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Building a sustainable future

BayWa is an international trading company operating in the fields of
energy, agriculture and building materials. In this thematic report, which is
the fifth in a sequence of short notes and interviews about BayWa, we
explore how the company’s building materials segment is responding to
the need for the construction sector to adopt more environmentally
responsible practices.

Construction industry needs to decarbonise

According to the International Energy Agency (IEA), around 37% of global energy-
and process-related CO2 emissions are attributable to the construction sector if the
entire life cycle of buildings is taken into consideration, not just the energy used in
heating, lighting and other operational activities. This means that there need to be
radical changes in construction practices if the world is to meet the goal of achieving
net zero carbon emissions by 2050, which was agreed at the COP 21 summit in
Paris in 2015. Most attention has been focused on reducing operational carbon
emissions in existing buildings through the installation of more efficient lighting and
improving insulation. However, achieving a net zero built environment will
necessitate designing with less material, selecting materials with a lower carbon
impact such as wood, reusing materials and designing buildings to be reused or
deconstructed.

BayWa is promoting more sustainable construction
practices

BayWa is one of the largest building materials traders in Germany, with €1.9bn
sales in FY20, so it is well placed to promote the adoption of more sustainable
construction practices. It is doing this through involvement in construction projects
with development partners that implement novel urban planning concepts such as
inter-generational living and demonstrate the use of renewable energy and more
efficient insulation. BayWa is also active in the development and launch of
innovative, environmentally responsible products such as prefabricated bathrooms
made predominantly out of wood, which is classed as a renewable material.
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Building Materials segment business overview

The BayWa group operates through three core segments: Energy, Agriculture and Building
Materials, together with a smaller Innovation & Digitalisation segment. The Building Materials
segment, which is the subject of this report, supplies building materials products and solutions for
commercial and retail customers in southern Germany and Austria. In FY20, the segment
generated sales of €1,899m, representing 11% of the group total and €46.9m EBIT, representing
16% of EBIT from operating segments.

Embracing more environmentally sensitive construction
practices and increasing digitalisation

BayWa'’s Building Materials segment covers the entire range of products and solutions for building
materials, from civil and structural engineering, construction, renovations and modernisation,
gardening and landscaping, to software packages for energy efficiency and healthy living. The
segment serves construction companies, municipalities, tradespeople and commercial enterprises,
as well as individuals seeking to build or refurbish their homes. The product portfolio is
complemented with a variety of services, as well as expertise and support on innovative topics such
as healthy construction, energy efficiency and building information modelling (BIM).

BayWa is the second-largest building materials trader in Germany, behind Raab Karcher with
€2.5bn revenues and ahead of Bauking with €1.1bn revenues (2019). It has over 120 retail
locations in southern and eastern Germany, as well as around 30 sites in Austria. It also serves a
number of franchise partners in the building materials and retail business in Austria, which
collectively operate around 1,000 sites. Management has decided not to grow the segment through
geographical expansion — in fact, it undertook a restructuring programme, which completed in
FY17, to reduce the number of sites it operated to improve efficiency. It has elected instead to
enhance the product portfolio, strengthen online activity and to move up the value chain by
combining products and services to create packaged solutions. For example, since 2018, the
business unit has been working with construction companies in Germany on projects on a joint
venture basis. As discussed below, these projects showcase energy-efficient building design,
helping drive demand for innovative materials. In addition, profits from the sale of projects form an
additional income stream.

Exhibit 1: Designing a house with ‘Mr+Mrs Homes’ Exhibit 2: Choosing a building contractor with ‘Mr+Mrs
software package Homes’ software package

d

Source: BayWa Source: BayWa.
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Digital services are becoming an increasingly important part of the portfolio, as the segment
develops additional services and complementary sales channels. Examples include:
BayWa Building Materials Online portal: an online shop for business and private customers,
which is linked to BayWa'’s bricks-and-mortar sales network and its online platform to create a
flexible omni-channel service. The online portal offers professional customers integrated
support functions for their business processes such as receipt management.
BayWa room designer: a virtual planning tool for houses.
‘Mr+Mrs Homes’ property configurator: a BIM software package ( )
based on a 3D house model developed by the BayWa Group company PURE Applikationen.
The package enables private individuals, developers and construction firms to evaluate
alternative configurations of homes, obtain estimates of costs and take projects through to
completion through the use of a partner network of contractors. The package also helps with
the planning applications process. BayWa intends to extend this partner network throughout
Germany in the medium term.

Recent performance of Building Materials segment

Revenues attributable to the business unit rose by 11.8% year-on-year during the nine months
ended September 2021 to €1,576.5m (11% of group total), while EBIT jumped by 56.6% to €61.4m
(24% of EBIT from operating subsidiaries). There was sales growth across the entire product range,
reflecting high-capacity utilisation in the German construction industry, where total order intake
during the first eight months of 2021 was 6.4% higher than the previous year, 13.3% higher for the
housing segment (source: Hauptverband der Deutschen Bauindustrie). Demand for building
construction, civil engineering and roofing products was particularly strong. Building materials
prices rose sharply as a result of sustained strong demand internationally and shortages. For
example, according to Destatis, the price of concrete reinforcing bars jumped by 81.0% year-on-
year in September 2021 and of timber by 136.6%. BayWa was able to deliver products with
relatively little interruption because of its established supplier network and good inventory
management, which helped it realise higher than usual margins. In addition, the projects activity
benefited from the final sales of residential units on the Lanzenhaarer Nord site near to Munich.
EBIT from construction projects during the period was €4.4m compared with €2.4m in the whole of
FY20.

In November, management forecast a significant year-on-year improvement in segmental earnings
for FY21. When advising on the preliminary figures for FY21 at the end of February, management
noted that all three operating business units had contributed to the 26% year-on-year increase in
group EBIT to €266.6m.

Decarbonisation of the construction sector

Buildings contribute a significant proportion of global carbon dioxide emissions, so changing the
way in which buildings are constructed and used is critical if individual governments are to achieve
their goals of reducing net emissions to zero. Estimates of the carbon emissions attributed to
buildings vary, depending on what is included in the calculation. In November 2021, the IEA
published a report, , which states that about 9% of global
energy and process-related CO2 emissions result from the use of fossil fuels in buildings, another
18% come from the generation of electricity and heat used in buildings, and an additional 10% is
related to the manufacturing of construction materials. If the entire lifecycle of buildings is taken into
consideration, this totals ¢ 37% of global energy and process-related CO2 emissions. The report
notes that all new buildings and 20% of the existing building stock would need to be zero carbon
ready as soon as 2030 if the sector is to achieve carbon neutrality by 2050.
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Historically, most attention has been focused on reducing operational carbon emissions in existing
buildings through the installation of more efficient lighting, such as LED lighting, and improving
insulation. However, there needs to be a reduction in embodied emissions as well if a net zero built
environment is to be achieved. , issued by the
UK’s Parliamentary Office of Science Technology in November 2021, advises that achieving a net
zero built environment will necessitate changes in building design, including designing with less
material to improve resource efficiency and reduce waste and selecting materials with a lower
carbon impact such as wood. The report also recommended the adoption of circular economy
strategies such as reusing materials and designing buildings to be reused or deconstructed.

In Germany, the new Buildings Energy Act ) came into effect on 1
November 2020. Like the previous energy conservation legislation for buildings, the new act sets
out requirements for the energy performance of buildings, the issuing and use of energy
performance certificates, and the use of renewable energy in buildings. For example, in accordance
with the EU Energy Performance of Buildings Directive, it requires all new buildings to meet the
‘nearly zero energy’ requirement, ie to have a very high energy performance, by 2021. It also
requires at least 15% proportion of all the heating/cooling requirements for a new property to be
generated from renewable energy. A funding pot of over € 8.5bn/year is available, primarily to
encourage owners of existing buildings to increase the use of renewable energies and improve
energy efficiency in buildings.

The new act does not initially increase current energy performance requirements for new
construction and renovation, although this will be reviewed in 2023. It is significant because it brings
together three separate pieces of legislation in a single law, thus creating a uniform, coordinated
body of legislation applying to new and existing buildings. Changes introduced in the new
legislation means that the obligation to use renewable energy in new construction can be met by
using electricity generated on site. Another change requires builders to obtain an
‘Erfullungserklarung’, or compliance statement for new buildings and major renovations. The act
includes a regulation which limits the installation of oil heating systems and new fossil fuel heating
boilers as of 2026, in accordance with the Climate Action Programme 2030.

BayWa helps construction companies build more
sustainable homes

As one of the largest building materials traders in Germany, BayWa is well placed to promote the
adoption of more sustainable construction practices. It is doing this through involvement in
construction projects that showcase the use of renewable energy and more efficient insulation and
through the launch of innovative, environmentally responsible products.

Showcasing homes of the future

One of the construction projects in which BayWa is involved is a development of six buildings on a
10,000 square metre site in a town to the north of Munich. BayWa is working on
the project with the local property developer Michael Plapperer. This ‘Multi Park’ project is unusual
because it is based on the urban planning concept of co-locating residential and commercial
property, thus reducing traffic. There are solar panels on the roofs to provide electricity for charging
cars and for use within the properties and heating is provided by a system running on wood pellets.
The parking spaces in the underground car park have been equipped with charging points for
electric vehicles. There is an extensive network of green roofs, ie areas covered in vegetation,
under the solar panels. These areas positively affect the microclimate by binding polluting
particulates and converting carbon dioxide to plant mass while also lowering the temperature of
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ambient air and the buildings themselves through evaporation. The first two buildings are scheduled
for completion in 2021, the next two by spring 2023 and the final two by mid-2024.

Exhibit 3: BayWa’s project with Michael Plapperer in Exhibit 4: Tjiko modular bathroom on display at
Schrobenhausen BayWa’s retail site in Bad Tolz
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BayWa is also involved in a project underway in Burgkirchen an der Alz, to the east of Munich. Like
the Schrobenhausen project, the Burgkirchen development is an implementation of innovative
concepts in urban design, in this case providing a showcase of intergenerational living in which
age-appropriate senior housing together with associated services and care provision is co-located
with conventional residential units. Like the Schrobenhausen project, the Burgkirchen development
features many sustainability elements with solar panels to generate electricity for residents, green
roofing, heating from wood pellets and climate ceilings. These have a network of water pipes above
the ceiling plates which provide cooling in summer and heating in the winter. The development is
designed to meet the KfW 55 energy efficiency standard, which means that a building requires only
55% of the primary energy compared to the reference building as defined in the German Buildings
Energy Act (GEG).

Promoting environmentally responsible products

BayWa has a 29% stake in Tjiko, a start-up based in Rosenheim, Upper Bavaria, which
manufactures prefabricated bathroom modules in which the shell is made from wood, which is
classed as a climate-neutral building material. Since the modules are prefabricated, builders can
install them in a single piece, so all they need to do is connect up the modules to plumbing and
electrical wiring. This is very helpful in the current environment where there is a shortage of suitably
skilled workers. Prefabricated solutions historically have resulted in a ‘one-size-fits-all’ solution, but
in this case Tjiko provides property developers and contractors with a software package for
designing individual bathrooms complete with interior fittings so they can create customised
bathrooms varying in size from simple wet rooms to luxury bathrooms and large-scale modules for
communal use in buildings such as schools and offices.

The segment has responded to consumer demand for more environmentally friendly construction
by introducing building materials such as wood fibre insulation that minimise the emission of
pollutants as well as improving energy efficiency. It currently offers around 9,500 products that meet
its low emissions criteria.
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Other notes and interviews in this series

: a review of how the group can make a major contribution to limiting
the effects of climate change by adapting both its strategy and internal operating processes, and
how this helps the group secure green investment, creating a virtuous circle. (Published 2 February
2022.)

Investment from Energy Infrastructure Partners accelerates the growth of the renewable
energy segment: an on the group’s strategy and how green
financing is helping BayWa achieve its targets for 2025. (Published 9 February 2022.)

a review of how BayWa'’s energy segment is evolving in response to
society’s shift away from fossil fuels. The review includes both BayWa'’s strategic investment in
renewable energy-related activities and numerous environmentally friendly new products launched
by the group’s conventional energy business. (Published 16 February 2022)

: a review of some of BayWa’s
developments that help farmers mitigate the effect of climate change, together with a discussion of
how BayWa'’s FarmFacts software supports farmers as they move to more sustainable production
methodologies. (Published 9 March 2022.)

Strong financial foundation: an analysis of FY21 financial results. (Upcoming.)

Applying ESG principles delivers strong operational performance: an interview with CEO
Professor Klaus Josef Lutz explaining how the group’s environmental strategy underpins its
operational performance plus a discussion of how he sees this commitment to the environment
helping the group continue to grow and evolve in future. (Upcoming.)
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This report has been commissioned by BayWa and prepared and issued by Edison, in consideration of a fee payable by BayWa. Edison Investment Research standard fees are £60,000 pa for the production and broad
dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfront in cash without recourse. Edison may seek additional fees for the provision of roadshows and related
IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of
this report and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. Forward-looking information
or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, and therefore involve known and unknown risks, uncertainties and other
factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, the information provided by us should not be construed by any subscriber or
prospective subscriber as Edison’s solicitation to effect, or attempt to effect, any transaction in a security. The securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. Edison Group does not conduct any investment business and, accordingly, does not itself hold any
positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2022 Edison Investment Research Limited (Edison).

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Representative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual investors who are “wholesale clients” for the
purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or underwrite any securities mentioned or in the
topic of this document. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in
relation to acquiring or disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is
intended only as a “class service” provided by Edison within the meaning of the FAA (i.e. without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making
an investment decision.

This document is prepared and provided by Edison for information purposes only and should not be construed as an offer or solicitation for investment in any securities mentioned or in the topic of this document. A
marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any
prohibition on dealing ahead of the dissemination of investment research.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPQ") (ii) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (jii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

Edison relies upon the "publishers' exclusion" from the definition of investment adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. This report is a bona fide
publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison does not
offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security, or that
any particular security, portfolio of securities, transaction or investment strategy is suitable for any specific person.
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