
 
    

 

 

Company Description: TopBuild is a leading installer 
and distributor of insulation products in the United 
States. It branches off into three companies: TruTeam 
(installation), Service Partners (distribution) and 
TopBuild Home Services(construction analysis). The 
company has over 240 locations nationwide, being the 
largest network in the U.S, and it impressively serving 
95% of all housing starts in the country. Through a 
vertically integrated business model, TopBuild is able to 
provide customers with a full rounded experience, as its 
service includes the purchasing of materials, project 
design, building science consulting, distribution and 
installation. 

BUY 
Current Price: $64.90 
Target Price: $71.97 
Market Cap: 2.33B 
Beta: 1.34 
EBITDA Margin: 8.9% 
EBITDA Growth: 39.71% 
ROIC: 6.17% 
D/E Ratio: 0.1838 
 

 

 

Thesis: TopBuild will capitalize on 

favorable macro ecnomic conditions 
forecasted for the next few years, along with 
a plan in place to reduce its cost and 
maintain the growth pattern it undertook in 
recent years. The company has seen its 
revenue grow at a rate of 7.81% over the 
past 3 years and it is expected to increase 
such growth to at least 9%. In addition, Top 
Build’s aim to diversify its product mix and 
invest in the commercial segment will allow 
the company to reduce its risk associated 

Catalysts:  
 Short Term(within the year): Organic growth through 

investments in commercial segment and in spray foam 
usage and M&A growh through incremental revenue 
from acquisitions. 

 Mid Term(1-2 years): Cost reduction trough branch 
rationalization and M&A cost synergies. 

 Long Term(3+): Revenue growth through impact of 
housing start increase. 
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with the housing market volatility and to 
increase operations on a more profitable 
segment. The company has also taken 
initiatives aiming for cost reduction such as 
increasing its buying power through the 
acquisition of competitors, investments in 
smart technology to improve processes’ 
efficiency and branch rationalization. 
TopBuild is highly dependent on 
macroeconomic factors, such as new housing 
starts, age of housing stocks and household 
formation. This dependency, for instance, 
will result in a significant driver for the 
success of the company, as forecasts are in 
favor to allow growth and expansion for 
TopBuild. The combinations of the catalysts 
mentioned above makes of this stock a great 
investment opportunity, as I believe that a 
substantial growth can be expected out of 
this promising company on a short term 
basis. 

 

 

Company Performance: TopBuild 

beat EBITDA estimates on 7 out of the last 8 

quarters, proving its strong momentum and 

its growth potential. Over the past year, the 

company experienced an EBITDA growth of 

21.9%, along with a 9.5% revenue growth 

and a 32% EPS, Adj growth. In addition, 

profits increased, as operating margins 

enlarged in every segment of the company, 

proving the effectiveness of cost reduction 

measures adopted by the company. With 

TopBuild being extremely sensible to cost 

reductions, such results are very promising as it is assumed that the stock will be impacted positively by any 

additional improvement in profitability.  

 Analyzing all segment of the company, it can be seen that value is being generated everywhere, as all 

segments have been performing great. In particular, TruTeam has shown the highest growth in the past years, 

especially if taken into account only the commercial area. The commercial area has grown on a 3 year CAGR 

of 16% and it is forecasted to follow the trend for several more years. Assuming that the amount of housing 

starts reach the 50 year historical average by 2021, the company is expected to grow around 18% on the 

residential segment and 12% on the commercial segment, not considering any possible additional growth 

from mergers and acquisitions. 



 
    

 

 
 

Business Overview:  

TopBuild originated in 2015 off a spin-off 

from Masco Corporation and it is 

currently the leading purchaser, installer 

and distributor of insulation products in 

the U.S. The company operates under 

three segments: TruTeam (installer of 

residential and commercial insulation, 

Service Partners (distributor) and 

TopBuild Home Services, Inc (provider of energy efficient advisory services). TopBuild enjoys unrivaled 

national scale, as its 240+ locations allow the company to serve all states in the country and 95% of all 

housing starts. In addition, through a vertically integrated business model, TopBuild outstands in the market 

as it provides customers with a full service from beginning to end of the project, therefore dealing with the 

purchase, design, distribution and installation of the product. Due to its dependency on housing contruction, 

the company has worked on diversifying its product mix, therefore investing on the distribution and 

consulting sector and increasing its share of commercial revenue within TruTeam. The company displays 

strong financial foundations, with a substantial amount of cash on hands and a balanced capital structure, 

giving them the liquidity necessary to finance their cash cycle and to look for opportunities for acquisitions. 

  

Growth Strategy: TopBuild is set with a plan to 

take advantage of the favorable macroeconomic forecast 

and take off, aiming to solidify even more its position as 

best-in-class. Leveraging its national scale, TopBuild is 

seeking to expand even more, increasing its national 

presence and optimizing its footprint. For instance, the 

company announced a plan to increase metal building 

insulation business, currently happening in 21 locations 

nationwide, by opening 3 new MBI plants per year under 

Service Partners. In addition, riding on the forecasted 

increase in housing starts, the company plan on capturing 

more residential market share by investing in spray foam 



 
    

 

insulation, which makes of 25% of the insulation market. Although usually not a top seller for the company, 

spray foam has been targeted as a catalyst for growth by the company as, despite its significantly higher cost, 

it is trending up among the insulation market due to its long-term cost savings on heating and cooling costs. 

With the immersion in spray foam sales, the company also hopes to increase its TopBuild Home Services 

business, as both run correlated due to its energy-efficiency ties. TopBuild Home Services, for instance, has 

also been experiencing substantial growth due to more stringent building codes in several states, and it is 

forecasted to grow at an even higher rate as homebuilders emphasize more and more on the construction of 

high performance homes that are energy efficient, durable and safe. 

Along with the residential segment expansion, TopBuild is also aiming to increase its participation on 

the commercial side. Counting on an addressable market of 4.8B between light and heavy commercial 

projects, the company sees it as a huge opportunity since it would allow them to diversify its customer base 

and increase sales without any substantial investment, as the skills are transferrable from the residential area 

and as all current plants can be used for the purpose. In addition, commercial projects function on a 

completely different operating cycle then residential projects, therefore diversifying the company’s portfolio 

and decreasing risks associated with the cyclicality of the housing market. The commercial segment expressed 

a 16% CAGR over the past 3 years, a higher growth than any other operation of the company, thus backing 

up the company’s choice to invest in this segment. 

On another note, TopBuild also identified as the right path to short term growth for its distribution 

brand Service Partners the targeting of small service contractors. Small service contractors make up for most 

of the construction market as, apart from a handful of big players, the market is fragmented into small 

competitors. Targeting this specific customer base would allow the company to operate on a higher margin, as 

material purchases would consist on a lower investment and less usage of inventory space while the revenue 

from its distribution would remain constant. 

In addition to the ambitious organic growth plan, TopBuild plans on topping it with strategic 

acquisitions that will strengthen its market position. Key factors for TopBuild M&A department have been a 

3-year IRR of at least 12%, significant cost synergies, increased material purchasing power, and an attractive 

EBITDA Multiple on the range of 4.5x – 6x. Previous M&A have allowed the company to increase its 

penetration on key markets and expand its geographic reach. Moreover, capital allocated into M&A’s 

throughout the past year has resulted in an incremental annual revenue of approximately $83 million, which is 

expected to be repeated over the next years. Therefore, TopBuild’s M&A team is currently on a lookout for 

new opportunities to expand, as historical results leave the company nothing but optimistic on the success of 

such transactions. 

 

Cost Reduction: Aiming for a better operating margin, TopBuild's management keeps in mind that 

cost reduction is necessary, specially on an industry characterized by high costs such as construction. The 

company has announced several moves that will have an impact in the cost structure of the company. 

Through its focus on finding M&A opportunities, TopBuild looks to create cost synergies that will benefit the 

company. The acquisitions will increase the company's market share and therefore increase its buying power, 

which as a consequence will serve to reach better deals with suppliers. The company has also been investing 

in smart technology, on an attempt to discover and improve any potential operational inefficiency. The 

software tracks several measures such as employee hours, timeliness of delivery, miles traveled and so forth. 



 
    

 

Through accurate data computation and meticulous analysis, TopBuild has a better picture of the operations 

of its business and thus have a better idea on what costs could possibly be decreased. 

 Another measure envisioned by TopBuild to reduce expenses in its operations is the construction of 

new warehouses in the short term. Through the addition of new locations on satellite spots, Top Build will be 

able to leverage even more its national scale and achieve economies of scale, as branch rationalization will aid 

in cost reduction. As it can be seen in the table below, costs have been reducing over the past 4 years and this 

decreasing trend is forecasted to continue. BLD's sensitivity to operational cost is substantial and a minimal 

cost reduction will result in a significant increase in their stock price.  

 

 

 

Industry Outlook:  

TopBuild is heavily tied to the 

construction market, which 

could be somewhat of a risk 

given the uncertainty of future 

economic conditions. 

However, forecasts have been 

extremely favorable on 

TopBuild's end, and its 

management its confident that 

a bright future is just around 

the corner. The construction industry has been on a rise in the last few years, with construction spending up 

by 2.5% from a year ago. On a similar trend, housing starts have also been experiencing significant growth 

over the past 8 years, after the market crash of 2009. In 2016, housing starts rose to about 1.2M, still 

significantly below the 50 year average of 1.5M, which is an encouraging fact as there is a strong belief that 

the industry is moving towards that mark. As a consequence, housing starts are forecasted to grow about 5% 

in 2018. Still analyzing macro economic trends, another encouraging statistic is the increase in the median age 

of housing stock in the United States. From 2005 to 2015, the median age of owner-occupied housing grew 

from 31 to 37 years, which increases substantially the likelihood of rebuilding/remodeling of houses, another 

circumstance that will benefit TopBuild. Lastly, household formation has been steadily increasingly as well. 

Not only houses are being built, but they are also being occupied at a constant rate, contributing to this 

market rise of the construction sector.  



 
    

 

When it comes to market competition, TopBuild finds himself at the top of the market as the leading installer 

and distribution in the insulation business. Although not the most profitable in the category, its sales are 

almost double the ones of its main competitors, therefore proving the established position of the company in 

the market. On a market characterized by few big players and several small factories, the risk of losing market 

share is small and, given that there are no competitors in the entire marketing offering a service as integrated 

as TopBuild's service, the tendency is that costumers still opt for TopBuild due to the easiness of having to 

deal with one single intermediary from beginning to end of the process. 

 

 

 

 

Ownership Summary: TopBuild is 

owned in its majority by Investment 

Advisors, computing a total of 85.53% of all 

shares. Following, shares are primarily 

owned by hedge funds, with a percentage of 

7.53%. The concentration of ownership 

around investment advisors can be seen as a 

good thing, as institutions aid on marketing 

the stock and push the company to increase 

its earnings. Moreover, as it can be inferred 

by the table above, the majority of the top holders of the shares have been increasing its ownership within the 

company, therefore expressing their belief on a continuous growth of the company. Under the $200M share 

repurchase program announced at the beginning of the year, TopBuild has repurchased 858,393 shares at an 

average price of $45.77. In addition, the company reached an agreement with Merrill Lynch to repurchase 

$100M of the company’s common stock under an accelerated repurchase program. On July 5th, the 

transaction was completed and the company received close to 1.5M shares at an approximate value of $80M. 



 
    

 

The remaining 20$ from the agreement are to be settled shortly. The substantial process of stock 

repurchasing represents a strategic move from  TopBuild, as they believe their stock is undervalued and 

therefore are repurchasing on hopes for a substantial increase in the near future. In addition, such move is the 

company's way of rewarding their shareholders without any payout of actual dividends.  

 

 

 

Hedge against Downside: 
Considering the high correlation with 

the housing market, TopBuild has 

been taking several measures to hedge 

this risk and therefore minimize a 

possible downside on the stock price. 

In order to do so, the company 

invested in product diversification, 

having its branch Service Partners 

dstributing alternative products such as 

rain gutters, fireplaces, radiant barriers 

and other accessories, therefore 

decreasing the dependency on housing starts. As another initiative to minimize risk, TopBuild has been 

increasing its market share in the commercial business, on both TruTeam and Service Partners branches. The 

commercial segment is independent of housing starts and its demand its always high due to the continuous 

development of new businesses. In addition, commercial and residential segments operate in different cycles. 

Through increase in revenue share on the commercial size, TopBuild is decreasing its cyclicality and 

guaranteeing a more distributed cash flow throughout the year.  



 
    

 

 

 

 

 

Conclusion:  

As the macro factors influencing TopBuild's business are all in favor of a substantial growth and as the 

company proved on recent years to be a solid presence in the insulation market, I strongly believe that we will 

see a jump on their stock price. The company is run by an ambitious management that has put in place a 

strong growth strategy, attacking the market from a variety of different areas. I do believe that the company is 

currently fairly valued, by I also believe that their growth potential is underestimated and that their 

commitment to success will surprise the market, achieving double digit returns even sooner than expected. 

 

 

 

 

 

 

 

 



 
    

 

 

Analysis by Tommaso  Current Price: $64.90  Intrinsic Value $62.97 Target 1 year Return: 8.87%

10/6/2017  Divident Yield: 0.0%  Target Price $70.66 Probability of  Price Increase: 81%

Market Capitalization $2,306.70

Daily volume (mil) 0.18

Shares outstanding (mil) 35.54

Diluted shares outstanding (mil) 37.60

% shares held by institutions 101%

% shares held by investments Managers 83%

Sector Consumer Discretionary % shares held by hedge funds 6%

Industry Household Durables % shares held by insiders 0.89%

Last Guidance November 3, 2015 Short interest 2.73%

Next earnings date November 3, 2017 Days to cover short interest 3.96

Estimated Country  Risk Premium 5.69% 52 week high $67.27

Effective Tax rate 27% 52-week low $28.81

Effective Operating Tax rate 34% Volatility 0.00%

Peers

Quarter ending Revenue EBITDA Armstrong World Industries, Inc.

6/30/2016 -5.93% -11.56% Installed Building Products, Inc.

9/30/2016 -3.02% -2.96% Owens Corning

12/31/2016 -1.70% -3.64%

3/31/2017 -1.79% 4.92%

6/30/2017 -1.67% 2.60%

Mean -2.82% -2.13%

Standard error 0.8% 2.9%

Management Position Total compensations growth Total return to shareholders

Volas, Gerald Chief Executive Officer and 18.88% per annum over 4y N/M

Buck, Robert President and Chief Operatin 16.36% per annum over 4y N/M

Peterson, John Chief Financial Officer and 19.12% per annum over 4y N/M

Joachimczyk, Paul Vice President and Controlle N/M 0% per annum over 0y

Manning, Brad Chief Information Officer N/M N/M

Zane, Tabitha Vice President of Investor R N/M N/M

Profitability BLD (LTM) BLD (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 10.5% 6.51% 21.15%

Operating Margin 6% 4.50% 9.09%

Revenue/Capital (GAAP) 1.78 1.45 2.33

ROE (GAAP) 7.0% 7.9% 33.5%

Net margin 3.7% 4.2% 8.0%

Revenue/Book Value (GAAP) 1.86 1.90 4.19

Invested Funds BLD (LTM) BLD (5 years historical average) Peers' Median (LTM)

Cash/Capital 7.8% 5.2% 8.9%

NWC/Capital 9.3% 5.1% 13.5%

Operating Assets/Capital -7.1% -9.7% 60.8%

Goodwill/Capital 90.0% 99.1% 16.8%

Capital Structure BLD (LTM) BLD (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.21 0.08 0.60

Cost of Existing Debt 4.0% 4.0% 4.1%

CGFS Rating (F-score, Z-score, and default Probability) AAA BB C

WACC 8.6% 8.9% 8.2%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 7% 6.4% 1.10

6/30/2018 7% 0.3% 1.11

6/30/2019 8% 1.7% 1.15

6/30/2020 7% 2.2% 1.17

6/30/2021 6% 2.6% 1.17

6/30/2022 6% 2.9% 1.17

6/30/2023 5% 3.2% 1.16

6/30/2024 5% 8.3% 1.14

6/30/2025 4% 8.3% 1.07

6/30/2026 3% 8.3% 1.00

6/30/2027 3% 8.2% 0.93

Continuing Period 2% 8.2% 0.88

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 7.1% 8.6% $62.54

6/30/2018 0.3% 8.3% $69.95

6/30/2019 1.9% 8.2% $77.59

6/30/2020 2.5% 8.1% $85.23

6/30/2021 3.0% 8.2% $92.96

6/30/2022 3.4% 8.3% $100.78

6/30/2023 3.7% 8.4% $108.68

6/30/2024 9.5% 8.5% $116.64

6/30/2025 8.8% 8.5% $124.75

6/30/2026 8.3% 8.4% $132.85

6/30/2027 7.7% 8.5% $141.08

Continuing Period 7.2% 8.6%

Past Earning Surprises

General Information

Market Data

ValuationPorter's 5 forces (scores are out of 100)

CENTER FOR GLOBAL FINANCIAL STUDIES NEUTRAL

TopBuild Corp. engages in the installation, distribution, and sale of insulation and other building 

products to the United States construction industry.

TopBuild Corp. (BLD)
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