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Market Cap $28.6 B

1/18 Close $135.38

Average Volume 1.3 M

52 Week Range $99.16 – $168.90

NTM EV/EBITDA 11.9x

Operating Margin 9.9%

Ferguson plc
Investment Narrative

❑ Recommendation: BUY with a PT of $203.39, representing 

an upside of 47% from 1/18/23 close – 5% weight

Investment Thesis Introduction

1. Strong exposure to RMI markets and non-residential 

construction ensures profitability regardless of 

macroeconomic conditions 

2. Continued expansion into growing HVAC industry provides a 

more attractive end market profile

3. A fragmented industry provides a substantial runway for 

continued growth through acquisition

4. Recent transition out of European markets has forced selling 

of the stock by EU indices and created opportunity due to 

lack of informed American investors
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Company and Industry Overview
Industrials and Energy Committee – Ferguson Pitch
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Civil

Commercial RMI

Industrial

New Construction

The Market-Leading, Value-Added, Diversified Distributor
Company Overview

Value Proposition Visualized

…While a Growing Non-Residential Business Further Diversifies Ferguson

RMI Relative to New Construction(1)
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Exposure to RMI has Nearly Doubled… 

(1) Barclays
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The Industrial Supply Market
Industry Overview

(1) Watsco Estimates, AHRI  (2) Princeton Air IR (3) Barclays, Company Reports (4) Barclays, Congressional Budget Office (5) Company Filings

HVAC is a Very Stable Volume Space Plumbing Business is Proven Less Volatile

Private Label is Becoming a Larger Part of the Market

Private Label as % of Total Sales(5)
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“Air conditioners and heat pumps generally last 10-15 years” – Princeton Air(2) -30%
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Decorative Plumbing Cabinets and Windows

Plumbing vs Cabinet and Window Growth Through Recession(3)Installed Base of HVAC Units(1)

Underinvestment in Capital Spend is a Tailwind 

$0 B

$30 B

$60 B

$90 B

$120 B

1956 1963 1971 1979 1987 1995 2003 2011 2019

Capital Operation & Maintainance

Water Capital vs. Water Operation & Maintenance Spending(4)

2x Non-Own Brand 

Gross Margin



Culverhouse Investment Management Group – Industrials and Energy Committee 6

Investment Thesis
Industrials and Energy Committee – Ferguson Pitch
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The Current Residential Housing Environment Shows Strength
Thesis

(1) The American Institute of Architects  (2) Herc Holdings IR  (3) Ferguson’s IR Deck  (4) US Census Bureau 

Total RMI Spending ($ Billions)(3)

Delinquency Rate on Single Family Residence Mortgage(2)Value of US Single-Family Housing Market ($ Trillions)(1)

Median Age of Housing Stock (Years)(4)
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Non-Residential Construction is Less Cyclical
Thesis

(1) The American Institute of Architects  (2) Herc Holdings Q3 IR Presentation  (3) US Census Bureau  (4) Barclays

N.A. Equipment Rental Market(2)Architecture Billings Index(1)

Infrastructure Bill Scaled to Ferguson Market Size(4)

50

Billings Remain Around 50 Starts Construction Equipment Rentals Rebounding

Non-Residential Spending Less Impacted by Cycles Infrastructure Bill Provides Waterworks Support

Bipartisan 

Infrastructure 

Law allocating 

$55 B of spend 

towards water

-$857 M of potential revenue 

opportunity since Infrastructure 

Law Passed

$9 B addressable 

market for FERG 

within the $55 B 

water infrastructure 

spend
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A Strong Moat in a Fragmented HVAC Market Creates Opportunity
Thesis

(1) Barclays  (2) Watsco IR (3) Company Filings

One of the leaders in a Fragmented Market Barriers to Selling DTC 

Attractive End Market Profile Acquisitions to Support Dual-Trade Strategy

“One of the principal 
focus areas of our 

acquisition strategy is 
HVAC, particularly as we 
look to better serve the 
more than 65,000 dual 

trade plumbing and 
HVAC contractors 

across North America”

-Kevin Murphy
Ferguson CEO(3)
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Accretive Acquisitions in a Fragmented Market
Thesis

(1) Barclays  (2) Respective Company Filings  (3) Tegus, Former Ferguson Employee

Acquired $1.1B Revenue in FY21

Ferguson Acquisitions by Quarter(1)

Balance Sheet is Very Healthy…

Net Leverage Ratios(1) 

…Helping to Fuel Share Gains

Ferguson’s Blended Market Share(1)

…All While Mom-and-Pops Continue to Struggle and Are Losing Market Share(2)
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“There used to be 5 buying groups. As of last year, there are 3. And the number of distributors in those buying groups is also shrinking” – Fmr Sr. VP of Sales(3)
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Home Depot and Amazon Risk Mitigated by Fragmentation
Thesis

(1) Deutsche Bank  (2) CapIQ (3) Tegus

“You could buy a kitchen off Amazon, 

but good luck to you, and good luck 

finding someone who's going to fit it for 

you. It's very difficult for Amazon to get 

into that more sophisticated parts of the 

market, which makes up most of 

Ferguson's revenue, right?” 

– Fmr CFO of Regional Ferguson Unit(3)
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Ferguson Shares Punished by Fleeing European Index Fund Managers Expected Demand by US Indices

Recent Movement
Thesis

(1) Barclays  (2) Bloomberg, Barclays
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FERG has Historically Averaged a 30% Discount to the Peer Average(2)
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Valuation
Industrials and Energy Committee – Ferguson Pitch
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Recommending a Buy at a 5% Weight
Valuation

Walkdown Q/Q Revenue - Weaking Non-Residential in Early 2024

SGA Costs Abate as Labor Inflation SubsidesPrivate Label Boost to Gross Margins
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Unlevered DCF Discount Rate vs LTGR

Discount Rate 10%

LTGR 2.5%

PV of FCF 18,690    

PV of TV 27,124    

Implied Enterprise Value 45,814    

Cash (+) 638          

Debt (-) 3,797      

Minority Interest (-) -               

Implied Equity Value 42,655    

DSO 210          

Value 203.39$  

Price 137.96$  

P/V 0.68

Upside 47%
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Appendix
Industrials and Energy Committee – Ferguson Pitch
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The Diversified Distributor Model is Proving Superior Over Time
Appendix

Ferguson Competitors

While Revenue Has also Grown Substantially Faster

Ferguson’s Margin Growth Has Outpaced Comps…
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Ferguson Business Segments
Appendix

More About the Ecosystem

Value-Added Services

Sourcing Sales channels Customized solutions After sales supportFulfillment options

– Extensive product breadth 

and depth 

– Own brand 

– Exclusive distribution 

– Global sourcing capabilities

– Sourcing of non-stock items

– Sustainable products

– Inside sales/ 

outside sales 

– Sales centers 

– Digital commerce 

– System-to-system 

– Counter sales 

– Showroom

– Value engineering 

– Consultative approach to 

sustainability 

– Virtual design services 

– Code and standard expertise 

– Bid and tender 

– Fabrication and Valve 

actuation 

– Pre-assembly and Kitting 

– Installation services

– Same-day delivery 

– Locker pick-up 

– Pro pick-up 

– Multiple delivery locations 

– Project staging: just in time 

– Direct shipment

– Warranty support 

– Credit 

– Project-based billing 

– Returns 

– Maintenance, repair and 

operations (MRO)

37K
Suppliers

1m+
Customers

5%
No supplier accounts 

for more than 5% of 

total cost of sales

1%
No single customer 

accounts for more than 

1% of revenue

1m+
Products

36k
Associates

1,700+
Branches

5,600
Fleet vehicles
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Addition Through Subtraction
Appendix

V

Wolseley Subtraction Modern Ferguson
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Variance From Street
Appendix
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Model Appendix
Industrials and Energy Committee – Ferguson Pitch
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Cover
Model
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DCF
Model
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Press Release/Income Statement
Model
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Revenue Build
Model
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Gross Margin Build
Model
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Consolidated Operating Build and Other 
Model
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Balance Sheet Part 1
Model
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Balance Sheet Part 2
Model
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Cash Flow Statement Part 1
Model
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Cash Flow Statement Part 2
Model
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Working Capital and PP&E
Model
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Debt Schedule
Model
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Equity Schedule and Acquisition Build
Model


