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Spotlight: Building Products & Services

The building products and services industry is a crucial component of the construction and
renovation sector, and it encompasses a wide range of products (e.g. materials, flooring, insulation,
windows) and services (e.g. product installation, electrical, plumbing, HVAC, fire protection). The
industry has experienced volatility in recent years, driven by factors such as COVID lockdowns,
supply chain issues, and rising interest rates. In this report, we will be taking a closer look at the
current trends, challenges, and opportunities in this sector.

VALUATIONS

Overall, valuations in the building products and services segments have softened since 2021 and have been
impacted by softening demand and an uncertain outlook after record growth across the segments in late 2020,
2021, and the first half of 2022. Although housing inventory continues to lag behind, fundamentals around new
construction have softened since summer 2022. Businesses more reliant on new construction (re: Builders)
have been hit the hardest on valuation, while operators focused on remodel and renovation remain bullish of
continued activity in 2023. The average EV/EBITDA valuation multiples for building services are currently
trading at 11.55x, a 9.6% premium over building products companies, which are trading at 10.55x.

Over the historical period, January 2013 to February 2023, the industry has traded at ~13.5x EV/EBITDA, the
industry is currently trading at 11.0x on average.
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M&A TRANSACTION VOLUMES SOFTEN FROM RED HOT 2021

After a red-hot 2021 for M&A in this industry, 2022 saw a correction toward a
more “normal” M&A year. 2022 U.S. M&A volume was down ~14% from 2021;
however, 2022 transaction activity was up ~22% in comparison to the average
volume from 2017 through 2021. M&A volume in 2021 was extraordinary for a
few reasons:

* (1) exceptional growth and margin driven by high demand,

e (2) COVID and related supply chain issues put a pause on M&A for many
companies in 2020 who then transacted in 2021 & 2022 and

e (3) aggressive M&A roll-up activity from private equity groups in the
building services segment.

On the building services side, HVAC, plumbing and other technical home and
commercial services saw higher levels of M&A activity from private equity
backed companies in 2021. In segments where there is aggressive buyer
activity, auction processes yielded outlier valuations for many middle market
sellers. We see this activity continuing through 2022; however, Q4 2022 saw
the least activity of any quarter in 2022. We anticipate M&A activity to remain
elevated for companies providing differentiated products and technologies
(cost-efficient sustainable products) and groups with more favorable channels
and customer profiles (remodel vs. new construction).
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MARGINS MOVE CLOSER TO HISTORICAL LEVELS AS DEMAND SOFTENS

Driven by high demand and scarcity
due to supply chain issues, 2021 Average Normalized EBITDA Margin
was an extraordinary year for
margins across building products
and services, seeing the highest 25%
margins for both segments over the
last 6 years. Outside of 2019, the 20%
building products group has been t6o% 17.3% 18.1% 12:1%
able to achieve a slightly higher

EBITDA Margin (17.0% on average)
as compared to the building services
group (15.3% on average). 2022 saw
margins erode slightly but remain
elevated as costs started to fall in 2H 5%
2022. Analyst 2023 forecasts across
the spectrum are foreseeing 0%
stabilization in margins after the drop
from 2021 to 2022. Source: Pitchbook
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After 2021 saw record growth with both building products and services exceeding 20% across the
Companies we analyzed, 2022 was still a very strong year for both segments. 2022 saw building
services growth of 12.2% and building products growth of 8.3%. Traditionally, the building services
segment has seen less exposure to cyclicality given additional exposure to restoration and remodel
which has played out in the last few years and expects to be more stable in the near future. With
consumer balance sheet headwinds, higher cost of capital across all segments and an overall
weakening economy, 2023 is expected to be a flat or slightly down year on average; however, if you
look across the industry there are certain segments (re: HVAC products & services) estimating
stronger years than 2022.

On the flip side, we are seeing sharper declines in certain segments including: distributors, lumber,
structural building products and other products more exposed to new construction. Although it is still
early to tell given the fluctuations in the market, analysts are predicting the market to rebound in 2024.
In the M&A world, inflation—and more recently deflationary trends (see: lumber)—are drawing more
attention to analysis of volumes versus revenue trends and where cost-pass throughs are delayed.

Revenue Growth Rates
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TRENDS T0 WATCH

REMODEL VS. NEW BUILD

In a climate of rising interest rates, current effective fed funds rate of 4.58%
(compared to an effective rate of ~0% almost three years ago), homeowners are
turning toward remodeling instead of buying. As seen below, the rise of the average
30-year fixed rate mortgage closely coincided with the rise remodeling activity of
2022. Moving forward the mortgage rates are expected to stay consistent and
potentially drop, which should in turn cause a slow-down in remodeling activity.
Although remodel growth estimates have tempered, leading indicators are estimating
approximately 8% growth in 2023 versus 2022.
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Leading Indicator of Remodeling Activity — Fourth Quarter 2022

Homeowner Improvements & Repairs
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SUSTAINABILITY

As consumers and regulatory officials become increasingly aware of the environmental
impact of building products, manufacturers are under pressure to develop eco-friendly
alternatives. New regulations and consumer demand for products made from recycled
materials and those with low carbon emissions are increasing.

Forecasted Product Adoption and Sustainable Product Satisfaction
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The sustainability picture isn’t static.
products, such as HVAC,

Building products and materials that property owners
believe have the biggest impact on sustainability

(Percentage of respondents who ranked as No. 1 product)
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Source: LEK Building Products with
Sustainability Study (January 2023)

Products where energy efficiency was the No. 1
most commonly selected driver of sustainability

Source: LEK Building Products with

Sustainability Study (January 2023)

Industry professionals say they expect certain
to adopt sustainable alternatives

faster than others. Roofing products and lighting are also areas where energy efficiency
was found to be the highest priority in regards to sustainability. The key to the growth and
adoption of many of these evolving, sustainable and cost-effective technologies is
education in the market to both builders and other professionals, who are installing these
products and including within the plans.




PRO SEGMENT AT RETAILERS IS STRONGER THAN DIY

In late 2022, home improvement retailers are seeing big ticket transactions (over
$1,000) are up versus overall comparable transactions being down over the same
period. This is indicative of the Pro segment retaining its strength through the end of
2022 for this channel. On the flip side, building materials dealers are seeing softer
conditions from the pro segment pro remodelers has been seeing softening since
4Q2022:

Building Materials Dealers Feel the Freeze:

Customer Traffic Weaken Further in January
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As seen in Burns Building Products Dealer Survey

VOLUMES ARE NORMALIZING TO 2019

Price and mix have offset volume declines for industry revenue in 2022. Major
retailers have seen that strong 2Q21 through 4Q22 sales and margin growth have
been driven by ticket, while transactions are starting to normalize back toward 2019
levels. There have been shifts away from discretionary home improvement projects
like kitchen and bath remodel activities versus less discretionary projects like roof
and siding remodel projects. Price sensitivity is also returning to consumers where
consumers are buying fewer items because prices are higher. Price sensitivity is also
driving customers increasingly down in terms of product quality/price point to stay in
budget.




STRENGTH IN REMODEL ACTIVITY IN 2023

Many operators have been shifting their focus toward remodel products and market
channels as they are seeing weakness in new and existing home sales. Overall, the
correlation between remodel activity and existing home sales has weakened over the
last 20 years, where the drop in home sales will not impact remodel activity as
previously seen. This further supports the bullishness seen from operators in the
remodel segment.

Weakening Correlation Over Time:
Remodeling vs. Existing Home Sales
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DIGITIZATION

The building products industry is seeing a rise in digital solutions such as BIM
(Building Information Modeling) and virtual reality (VR) technology. These solutions
are helping to streamline the construction process and increase efficiency.

SMART BUILDING TECHNOLOGY

With the rise of the Internet of Things (loT), building services are becoming more
sophisticated and interconnected. Smart building technology is becoming increasingly
popular, allowing building owners to remotely monitor and control various systems,
leading to increased efficiency and cost savings.

OUTSOURCING

Building owners are increasingly outsourcing building services to specialist
companies, as this allows them to focus on their core business and saves them time
and money.




BUILDING PRODUCTS & SERVICES PUBLIC COMPANIES

Markeat Enterprise
Capitalization Value

TTM Revenue | Adj. EBITOA Gross Margin | Adj. EBITDA | Revenue (3 |EBITDA (2 Yr

Home Depat NYS: HDv § 207082 § 44680 F 1572 & 27,435 33.5% 8.0% 12.3% 13.9% 2.2x 12.6x
Lowes WyS: LOW 120,885 157,147 85,953 12,533 334% a8.0% 10.2% 23.8% 1.6x 10.5x
Building Products & Senvices - Plumbing

RWWC Global ASK: RWC 1,884 2,523 1,252 1B ar.a T.5% 16.6% 0.7% 2.0x 13.4x
Mueller Water Products KYS: MWNA 2141 2489 1,290 181 2B T T T 8.3% -2 2% 1.8x 13.0x
Masco NYS: MAS 11,564 14,785 8,680 1,484 3an 10.1% 8.0% B.4% 1.7x 9.89x
Richelieu Hardware TSE: RCH 1.571 1,752 1,391 224 2B1% 12 8% 20.1% 32.0% 1.3x T.8x
Toto TKS: 5332 5,505 5112 5,268 TE2 36.4% 14. 8% 4. 7% 9.2% 1.0 6.7x
Tyman LOK: TR 560 TE1 408 152 3I2A% 19.5% 3.4% 1.5% 0.8 514w
Villeroy & Boch ETR: VB3 586 383 1,070 150 42.9% I8 6.2% 17.7% O.dx 2.6
Building Products & Sanvices - HYAC

Acuity Brands WY S AY] 6,413 &,703 4,078 46 41.8% 4. 7% 4.5% 4.8% 1.6x 10.3x
Daikin Industries THS: 6367 51,164 52,306 28,861 4,087 a2 T 8% 14.0% 9.8% 1.8x 12.8x
Trane Technologies WNYS: TT 43,8540 47 481 15,9492 2913 3.0% B 1% B.0% 9.9% 3.0x 16.3x
Johnson Controls NY'S: JCI 44, 680 &4, 115 25,505 3,650 33.5% B.6% 1.8% T.4% 21x 15.2x
Schneider Electric PAR: SU 1,496 105,054 35,145 7,804 40.6% T 5.5% 12.5% LRI 13.5x
Aaon NAS: AAON 4,926 4,882 449 162 26.T% 3% 23.T% 16.4% S.Ex A0.8x
Carrier Corporation MY'S: CARR 39,568 45,737 20,421 3117 26.8% 6.8% 31% -0.2% 2.2 14.7n
Lennox International WS LI 4150 10,828 4,718 T42 2T 2 6 8% Tt 14.5% 2 3 14 Bx
Building Ssrvices - Home Services

Raolline MYS: ROL 17,245 17 486 2,696 5083 51.5% 34% 10.2% 17.8% . 5% 29 5%
Rentokil Initial LON: RTO 15,651 17,325 4, 066 G4 BO.2% 5.4% T.2% 11.6% a3 18.4x
TopBuild NYS: BLD 6,431 7,868 5,009 41 28.7% 12.0% 24.0% ar.e% 1.6x 8.4x
FirstSarvice TSE: FSW 6,140 7188 3,746 352 31.5% LR 15.6% 14.4% 1.6x 2045
1BP NYS: IBP 3,239 3,056 2,670 430 31.0% 11.1% 20.8% 0.7 1.5x 9.0
Frontdoor NAS: FTDR 2,255 2,580 1,662 214 42. 7% a.3% 6.6% -10.9% 1.6x 12.1x
Brightiaw NY5: BW 588 2073 2,839 284 24.0% 14, 3% 5.0% -1.5% 0.Tx Tix
Building Services - Distributh

Builders Firstsource W¥'5: BLDR 11,895 15,304 22,726 4,377 3% 28.6% 46.1% 103.9% 0.Tx 3.5x
Blueling Hobdings NYS: BXC T84 1,088 4,450 ATE 18.7% 43.5% 19.1% BE.4% 0.2x 2.3x
Gypsum Manegement & Supply NY'S: GMS 2458 2,646 5314 B66 32.3% 18.3% 17.8% 20.0% 0.7 5.5x
Building Products - Glass

Aasa Abloy STO: ASSAB 26,932 29,840 11,807 2,267 30.7% 7.6% B.7% 3% 2.5x 13.2x
Apogea Enterprises MAS: APOG 1,013 1,243 1,425 166 24.6% 13.3% 0.7% A.5% 0.8 7.5u
Jeld-Wen WY'S: JELD 1,152 2,859 5129 422 1B.4% 14.8% 6.1% 0.6% 0.6x 6.8x
Masonite Wy'S: DOOR 1,987 2,743 2,892 446 23.3% 16. 3% 9.8% 16.3% 0.8 6.2x
PGT Innovations WYS: PGTI 1.3 2043 1,492 254 3B.2% 124% 26.0% 25 6% T H1x
Saint Gobain PAR: SG0 30,824 38,777 53,829 7,630 26.8% 19 3% 4.1% 9.9% 0T 5.2x
Buildimg Products - Sufaces

Fortune Brands Home & Security WYS: FBIM 7091 4,818 4,723 G52 40.9% 98 -B.4% 11% 2 x 10.4x
Caesarstone MAS: CSTE 161 260 T2 58 24.5% 22 M B.2% -6.8% O.dx 4.5x
Mohawk Industries WY S: MHE 6,453 4,012 11,737 1,557 25.1% 17 3% 5.6% B2 4% 0B 5.8x
Interface MAS: TILE 522 1,028 1,298 176 3T 1T 1% -1.1% -3.7% 0.8x 5.8u
The Dixie Group MAS: DXYM 13 134 304 (14) 17.7% -108% -6.6% O.dx -9.5x
Tarkett PAR: TKTT a3z 1,533 3,532 247 18.0% 16.1% 3.8% -5.7% O B.2x
American Woodmark Corporation HAS: ANWWD 401 1,404 2,087 220 15.8% 15 8% B.O% -3.8% 0.7 B.dx
Building Products - Oufdoor

The AZEK Company NY5: AZEK 3,584 4,085 1,312 484 2B1% 12 1% 16.8% 43.7% 3 8.3x
Trex NYS: TREX 5673 5,014 1,106 313 36.5% 53% 14.1% 14.3% 5.3 18.9x
Building Products - Roofing

Crwens Corming WYS: OC 8,945 11,088 4,781 2267 26.8% 20.4% 10.8% 22.0% 11x 4. 89x
James Hardie |ndustries ASK: JHX 9,188 10,147 3,828 1,020 34.9% 10 1% 14.4% 25.8% 2.Tx 9.89x
Hingspan DUE: KRX 12,624 14,568 8,770 1,050 26.6% T. &% 21.4% 17.1% 1.7x 13.9%
Carlisle Companiss My S:CEL 13,493 15,728 6,592 1,563 J2. T 9 8% 13. 7% 21.8% 2dx 10.1%
Rockwool CSE: ROCK A LR 5,025 4,108 632 5E.9% 12 6% 12.3% 2.9% 1.2x 8.0x
Beacon Roofing Supply MNAS: BECM 4208 &, 068 8,430 410 26.5% 13.1% 12.0% 33.4% 0By TTx
Building Products - Lumber

Louisiana-Pacific NY'5: LPX 4,165 4,181 3,854 1,388 3B.9% 1B.6% BE.0% 1.1x 30x
Armstrong World Industries NY'S: AW 3,407 3,688 1,233 385 36.4% 5.8% -1.5% 3.2 10.4x
Canfar TSE: CFP 2,009 1,852 5,700 1,368 35.4% 16.8% 173.6% 0.3x 1.4x
‘West Frazer TSE: WFG 6,280 5,654 4,7 3212 4T.0% 38.2% 142.0% 0. 1.8x
Boise Cascade W¥'5: BCC 2 644 2,168 8,347 1,256 22.8% 21.8% B0_3% 0.3x 1.7

Interested in receiving more information about the
Building Products & Services Industry?




RECENT INDUSTRY EXPERIENCE

INDEVCO

NORTH AMERICA

Advised INDEVCO North
America on its acquisition of
Perma R Products, Inc.

@;PERMA“R"PRDDUCTS
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Advised Rayven Inc. on its
sale to Duraco Specialty Tapes
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a portfolio company of

OPENGATE CAPITAL

Advised General Building
Maintenance with respect to its
sale to Pritchard Industries
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Advised Mativ (NYSE: MATV) on the
sale of the Filtrexx, Inc. product
division to MKB Company, a portfolio
company of Kurtz Bros., Inc.

M K Stormwater
Innovation
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.? MWe make the good earth belfer!

Advised Mativ (NYSE: MATV) on the
sale of the Filtrexx, Inc. install division
to Absolute Reclamation Services

ARS

ABSOLUTE RECLAMATION SERVICES
FOR A GREENER TOMORROW

SURFACE
CRAFTERS

Advised Surface Crafters on
the sale of its business to
Interior Logic Group

£ L INTERIOR
‘\- LOGIC GROUP

CONTACT

Mazzone & Associates, Inc. is a mergers and acquisitions advisory firm with offices in Atlanta and Chicago. We provide
comprehensive transaction services for middle market companies, private equity groups, and individuals buying and selling
companies, raising capital, and structuring debt. With over a century of combined corporate finance experience, the
professionals at Mazzone utilize their investment banking and operational backgrounds to maximize the value of your hard
work and deliver closed transactions.

J. STUART SANFORD RYAN C. DURHAM

Director

ssanford@mazzoneib.com

Associate

rdurham@mazzoneib.com

For more information, you can reach us at (404) 931-8545, info@mazzoneib.com, or visit our website at mazzoneib.com




