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Hardwoods Distribution Inc. (HWD.TO:TSE) 
Wholesale – Hardwood lumber 

“Branching Out” 

Company Profile 

Hardwoods Distribution Inc. (Hardwoods) is one of the largest 

distributors of hardwood, sheet wood and specialty products in 

North America. Its customer base consists of over 10,000 

customers in North America, most of which are manufacturers 

of products involved in residential construction.  

 

Thesis Summary  

Hardwoods Distribution is a strong growing company with 

increasing market share in the North American region. Our 

confidence in Hardwoods’ growth stems from a strong series of 

inorganic acquisitions, as well as a strong management team 

with strong expertise and/or history within the lumber 

industry. Potential catalysts for strong performances include a 

strong US dollar relative to the Canadian dollar, larger 

dividends to stimulate investor interest, and effective 

distribution channels. With risks such as low consumer income 

growth in the United States, we believe Hardwoods’ ability to 

maintain healthy margins and position favorably can curtail 

those risks very effectively. 

 

Valuation & Recommendation 

We believe that Hardwoods is currently undervalued due to its 

nature of slow yet strong growth and low liquidity. Utilizing a 

comparable company analysis and discounted cash flow 

analysis, we determined a 12-month target share price of 

$23.00, which indicates an upside of 36%; hence, we have 

issued a buy rating. We expect Hardwoods to achieve an 

EV/EBITDA of 12.4x over the next five years. We are initiating a 

buy rating for the stock. We recommend Hardwoods to 

investors willing to hold stock for long periods, with slow and 

consistent growth expectations. 

 

 

 

 Equity Research Canada 

Price Target CAD$ 23.00 

Rating Buy 

Current Share Price, close CAD$ 16.94 

Total Return 36% 

Key Statistics  

52 week H/L $19.72/$15.06 

Market Capitalization $349M 

Net Debt $100.9M 

Enterprise Value $542M 

Net Debt/Enterprise Value 22.8% 

Diluted Shares Outstanding 20.5M 

Free Float % 67.1% 

Dividend Yield 0.38% 

LTM P/E 14.0x 

LTM EV/EBITDA 10.6x 

WestPeak’s Forecast (CAD)  

 2015E 2016E 2017E 

Revenue $571M $753M $843M 

EBITDA $36M $44M $42M 

EBIT $32M $39M $39M 

Net Income $20M $23M $24M 

P/E 13.8x 14.6x 14.2x 

EV/EBITDA 14.97x 12.28x 12.82x 

Price/Book 1.46x 1.29x 1.18x 

Price Performance – 1 Year 

Analyst: Tony Chen, BCom 2019 

Contact@westpeakresearch.com 

Source: https://finance.yahoo.com 
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Business Overview/Fundamentals 

Company History 

Hardwoods was founded in 1926 as “Hardwoods Specialty Products” in Vancouver, British Columbia, before 

expanding across Canada and into Western United States as a wholesale distributor of lumber products. It 

underwent its initial IPO in July of 2011 under the stock ticker “HWD” on the Toronto Stock Exchange.  

Product Line Overview 

Hardwoods’ product line consists of 52% sheet good 

products, 38% hardwood lumber and 10% other 

specialty goods by sales revenue. Hardwoods serves 

as a distributor of goods for manufacturing 

companies. Approximately 60% of Hardwoods’ 

products end up being used in new residential 

construction, with the remaining 40% being used in 

commercial/institution construction and 

renovation/remodeling by sales. Not only does 

Hardwoods provide products for companies in North  

America, but its lumber mill in Michigan is also able to 

reach customers in Europe and Asia. Currently, 

Hardwoods has 33 locations all across North America; 

between Canada and United States, roughly 75% of 

sales are in the US while the remaining are in Canada. 

Their most recent acquisition of Rugby Architectural 

Building Products focuses specifically on their 

hardwood sector, and management has also raised 

desires for Hardwoods to grow to become the number 

one hardwood lumber distributor in the US.  

Revenue, Growth, Acquisitions 

Hardwoods’ growth comes from both organic and inorganic means, the latter of which involved three 

acquisitions in the past, all of which are listed below: 

 Acquired the Frank Paxton Lumber Company (Paxton) through a US$13.9 million purchase of assets in 

2011. Paxton at the time was a leading distributor of premium hardwood lumber, with locations in 

Chicago, Cincinnati, Kansas City and San Antonio. Their locations can be found on the map of Hardwoods 

distribution locations on the next page.  

Source: https://hardwoods-inc.com/investors 

Source: https://hardwoods-inc.com/investors 
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 Acquired Hardwoods of Michigan (HMI) in 2014 in a CAD$16.5 million deal. HMI at time of acquisition 

was a fully integrated producer and exporter of high-quality, value-added hardwood lumber located in 

Clinton, Michigan. According to Hardwoods 10-K filed in 2015, this acquisition contributed CAD$10.7 

million to sales for that business year.  

 Acquired Rugby Architectural Building Products in 2016 in a US$107 million deal. Rugby is a leading US 

wholesale distributor of non-structural architectural grade building products to suppliers of end-

products which are then sold to the commercial market. Rugby manages 31 facilities serving over 22,000 

customers over 48 states. Rugby’s management as well as employees remained affiliated with Rugby 

under Hardwoods.  

Comparing the years ended 2014 

and 2015, Hardwoods’ total sales 

increased from CAD$455.7 million 

in 2014 to CAD$571.6 million in 

2015, a 25.4%. This represents the 

change in Hardwoods’ sales after a 

full year of operations with 

Hardwoods of Michigan under the 

Hardwoods company, illustrating a 

successful acquisition which 

allowed for a more efficient supply 

chain. In comparison, Hardwoods 

sales increased from CAD$371.2 

million to CAD$455.7 million from 

2013 to 2014, or a much lower 22.7% growth, due to the lack of any acquisitions. However, Hardwoods’ may 

not be getting maximum mileage out of acquisitions, shown by a decrease in sales-to-assets ratio from 0.10 to 

0.058 between 2015 and 2016.   

Source: https://hardwoods-inc.com/investors 

Source: https://hardwoods-inc.com/investors 
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Financials 

Key Margins & Profitability 

The graph attached demonstrates 

Hardwoods’ very consistent 

margins over the past four years. 

As with all metrics, they are not 

useful without a comparison and 

thus we will use Universal Forest 

Products (UFP). UFP is a similar 

company to Hardwoods 

geographically and is larger than 

Hardwoods so it will serve as a 

good comparison to judge the 

healthiness of margins. Despite a 

large amount of acquisitions and 

inorganic growth, Hardwoods 

remains able to consistently convert gross profits from sales. Compared to Universal Forest Products, 

Hardwoods has a higher gross margin of 17.5% over Universal Forest Products’ 13.9% reported in their 2015 

10-K. Similarly, Hardwoods has a superior EBITDA margin of approximately 5% compared to Universal Forest 

Products’ 4.5%. When compared to the TSX industry average gross margin of 23.1%, Hardwoods’ performance 

is considered slightly below average, however, since the industry “Forest & Paper Products” contains paper 

products, which has an inherently higher margin, Hardwoods’ position can be considered healthy. Given 

Hardwoods’ consistent margins over the past four years, they have set a very good historic track record for 

consistency and we are positive that Hardwoods will remain a very stable business.  

Liquidity and Solvency 

We have tested Hardwoods for liquidity and solvency by computing its current and debt to assets ratios over 

the past four years. Similarly, we will be using Universal Forest Products as a frame of reference regarding how 

Hardwoods’ ratios compare to competitors. We found that when compared to Universal Forest Products’ 

current ratio of 3.17 and debt-to-assets ratio of 0.308, Hardwoods’ own ratios tend to be in a favorable position 

at 3.49 and 0.25 respectively. When compared to the TSX industry average current ratio of 1.8, Hardwoods’ 

metrics appear desirable. Hardwoods’ debt-to-assets ratio is at par with the TSX average of 0.248. Hardwoods’ 

current ratio is continuing to grow, while its debt-to-assets ratio has been fairly stagnant since fiscal year 2012. 

We are positive that in the future Hardwoods will continue to display healthy ratios as the business continues 

to grow and Hardwoods continues to expand, especially once revenues from the Rugby Architectural Building 

Products acquisition becomes realized during fiscal year 2016. One risk to consider is that Hardwoods incurred 

heavy debt in order to acquire Rugby, and it is very possible that Hardwoods may use debt financing for any 

further large-scale acquisitions.  

Source: https://hardwoods-inc.com/investors 
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Dividends 

With increased sales, Hardwood gradual increased 

dividends, which has gone up from CAD$0.03 in Q1 2013 

to CAD$0.0625 in Q1 2017, an increase by more than 

100%. Over the past two years Hardwoods’ sales have 

gone up by at least 20% per year. Compared to Universal 

Forest Products’ dividend of CAD$0.82 per share, 

Hardwoods clearly favors retained earnings over 

dividends for shareholders. We are confident that 

Hardwoods will continue to increase their dividends as 

sales continue to grow at a similar pace of approximately  

CAD$0.01 every year.  

Industry Overview 

American Lumber 

The United States is currently the largest producer and consumer of lumber products, with over 900,000 

employed in the industry and producing over 30 billion board feet annually. Due to high labor costs, exports are 

primarily raw materials that are to be turned into finished goods elsewhere; the primary importers are Japan, 

Mexico, Germany and the UK. There is a total of 751 million acres of forest land available as lumber supply in 

the United States, most of which is privately owned. Therefore, we see great potential in further expansion into 

the American lumber market.  

 

Source: https://hardwoods-inc.com/investors 

Source: https://hardwoods-inc.com/investors 
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Canadian Lumber 

The main difference between the Canadian and the 

American lumber industry is that most Canadian forests 

are provincially owned. This naturally leads to lower 

costs for Canadian lumber and allows Canadian lumber 

to undercut the prices of American lumber; not only 

that, this results in potential governmental subsidies 

that go towards the lumber industry. In terms of forest 

land, Canada has approximately 857 million acres 

available, or approximately 14% more than the amount 

available in the United States. However, over 75% of all 

forest land in Canada is provincially owned, meaning very little forest land is available for corporations to 

purchase. When it comes to the housing market, Canadian housing market has grown by an unprecedented 

11.4% during August 2015-2016, and is likely to continue to grow.  

Implications for Hardwoods 

Hardwoods is aiming to have 90% of their operations in 

the United States. Currently, 75% of Hardwoods’ 

operations in the US and 25% in Canada. Despite Canada 

having more forest land than the United States, the 

amount of value associated with the Canadian lumber 

industry is merely a fraction of that of the US. Hardwoods 

moving towards more operations in the United States 

may be beneficial in the short run because of the large 

amount of lumber being exported on an annual basis, 

and demand and supply remains fairly stable. In the long 

run, Canadian lumber industry is expected to grow 

massively due to how undeveloped it is compared to the 

American lumber industry; despite this, strict Canadian 

regulations by organizations such as the Canadian 

Lumber Standards Accreditation Board (CLSAB) may limit 

growth potential. We firmly believe that within the next 

ten years or so, the Canadian lumber industry will not see 

sufficient development to justify Hardwoods moving 

towards Canadian markets.  

 

 

Sources: https://cfs.nrcan.gc.ca/; 
https://www.statista.com/ 

Sources: https://cfs.nrcan.gc.ca/; 
https://www.statista.com/ 
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Catalysts 

Acquisitions 

Having completed three acquisitions over the past three years, Hardwoods’ pursuit of inorganic growth has 

allowed Hardwoods’ revenues to grow massively compared to the industry average of approximately 5-8%. 

However, consistency in efficiency is rather questionable as Hardwoods’ sales-to-assets ratio fluctuated 

between 0.06 to 0.10 to 0.05 between the years 2014 and 2016.  Hardwoods’ net margin remained around 3% 

before and after acquisitions. Acquisitions also help Hardwoods expand in a physical perspective: the most 

recent acquisition of Rugby saw the introduction of more than 30 facilities to Hardwoods’ network of facilities. 

However, gross margins remain around 18%, likely due to the competitiveness of the industry. Hardwoods 

funded its Rugby acquisition through two primary methods: approximately half of the CAD$137 million deal was 

funded from bank indebtedness and the other half through an equity issuance of roughly 3,800,000 shares for 

CAD$63.5 million. Going into 2017 and 2018, Hardwoods is likely to continue the lookout for new companies 

for possible acquisition as they continue their strategy of inorganic growth. However, it will be crucial for 

acquisitions to prove effective, as Hardwoods has very low holdings in cash and must rely on debt and new 

equity to finance acquisitions, the former of which is especially risky. In order to pay off debt, Hardwoods must 

be able to maintain strong sales and margins. In the case that debt cannot be paid off, Hardwoods’ credit rating 

may become tarnished and result in an inhibited ability to pursue further acquisitions.  Prior to the Rugby 

acquisition, Hardwoods has accumulated more than CAD$150 million additional sales from acquired facilities. 

Due to Rugby’s high margin product mix, the acquisition is likely very beneficial for Hardwoods; we believe 

further acquisitions will be even more effective to Hardwoods due to their experience with acquisitions and 

proven positive historical results.  

Growing Dividends 

Currently distributing dividends of CAD$0.065 per share in Q1 of 2017, Hardwoods maintains an increasing 

trend in dividends per share, up from CAD$0.03 per share in 2017. Hardwoods rarely issues large amounts of 

stock unless in times of acquisitions. In terms of dividend trends, their low yield of 0.38% as well as their 

consistent margins do not indicate any potential dividend cuts. 

Additional Expansion into the United States 

As stated in their 10-Q filed in Q3 of 2016, Hardwoods is looking to shift 

its business such that over 90% of operations are done in the United 

States, compared to the previous 75%. The United States serves as a 

more favourable country of operations, as there are higher supplies of 

Cherry, Cedar, Douglas Fir and Walnut, all of which are commonly used 

as hardwood and/or construction. An image is attached showing the 

most common types of hardwood, many of which are plentiful in 

supply in the United States. Canadian forests are also generally more 

strictly regulated, so we believe increasing presence in the United 

States have the potential to be a great catalyst for sales.   Source: https://www.logsend.com 
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 Management Team 

Overview 

Every member on the Board of Directors and Management teams has tremendous background experience with 

the lumber industry. Each member currently holds or has held management positions with at least one other 

company in the lumber industry or another similar industry. Among management, every member has over 10 

years of experience either with Hardwoods or within their specific area of management. Therefore, Hardwoods’ 

management should be well equipped to support the firm’s continual growth.  

Hardwoods’ payments to “key management personnel,” which includes the Board of Directors, President, Chief 

Financial Officer and regional Vice Presidents, were approximately CAD$3.886 million in fiscal year 2015, which 

was a major increase from payments ranging between CAD$2.3 and CAD$2.5 million in fiscal years 2012, 2013, 

and 2014. Considering that every year between 2012 and 2015 Hardwoods has maintained at least a 20% 

revenue growth rate, this comes as no surprise and the additional compensation for management does not 

raise any concerns.  

Robert Brown, CEO and President 

The CEO of Hardwoods Distribution is Robert Brown, who joined Hardwoods in August 2004 as their VP Finance, 

and went through positions such as CFO and COO before becoming the CEO of Hardwoods in January of 2016. 

Brown’s past experiences include manager with the Weyerhaeuser Company and MacMillan Bloedel Limited 

between 1998 and 2004. Both companies are located in Vancouver, BC and produce and distribute forest-

related products. Brown holds multiple titles in different areas of expertise: he is a Charted Professional 

Accountant, holds a Chartered Financial Analyst position as well as a Bachelor of Commerce degree from the 

University of British Columbia. In 2014, Robert Brown was paid CAD$236,000 in salary and CAD$488,862 in 

overall compensation, which represents approximately 20% of Hardwoods’ total compensation to key 

management personnel. As the CEO, this payroll amount is very reasonable and not problematic due to Brown’s 

extensive knowledge in many aspects, all of which are relevant to helping Hardwoods become an excellent 

company.  

Risks 

Exchange Rate Fluctuations 

Approximately three-quarters of all Hardwoods sales 

originate from the United States, while the rest are scattered 

around the world. However, since all accounting is done in 

terms of Canadian dollars, any changes in exchange rate will 

heavily affect Hardwoods’ financial statements. Additionally, 

fluctuations in the exchange rate may significantly impact 

demand for Canadian exports. Under Trump’s presidency, 

the Canadian-American dollar exchange rate will likely be Source: www.xe.com 
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extremely volatile and unpredictable, and is therefore a very real risk. Hardwoods does not have any currency 

hedging program in place. 

Market Supply and Demand 

As a wholesale distributor, Hardwoods’ sales are entirely 

dependent on customer demand for hardwood products. 

For example, housing demand, interest rates, customer 

confidence in the housing market, and demographic trends 

all drastically affect Hardwoods’ operations.  

Recently, the rise in the American housing market serves as 

a huge opportunity for Hardwoods in the US. Since 2013, the 

American housing market growth has broken positive after 

a negative trend lasting six years. This significantly lowers 

the risk that the housing market presents to Hardwoods in 

the recent five-year projected future. Prior to the 2008 

financial crisis, the housing markets showed 

positive growth for ten years. Unless an 

economic breakdown of a similar or larger scale 

happens, it is unlikely for the housing market to 

return to a recession. However, it should be 

viewed as a possibility, albeit low, that under 

President Trump the overall economy may 

show signs of weakness.  

Another factor to consider is the US income per 

capita growth rate.  Since a high of 11.58% in 

1979, income growth for Americans have 

slowed down gradually, to a mere 0.5% in 2015. 

As a growing company, it is crucial for consumer income, and by extension consumer demand to grow in order 

for Hardwoods to maintain its successful sales and margins.  

Credit to Customers 

Hardwoods offers credit to customers purchasing hardwood lumber and sheet goods in amounts that they may 

generally be unable to obtain from traditional lenders. Historically Hardwoods has had approximately 0.4% of 

sales lost to bad debt. However, this number may increase without warning and will severely harm Hardwoods’ 

financial condition and results of operations. 

Externalities 

American housing market growth by percentage. Red denotes 

nominal, blue denotes real. 

 

 

 

 

 

 

 

Source: http://www.globalpropertyguide.com/ 

 

Source: https://www.multpl.com 
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Lumber products are a commonplace for government intervention; for example, governments may impose 

taxes on certain imports and/or exports which will adversely affect the lumber industry, and specifically 

Hardwoods. Hardwoods also uses a mix of import products from other countries in their product line: 

approximately 14% of all sales originate from products imported from China, resulting in even more risk.  

Shareholder Base, Liquidity, Market Depth 

Shareholder Base 

As of January 13, 2017, the largest shareholders of Hardwoods are Arbutus Distributors Ltd (19.34%), Connor 

Clark & Lunn (7.39%) and London Life Investment Management (3.17%). There are no other shareholder 

currently holding more than 2.5% of total shares outstanding. Hardwoods also has very low institutional 

investment interest, with approximately 21.3% of all shares are owned by institutional buyers. Arbutus 

Distributors Ltd. is not only the largest shareholder, but also owned by Peter M. Bull, who currently sits on the 

Hardwoods Board of Directors. There are no other noteworthy (>1% shares outstanding) shareholders that have 

any affiliation with Hardwoods management or board.  

Arbutus Distributors Ltd., Largest Shareholder (19.34% of shares held) 

Arbutus Distributors Ltd. serves as the largest holder of Hardwoods’ common stock, with over 4 million of shares 

owned. Arbutus Distributors has shown extensive interest in suppliers of lumber: Arbutus’s acquisitions has 

included 2.9 million shares from CanWel Building Materials (TSX:CWX), which represented 10% of shares 

outstanding at the time, as well as 9.2 million shares of Tree Island Steel Ltd., which represented 18.67% of all 

shares outstanding. Arbutus’ interest in Hardwoods and effective seat on the board of directors is likely to be 

beneficial for Hardwoods, as it provides a set of opportunities for Hardwoods to acquire other companies under 

the partial ownership of Arbutus. Arbutus’s role in Hardwoods is even more crucial when recognizing that they 

have multiple lumber distributors under their wing. It is very likely that Arbutus sees untapped potential within 

Hardwoods, and wants to help Hardwoods realize that potential. 

 

Liquidity and Short Interest  

In terms of liquidity, an average of 47,300 shares of Hardwoods are traded each day on the Toronto Stock 

Exchange (0.22% of all shares outstanding). When compared to CanWel Building Materials Group (TSX:CWX), 

which trades a daily average of 179 thousand shares (0.28% of its 61.15 million common shares), Hardwoods’ 

liquidity appears to be fairly average compared to other companies in the industry. Currently, 46,817 out of 

Hardwoods’ 21 million shares are being shorted, representing 0.33% out of all shares available. The stable trend 

of short interest signifies that overall confidence in Hardwoods has remained constant in the past year. 

Comparable Companies (all figures in CAD) 

We have conducted comparable analysis using the companies outlined under comparable companies, those 

being GoodFellow Inc., CanWel Building Products, Taiga Building Products and Huttig Building Products. Using 
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the EV/EBITDA method, we have computed an implied target share price of $21.03, while from P/E method we 

have computed an implied target share price of $27.37. However, we expect Hardwoods to be above average 

in that they have less debt, higher market cap, and more cash to fund further acquisitions. The companies were 

picked on a basis of industry, position on the supply chain (distributors), products, and capital size, in that order 

of significance. All companies chosen operate in the same industry with similar products and roles in the supply 

chain as wholesale distributors. 

Goodfellow Inc. (TSX: GDL) 

Goodfellow Inc. is a company headquartered in Richmond, Canada and is the leader in the processing and 

distribution of exotic woods, construction timber and other hardwoods. Similar to Hardwoods, Goodfellow’s 

product line includes flooring, decking, and panel wood.  

CanWel Building Materials Group Ltd. (TSX:CWX) 

CanWel Building Materials Group Ltd. is a company also headquartered in Vancouver, Canada and is one of 

North America’s largest distributors of building products and home renovation materials. CanWel also operates 

9 wood preservation plants that produce quality treated wood products.  

Taiga Building Products (TSX: TBL) 

Taiga Building Products is an independent wholesale distributor of building materials headquartered in Burnaby, 

Canada. Today, Taiga operates 15 distribution centres in Canada and 2 distribution centres in Northern 

California, while Taiga also has 6 reload stations in the Eastern United States.   

Huttig Building Products, Inc. (NASDAQCM: HBP) 

Huttig Building Products, Inc. is one of the largest wholesale distributors of millwork and building products for 

light commercial use. The company is currently headquartered in St. Louis, United States, and has 27 

distribution centres serving 41 states in the United States.   

Valuation (all figures in CAD) 

Key Assumptions 

Revenue Analysis 

For the purpose of Revenue Analysis, we predicted that Hardwoods’ expansion through the Rugby acquisition 

will massively increase their hardwood sector revenues in 2016 Q4 relative to other revenues, as the United 

States is full of hardwood resources such as Cherry, Walnut, Cedar and Douglas Fir. Furthermore, Hardwoods 

moving towards more operations in the United States can only be beneficial towards their hardwood product 

segment. Consequently, we expect their sheet goods and specialty goods revenues to remain somewhat 

constant as they did between Q1 and Q2 of 2016. For the three segments, we used the numbers 52%, 38% and 

10% of total sales as described in their 2015 10-K report. In the future, we anticipate that Hardwoods will go 

through another minor acquisition in 2018, as Hardwoods has undergone an acquisition every two years. 
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Therefore, revenue growth rates are projected to remain strong. With TSX industry average growth rates of 

around 5.2%, we expect at least a 15% growth in 2017 for the hardwood sector and 10% growth for all other 

sectors due to Hardwoods’ nature of rapid expansion. Understandably, we expect revenue growth rates to slow 

down as Hardwoods expands, but with active catalysts such as acquisitions and growing housing markets, we 

expect sustainable growth rates for the next five years. Furthermore, we project a tapering revenue growth rate 

for two reasons. First, we find it very unrealistic for a growing company to continue growing at a linear pace. 

Second, Hardwoods’ ability to generate profits with increasing efficiency after acquisition is questionable. With 

a sales-to-asset ratio which nearly halved after their Rugby acquisition, we have decided to be conservative 

when estimating growth margins. 

B.A.S.E Analysis (Beginning, Additions, Subtractions and Ending PP&E) 

As technology becomes more advanced and volatile, we expect the useful life of equipment to decrease as 

technology becomes obsolete faster. Over the three quarters of 2016, we saw a drastic decrease in the useful 

life of PP&E, likely due to equipment overhaul which happened as a result of the Rugby acquisition in Q3 of 

2016. For Q4 of 2016, we decided that 18.0 years would be a suitable number as it is an increase from Q3 of 

2016, and results in a yearly average of 17 years, which is more realistic given 20+ years of useful life for 

equipment in Q1 and Q2. We estimate this number to fall drastically to 14 years in 2017 as Hardwoods continue 

to undergo further capital development, and we expect that to taper to 12.5 years by the end of 2021.   

COGS and SG&A Margins 

Historically, Hardwoods’ COGS margin has remained around 82%. As the industry becomes more competitive 

and Hardwoods continues mergers and acquisitions, we expect it to remain at around 82%. However, since it is 

relatively unknown whether the expansion will result in higher costs of goods sold due to increasing scale of 

lumber harvesting, we assumed an 83% COGS margin for the next five years. We expect the SG&A margin to 

remain at 12% as Hardwoods’ SG&A margins have remained somewhat constant between 11% and 13% since 

2012. Since all members of administrative management have stayed with the company for more than four 

years, it is unlikely that they will cause an increase in any additional administrative expenses. This results in an 

EBITDA margin of roughly 5%.  

Accounts Receivable Days Outstanding, Days of Inventory 

As Hardwoods expands, and takes in more and more sales, it becomes possible that they will have to maintain 

their lenient credit policy, resulting in a significant increase in accounts receivable. Therefore, we assumed that 

Days Sales Outstanding will be stagnant at 40 days. Also due to expansion, we foresee that Hardwoods will have 

to hold slightly more inventory year by year, as more locations result in the need of a higher service rate. 

However, we have also projected fairly positive growth rates for sales. Therefore, inventory holdings may 

decrease slowly relative to sales, and we have set days of inventory to decrease from 93x to 66x over the next 

five years. However, we expect an influx of inventory in Q4 of 2016 and Q1 of 2017, as we predict large 

purchases of inventory to prepare for business operations with the newly acquired Rugby facilities. We do not 

expect heavy inventory influxes as wholesalers often go through rapid cycles of inventory due to stagnant but 

high demand of raw material.  
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Accounts Payable Days Outstanding, Prepaid Expenses as a % of Sales 

For accounts payable days outstanding and prepaid expenses, we foresee that Hardwoods will not undergo any 

increases to the latter as their cash flows will be adequate to support a constant level of purchases on credit. 

With accounts payable days outstanding however, we expect this amount to increase by 5x after every 

acquisition year, in the case that debt and equity will not be sufficient to fund their acquisitions. 

Acquisitions 

Once again, we have projected these numbers off of historical data, and off the assumption that Hardwoods 

will go through more acquisitions in 2018 and 2020. We have also assumed that the 2020 acquisition will be of 

a larger scale than that of 2018, as Hardwoods will need time to evaluate whether or not larger acquisitions like 

the Rugby acquisition are beneficial to sales. It should also be noted that Hardwoods underwent a $66 million 

increase of bank indebtedness in Q3 2016 to finance their Rugby acquisition. Consequently, we do not expect 

any large Rugby-level acquisitions on Hardwoods’ agenda within the next three years. However, we do expect 

Hardwoods to undergo small acquisitions as their business continues to expand. This naturally leads to an influx 

of depreciation during certain years due to PP&E gain. Furthermore, we anticipate that Hardwoods will continue 

to finance using a mix of bank indebtedness and common shares, with a focus on bank indebtedness as the 

company strengthens its ability to pay off debt.  

With the issuance of common shares, we have decided that Hardwoods will offer shares at the same price as 

those offered in Q3 of 2016, or $16.83, which was computed by dividing the amount of cash acquired through 

the offering by the difference in basic shares between Q2 and Q3 of 2016.  

DCF Valuation 

Due to the consistency of the lumber industry and Hardwoods’ fairly large market share when compared to its 

competitors, we have evaluated a WACC of 8.41% using a pre-tax cost of debt of 6%, 2% risk-free rate, 5% risk 

premium and a beta of 1.55. Since wholesale companies are constantly competing for market share which leads 

to inherent risk, we have modified the Bloomberg beta value from 0.536 to 1.55. We concluded this by finding 

an unlevered beta of 1.30 associated with retail (building products) using Damodaran Online and then levering 

it using Hardwoods’ financials. With an estimated enterprise value of $542 million, we have a target share price 

of Hardwoods to be $21.53. 

Recommendation 

We believe that Hardwoods is a company with immense growth potential, with aggressive acquisitions often 

working out from a cash flow perspective. Most recently, Hardwoods acquired Rugby Architectural Building 

Products in Q2 of 2016 in a US $107 million deal; as of Q3 2016, that has resulted in estimated revenue growth 

of over 30% in Hardwoods’ hardwood sector. Being a wholesaler of wood, a raw material crucial especially in 

housing construction, we expect margins to remain consistent as Hardwoods continues to grow especially as 

the American housing market continues to grow at increasingly high rates. Hardwoods’ plans to expand more 

aggressively into the US are likely going to prove beneficial as the US is rich in supply of hardwoods such as 

Douglas Fir and Cherry. On the back of the very experienced team of managers and directors, Hardwoods are 



Please see legal disclaimer at bottom.                     Tony Chen | Contact@westpeakresearch.com 

likely to expand even more efficiently through a strategy geared towards inorganic growth. Despite possible 

risks of low consumer income growth and possible externalities imposed by governments, Hardwoods’ levered 

position between Canada and the US will help soften the impact of any potential hazards. 

Hardwoods currently trades at $16.94, but based on a mix of strong growth, healthy margins and favorable 

comparative results against similar companies we have determined a fair market price of $23.00, which 

represents a 36% upside and therefore we will initiate a buy rating. We recommend Hardwoods to investors 

willing to hold stock for long periods due to Hardwoods’ nature of slow but consistent growth, and its fairly low 

liquidity.  
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Appendices (all figures in thousands CAD) 

Appendix 1: Pro Forma Income Statement 
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Appendix 2: Pro Forma Cash Flow Statement 
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Appendix 3: Pro Forma Balance Sheet 
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Appendix 5: B.A.S.E Analysis (Beginning, Additions, Subtractions, Ending PP&E) 
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Appendix 4: Revenue Analysis 
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Appendix 5: Discounted Cash Flow Analysis 
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Appendix 6: Comparable Company Analysis 
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Legal Disclaimer 

The content, opinions, estimates, and projections contained in this report are those of WestPeak Research 
Association (known as “WestPeak” or “WestPeak Research”) and its directors, analysts, and affiliates and are 
subject to change without notice. The content, opinions, estimates, and projections on this report may not have 
been updated directly by WestPeak and its directors, analysts, and affiliates and may also have been altered or 
without your or our knowledge. WestPeak and its directors, analysts, and affiliates, without exception, do not 
accept any liability for factual, typographical, and grammatical errors, omissions, or content in this report. 
WestPeak and its directors, analysts, and affiliates do not accept any liability for damages arising from the use 
of or reliance on any of the content, opinions, estimates, and projections on this report. WestPeak and its 
directors, analysts, and affiliates endeavor to ensure that the content, opinions, estimates, and projections have 
been compiled or derived from sources that we believe are reliable and contain information and opinions that 
are accurate and complete. Information may be available to WestPeak and its directors, analysts, and affiliates 
that is not reflected in this report. The information in this report is not intended to be used as the primary basis 
of investment decisions, and because of individual client objectives, should not be construed as advice designed 
to meet the particular investment needs of any investor. This report is for information purposes only and is not 
an offer to sell or the solicitation of an offer to buy any security. WestPeak and its directors, analysts, and 
affiliates may have a personal long or short position in any of the securities discussed herein, related securities 
or in options, futures or other derivative instruments based thereon. The reader should assume that WestPeak 
and its directors, analysts, and affiliates may have a conflict of interest and should not rely solely on this report 
in evaluating whether or not to buy or sell securities of issuers discussed herein. The reader, by the viewing of 
and use of the content, opinions, estimates, and projections contained in this report is assumed by WestPeak 
and its directors, analysts, and affiliates to have fully read, understood, and unconditionally agreed to all the 
terms and conditions set forth in this legal disclaimer. 
  

Tony Chen 

Analyst 
 

WestPeak Research Association 

contact@westpeakresearch.com 


