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Our Global Value strategy returned 8.80% in Q3 (9.08% gross). Our returns were greatly helped
by our largest position, Enova (NYSE: ENVA) which gained 34.6% this quarter. We have
discussed Enova in detail in several of our previous quarterly letters.

On September 18t, the Federal Reserve announced a 50bp rate cut, the first cut to the federal
funds rate in 4 years. While lower rates are a boost to most stocks, they are particularly helpful
to our portfolio as our investments have historically mostly been in companies with a smaller
market capitalization. These companies are more likely to hold floating rate debt (for example,
Enova and Wesco both make heavy use of variable rate debt funding). Rate cuts also spur
economic growth through increased business investment. Small caps are usually more sensitive
to changes in economic conditions, and a growing economy provides them with more
opportunities for expansion and increased revenue.

Historically, small cap stocks have outperformed following rate cuts, and this may provide a
tailwind to boost our portfolio holdings.

In this letter, 1 will be exploring our holding in Wesco International, an electric infrastructure,
component, and communication equipment distributor. These distributors are another indirect
way to profit from the ongoing boom in solar technology, electric vehicles, and Al technology.
Despite the big boost that these technology trends should provide to these distributor
businesses, these distributors are not trading at the expensive multiples of Al-related stocks.
While most electric component distributors are benefitting from these trends, Wesco is still
realizing the integration benefits from a major 2020 merger and is more levered than peers.

Wesco Business Overview

Wesco originated in the Westinghouse Electric and Manufacturing Company in 1922, where it
was originally the distribution arm of Westinghouse’s electrical and industrial products.

On February 1, 1994, private equity firm Clayton, Dubilier & Rice (CD&R) purchased Wesco
from Westinghouse in a $340M leveraged buyout. Wesco was again sold just 4 years later to The
Cypress Group which created the holding company Wesco International. In 1999, the company
went public. Over the past 20 years, Wesco engaged in over a dozen acquisitions, growing the
scale and geographic scope of the company. In 2020, Wesco completed its largest acquisition
with the takeover of Anixter International when it used a combination of cash, Wesco shares,
and preferred stock to beat out an offer from CD&R.

The company is headquartered in Pittsburgh, PA and is focused on supplying the US market and
generating 85% of their business revenue coming from the USA and Canada. They are a
business-to-business distributor and provide services related to logistics and supply chain
management. Their business is organized into three operating segments: Electrical & Electronic



Solutions (EES), Communications & Security Solutions (CSS) and Utility & Broadband Solutions
(UBS).
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Sales for the company have seasonality with reduced activity in Q4 and Q1 due to weather
affecting customer projects.

This kind of distribution business is attractive for several reasons.

The company has a fragmented suppliers (over 50,000 suppliers in 2023) and a fragmented
customer base. These customers range from large Fortune 500 corporations to local small
businesses. Acting as the distributor in a fragmented marketplace like this gives Wesco
considerable pricing power as it limits the bargaining power of both their suppliers and
customers against them. From their 2023 10-K:

“We have a large base of nearly 150,000 active customers across commercial and
industrial businesses, contractors, government agencies, educational institutions,
telecommunications providers, and utilities. Our top ten customers accounted for
approximately 11% of our sales in 2023. No one customer accounted for more than 2%
of our sales in 2023.”

Distributors have lower capex requirements compared to manufacturers and can turnover their
inventory quickly. This fast turnover is important for adapting to changes in technology and
industrial demands. Wesco’s asset turnover and inventory turnover ratios are roughly in line
with other distributor businesses but declined from their pre-Covid averages. We believe this is
likely due to the company carrying extra inventory to avoid any potential supply chain
disruptions like what the industry experienced during Covid-19. Wesco announced a $500
million investment program to develop various digital projects. Initially, this will focus on
upgrading their ecommerce platform, modernizing their supply chain, automating internal
processes such as order fulfillment, and hiring tech talent. Their 2022 purchase of Rahi, a data
center services company, also was part of this digital transformation strategy. Despite these



investments the company is making in software and their digital sales channels, it normally has
limited capex requirements. As a result, the company announced a target of achieving free cash
flow of 100% of adjusted net incomel.

Due to the recent supply chain disruptions starting in 2020, many corporations are resourcing
parts of their supply chain from North America. This reshoring of the supply chain will act as a
tailwind for distributors like Wesco.

Wesco is focused on forecasting the needs of their customer base and adjusts their inventory
accordingly. As a result, their cash flow generation tends to be counter-cyclical in a recession as
they will reduce inventory in the face of falling demand, thereby also reducing their working
capital requirement.

The increasing scale of Wesco affords it economies of scale, operational leverage, and cross-
selling opportunities. The business sector of industrial, electrical and utility distributors is still
unconsolidated and as Wesco grows its competitive advantages grow with it. Due to their
operational leverage, the company has guided that they believe EBITDA growth will be twice the
rate of their sales growth.

Secular Growth

There are huge secular growth drivers for electrical equipment distribution. While many other
companies exposed to these tailwinds are trading at lofty valuations, the distributors are still
trading at relatively cheap valuations despite them standing to benefit even more than other
businesses due to their inherent operational leverage. Electric vehicle adoption will lead to new
opportunities in charging infrastructure and components. Solar energy is the fastest growing
renewable energy source. Wesco is well suited for the rapid expansion of solar installations as it
partners with leading solar manufacturers to offer photovoltaic modules, inverters, racking
systems, and load balancing equipment. Data centers are still rapidly growing in number. A
Goldman Sachs Research estimate projects data center power consumption will increase 160%
from current levels by 20302. Wesco is poised to capitalize on the need for reliable power
infrastructure and energy-efficient technologies. Al will serve as a further accelerant to this
growth as Al workloads require significantly more energy than traditional computing tasks.

The sectoral growth in US power demand
The demand for electricity is forecast to rise at 2.4% CAGR
between 2022-2030
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L https://www.prnewswire.com/news-releases/wesco-to-announce-strategic-vision-and-financial-goals-at-2024-
investor-day-302259169.html
2 https://www.goldmansachs.com/insights/articles/Al-poised-to-drive-160-increase-in-power-demand



Management Guidance

Management has guided that they believe the company will be able to expand margins through
operational leverage, gross margin expansion, digital transformation software projects, and
further acquisitions. The current 2024 outlook for EBITDA margin is 7.0-7.3% but the company
is guiding to a future target of 10%. Long-term sales growth rates will be 5-8% with 4-6% coming
from organic growth and 1-2% from acquisitions. Their leverage target is 1.5x-2.5x net debt /
EBITDA and they've rapidly moved towards this range since integrating Anixter.

Buybacks

While Wesco pays a small dividend, it is also deploying significant amounts of capital on
buybacks and has accelerated these buybacks this year. In Q1 and Q2 2024, it purchased $350
million of stock, retiring over 4% of outstanding shares. This is part of the $1 billion share
repurchase program the company announced on June 1st, 2022. The company intends to
opportunistically repurchase stock and preferred shares depending on market conditions and
the company'’s financial resources.

Competitor Comparison

While Rexel headquartered in France is the most similar publicly traded company to Wesco, |
included three other US-based distributor companies for comparison. Avnet and Arrow
Electronics are more IT focused, but have some overlap with Wesco’s electronics business. W.W.
Grainger is the largest industrial distributor in the USA.

Ticker Compan Total Market PE Ratio Forward EV-to- Dividend Interest Effective Interest Asset Inventory 5-Year Revenue Growth
PaAY  pebt (SM) Cap (M) (TTM) PERatio EBIT Yield % Coverage Rate on Debt% Turnover Turnover Rate (Per Share)
XPAR:RXL  Rexel SA 4378 8863 11.54 9.78 10.57 4.48 6.48 4.36 1.39 5.81 8.60
Arrow
ARW . 3340 7090 12.62 9.12 9.66 0.00 3.89 8.14 1.44 5.02 13.60
Electronics
AVT Avnet 3127 4789 10.05 12.10 8.31 2.32 3.17 8.45 1.90 3.68 10.80
W.W.
GWW . 2712 50580 28.42 24.60 20.44 0.75 29.56 3.15 2.04 4.61 11.20
Grainger
WESCO
WCC . 5857 8435 13.32 11.71 10.11 0.94 3.25 6.54 1.44 4.86 22.40
International

All data as of September 30th, 2024

Many of the tailwinds that Wesco are benefiting from also help their competitors, especially
Rexel. If any of these companies become materially cheaper than Wesco, it may be wise to
reallocate to them instead.

Rate Sensitivity

Roughly half of the debt of the company is in variable rate borrowings. Their fixed rate debt has
maturities ranging from 2025 to 2032. According to the most recent 10-k: “A 100 basis point
rise or decline in interest rates would result in an increase or decrease to interest expense of
$25.2 million under our current capital structure.” Therefore, falling rates will have a significant
benefit for the company.



Forward returns

For investment ideas predicated on a company compounding through predictable, steady
growth, I believe it makes more sense to evaluate the companies as providing a forward rate of
return rather than a specific price target. Wesco’s recent revenue growth has been largely from
acquisitions and it is unlikely they can continue this growth going forward as can be seen in
growth guidance from management. Using management’s guidance (their guidance appears
reasonable), Wesco provides a forward rate of return of 17.5%, with 9.5% from its forward free
cash flow yield (using the low end of FCF guidance) and 4% from its organic growth of revenues
and 4% from the management’s guidance of margin expansion.

| take the stewardship of the capital of Blue Tower’s investors seriously and | hope that this
letter has been a helpful demonstration of our investment philosophy. Please contact me with
any questions you have.

Best regards,
Andrew Oskoui, CFA

Portfolio Manager

Disclaimer: This commentary does not represent a recommendation to trade any particular security, but is intended
to illustrate Blue Tower’s investment approach. These opinions are current as of the date of this commentary but are
subject to change. The information contained herein has been obtained from sources believed to be reliable but the
accuracy of the information cannot be guaranteed. Past performance is no guarantee of future results.



