Small investment, Big potential
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This material stock continues
to build value
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How wisely does a company deploy its cash flow? It is a question we ask ourselves with every investment. A company can use
its capital for dividends, share buybacks, investments, acquisitions or debt reduction. This process is known as capital
allocation. Grafton has mastered this well. With a dividend yield of 4 percent, an ongoing share buyback programme and
acquisitions as a growth strategy, all while maintaining a positive net cash position, Grafton demonstrates effective use of
capital.
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Grafton share price parformance ower the past five years. Source; Google

Profile

The history of Grafton is closely intertwined with the Chadwick family. The story begins in 1902, when William Thomas Chadwick
founded the company Chadwicks, a trading business in building materials. In the decades that followed, the family company
expanded with activities such as Concrete Products of Ireland, which added manufacturing to the existing trading operations. The
business took a new turn in the nineteen eighties. When Marley, then the majority sharehalder, sold its stake, the company became
independent through a management buyout. At that moment the name Grafton Group was adopted, although the family name
remained visible, as the Chadwicks brand was retained in Ireland as a builders merchant. The Ghadwick family also continued to
play an impaortant governance role. Michael Chadwick, & member of the founding family, joined the leadership team and eventually
became CEQ. He later served as non executive chairman. After forty one years he stepped down completely, although he still holds
aninterest of 11 .3 percent. Under his oversight, Grafton developed into a company operating not only in Ireland bul also in the
United Kingdom, the Netherlands, Finland and Spain. The family's history therefore continues to run through the identity of the
company. The Chadwicks name lives on in Ireland'’s largest builders merchant chain, while the family helped shape the growth and
internaticnal expansion of Grafton through its lzadership and ownership for many decades.
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Results

The half-year figures of Grafton Group for the first six months of
2025 show clear signs of recovery and resilience. Revenue rose
by more than 10 percent to 1.25 billion pounds, supported by
both organic growth at 2.4 percent and acquisitions. Operating
profit increased by 9.5 percent to 91 millien pounds, resulting in
a stable margin of 7.3 percent, Earnings per share also rose by
.5 percent to 35.5 pence. Performance varied by region. Ireland
delivered strong results, with revenue up 2.1 percent and
operating profit up 6 percent, supported by higher margins and
an acquisition. In the United Kingdom, Grafton recorded profit
growth for the first time since 2021, Although revenug was
virtually flat at 0 2 percent, the margin improved from 3.2
percent to 3.5 percent In the Netherlands, revenue remained
unchanged, but higher labour costs put pressure on margins,
resulting in an 8 percent decline in operating profit. Spain acted
as the growth engine, recording almost 7 percent arganic
growth and @ margin of 6.3 percent. Finland lagged behind, with
revenue down 7 percent and a sharp drop in operating profit
due to difficult market conditions and strong competition.

What we take from these results is that despite mixed regional
performances, the group still achieved organic revenue growth.
This means that the businesses which were already operating
in the previous year generated more revenue than in the same
period last yvear. For a company that relies heavily on
acquisitions as & growth strategy, this is an important signal, It
shows that growth does nat need to come solely from
acguisitions, but can also be generated by the existing
operations.

Capital Allocation

We are genuinely impressed by the way Grafton Group allocates
its capital. The company combines three pillars. A stable
dividend yield of around 4 percent, share buybacks and targeted
acquisitions. The dividend provides an attractive immediate
return and underscores the predictability of cash flows.

The share buybacks send a strong signal that management
considers the current valuation too low and has confidence in
the company’s prospects. In addition, there is amiple financial
capacity for acquisitions, which can further increase scale and
margins. All of this is made paossible by the strong financial
position. Grafton has a net cash position of 246 million pounds,
excluding leases. In short, the balance sheet is in excellent
shape.

Acquisitions

Acquisitions have always been an important part of
Grafton's growth strategy. The company has completed
more than ten of them over the past decade. Thanks to a
strang balance sheet and stable free cash flows, there is
room to continue pursuing targeted acquisitions.
Management has stated explicitly that it is actively seeking
bath baolt on acquisitions and larger platform deals in
Europe. Successful transactions can add immediate
revenue growth and generate economies of scale. For
investors, new deals are therefare clear share price
catalysts, especially when they take place in attractive
rnarkets with higher margins.

Market Trend

The market trend in which a company operates is
impaortant for any business, but it is especially significant
for a cyclical company such as Grafton. As a distributor of
building materials, Graftan is heavily dependent on demand
for these products, and therefore on the construction and
renovation cycle. An upturn in new housing construction,
increased rencvation activity and an improvement in
consumer sentiment are catalysts for volume growth,

One factor that works in Grafton's favour is that almost two
thirds of its revenue is generated outside the United
Kingdom and is spread across several European countries.
This makes the company less dependent on the
construction cycle in any single market. At present,
conditions vary by region. Ireland and Spain are showing
positive signs, while the markets in the United Kingdom and
Finland remain flat to weak. A broader economic recovery,
possibly supported by lower interest rates and an
improvement in the housing market, could be a powerful
signal that underlying demand is strengthening and
profitability improving.




Conclusion

In the case of Grafton, it is clear that the DNA of the
Chadwick family remains deeply embedded in the company.
Shareholders are rewarded generously, while at the same
time there is a long-term vision focused on truly building a
business. In the investment world, attention is often directed
primarily at the value of a pasition. Has it risen or fallen? The
Judgment follows from that. Yet we can also approach it
differently, without looking at the share price straight away.

Do | own mere company now than when | bought it? Have the
fundamentals strengthened? In Grafton's case, that certainly
appears to be true. And looking ahead, the outlook is
relatively predictable. This is not & hype stoek, but a company
that is literally building its own future. The shares currently
trade at a forecast price to earnings ratio for 2026 of 12.4
times, which is below the ten-year average of 15 times. In
addition, the company has g strong financial position and
pays a generous dividend of more than 4 percent. For us,
these are sufficient reasons to take a position.

SharesUnderTen issues a Buy recommendation on Grafton
Group with a price target of 7,100 GBX. Combined with the
dividend, this can deliver an attractive return over time.
The authar holds no position in Grafton Group.

Grafton
Group plc

Fundamental Data

Key Shareholders

Michael Chadwick; 11.3 percent
BlackRock: 5.8 percent

Dimensional Fund Advisors: 5.4 percent
The Vanguard Group: 5.1 percent

GLG Partners: 5.0 percent

Fundamental Data

Name: Grafton Group ple

Ticker: GFTU

ISIN: IEODBOOMZ 448

Sector: Building Materials

Exchange: London Stock Exchange
Share price on 5 December: 930 GBX
Fifty two week low: 790.90 GBX

Fifty two week high; 1,035.60 GBX
Shares outstanding: 195 million

Market capitalisation: 1.6 billion pounds
Net cash position: 246 million pounds
Price to earnings ratio: 12.4 times
Dividend: 0.37 pounds

Dividend yield: 4.1 percent

Full year results: 4 March

Website; https://vwww graftonple.com/investors



Want to receive more stock tips?

Get 24/7 insight into the portfolio of stocks under £10 and
receive trade updates in your inbox.

24/7 access to our
portfolio

As a subscriber, you have 24
hours a day, 7 days a week
access to our website, where
you can view all information
about our current portfalio,
complete with results.

Weekly update of our
portfolio

Every week we send you, as a
subscriber, our weekly update
in which we discuss the
general economic situation
and the news about stocks in
our portfolio.

Support from our
analysts

As a subseriber, you always
have the opportunity to send
questions about stocks,
portfolios, and investment
strategies to the Ten-Cent
Team via email.
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