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NEUTRAL @

Fletcher Building (FBU) has provided 1H21 EBIT guidance of NZ$305-320m at its annual shareholders meeting. This
guidance is in line with our expectations of NZ$308m. We have lifted our EBIT forecasts to reflect a sustained period of
robust NZ residential activity continuing over CY2021. Given current levels of activity may require extra cost-in, we suspect
that FBU's ability to sustain current margins may be hindered. Additionally, we are cautious of the level of non-residential
activity on both sides of the Tasman, with forward indicators and and anecdotes suggesting a thinning pipeline. We remain
NEUTRAL rated, with near-term momentum now largely factored into consensus and the medium-term tempered by macro
uncertainty, persistant competitive pressures, and execution risks.

NZX Code FBU Financials: Jun/ 20A 21E 22E 23E Valuation (x) 20A 21E 22E 23E
Share price NZ$5.88 NPAT* (NZ$m) 30 3578 307.8 327.0 PE n/a 135 157 1438
Target price NZ$5.85 EPS* (NZc) 04 436 375 398 EV/EBIT 374 116 124 118
Risk rating Medium EPS growth* (%)  -99.2 n/a -14.0 6.2 EV/EBITDA 11.3 7.3 7.6 7.3
Issued shares 821.2m DPS (NZc) 00 150 270 290 Price / NTA 2.0 1.8 1.8 1.7
Market cap NZ$4,829m Imputation (%) n/a 100 52 52 Cash divyld (%) 0.0 2.6 4.6 4.9
Avg daily turnover 1,800k (NZ$7,261Kk) *Based on normalised profits Gross div yld (%) n/a 3.5 5.5 5.9
What's changed?

= Earnings: FY21-23 EBIT +7%/+5%/+1%
= Target price: +4% to NZ$5.85

NZ residential the bright spot in a mixed macro

Management continues to remain cautious on the medium term given limited order book visibility beyond early CY21. We expect
robust NZ residential activity to sustain well into CY2020 underpinned by low interest rates, tight supply, and a historic under build.
In Australia, while residential activity for the September quarter was at its lowest level since 2014, record low interest rates,
stabilisation of house prices, and government stimulus bode well for detached housing, but closed borders and lower inner city rents
present challenges for the apartment construction pipeline. The thinning non-residential pipeline on both sides of the Tasman will
likely weigh on activity over CY2021 and the timing of larger government backed infrastructure investment remains uncertain.

Excitement tempered by uncertainty and track record

Our thinking on FBU's earnings track (albeit with stronger-for-longer NZ residential activity) remains unchanged; a solid FY21
supported by a robust operating environment that tempers over FY22 as activity slows and competitive pressures and cost-in sees
FBU give back some margin. We note that benefits from prior cost out initiatives have never clearly materialised into earnings,
because either they were not delivered or the savings were consumed by inflation and/or margin pressures. As such, we are cautious
on the sustainability of FBU's lower cost base/higher margins. We lift our our target price to NZ$5.85, driven principally by upgrades
to our near-term earnings forecasts. We retain a NEUTRAL rating.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
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Fletcher Building (FBU)

Priced as at 25 Nov 2020 (NZ$)

12-month target price (NZ$)*
Expected share price return
Net dividend yield

Estimated 12-month return

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Sales revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital

Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2019A
9,307.0
830.0
(199.0)
631.0
(118.0)
0
(133.0)
13.0
367.0
(203.0)
164.0
43.1
23.0

2019A
-1.7
>100
>100
n/a

n/a

n/a

2019A
830.0
(404.0)
(156.0)
(117.0)
153.0
(348.0)
1,262.0
0
1,067.0
(68.0)
(81.0)
918.0

2019A
1,384.0
1,754.0
1,129.0
0

817.0
5,084.0
325.0

0

586.0
4,141.0
32.0
5,084.0

2020A
7,309.0
530.0
(370.0)
160.0
(149.0)
0

4.0
120
3.0
(199.0)
(196.0)
0.4

0

2020A
-21.5
-36.1
-74.6
-99.2
-99.2
-100.0

2020A
530.0
(58.0)
(215.0)
84.0
3410
(240.0)
6.0
(171.0)
(64.0)
(128.0)
(147.0)
(339.0)

2020A
1,158.0
1,555.0
1,133.0
1,413.0
1,317.0
6,576.0
687.0
1,549.0
633.0
3,500.0
35.0
6,404.0

2021E
7,858.7
947.8
(354.6)
593.2
(109.4)
0
(110.3)
15.8
357.8
(90.0)
267.8
43.6
15.0

2021E
7.5
788
>100
>100
>100
n/a

2021E
947.8
(330.1)
(175.4)
(90.0)
352.3
(200.0)
0
(163.7)
(11.4)
0

0
(11.4)

2021E
1,315.1
1,579.7
1,133.0
1,326.0
1,206.7
6,560.5
641.0
1,477.6
460.0
3,774.9
35.0
6,388.5

2022E
7,804.2
902.9
(351.4)
5515
(105.1)
0
(125.0)
13.6
307.8
0
307.8
375
27.0

2022E
-0.7
-4.7
-7.0
-140
-140
80.0

2022E
902.9
(63.5)
(168.3)
0
671.1
(300.0)
0
(156.8)
2143
(229.9)
0
(15.6)

2022E
1,292.5
1,696.6
1,133.0
1,244.4
1,081.7
6,448.2
607.5
1,407.4
374.0
3,852.3
35.0
6,276.2

5.88

5.85
-0.5%
3.4%
2.9%

1.30%
1.31
7.5%
2.0%

2023E
8,084.2
936.7
(360.1)
576.6
(104.6)
0
(132.2)
12.9
327.0
0
327.0
39.8
29.0

2023E
3.6
3.7
4.6
6.2
6.2
7.4

2023E
936.7
(14.8)
(341.6)
0
580.3
(425.0)
0
(150.1)
5.2
(229.9)
0
(224.7)

2023E
1,309.3
1,919.4
1,133.0
1,167.8
1,126.0
6,655.5
800.2
1,338.7
376.0
3,933.7
35.0
6,483.5

* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-

months dividend

Spot valuations (NZ$)
1.DCF

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios
EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Operating Performance
External revenue (NZ$m)
New Zealand

Australia

Rest of World

Total external revenue

EBIT (NZ$m)
Concrete
Building Products
Distribution

Steel
Construction
Residential / Land Developm't
Australia
Divested
Corporate / other
Total EBIT

EBIT (NZ$m)
New Zealand
Australia
Rest of World
Total EBIT

2019A
6.6

87
13.6
17
-4.0
3.9

3.9

2019A
53
7.0
7.3
0.4

2019A
8.2

8.9

8.8

8.9

6.8

37
175

0

53

2019A

5,220
2,944
1,143
9,307

84
160
104

47
137
57
82
(40)
631

467

54
110
631

2020A
11.3
374
>100x
20

2.1

0.0

n/a

2020A
11

3.6
16.4
13

2020A
1.8

0.1

6.2

7.3

22

33

65

n/a

0

2020A

4,466
2,740

103
7,309

74
87
85

(147)
65
33

(37)
160
110

42

160

2021E
7.3
11.6
135
18

32
26
3.5

2021E
5.4
8.7
14.5
0.7

2021E
6.7

9.5
10.0
121
7.5
2.5

56
100
34

2021E

5,542
2,613
(297)
7,859

110
170
112

32
133
92

(55)
593

491
85
17

593

2022E
7.6
12.4
15.7
18

77
4.6
55

2022E
52
8.6
13.6
0.7

2022E
6.3
8.0
82
11.6
71
3.8

85

52

72

2022E

5,470
2,608
(275)
7,804

99
157
96

53
120
82

(56)
551

454
75
22

551

576

8,234
(325)
(3,179)
4,730

2023E
7.3
11.8
14.8
17

32
4.9
5.9

2023E
55
9.0
16.9
0.9

2023E
6.5
8.3
8.3
11.6
71
53
118
52

73

2023E

5,537
2,817
(270)
8,084

93
147
91

59
140
105

(57)
577

456
98
22

577
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Earnings changes and divisional forecasts

Figure 1. FBU forecast changes

FY21 FY22 FY23
NZ$m Oold New % chg Old New % chg Old New % chg
Revenue 7,820 7,859 0.5% 7,752 7,804 0.7% 8,098 8,084 -0.2%
EBITDA 907 948 4.5% 878 903 2.8% 931 937 0.6%
EBIT 552 593 7.4% 527 551 4.7% 571 577 1.1%
Underlying NPAT 328 358 8.9% 290 308 6.1% 323 327 1.3%
Underlying EPS (cps) 40.0 43.6 8.9% 35.3 37.5 6.1% 39.3 39.8 1.3%
Dividend (cps) 14.0 15.0 7.1% 25.0 27.0 8.0% 28.0 29.0 3.6%
Source: Forsyth Barr analysis
Figure 2. FY21 divisional forecasts
NZ$m 1H21E 2H21E FY21E
Concrete 61 49 110
Building Products 85 85 170
Distribution 59 53 112
Australia 49 43 92
Construction 12 20 32
Residential + Development 72 61 133
Corporate (29) (26) (55)
EBIT (before significant items) 308 285 593
Significant items (90)
EBIT 503
Net interest (109)
Pre-Tax Profit 394
Taxation (110)
Post Tax Profit 284
Less Minority Interest (16)
Profit Attributable — NPAT 268

Source: Forsyth Barr analysis
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Figure 3. Price performance Figure 4. Substantial shareholders
Shareholder Latest Holding
$8.00 Perpetual 10.0%
$7.50 140 Schroder Investment Management Group 8.3%
$7.00 1.20 Commonwealth Bank of Australia 6.0%
$6.50 100 The Vanguard Group 5.6%
$6.00 ) Source: NZX, Forsyth Barr analysis, NOTE: based on SPH notices only
$5.50 080
$5.00 0.60
$4.50 0.40
$4.00
$3.50 \ 020
$3.00 H 0.00
Dec17 Dec18 Dec19 Dec20
—Price -=--Relative to S&P/NZX 50
Source: Forsyth Barr analysis
Figure 5. International valuation comparisons
Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYid
(metrics re-weighted to reflect FBU's balance date - June) (m) 2021E 2022E 2021E 2022E 2021E 2022E 2022E
Fletcher Building FBUNZ NZ$5.88 NZ$4,829 13.5x  15.7x 5.8x 6.1x 9.3x  10.0x 4.6%
METRO PERFORMANCE GLASS MPG NZ NZ$0.44 NZ$81 20.3x  26.6x 6.4x 7.2x 16.4x  19.1x 0.3%
STEEL & TUBE HOLDINGS * STUNZ NZ$0.69 NZ$115 33.9x  16.7x 4.0x 3.6x 11.0x 7.6x 4.3%
ADBRI ABC AT A$3.00 A$1,957 19.7x  19.6x 9.8x 9.7x 16.2x  16.2x 3.9%
BORAL BLD AT A$5.01 A$6,141 27.4x  20.1x 9.9x 9.0x 21.8x  18.4x 3.0%
CSR CSRAT A$4.74 A$2,301 16.0x  17.1x 7.4x 7.7x 10.5x  11.3x 3.9%
WAGNERS HOLDING CO WGN AT A$1.60 A$299 n/a  27.0x 12.0x  10.9x 240x  20.4x 1.8%
GWA GROUP GWA AT A$2.93 A$774 19.4x  17.7x 12.3x  11.0x 15.7x  13.8x 4.4%
JAMES HARDIE INDUSTRIES-CDI JHX AT US$28.60 US$12,697 29.3x  25.5x 18.6x  16.6x 22.8x  20.3x 2.1%
REECE REH AT A$12.97 A$8,378 33.0x  30.5x 15.0x  14.4x 22.9x  21.6x 1.4%
CRHPLC CRHID €33.55 €26,338 17.4x  15.8x 8.8x 8.4x 14.4x  13.4x 2.4%
LAFARGEHOLCIM-REG LHN SW CHF46.57 CHF28,684 14.6x  12.8x 6.7x 6.4x 11.0x  10.0x 4.4%
Compco Average: 23.1x  20.8x 10.1x 9.5x 17.0x  15.7x 2.9%
EV = Current Market Cap + Actual Net Debt FBU Relative: -42%  -25% -42%  -36% -45%  -36% 58%

Source: *Forsyth Barr analysis, Bloomberg Consensus, Compco metrics re-weighted to reflect headline (FBU) companies fiscal year end

Figure 6. Consensus EPS momentum (NZ$) Figure 7. One year forward PE (x)
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Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent
manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst's compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that Analyst in this report.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A. For these purposes, a
threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on issue, whichever is the lesser.

Ratings distributions: As at 24 Nov 2020, Forsyth Barr's research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM
37.0% 48.1% 14.8%

Forsyth Barr's research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other equity security recommendations
across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in question. Risk-adjusted Estimated Total
Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant security.

Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr") may have long or
short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide (or be
intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is not a
registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Forsyth Barr may buy or sell financial products as principal or agent, and
in doing so may undertake transactions that are not consistent with any recommendations contained in this publication. Other Forsyth Barr business units
may hold views different from those in this publication; any such views will generally not be brought to your attention. Forsyth Barr confirms no inducement
has been accepted from the issuer(s) that are the subject of this publication, whether pecuniary or otherwise, in connection with making any recommendation
contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff or information) may have been provided by
the issuer(s) being researched.

Investment banking engagements: Other than confidential engagements, Forsyth Barr has not within the past 12 months been engaged to provide
investment banking services to the issuer that is the subject of this publication. For information about whether Forsyth Barr has within the past 12 months
been engaged to provide investment banking services to any other issuer referred to in this publication, please refer to the most recent research report for
that issuer’s financial products.

Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or
investment goals. The financial products referred to in this publication may not be suitable for you. If you wish to receive personalised financial advice, please
contact your Forsyth Barr Investment Adviser. The value of financial products may go up and down and investors may not get back the full (or any) amount
invested. Past performance is not necessarily indicative of future performance. Disclosure statements for Forsyth Barr Investment Advisers are available on
request and free of charge.

Disclaimer: This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that
information has not been independently verified or investigated by Forsyth Barr. Forsyth Barr does not make any representation or warranty (express or
implied) that the information in this publication is accurate or complete, and, to the maximum extent permitted by law, excludes and disclaims any liability
(including in negligence) for any loss which may be incurred by any person acting or relying upon any information, analysis, opinion or recommendation in this
publication. Forsyth Barr does not undertake to keep current this publication; any opinions or recommendations may change without notice to you. Any
analyses or valuations will typically be based on numerous assumptions; different assumptions may yield materially different results. Nothing in this
publication should be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from doing so, or to engage in any other
transaction. This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would constitute a breach of
any applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction.

Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy, revise, amend, create a derivative work from, extract data from, or otherwise
commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider may provide
Forsyth Barr with information on your readership of the publications available through that platform.
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