
a shareholder-friendly policy through buybacks (instead of dividends). The company has performed well operationally,
defending margins despite headwinds in R&R and multi-family construction, helped by resilience in single-family starts.

1.1 Strategic positioning

As described in previous reports, Builders FirstSource’s strategy has been to consolidate the lumber products dealers
landscape. Through its major acquisitions of ProBuild and BMC, BFS has become by far the largest dealer according to
LBM100 rankings. BFS has not been the only company increasing market share, as US LBM also contributed to consolidating
the industry at the top.
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Figure 1: Market share based on LBM100 rankings 2023 and 2012. The 2012 numbers only include the largest companies
appearing in both rankings. Due to reclassifications, the numbers are not comparable, but 2012 numbers shown in this chart
provide an indication of the market’s structure at the time and BFS’s transformation.
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1.1.1 Competitive Five-Forces analysis

Threat of new entrants

Bl

Competitive Analysis

The industry is still fragmented, so in principle the barriers to entry should be limited. The
threat of new entrants is mainly limited by the improved bargaining power of larger players
and the relationships established with customers, in particular as a function of customer
service quality. The increased market concentration achieved in the last 10+ years should
have increased the barriers for new entrants.

However, the company is facing increased competition from home center retailers trying to
expand their customer base to professional homebuilders as well as from manufacturers
selling directly to homebuilders.

Threat of substitutes

%
—

There is a limited threat of substitutes for the products distributed by BLDR, but there is a
threat of substitutes for the retailers, if large customers purchase directly from manufacturers.
This is a function of the evolution of the market structure and the balance between one-step
and two-step distribution.

We have seen companies like LP marketing more directly to national homebuilders.

Customer power

=)

The ten largest customers of the company (incl. the largest homebuilders like D. R. Horton)
represent ca. 18% of sales, pointing to a fragmented customer base. Nevertheless, if the
company fails to either a) competitively price its products or b) provide valuable services, it
should be relatively easy for customers to switch to other suppliers.

BLDR was named 2022 distributor of the year by D.R. Horton'.

Supplier power
o)
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Key materials suppliers of BLDR, as reported by the company, include Boise Cascade,
Weyerhaeuser, West Fraser, Specialty Building Products, James Hardie, Louisiana Pacific,
etc. The largest supplier represents ca. 8% of purchase, while the company estimates it
sources from thousands of suppliers overall without particular reliance on any of them, which
puts the company in a good competitive position vis-a-vis suppliers.

It is unlikely that manufacturers like LP will stop supplying BLDR, due to the scale it has
reached. However, the evolving marketing strategies of such manufacturers pose a
competitive risk for BLDR, or at least partially offset the increased competitive strength it
achieves through scale and market consolidation.

Overall, BLDR appears to be well positioned vs. its suppliers.

Industry rivalry

e

Distributors operate in a highly competitive environment, due to, in general, competition on
prices rather than value, and the high fragmentation of the industry. Under such conditions,
industry rivalry should be considered a significant competitive risk. On the other side,
fragmented industries provide, over time, the opportunity for consolidation. This is exactly
what BLDR has been very active on in recent years. Together with US LBM, it helped to
consolidate the sector.

Also, BLDR has been investing to differentiate itself through value-added services (e.g.,
customization, digital platform, installation).

Table 1: Evaluation of the five forces affecting BLDR’s competitive position.

" https://www.bldr.com/who-we-are/in-the-news/builders-firstsource-distributor-of-the-year-dr-horton
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1.2 Economics

1.2.1 Profitability and Valuation

2016-2023 2024 (E) \ BLDR has been growing very aggressively in the last years
Revenue CAGR 15.2% -3.7% through acquisitions, achieving an annualized growth rate of
EPS CAGR 37.7% -31.9% 23.6% in the period 2016-2022. As timber prices normalized and
EBITDA margin 10.6% 14.0% construction activity cooled down, revenues fell significantly in
EBIT margin 8.2% 10.5% 2023 and cont.inule.d to normalize in 2Q24. The company increased
ROCE 24.6% N/A its Ievgrage S|lgr.1|.f|cantly in 2015 as I'.[ used debt to finance the
EV/EBIT 104 ProBU|Id acquisition but leverage has improved over the years, in
Net Debt / EBIT 3.3 2.0 partic.

Table 2: Selected profitability, consensus
(indicative) and valuation metrics.
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Figure 2: Income metrics since 2016. 2024 numbers based on consensus. Sources: company’s annual reports,
Bloomberg (for indicative consensus), Timber Finance.

In line with the prediction of margin normalization, also based on management guidance, operating margins are approaching
10% - much lower than the extraordinary 2022 levels, but still twice as high as the pre-covid (and pre-major-acquisitions) level.
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Margins and Returns
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Figure 3: Margins and returns on capital since 2016. 2024 numbers based on consensus. Sources: company’s
annual reports, Bloomberg (for indicative consensus), Timber Finance.

The financial position of the company has been improving since 2015, when BLDR financed its acquisition of ProBuild mostly
through debt. However, the improvement in the net debt / EBIT ratio is due to the increase in operating profits, as debt kept
increasing and net debt is forecasted to reach $3.5bn at the end of 2024. On the positive side, the debt is mostly long-term,
with maturities ranging from 2030 to 2034. The $1.8bn revolving credit facility was not used as of the end of Q3. Should the
economy and construction activity slow down more than expected, there would be pressure on free cash flow, currently
standing at annualized $1.3bn excluding M&A. The CF is mostly used for share repurchases at the moment and could be
redeployed towards paying down debt if needed. The credit risk in case of a further slowdown in construction activity should
not be underestimated but at this time appears manageable.
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Figure 4: Valuation and leverage metrics since 2016. Sources: company annual reports, Bloomberg, Timber Finance.

1.2.2 Developments and Growth Plans

Over the last years, BLDR has grown through acquisitions, namely:
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e 2015 acquisition of ProBuild for $1.6bn, which, according to the company, transformed BLDR into the largest
distributor in the Pro segment.

e 2021 merger with BMC Stock Holdings, for a total consideration of $3.7bn in shares

e 2021 acquisitions, worth ca. $1.4bn, of

John’s Lumber for $25m in Michigan

Cornerstone Building Alliance for $409m in Arizona
WTS Paradigm software solutions for $450m

CTF Holdings for $183m in California

Truss Technologies for $30m in Michigan

National Lumber for $278m in Massachusetts

O O O O O O

e 2022 acquisitions, worth ca. $640m, of:
Certain assets of Texas Panel Truss for $169m in Texas, Georgia and South Carolina
Valley Truss for $32m in Idaho
HomCo also for $32m in Arizona
Trussway for $275m in Texas, Florida, Virginia, Colorado and Georgia
Fulcrum Building for $122m in Florida and Alabama
Pima for $10m in Arizona
e 2023 acquisitions, at a much slower pace, worth $253m:
o  Trusses manufacturers Noltex Truss and Standale Lumber
o  Millwork and trim manufacturers and suppliers Builders Millwork, J.B. Millworks
o Lumber distributors Church & Church, Encore Performance, Franks Cash & Carry
e 2024 acquisitions as of Q3 worth $260m
o Include trusses, millwork, windows, other distributors

O O O O O O

From 1998 to 2015, BLDR had already completed 33 acquisitions. One key underlying driver of the company’s growth has
been its footprint, whose growth is evident from figure 5, showing both owned and leased facilities: the main milestones have
been the ProBuild acquisition in 2015, which quadrupled the number of facilities, and the 2021 BMC merger, which increased
BLDR’s footprint by another +40%.
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Figure 5: BLDR’s footprint measured by the number of its owned and leased facilities. Sources: company annual
reports.
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2. Governance

21 Ownership

As per 2024 Proxy Statement, the largest shareholders of the company are the usual passive managers Vanguard (12.0%) and
BlackRock (10.4%), followed by Wellington with 6.7%. Management owns in aggregate 1.8% of the company (slightly down
from 1.9% YoY). Chairman Paul Levy is the largest insider holder.

2.2 Management and Board
Builders FirstSource’s top management changed relatively frequently in recent years.

e InJune 2024, Peter Jackson became the new CEO

David Rush, who has led BLDR for less than 2 years, after previously covering several roles at BLDR
The previous CEO David Flitman —who was the CEO of BMC — stayed just 1.5 years at the helm
Before him, Chad Crow, a BLDR veteran, had a 3-year tenure

The longest-serving CEO was Floyd Sherman, who led the company from 2001 to 2017.

There is more stability in the Board, with Paul Levy as Chairman for the last 19 years and the longest-serving Board member
Brett Milgrim first appointed in 1999. Two other boar members have a 19-year tenure. Paul Levy owns 1% of BLDR, a stake
worth $200m as of November 2024.

2.3 Remuneration and Alighment

The new CEO, Peter Jackson, owns $35m of stock, more than the previous CEO David Rush ($26m), who received a total
compensation of $8m in 2023.

Chairman Levy has a $200m stake in BLDR to be compared with less than $500k in board fees and stock awards, which
provides very solid alignment.

3. Investment Case

3.1 Valuation

The expectations from one year ago regarding negative impacts on growth from cyclical headwinds and less aggressive M&A
have been confirmed in 2024. The company, however, is on track to deliver very strong margins in 2024, better than expected
in 2023, as the competitive pressure in a slowing construction market was offset by very solid operational performance.

The following assumptions have been made:

e Revenues grow by 5% p.a. in the medium term, half the historical long-term rate, but likely higher than US GDP, as
the past growth rate cannot be replicated now that BLDR is the largest player in the industry. Terminal growth is set
at 4%, which should be compatible with nominal GDP.

e A sustainable long-term EBITDA margin of 12% over the cycle, corresponding to 9-10% EBIT margin. This is in line
with market consensus, as margins are expected to normalize but at a higher level than pre-covid, thanks to larger
scale, market share and value-added products and services.

e Capex and M&A representing 2.5% of revenues, reflecting continued investment in growth and operational excellence.
M&A should continue to be the most realistic driver of growth, albeit at a slower pace than during the transformative
years between 2015 and 2021. Continued investment in operations and automation should be required to defend
margins.

e Using up to 100% of annual net profit to buy back shares, in line with the last 3 years.
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2016 2017 2018 2019 2020 2021 2022 2023| 2024 2025 2026 2027 2028 2029 2030 2031
Revenue 6’367 7°034 7’725 7'280 8559 19’894 22’726 17°097 | 16’464 17°287 18152 19059 20'012 21013 22'063 23’167
EBITDA 346 378 467 577 746 3’068 4’412 2'879| 2’305 2247 2’360 2'478 2’401 2’522  2'427 2’548
EBIT 236 285 369 392 544 2’387 3’770 2’176| 1’743 1'687 1’812 1’941 1’876 2007 1’922 2’053
Net Income 144 39 205 222 314 1’725 2’749 1’541| 1’108 1060 1’151 1’245 1’186 1’277 1201 1’290
Capex -34 -59 -97 -106 -104 -214 -329 -430 -412 -432 -454 -476 -500 -525 -552 -579
Net WC change 87 91 -153 267 1048 -220 -206 -58 66 69 73 76 80 84 88
Free Cash Flow 119 186 398 156 1’529 3270 1’877 | 1’317 1’121 1’176 1’232 1’134 1’187 1’070 1118
Free Cash Flow to Equity 89 -46 20 449 1’357 2’703 1'836| 1’143 1’132 1’200 1’270 1’18 1252 1’150 1’213
EBITDA margin 5% 5% 6% 8% 9% 15% 19% 17% 14% 13% 13% 13% 12% 12% 11% 11%
EBIT margin 4% 4% 5% 5% 6% 12% 17% 13% 11% 10% 10% 10% 9% 10% 9% 9%
Capex as % Revenue -1% -1% -1% -1% -1% -1% -1% -3% -3% -3% -3% -3% -3% -3% -3% -3%
Revenue Growth YoY % 10% 10% -6% 18%  132% 14%  -25% -4% 5% 5% 5% 5% 5% 5% 5%
ROE 11% 42% 31% 32% 58% 56% 32% 23% 22% 24% 26% 25% 27% 25% 27%
ROCE (excl. Intangibles) 22% 27% 27% 29% 80%  101% 58% 46% 42% 43% 43% 39% 40% 36% 37%

Table 5: selected financial metrics, actual and projected. FCFE includes M&A. Sources: company’s annual reports, modelling
by Timber Finance.

Based on the modelling, stabilized free cash flow to equity of ca. $1.1bn should be achievable in 2025 (this is significantly
higher than estimated last year, in part due to higher expected margins, and in part due to lower debt repayments).

In the following tables the sensitivity of the valuation as a function of EV/EBIT and P/E multiples, as well as DCF risk premia is
presented.

2024 EV/EBIT Implied 2024 P/E Implied DCF Risk Implied
Multiple Price/Share Multiple Price/Share Premium Price/Share
12 152.8 12 121.8 11% 98.1
13 167.9 13 131.9 10% 105.9
14 182.9 14 142.0 9% 115.5
15 197.9 15 152.2 8% 127.4
16 212.9 16 162.3 7% 142.5
17 228.0 17 172.5 6% 162.5
18 243.0 18 182.6 5% 190.1
19 258.0 19 192.8 4% 230.6

Table 6: Valuation sensitivity to selected parameters. Timber Finance.

Given WACC and modelled growth rates, reasonable multiples would be around 14x EV/EBIT and 13-14x P/E. Crossing this
with a 7.5% DCEF risk premium given the higher beta of the business leads to a fair value range between 130-180 USD/share,
likely skewed towards the lower end of the range around 140 $/share.

3.2 Potential and Risks

BLDR’s top-line, bottom-line and stock price growth has been impressive in recent years. It has been supported by both
endogenous and exogenous factors: M&A driven growth was additionally boosted by the extraordinary pricing environment
and strong demand, caused by exogenous factors such as the pandemic and global commodity trade disruptions. A replication
of this growth trajectory in the future will be more difficult: timber prices have normalised, and higher interest rates are a
headwind for the construction industry and increase the cost of capital for acquisitions.

The consolidation story and the potential for economies of scale remain valid, albeit with much smaller upside. The exposure
of BLDR to multi-family construction also offers diversification and growth potential one the cyclical headwinds for the sector
will be over. With reasonable skin-in-the-game, management is incentivised to do a good job in terms of capital allocation and
shareholder friendliness. Also, the fundamental thesis of a U.S. housing stock deficit, while difficult to quantify exactly, provides
macro support longer term.
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The market price of the stock appears on the higher end of the range, which is explained by somewhat higher average
consensus estimates. The estimates above for 2025 are in line with the more conservative Wall Street analyst, ca. 15-20%
below the average.

The main risks at this point is a continuation of the slowdown in construction activity, that could put pressure in the short and
medium term on top-line, margins and, consequently, credit metrics. While, compared to last year, the reduction in interest
rates YTD is a significant positive, there is now post-election uncertainty due to the change of Administration in the U.S.

The main upside is a significant pick-up in multifamily construction and R&R with continued strong single-family starts,
especially if rates normalise and the U.S. economy, as it appears, remains in growth-mode. Positive drivers would be a
combination of higher volumes, lumber prices and potentially margins.

3.3 Corporate Calendar

The company will report 4Q 2024 results on February 215,

4. Disclosures and Conflicts of Interest

Builders FirstSource shares are included in the Timber Finance Forest-Based Construction Basket tracker and are part of the
Timber Finance Carbon Capture & Storage Index.

Please note that this research is prepared for information purposes and targeted to institutional investors in Switzerland. It
does not represent investment advice and does not take into consideration the individual requirements, risk tolerance and
goals of an investor. Recipients who are not Swiss institutional investors should seek the advice of their independent financial
advisor prior to taking any investment decision based on this report or for any necessary explanation of its contents.

The information presented in this report is obtained from several different public sources that we consider to be reliable.
Nevertheless, we cannot guarantee the accuracy of the presented information. The information used may change quickly and
we are not committed or obliged to modify the reports base on new information. The opinions and views expressed in this
report reflect those of the author at the point in time of its compilation and may vary at any time. Valuation methods like DCF
and any other analysis or expert judgement do not provide any guarantee that the target price or fair value will be reached, for
example because of unforeseen changes in financial or economic conditions.

For more details and questions, please do not hesitate to get in touch with us at info@timberfinance.ch or:

Timber Finance
Ausstellungsstrasse 36
CH-8005 Ziirich
Tel. 058 255 42 60
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