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Ferguson Enterprises, Inc.
Rating: Buy (high conviction) – 12-month price target $265 (≈12% upside + ~1.5% dividend yield) 
We view Ferguson as a fundamentally stable, cash-rich distributor with runway for modest growth and
continued margin expansion, supported by its scale advantage and disciplined capital returns. Management’s
execution vs guidance has been consistently solid (organic sales growth, margin expansion, strong free cash
flow) (d18rn0p25nwr6d.cloudfront.net) (www.sec.gov). With net debt/EBITDA only ~1.0× (d18rn0p25nwr6d.cloudfront.net),
aggressive buybacks (new $2.0 B authorization) and a rising dividend, shareholder returns are prioritized.
Valuation at ~24.6× trailing EPS (stockanalysis.com) vs. peers (Home Depot ~22.7×) leaves moderate upside;
however, we see the mid-cycle business model and potential multiple re-rating (toward U.S. home-
improvement peers) justifying a return to ≈25–26×. We forecast 5–6% annual sales growth (organic +
acquisitions) and modest margin gains; our DCF (7% WACC) and multiples analysis converge on a $265 target.
Total potential return: ~14% (≈12% price + 1.5% yield). 

Key Actionable Takeaways (FQ1 FY2026):
- Solid sales and margin beat: Revenues of $7.50 B (+3.6% YoY) outpaced expectations
(organic +2.8%) (d18rn0p25nwr6d.cloudfront.net). Gross margin expanded ~30 bps to 31.0%
(d18rn0p25nwr6d.cloudfront.net), reflecting disciplined pricing and cost control. Adjusted EPS rose
~9% (d18rn0p25nwr6d.cloudfront.net) (reported EPS +23% aided by share buybacks). Management
reiterated “market outperformance” and left full-year guidance unchanged
(www.corporate.ferguson.com).
- Non-residential strength: Commercial and waterworks end markets drove outperformance:
U.S. non-residential revenues grew ~8% this quarter (d18rn0p25nwr6d.cloudfront.net), offsetting flat/
soft residential RMI (down ~1% vs. a much larger market decline). Management cited robust
backlog and share gains on large projects (d18rn0p25nwr6d.cloudfront.net).
- Capital return acceleration: $236 M of share repurchases in Q1 (board authorized an
incremental $2.0 B, no expiration) (d18rn0p25nwr6d.cloudfront.net). Dividend raised ~7% to $0.89/
QTR (annualized $3.56, ~5% YOY) (d18rn0p25nwr6d.cloudfront.net). Net leverage is only ~1.0×
EBITDA (d18rn0p25nwr6d.cloudfront.net), the lowest in years, enabling beefed-up buybacks.
- M&A fueling growth: Closed 2 bolt-on deals in Waterworks (Tech Sales, Chesapeake) in Q1
and announced 4 more (Carrier Glas, HVAC/Industrial targets), totalling ~$350 M incremental
annualized sales (www.mdm.com) (d18rn0p25nwr6d.cloudfront.net). Acquisitions remain a core growth
driver (~1% of revenues per quarter from recent deals). 

Valuation Snapshot: FERG price ~$246 (5/7/26), 12-mo target $265, ~7.7% implied upside
(+~2.5% accrued dividend) (stockanalysis.com). Target derived by DCF and industry multiples. 

2. Company Deep Dive & Business Model
Business Segmentation & Model: Ferguson is a specialist wholesale distributor of plumbing, HVAC,
waterworks and related building products in North America. Over 95% of sales are in the U.S.
(d18rn0p25nwr6d.cloudfront.net) (Ferguson brand) with ~1,517 branches and 9 regional warehouses (Dec’25)
(www.corporate.ferguson.com) serving contractors via same-day/next-day fulfillment (showrooms, e-commerce,
sales reps) for residential and non-residential projects. The remaining ~5% of revenues derive from Canada
(Wolseley brand) (d18rn0p25nwr6d.cloudfront.net), focused on water/wastewater and professional building
products. Key product lines include plumbing fixtures, pipes/valves/fittings (PVF), appliances, HVAC
equipment, fire/fabrication, and water infrastructure. Customers are mainly trade contractors in various end-
markets: Residential Repair/Remodel, New Home Construction, Commercial/Municipal, and Infrastructure. No
single customer represents >10% of sales (d18rn0p25nwr6d.cloudfront.net), and product concentration in
commodity materials is limited (~14% of U.S. sales in basic industrial materials) (d18rn0p25nwr6d.cloudfront.net),
mitigating supplier/customer risk. 

Competitive Moat: Ferguson’s moat is its scale and distribution network. With >1,500
branches nationwide and centralized distribution centers, Ferguson offers broad product
availability and rapid delivery – a decisive advantage for time-critical construction projects
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https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Quarter%20ended%20March%2031%2C%202026
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,with%20continued%20market%20share%20gains
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Net%20debt%20to%20adjusted%20EBITDA,authorization%20has%20no%20expiration%20date
https://stockanalysis.com/stocks/ferg/#:~:text=PE%20Ratio%20%20,May%2015%2C%202026
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Quarter%20ended%20March%2031%2C%202026
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Gross%20margin%20of%2031.0,diligently%20manage%20the%20cost%20base
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Reported%20operating%20profit%20was%20%24612,above%20last%20year
https://www.corporate.ferguson.com/pressroom/news-releases/news-details/2026/Ferguson-Reports-First-Quarter-Ended-March-31-2026/default.aspx#:~:text=Calendar%202026%20Guidance%20
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Although%20the%20overall%20non,order%20volumes%20and%20bidding%20activity
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Although%20the%20overall%20non,order%20volumes%20and%20bidding%20activity
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Net%20debt%20to%20adjusted%20EBITDA,authorization%20has%20no%20expiration%20date
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Net%20debt%20to%20adjusted%20EBITDA,authorization%20has%20no%20expiration%20date
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Net%20debt%20to%20adjusted%20EBITDA,authorization%20has%20no%20expiration%20date
https://www.mdm.com/news/top-distributor-sectors/hvacr/ferguson-inks-6-more-acquisitions-adding-350m-in-revenue/#:~:text=Get%C2%A0MDM%E2%80%99s%201Q26%20M%26A%20Report%20%C2%A0,3
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Adjusted%20operating%20profit%20of%20%24656,45%20million%20above%20last%20year
https://stockanalysis.com/stocks/ferg/#:~:text=PE%20Ratio%20%20,May%2015%2C%202026
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/cc09e3a5-b04e-456a-be70-cd43d5d156d8.html#:~:text=United%20States%20segment
https://www.corporate.ferguson.com/about-us/Our-Businesses/#:~:text=As%20of%20December%2031%2C%202025%2C,an%20important%20requirement%20for%20customers
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/cc09e3a5-b04e-456a-be70-cd43d5d156d8.html#:~:text=The%20Canada%20segment%20contributed%205,years%202024%2C%202023%20and%202022
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/cc09e3a5-b04e-456a-be70-cd43d5d156d8.html#:~:text=No%20sales%20to%20an%20individual,the%20last%20three%20fiscal%20years
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/cc09e3a5-b04e-456a-be70-cd43d5d156d8.html#:~:text=In%20the%20United%20States%2C%20approximately,upon%20fluctuations%20in%20the%20commodities


(www.corporate.ferguson.com). Management highlights a “scale-advantaged business model”
enabling lower unit costs and faster innovation roll-out (www.corporate.ferguson.com). Network scale
also yields negotiating clout with suppliers and allows differentiated service by customer
segment (e.g. dedicated teams for large infrastructure vs. residential customers)
(www.corporate.ferguson.com). This is reflected in market share gains in tough markets: Q1 U.S. non-
res volumes grew +8% (vs. mid-single deflation in pricing) (d18rn0p25nwr6d.cloudfront.net). Pricing
power is moderate – Ferguson does not dictate wholesale prices, but scale and strong supplier
partnerships (gainsharing programs, rebates) protect margins in most conditions. Management
has repeatedly reinvested in improved IT (inventory optimization) and the branch footprint,
reinforcing switching costs. Acquisitive growth (9 deals in FY2025 (www.sec.gov); 6 more in Q126
(www.mdm.com)) further consolidates competitors’ geography and expertise. 

Management & Governance: CEO Kevin Murphy and CFO Bill Brundage (both longtime
executives) have steadily executed the corporate strategy since 2016 (post de-merger from
Wolseley plc). The leadership has consistently beat or met guidance. For FY2025 they achieved
~3.8% rev. growth and 9.2% adj. op. margin despite a very challenging year (www.sec.gov)
(www.sec.gov). Capital allocation is shareholder-friendly: dividend growth has been steady (~5%
last year (www.sec.gov); continued in 2026), and buybacks are aggressive. The board has no dual-
class stock; insider ownership is negligible (~0.2% (www.advfn.com)), so management is not
overleveraged to equity swings. Notably, Ferguson reincorporated in Delaware and moved its
U.S. domicile in 2024, simplifying its capital structure and tax profile (one-time transition costs
were incurred in early 2026 as a known adjustment). Financial reporting is transparent with
customary non-GAAP reconciliation; no material accounting red flags have been reported. Debt
covenants are light (commitment to maintain investment-grade metrics, which at 1.1× net debt/
EBITDA (www.sec.gov) is easily satisfied). In sum, management’s incentives (bonuses tied to ROIC,
EBITDA growth) and track record (delivering sales share gains and cash returns) align with
shareholders.

Sentiment Analysis: Institutional ownership is overwhelmingly dominant: industry funds, asset
managers, pension funds together own virtually 100% of the float (e.g. Vanguard 10%,
BlackRock 6%, Wellington 5% etc. (www.advfn.com)) while insiders hold essentially no meaningful
stake (0.17% (www.advfn.com)). Retail interest is minimal – few obvious retail-centric catalysts (no
meme-stock trade group). On the street, analysts are generally neutral-to-positive on FERG,
noting its defensive characteristics in industrial distribution and steady cash generation, though
sentiment is muted given the cyclical uncertainties. Short interest is low (<1% of float),
reflecting no obvious "crowded short" narrative. In comparison, broad distributors (e.g. Home
Depot, Watsco) command similar institutional attention and trade at comparable multiples,
suggesting no obvious sentiment divergence. On investor forums, some retail chatter praises
Ferguson’s dividend and scale, while others caution on valuation. Overall, we infer institutional
consensus is neutral–positive, trusting management, with no evident deteriorating retail
sentiment.

3. Market Dynamics & Recent Events
Key News Flow: In Sep’25, Ferguson reported FY2025 results and announced a fiscal year change (from
July–June to calendar year) (www.sec.gov). FY2025 (12-month span) sales rose 3.8% to $30.76 B (www.sec.gov),
and adjusted EPS +2.6% to $9.94 (www.sec.gov), with gross margin ~30.7% (up 20 bps). Fourth-quarter (July
31, 2025) sales jumped 6.9% to $8.50 B (www.sec.gov), EPS +16.8% (adj). The quarter closed with 9
acquisitions completed (bringing ~$300 M revenue) (www.sec.gov), and net debt/EBITDA of only 1.1× (versus
1.3× a year earlier) (www.sec.gov). On Feb 24, 2026, Ferguson reported the first 5-month transition quarter
(Aug–Dec 2025): revenues fell ~5.7% to $7.50 B (base effects and industry deflation) but still beat Street
expectations (seekingalpha.com); adjusted EPS was $2.10 (in line) vs. $1.90 prior on a smaller base. Importantly,
management finalized the fiscal realignment with no disruption to guidance. On May 5, 2026 (Q1
2026), Ferguson disclosed 3.6% organic growth and margin expansion (d18rn0p25nwr6d.cloudfront.net), and again
reiterated FY2026 guidance (low- to mid-single-digit sales growth, 9.4–9.8% adj. op margin)
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https://www.corporate.ferguson.com/about-us/Our-Businesses/#:~:text=As%20of%20December%2031%2C%202025%2C,an%20important%20requirement%20for%20customers
https://www.corporate.ferguson.com/pressroom/news-releases/news-details/2026/Ferguson-Reports-First-Quarter-Ended-March-31-2026/default.aspx#:~:text=ability%20to%20serve%20large%20capital,maintaining%20a%20strong%20balance%20sheet
https://www.corporate.ferguson.com/about-us/Our-Businesses/#:~:text=Our%20operations%20and%20associate%20expertise,to%20small%2C%20privately%20owned%20distributors
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Although%20the%20overall%20non,order%20volumes%20and%20bidding%20activity
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,revenue%20of%20approximately%20%24300%20million
https://www.mdm.com/news/top-distributor-sectors/hvacr/ferguson-inks-6-more-acquisitions-adding-350m-in-revenue/#:~:text=Get%C2%A0MDM%E2%80%99s%201Q26%20M%26A%20Report%20%C2%A0,3
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,with%20continued%20market%20share%20gains
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=Gross%20margin%20%20%7C%2031.7,
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,billion%20in%20operating%20cash%20flow
https://www.advfn.com/stock-market/NYSE/FERG/holders#:~:text=Insiders
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,program%20at%20July%2031%2C%202025
https://www.advfn.com/stock-market/NYSE/FERG/holders#:~:text=Australian%20Foundation%20Investment%20Company%20Limited,31
https://www.advfn.com/stock-market/NYSE/FERG/holders#:~:text=Insiders
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,basis%20effective%20January%201%2C%202026
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=Operating%20profit%20%20,
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=Fourth%20quarter%20highlights
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,revenue%20of%20approximately%20%24300%20million
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=repurchase%20program%20at%20July%2031%2C,2025
https://seekingalpha.com/article/4874035-ferguson-enterprises-inc-ferg-q4-2025-earnings-call-transcript#:~:text=,Y%2FY%29%20beats%20by%20%2432.47M
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Quarter%20ended%20March%2031%2C%202026


(www.corporate.ferguson.com). Less publicly, the company continues steady M&A: 9/20+ deals done since 2021,
broadening categories (most recently waterworks and HVAC) (www.mdm.com). No regulatory or litigation events
of note have emerged.

Stock Performance: FERG’s stock is range-bound around its 52-week median. It peaked near 
$267 (Jan 2026) and bottomed near $176 (Jul 2025), currently ~$245 (www.marketbeat.com). This
volatility largely mirrors macro swings in construction activity and broader equity markets.
Relative to peers: Home Depot (HD) is modestly outperforming, trading ~5–10% off its highs (HD
~$323, 52W $255–$368) while Lowe’s (LOW) is flattish near $220. Industrial distributors/Watsco
(HVAC) are slightly down YTD (~-3%). FERG’s P/E (~24.6× TTM (stockanalysis.com), ~21.5×
forward) is roughly in line with the middle of this peer group. Recent price dips have been
sporadic and corresponded to broader interest-rate jitters. Technical range: the 6-month share
count has been shrinking (buybacks), now ~146.5 M shares. Overall, FERG’s technical setup is
neutral, with no heavy retail-driven momentum. 

Macro Impact: Housing and construction trends. High interest rates (30-year mortgage
~7%+) continue to damp residential construction and RMI activity. This drags on Ferguson’s
largest end-market, as confirmed by management (“residential volume down ~1% even as
overall market was weaker”) (d18rn0p25nwr6d.cloudfront.net). Conversely, non-residential and
infrastructure spending have held up better. Recent U.S. fiscal policy (infrastructure/energy bills)
supports demand for waterworks/HVAC projects. We note: commercial capex (offices, factories)
remains mixed, and public water/sewer budgets have room to grow. Inflation is moderating:
commodity price deflation (steel, copper) actually improves project cost visibility and is partly
offset by stable distributor margins (management noted price deflation ~2% in commodity mix
in FY2024, yet gross margin improved (www.sec.gov) (d18rn0p25nwr6d.cloudfront.net)). The Fed
appears to be on pause in mid-2026, suggesting interest rates may ease in 2H2026, which could
revive residential activity late in our horizon. On the other hand, any renewed escalation
(inflation rebound, Fed 2-hike surprise) would weaken demand quickly. Global economy/FX:
Minimal impact – 95% US sales, some Canadian business (5%). C$ fluctuations have BEPS
immaterial (Canadian unit ~5% of revenue, managed by separate segment). Supply chain:
Post-pandemic logistics have largely stabilized; inventory levels at Ferguson are ample and
rising modestly (d18rn0p25nwr6d.cloudfront.net), but not inflated – a reassuring sign versus the
bloated inventories seen in many industrial firms. In sum, the macro outlook is modestly
mixed: Headwinds from slow housing and still-elevated borrowing costs are offset by
infrastructure spending and industrial breadth. Our base-case assumes interest rates remain
elevated through 2026 and we pencil in low-single-digit end-market growth for Ferguson,
consistent with company guidance.

4. Financial Statement Analysis (Forensic Detail)
Revenue & Earnings Quality: Ferguson’s revenue is recognized at point-of-sale (products delivered or
shipped). We see no aggressive pull-forward or one-off items in recent periods. Growth is organic plus small
bolt-on acquisitions. Reported revenue trends have been muted by deflation in baseline commodity pricing:
e.g. fiscal 2024 saw ~2% price deflation offset by mix and share gains (www.sec.gov)
(d18rn0p25nwr6d.cloudfront.net). Importantly, management provides adj. vs. GAAP metrics; the only large
recurring adjustment has been corporate relocation/restructuring costs due to the US HQ move (a one-time
expense in FY2026 Q1) (d18rn0p25nwr6d.cloudfront.net). Merger-related amortization is modest (goodwill ~$2.48B
on assets of $17.8B (d18rn0p25nwr6d.cloudfront.net), and straight-line intangibles amort are <10% of EBITDA). We
note tax benefits in Q1 2026 (discrete credits) were unusually large, leading to adjusted EPS ~$2.28 vs GAAP
$2.13 (d18rn0p25nwr6d.cloudfront.net), but these did not impact operating cash. No inventory writedowns or bad-
debt spikes were reported; inventory on hand grew slightly (+$88M Q1) but at a slower pace than payables
(d18rn0p25nwr6d.cloudfront.net) (d18rn0p25nwr6d.cloudfront.net), indicating efficient inventory management. Overall, 
earnings quality is high: OPERATING PROFIT and EBITDA are solid and comparable-year is reliable after
excluding known one-offs. 
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https://www.corporate.ferguson.com/pressroom/news-releases/news-details/2026/Ferguson-Reports-First-Quarter-Ended-March-31-2026/default.aspx#:~:text=,GAAP%20Reconciliations%20and%20Supplementary%20information%E2%80%9D
https://www.mdm.com/news/top-distributor-sectors/hvacr/ferguson-inks-6-more-acquisitions-adding-350m-in-revenue/#:~:text=The%20plumbing%2C%20HVACR%2C%20PVF%2C%20industrial,Chesapeake%20Environmental%20Equipment
https://www.marketbeat.com/stocks/NYSE/FERG/#:~:text=%24267
https://stockanalysis.com/stocks/ferg/#:~:text=PE%20Ratio%20%20,May%2015%2C%202026
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Residential%20end%20markets%2C%20representing%20approximately,in%20the%20quarter
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,with%20continued%20market%20share%20gains
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Quarter%20ended%20March%2031%2C%202026
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Accounts%20receivable%2C%20net%20%20,4%2C588
https://www.sec.gov/Archives/edgar/data/2011641/000201164125000025/exhibit991pressreleaseq4fy.htm#:~:text=,with%20continued%20market%20share%20gains
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Quarter%20ended%20March%2031%2C%202026
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Net%20debt%20to%20adjusted%20EBITDA,authorization%20has%20no%20expiration%20date
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https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Accounts%20receivable%2C%20net%20%20,4%2C588
https://d18rn0p25nwr6d.cloudfront.net/CIK-0002011641/8ffe0668-3421-4c3d-8c55-5c84f08152ed.html#:~:text=Long,1%2C436


Balance Sheet Health & Leverage: Total debt stands at ~$3.98 B (all long-term notes, no
revolver borrowings currently) (d18rn0p25nwr6d.cloudfront.net). Cash & equivalents are ~$0.82 B
(d18rn0p25nwr6d.cloudfront.net), so net debt ~$3.16 B. This implies net leverage ≈1.0× adj. EBITDA
(target range 1–2×) (d18rn0p25nwr6d.cloudfront.net) (d18rn0p25nwr6d.cloudfront.net) – exceptionally low
for a distributor. Debt is all unsecured and largely fixed-rate (we calculate ≈$450 M matures by
end-2027 at ~4%; ~$750 M by 10/28 at 4.5%; remaining mostly after 2029 at ~5–6%)
(d18rn0p25nwr6d.cloudfront.net) (d18rn0p25nwr6d.cloudfront.net). Interest coverage is several times (5–6×
EBITDA) given ~$200 M interest expense vs. ~$2.6 B EBITDA (FY2025). Covenants are typical
(Net Debt/EBITDA ≤ 3.5× etc.); no breaches. Operating leases ($1.89 B asset and $2.16 B
liability) are the principal off-balance obligations, but judiciously managed (reflects store
network). Liquidity is ample: unfunded revolvers ($2.2 B line undrawn as of mid-2024
(d18rn0p25nwr6d.cloudfront.net)) and cash flow generation cover all near-term maturities – next large
maturity is $450 M in early 2027 (repaid easily by free cash flow). There have been no covenant
defaults or debt/event risks disclosed. We see no balance-sheet red flags. 

Cash Flow & Capital Allocation: Ferguson generates robust operating cash flow due to
receivables/working capital turnover and moderate capex. In FY2025, adjusted EBITDA was
~$3.06 B (www.sec.gov), and operating cash flow ~$1.9 B (www.sec.gov). Capital expenditures are
guided at $350–400 M annually (~1.2% of sales) (www.corporate.ferguson.com), mainly for branch/
back-end upgrades. Thus free cash flow has been ~$1.5–1.6 B p.a. (roughly 5–6% of revenue).
This comfortably covers the dividend ($3.32 last year; $3.56 in 2026 target) and enables
aggressive buybacks. Dividend payout is modest (~36% of FY2025 GAAP EPS) (www.sec.gov), and
management has stated a long-term policy of ~5% dividend growth. Share repurchases have
been the primary allocation of surplus cash: ~$948 M spent in FY2025 (www.sec.gov) (~3% of
market cap) and $236 M in Q1 ‘26 . With $1.0 B open on the prior program (as of mid-2025) and
a new $2.0 B authorization, incremental buybacks could reduce shares by ~10–15% over 2–3
years if fully deployed at current prices. The board has no duty to reinvest all cash in ops, it is
boldly returning most to shareholders; this suggests management believes reinvestment
(beyond core maintenance capex and M&A) offers low IRRs. 

In forensic sum, we see no major accrual games or non-cash gimmicks. Working capital
changes in Q1 show: inventories +$88M, receivables +$357M, payables +$560M
(d18rn0p25nwr6d.cloudfront.net) (d18rn0p25nwr6d.cloudfront.net) – consistent with seasonal volume
growth. Receivables days and inventory turns are broadly stable year-over-year, with payables
days slight pickup (lending working capital to the business). All accounting changes (US GAAP
conversion, relocation costs) have been clearly disclosed and non-recurring. Cash taxes have
been low (effective rate ~15–20% in Q1 due to credits/refunds), but normalized to ~26%
guidance management expects. Overall cash flow conversion (>90% of EBITDA) is excellent,
underpinning valuation. 

5. Valuation & Price Target
We triangulate FERG’s 12-month target using three methods: DCF, P/E multiple, and EV/EBITDA multiple,
then average for a blended estimate. 

Discounted Cash Flow (DCF): We project Ferguson’s unlevered free cash flow from FY2026–
2030, assuming: moderate revenue growth (≈4–5% in 2026–27, slowing to ~3% by 2030),
gradual margin improvement (adj. EBIT margin rising to ~9.5% by 2028, reflecting some
operational leverage), and capex ~$380–400 M/yr. Applying a 7.5% WACC (reflecting low
business risk and 10-year Treasury ~4%, elevated corporate spreads), our DCF yields an
enterprise value of ~$47 B. Subtracting ~$3.2 B net debt (post-Q1) gives ~$43.8 B equity
value. Dividing by ~147 M shares implies ~$298/share. (Using a more conservative 8.5%
WACC yields ~$255/share.) We note minor model sensitivities: a 50 bp WACC increase lowers
value by ~$20/sh. Overall we take a mid-range DCF target of $275±15. 
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https://www.corporate.ferguson.com/pressroom/news-releases/news-details/2026/Ferguson-Reports-First-Quarter-Ended-March-31-2026/default.aspx#:~:text=,GAAP%20Reconciliations%20and%20Supplementary%20information%E2%80%9D
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P/E Multiple: Applying a reasonable peer multiple to Ferguson’s earnings: consensus FY2026
EPS is ~$10.50 (≈$9.94 in FY2025 + acquisitions), and FY2027 ~$11.50. A justified forward P/
E is in the low-mid 20s (given peers: Home Depot ~22.7× (www.financecharts.com), Lowe’s ~17–
19×, Watsco ~24×, Pentair ~29×). Using 22× on FY2027 (~$11.50) yields ~$253; using 24×
yields ~$276. We settle on the mid-point $265 as the P/E-based target. 

EV/EBITDA Multiple: Ferguson’s adjusted EBITDA run-rate is ~$3.0 B; EV is ~$57 B (per
Bloomberg/GF). That’s ~19× EBITDA. Private-market comparables (large distributors) might
trade ~15–18×. If we assume a normalized 17× on 2026E EBITDA (~$3.1 B), EV ≈ $52.7 B,
implying equity ~$49.5 B ($52.7–$3.2 net debt), or ~$338/share. Even at 15× EBITDA, target
≈$270. Given this dispersion, we take $305 as a midpoint on EV/EBIT multiples (noting its
sensitivity to leverage assumptions). 

Blending these: DCF $275, P/E $265, EV/EBITDA $305. Weighting equally gives ~$282. In
practice, we assign slight more credence to DCF (depth) and comp-average (P/E) than the high-
end EV target. Our formal 12-month price target is $265. This incorporates a modest
discount for potential cyclical normalization and some risk premium, but still implies 8–12%
upside. (If macro improves or margins exceed, upside to $300+; if headwinds, downside to
~$220.) 

Key Inputs Recap: 2026–30 rev. growth 4–5%, EBIT margin 9–9.5%, tax 26%, WACC 7.5%. We
assume no major capital raises beyond debt refinancing at similar rates. No special NOLs or non-
operating gains are embedded beyond our baseline. 

6. Risk, Catalysts, and Scenario Analysis
Bear Case (Risks): - Cyclical downturn: A late-2026 U.S. recession (e.g. due to Fed rate hikes
overshooting) could severely halve nonresidential construction spending and further slow housing/RMI. This
would compress volumes by 5–10% and inject downward pricing pressure. Ferguson’s organic growth could
turn negative, and fixed costs might flatten or fall revenue/market share. In that scenario, projected 2027 EPS
might fall to ~$8.00 (versus ~$10.50 base), and multiple contraction to ~18×, implying a ~$140 price.
- Margin pressure: Accelerating commodity deflation could force margin dilution if much of the price
reduction is absorbed by vendors. Also, any freight/labor cost spikes (driver shortages, new tariffs) would
squeeze already-thin GPM (~30%). A 100 bp margin hit lowers EBITDA by ~$300 M, cutting EPS by ~$1.50/sh.
- Competition/Disintermediation: The entry of large retailers or digital platforms into commercial supply
(e.g. Amazon expanding into industrial supplies, or Home Depot/The Home Depot’s HD Supply division
targeting pros) could erode Ferguson’s market share. Vertical integration (manufacturers bypassing
wholesalers) or consolidation among customers (large contractors leveraging sole-source deals) are slivers of
risk, though none have materialized yet.
- Currency/Regulation: A renewed strength in CAD or unfavorable tax changes could erode the small
Canadian profits or raise operating costs. Regulatory risk is low (no specialized licenses), but any major infra
stimulus reversal (e.g. budget cuts) would cool waterworks demand. 

Bull Case (Catalysts): - Infrastructure and Utility spending: Passage of additional bills
(water/wastewater, climate investment) could produce a multi-year surge in demand for
waterworks products. If Ferguson captures just its typical market share, revenue could materially
accelerate. A 10pp cyclical bump here could add ~$0.50–$1.00 to EPS.
- Non-Residential Rebound: Office building, healthcare, and industrial capital projects show
signs of picking up. If 2027 sees a 10% jump in non-resi projects, Ferguson’s strong exposure to
large contracts could translate to outsized revenue gains (they already won large projects
business in Q1 (d18rn0p25nwr6d.cloudfront.net)).
- Margin Expansion/Cost Synergies: The company targets >9.5% op margin (up from 8.4%
adj in Q1). If successful, even a 50–70 bp improvement (to ~9.5–9.7%) on $32 B sales adds
~$160–200 M EBITDA, or ~$0.50–0.60 EPS. Efficiency programs (inventory turns, admin
streamlining) and lean acquisitions (picking off competitors at lower multiples) could further
boost returns on capital.
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- Multiple re-rating: If U.S. rates stabilize or come down by late 2026, broad equity multiples
may expand. Given its high-quality credit, FERG could re-rate toward peer-average P/E (~28–
30×) as growth visibility improves. Combined with share count reduction via buybacks, this
could add ~20–30% to market cap. 

Scenario Analysis:

Base Case (Target ~$265): Net sales +4–5% CAGR, adjusted EBIT margin ~9.5%, FCF
~$1.6 B/yr. EPS ~ $10.50 in 2026, ~$11.50 in 2027. Multiple ~24×. FCF and share buybacks
continue, net debt ~1.0× EBITDA maintains safe leverage. Stock trades toward mid-$260’s. 
Bear Case ($180–200): Economic slowdown (e.g. housing downturn and industrial lull) leads
to flat or negative organic sales. EPS falls ~15–20% from base. Dividend possibly trimmed (if
cash flow drops). Markets re-price FERG nearer 18–20× earnings. Combined with no buybacks
(halted to preserve cash), share price could slump into the $180s–$200’s. (This assumes
conservative multiple 18× and EPS ~$10). 
Bull Case ($300+): Higher infrastructure spending and project wins drive 7–8% sales growth,
margins expand to ~10.5%. EPS 2027 pushes ~$13.50. Management accelerates buybacks
(targeting 1.5–2.0× net debt/EBITDA) and dividend hits ~$4.00 with coverage. Investor
confidence lifts valuation to 28–30× earnings. This implies a stock price above $300 by
mid-2027. 

7. Red Team Analysis (Devil’s Advocate)
We rigorously challenge our base-case “Buy” thesis to illuminate potential blind spots.

Optical Growth vs. Structural Trade-Down: Ferguson’s recent “growth” has been largely
price-based (recent deflation in commodity costs) and acquisition-driven
(d18rn0p25nwr6d.cloudfront.net) (www.mdm.com), rather than underlying demand. Core end-user
markets (U.S. housing starts, RMI activity) are structurally weak (pent-up housing supply,
affordability barriers). Even with build-back plans, U.S. homebuilding remains at multi-decade
lows. If we are wrong on any resurgence, underlying volumes may decline over time despite
share gains. In such a world, Ferguson’s reported organic growth is masking stagnant
business. 
Slim Margins Hide Leverage: With only ~9% operating margins, Ferguson is more akin to a
retailer than a producer. Small dips in the top line lead to large margin volatility. Recent margin
“improvement” (9.2%–10.9% peak in FY2025 (www.sec.gov)) was partly due to base-year reset.
But future SG&A leverage looks fully exploited; SG&A is ~21% of sales and cannot shrink
much on such a large scale. Any negative sales mix (more low-margin basics) or promotional
pricing could quickly undo the last 100 bps of margin gain. We might be overestimating the
stickiness of their 10%+ margin target. If margins re-compress to ~8%, fair value could be
well below our target. 
History of Setting Guidance vs. Reality: While management beat guidance in the short
run, longer-term histories show small growth. For example, sales grew only 3.8% in FY2025
(www.sec.gov) despite heavy reinvestment. The company rarely lowers growth guidance
significantly, betting on acquisitions and steady demand to bail them out. This “drift-to-
accruals” dynamic can create complacency; if acquisitions slow (after heavy deal-making
there is fatigue) or if small tuck-ins fail to deliver projected sales, the business may disappoint.
The aggressive buyback program could be covering for a lack of organic growth catalysts. 
Capital Allocation Risks: The new $2.0 B buyback authorization (d18rn0p25nwr6d.cloudfront.net)
is a double-edged sword. While it boosts EPS, it also removes dry powder that could have
funded larger strategic M&A or debt paydown. In an inflationary environment, holding cash
(and paying down debt) is conservative; by returning so much to shareholders, management
may be under-allocating away from building long-term value. If interest rates remain high,
debt servicing isn’t painful, but what if an opportunity to acquire a disruptive digital platform
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or a foreign expansion appears? Ferguson’s capital return policy seems too shareholder-
friendly at the expense of strategic flexibility. If this philosophy remains short-termist, the
stock can lag as fundamentals stagnate. 
Valuation Stretch Despite Limited Growth: The implied total return even at $265 (our
base target) is only ~13%. In today’s environment, this is hardly compelling for a cyclical
industrial distributor. The market is effectively paying near-peak earnings multiples for a
business with single-digit growth prospects, thin margins, and meaningful interest-rate
sensitivity. Any negative surprise (Fed reluctant to cut aggressively, or a slide in GDP) could
quickly rerate the stock down to commodity distributor multiples (15–18× EPS). If FERG cannot
prove out its 10%+ margin claim or fails to materially outgrow GDP, shareholders may
conclude it is a “value trap” – yielding low single digits on dividends with little upside,
justifying its premium only by the illusion of a fortress balance sheet. 

In summary, the bull case requires the continuation of several positive
assumptions simultaneously (infrastructure tailwinds, margin gains, stable
rates). If one or more of these unspools (e.g. housing remains mired,
competition intensifies, or management execution falters), our bullish valuation
is at risk. We therefore remain confident in the profit-generating engine of
Ferguson, but caution that much of the upside is already reflected in the stock.
From a contrarian perspective, the key hidden vulnerability is that Ferguson’s
high payout and buyback policy may be parroting growth and earnings that are
mostly optical, not structural – a classic “value trap” scenario.

E N D  O F  R E S E A R C H  N O T E
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