
Beacon Roofing Supply is a super-regional distributor of residential and

non-residential roofing products as well as complementary building products.

Maintain Outperform rating and $42 price target. Results from the Baird 2Q13

Roofing Survey suggest unfavorable weather depressed otherwise solid underlying

re-roofing volumes, and similarly delayed the February price increase. That said, we

believe near-term expectations reflect this, and investors will likely focus on BECN’s

outlook for 4QF13 (September). Overall, respondents’ 2H13 forecast is consistent

with our estimates, underscores our favorable secular view on BECN, and we

recommend watching for opportunities to get more aggressive on any pullbacks.

■ Maintain Outperform rating and $42 price target based on 10.5x EV/C2014E

EBITDA.

■ No estimate changes at this time.

■ Residential volumes solid, despite weather headwinds. Our channel checks

indicate residential volumes increased 2%+ in 2Q13, improving modestly

sequentially (+1.4% in 1Q13) reflecting ongoing momentum in underlying

re-roofing trends. Several respondents noted a temporary overhang from

colder/wetter weather that pressured 2Q13 trends in some markets, though we

expect unfavorable weather damage could be a potential positive longer-term.

Looking to 2H13, our contacts’ outlook is for mid-single-digit volume growth,

moderating only slightly vs. the previous quarter’s outlook due to weather delays.

■ Price increases still seen as sticking, but slightly delayed by weather.

Survey respondents indicate 2Q13 pricing increased +1.5%, with nearly 70%

reporting at least a partial impact from the February price increase. Here too,

commentary focused on unfavorable weather, which temporarily increased

channel inventories and hindered more substantial price realization. To this end,

survey results suggest that price increases appear to be steadily gaining

momentum into the summer season. Overall, we believe the pricing environment

should improve as weather challenges abate, and view the 3Q13 pricing outlook

for low-to-high single digits as reasonable.

■ 2H13 residential outlook (volume + price) favorable. Respondents' outlook for

residential growth (volume + price) of high-single-digits+ is consistent with our

outlook for improving trends, as underlying re-roofing demand steadily improves,

weather headwinds abate, residential construction continues to gain momentum,

and y/y comparisons ease going forward.

■ Nonresidential trends still flattish. 2Q13 growth rates within non-residential

improved slightly vs. 1Q13, with low-single-digit growth comprised of volumes

+1.1% and pricing +0.4%. While trends benefited from easing comparisons,

weather-related noise likely depressed growth rates. Looking to 2H13,

respondents’ outlook (volume + price) of low-single-digits+ moderated vs. the

previous quarter’s outlook, likely due to weather-related delays.
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RESEARCH UPDATE

1-Year Price Chart
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Stock Data

Rating: Outperform

Suitability: Higher Risk

Price Target: $42

Price (7/11/13): $39.75

Market Cap (mil): $1,944

Shares Out (mil): 48.9

Average Daily Vol (mil): 0.42

Dividend Yield: 0.0%

Estimates

FY Sep 2012A 2013E 2014E

Q1 0.39 A 0.37 A

Q2 0.07 A (0.02) A

Q3 0.62 A 0.73 E

Q4 0.60 A 0.77 E

Fiscal EPS 1.67 A 1.85 E 2.11 E

Fiscal P/E 23.8x 21.5x 18.8x

Calendar EPS 1.65 A 1.90 E 2.11 E

Calendar P/E 24.1x 20.9x 18.8x

Chart/Table Sources: Bloomberg and Baird Data



Investment Thesis

The call. We rate BECN Outperform. Our $42 price target is based on approximately 10.5x

EV/C2014E EBITDA, a slight premium to the 9x long-term NTM average but a discount to recent

levels (~11x). We view BECN as a very attractive, defensive, and domestic growth stock with mostly

recurring revenue streams and catalysts from new construction, pricing, storms, and ongoing

consolidation of the highly fragmented industry. BECN has now delivered two consecutive years of

organic growth within the company’s targeted +5-10% range in spite of continued variability around

weather/storms, underscoring the company’s very favorable secular story, solid long-term organic

growth, augmented by acquisitions, leveraged into strong earnings growth and long-term shareholder

value creation.

Leader in large and highly fragmented market. Beacon competes in the highly fragmented, $17

billion roofing materials market with over 1,500 distributors. Of those, only about 75 operate in more

than one state with only a few competitors approaching regional or national scale (ABC Supply, Allied

Building Products, Roofing Supply Group, and SRS Roofing Supply).

Favorable industry dynamics. The business is un-exportable and products have low obsolescence.

Beacon has a diverse business model (geographies, customers, residential/commercial, re-roof/new

construction), that is recession resistant, with high recurring revenue streams (we estimate 80%+) and

significant operating leverage. Over the long term, we believe BECN can achieve average organic

sales growth of 5-10% with EPS growth in the low- to mid-teens. BECN is also positioned to

supplement organic growth through acquisitions, targeting 10-15% incremental sales growth per year,

leading to overall targeted growth in the 15-25% range.

Cost-out programs. Cost reduction continues to be an area of focus, especially at recently acquired

companies. "Cost-out" programs are designed to examine costs line-by-line to produce annual cost

reductions. The company also manages branch locations via a proprietary benchmarking model,

which can serve as a guide for key ratios and setting cost levels.

Residential (50% of F2012 sales). Recent re-roofing trends have softened somewhat, reflecting

difficult comparisons following strong hail storm activity and difficult weather in 2Q13. Excluding this

noise, however, we expect to see a return to trend-line organic growth within the company's +5-10%

targeted range in 2HF13 as comparisons normalize (although "core" trends remain in this range).

Although only 10-15% of industry volumes today, a continued recovery in new residential construction

would also be a positive catalyst for unit demand as well as price increases.

Non-residential (37% of F2012 sales). Geographic exposure is primarily in the Northeast, Midwest,

and eastern Canada. Repair demand is significant, representing the vast majority of revenues, and we

expect steady underlying repair trends overall (benefitting from easing prior-year comparisons

near-term), with new non-residential construction activity expected to remain lackluster.

Complementary building products (13% of F2012 sales). With most complementary products sold

into the residential end market, this segment has seen stable trends in recent quarters amid

strengthening residential construction trends and should benefit from easy comparisons for the

foreseeable future.

Balance sheet/share repurchases. The balance sheet remains in very good shape with debt/cap

29% and total debt to EBITDA of 1.7x vs. a peak closer to 4x. Beacon currently has no share

repurchase authorization.

Key risks to our Outperform rating. Risks include further customer repair delays/deferrals, an

adverse change in the pricing environment, potential gross margin swings due to mix, inability to make

acquisitions, and/or investor expectations outpacing fundamental improvement as housing market

fundamentals turn increasingly positive.

July 12, 2013 | Beacon Roofing Supply, Inc.

2Robert W. Baird & Co.



Risks & Caveats

Fundamental risks include seasonality (March quarter can be breakeven, plus or minus) and

cyclicality (consumer re-roofing and new home construction trends), supplier terms/product availability,

sustainability of price increases, acquisition availability/integration, management/IT systems/controls,

goodwill/amortization from acquisitions, unpredictability of storms and materials pricing, relatively high

degree of fixed costs and occasional moderate financial leverage.

Company Description

Beacon Roofing Supply is a super-regional distributor of residential roofing (50% of F2012 sales),

non-residential roofing (37%) as well as complementary building products (13%), an approximately

$17+ billion market in aggregate. Beacon serves its 40,000+ customers through a network of 229

branch locations with up to 11,000 SKUs per branch in 38 states and Canada. Beacon's acquisition

strategy of buying and maintaining purchased brands has enabled the company to establish itself as

either the No. 1 or No. 2 distributor in nearly every market served.
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Rating and Price Target History for: Beacon Roofing Supply, Inc. (BECN) as of 07-10-2013

Created by BlueMatrix

1 Robert W. Baird & Co. Incorporated makes a market in the securities of BECN.

Robert W. Baird & Co. Incorporated and/or its affiliates expect to receive or intend to seek investment banking related compensation
from the company or companies mentioned in this report within the next three months.
Robert W. Baird & Co. Incorporated may not be licensed to execute transactions in all foreign listed securities directly. Transactions in
foreign listed securities may be prohibited for residents of the United States. Please contact a Baird representative for more information.
Investment Ratings: Outperform (O) - Expected to outperform on a total return, risk-adjusted basis the broader U.S. equity market
over the next 12 months. Neutral (N) - Expected to perform in line with the broader U.S. equity market over the next 12 months.
Underperform (U) - Expected to underperform on a total return, risk-adjusted basis the broader U.S. equity market over the next 12
months.
Risk Ratings: L - Lower Risk - Higher-quality companies for investors seeking capital appreciation or income with an emphasis on
safety. Company characteristics may include: stable earnings, conservative balance sheets, and an established history of revenue and
earnings. A - Average Risk - Growth situations for investors seeking capital appreciation with an emphasis on safety. Company
characteristics may include: moderate volatility, modest balance-sheet leverage, and stable patterns of revenue and earnings. H -
Higher Risk - Higher-growth situations appropriate for investors seeking capital appreciation with the acceptance of risk. Company
characteristics may include: higher balance-sheet leverage, dynamic business environments, and higher levels of earnings and price
volatility. S - Speculative Risk - High-growth situations appropriate only for investors willing to accept a high degree of volatility and risk.
Company characteristics may include: unpredictable earnings, small capitalization, aggressive growth strategies, rapidly changing
market dynamics, high leverage, extreme price volatility and unknown competitive challenges.
Valuation, Ratings and Risks. The recommendation and price target contained within this report are based on a time horizon of 12
months but there is no guarantee the objective will be achieved within the specified time horizon. Price targets are determined by a
subjective review of fundamental and/or quantitative factors of the issuer, its industry, and the security type. A variety of methods may be
used to determine the value of a security including, but not limited to, discounted cash flow, earnings multiples, peer group comparisons,
and sum of the parts. Overall market risk, interest rate risk, and general economic risks impact all securities. Specific information
regarding the price target and recommendation is provided in the text of our most recent research report.
Distribution of Investment Ratings. As of June 28, 2013, Baird U.S. Equity Researchcovered 690 companies, with 51% rated
Outperform/Buy, 47% rated Neutral/Holdand 2% rated Underperform/Sell. Within these rating categories, 14% ofOutperform/Buy-rated
and 10% of Neutral/Hold-rated companies have compensatedBaird for investment banking services in the past 12 months and/or
Bairdmanaged or co-managed a public offering of securities for these companies inthe past 12 months.
Analyst Compensation. Analyst compensation is based on: 1) The correlation between the analyst's recommendations and stock price
performance; 2) Ratings and direct feedback from our investing clients, our institutional and retail sales force (as applicable) and from
independent rating services; 3) The analyst's productivity, including the quality of the analyst's research and the analyst's contribution to
the growth and development of our overall research effort and 4) Compliance with all of Robert W. Baird’s internal policies and
procedures. This compensation criteria and actual compensation is reviewed and approved on an annual basis by Baird's Research
Oversight Committee.
Analyst compensation is derived from all revenue sources of the firm, including revenues from investment banking. Baird does not
compensate research analysts based on specific investment banking transactions.
A complete listing of all companies covered by Baird U.S. Equity Research and applicable research disclosures can be accessed at
http://www.rwbaird.com/research-insights/research/coverage/research-disclosure.aspx .
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You can also call 1-800-792-2473 or write: Robert W. Baird & Co., Equity Research, 24th Floor, 777 E. Wisconsin Avenue, Milwaukee,
WI 53202.
Analyst Certification. The senior research analyst(s) certifies that the views expressed in this research report and/or financial model
accurately reflect such senior analyst's personal views about the subject securities or issuers and that no part of his or her compensation
was, is, or will be directly or indirectly related to the specific recommendations or views contained in the research report.
Disclaimers
Baird prohibits analysts from owning stock in companies they cover.
This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed here reflect
our judgment at this date and are subject to change. The information has been obtained from sources we consider to be reliable, but we
cannot guarantee the accuracy.
ADDITIONAL INFORMATION ON COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST
The Dow Jones Industrial Average, S&P 500, S&P 400 and Russell 2000 are unmanaged common stock indices used to measure and
report performance of various sectors of the stock market; direct investment in indices is not available.
Baird is exempt from the requirement to hold an Australian financial services license. Baird is regulated by the United States Securities
and Exchange Commission, FINRA, and various other self-regulatory organizations and those laws and regulations may differ from
Australian laws. This report has been prepared in accordance with the laws and regulations governing United States broker-dealers and
not Australian laws.
Copyright 2013 Robert W. Baird & Co. Incorporated
Other Disclosures
The information and rating included in this report represent the Analyst’s long-term (12 month) view as described above. The research
analyst(s) named in this report may at times, discuss, at the request of our clients, including Robert W. Baird & Co. salespersons and
traders, or may have discussed in this report, certain trading strategies based on catalysts or events that may have a near-term impact
on the market price of the equity securities discussed in this report. These trading strategies may differ from the analysts’ published price
target or rating for such securities. Any such trading strategies are distinct from and do not affect the analysts’ fundamental long-term (12
month) rating for such securities, as described above. In addition, Robert W. Baird & Co. Incorporated and/or its affiliates (Baird) may
provide to certain clients additional or research supplemental products or services, such as outlooks, commentaries and other detailed
analyses, which focus on covered stocks, companies, industries or sectors. Not all clients who receive our standard company-specific
research reports are eligible to receive these additional or supplemental products or services. Baird determines in its sole discretion the
clients who will receive additional or supplemental products or services, in light of various factors including the size and scope of the
client relationships. These additional or supplemental products or services may feature different analytical or research techniques and
information than are contained in Baird’s standard research reports. Any ratings and recommendations contained in such additional or
research supplemental products are consistent with the Analyst’s long-term ratings and recommendations contained in more broadly
disseminated standard research reports.
UK disclosure requirements for the purpose of distributing this research into the UK and other countries for which Robert W.
Baird Limited holds an ISD passport.
This report is for distribution into the United Kingdom only to persons who fall within Article 19 or Article 49(2) of the Financial Services
and Markets Act 2000 (financial promotion) order 2001 being persons who are investment professionals and may not be distributed to
private clients. Issued in the United Kingdom by Robert W. Baird Limited, which has offices at Mint House 77 Mansell Street, London, E1
8AF, and is a company authorized and regulated by the Financial Conduct Authority. For the purposes of the Financial Conduct
Authority requirements, this investment research report is classified as objective.
Robert W. Baird Limited ("RWBL") is exempt from the requirement to hold an Australian financial services license. RWBL is regulated by
the Financial Conduct Authority ("FCA") under UK laws and those laws may differ from Australian laws. This document has been
prepared in accordance with FCA requirements and not Australian laws.
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