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Forward -looking statements

The matters discussed in this Form 10-K that anedod-looking statements are based on current neamagt expectations that involve
substantial risks and uncertainties, which coulgseaactual results to differ materially from theulés expressed in, or implied by, these
forward-looking statements. These statements cademntified by the fact that they do not relatécsty to historical or current facts. They use
words such as “aim,” “anticipate,” “believe,” “calf “estimate,” “expect,” “intend,” “may,” “plan,™project,” “should,” “will be,” “will
continue,” “will likely result,” “would” and othewords and terms of similar meaning in conjunctidthva discussion of future operating or
financial performance. You should read statemdrasdontain these words carefully, because thegudssour future expectations, contain
projections of our future results of operation®bour financial position or state other “forwarmbking” information.

We believe that it is important to communicate fuure expectations to our investors. However,dl@e events in the future that we
not able to accurately predict or control. Thedestisted under Item 1A, Risk Factors, as wekiag cautionary language in this Form 10-K,
provide examples of risks, uncertainties and eviratismay cause our actual results to differ mallgrfrom the expectations we describe in
our forward-looking statements. Although we belidgivat our expectations are based on reasonablmptisus, actual results may differ
materially from those in the forward looking statats as a result of various factors, including,rmittlimited to, those described under Iltem
1A, Risk Factors and elsewhere in this Form 10-K.

Forward-looking statements speak only as of the dathis Form 1(K. Except as required under federal securities amgsthe rules ar
regulations of the SEC, we do not have any intentmd do not undertake, to update any forwardiapktatements to reflect events or
circumstances arising after the date of this FobrK1whether as a result of new information, futawents or otherwise. As a result of these
risks and uncertainties, readers are cautionetbrjice undue reliance on the forward-lookingestants included in this Form 10-K or that
may be made elsewhere from time to time by, orefralf of, us. All forward-looking statements attridble to us are expressly qualified by
these cautionary statements.




PART |

All statistical information, such as number of lzhes, customers, states in which we operate aoll ké@ping units, gives effect to our
October 2005 acquisition of SDI Holding, Inc., eptas otherwise noted. All historical financialannation relates solely to Beacon Roofing
Supply, Inc., except as otherwise noted.

ITEM 1. BUSINESS
Overview

We are one of the largest distributors of residegtind non-residential roofing materials in thetgdiStates and Canada. We also
distribute other complementary building materiaisjuding siding, windows, specialty lumber produand waterproofing systems for
residential and nonresidential building exteriék&® operate 138 branches in 29 states (53 brancHdsstates have been added as a result of
the Shelter acquisition) and three Canadian pr@gncarrying up to 8,500 SKUs and serving more 8000 customers. We are a leading
distributor of roofing materials in key metropofitenarkets in the Northeast, Mid-Atlantic, MidweSgntral Plains, Southeast and Southwest
regions of the United States and in Eastern Canada.

For the fiscal year ended September 24, 2005,ge8al roofing products comprised 41% of our sates-residential roofing products
accounted for 36% of our sales, and siding, wabefing systems, windows, specialty lumber and otheliding exterior products provided
the remaining 23% of our sales. Shelter's net pcbdwwoup sales as a percentage of net sales figdtd year ended December 31, 2004 was
46% residential roofing products, 12% non-resiggmbofing products and 42% complementary buildingducts.

We also provide our customers a comprehensive afraglue-added services, including:

« advice and assistance to contractors throughoutdahstruction process, including product identtfima, specification and technical
support;

 job site delivery and logistical services;

« tapered insulation design and layout services;

« metal fabrication and related metal roofing desigd layout services;
« trade credit; and

< marketing support, including project leads for caators.

We believe the additional services we provide sjtieen our relationships with our customers andrdjsish us from our competition.
The vast majority of orders require at least sofrta@se services. Our ability to provide these isesyefficiently and reliably can save
contractors time and money. We also believe thavalue-added services enable us to achieve aveagtoss profit margins on our product
sales. We have earned a reputation for a high fygloduct availability, excellent employees, msfionalism and high quality service,
including timely, accurate and safe delivery ofdarcts.

Our diverse customer base represents a signiffration of the residential and non-residential nogfcontractors in most of our
markets. Reflecting the overall market for roofprgducts, we sell the majority of our productsdofing contractors that are involved on a
local basis in the replacement, or re-roofing, congmt of the roofing industry. We utilize a brarzdsed operating model in which branches
maintain local customer relationships but benefitrf centralized functions such as information tetbgy, accounting, financial reporting,
credit, purchasing, legal and tax services. THina us to




provide customers with specialized products and@etlized local services tailored to a geograpggon, while benefiting from the
resources and scale efficiencies of a nationalilligbr.

We have achieved our growth through a combinatfarire strategic and complementary acquisitionsvbeh 1998 and 2005, opening
new branch locationsacquiring branches and broadening our productioffee have grown from $76.7 million in salesiscél year 1998
to $850.9 million in sales in fiscal year 2005, efhirepresents a compound annual growth rate of41QLr internal growth, which includes
growth from existing and newly opened branchesetatudes growth from acquired branches, was 5.9%&meum over the same period.
Acquired branches are excluded from internal grow#asures until they have been under our ownefshat least one full fiscal year.
During this seven-year period, we opened thirtemm branch locations and our same store sales senlesn average of 2.6% per annum.
Same store sales is defined as the aggregatefisatebranches open for the entire comparable anmergds within the seven-year period.
Income from operations has increased from $5.3amilh fiscal year 1998 to $60.7 million in fisggar 2005, which represents a compound
annual growth rate of 41.7%. We believe that oovpn business model will continue to deliver indpdtading growth and operating profit
margins.

In fiscal 2005, we had internal growth rates of7%.and 66.8% in sales and income from operati@spactively, over fiscal 2004. We
also opened six new branch locations and acqulexee branches through our acquisitions of JGA GaIA”"), Insulation Systems, Inc. of
Virginia (“1S1”), and Commercial Supply, Inc. (“C3l

History

Our predecessor, Beacon Sales Company, Inc. wadlédun Somerville, Massachusetts (a suburb ofdgsh 1928. In 1984, when o
current Chairman Andrew Logie acquired Beacon Salmspany with other investors, it operated threstrifiution facilities and generated
approximately $16 million in annual revenue. In Agg1997, Code, Hennessy & Simmons lll, LP, a Gloebased private equity fund, and
certain members of management, purchased Beaces Gampany to use it as a platform to acquire hepdigional roofing materials
distributors throughout the United States and Canéatthe time of the purchase by Code Hennessyraarthgement, Beacon Sales Comg.
operated seven branches in New England and gederppeoximately $72 million of revenue annuallyinparily from the sale of non-
residential roofing products. Since 1997, we hagglénine strategic and complementary acquisitidls® since 1997, we have opened a
total of 18 new branches. We have also expandeg@roduct offerings to offer residential roofing grects, complementary exterior building
materials and related services. Our strategic attopns, branch expansions, and product line eidesshave increased the diversity of both
our customer base and local market focus and geekcast savings through increased purchasing pameéreduced overhead expenses as a
percentage of net sales. We completed an initialipoffering (“IPO”) and became a public companySeptember 2004.

Recent developments

On October 14, 2005, our subsidiary, Beacon Sategii&ition, Inc., completed its acquisition of SkeDistribution, Inc. (“Shelter”).
Shelter, which is a leading distributor of roofiagd other building products, currently operated&dches in 15 states throughout the
Midwest, Central Plains and Southwest regions efUhited States. Shelter had sales of approxim&@g.3 million and income from
operations of approximately $5.4 million for theayended December 31, 2004. Shelter has 766 engdoyae transaction was structured as
a purchase of stock. The purchase price was $17illi8n in cash, subject to a post-closing adjusttrfer working capital and other items.
Based upon Shelter’s performance for the remaiafifte 2005 calendar year, the sellers may alsbéfgdiar an earn-out payment of up to
$10 million, which would be payable during the settguarter of our




2006 fiscal year. In connection with the Shelteguasition, we refinanced our credit facilities aan@ selling additional shares of our common
stock.

We were incorporated in Delaware in 1997. Our ppalcexecutive offices are located at One Lakeldatk Drive, Peabody, MA 01960
and our telephone number is (978) 535-7668. Oerhet website addressvisvw.beaconroofingsupply.com

U.S. Industry Overview

The U.S. roofing market was estimated to be anagmately $10.5 billion industry in 2003, the lategformation available to us, which
is projected to grow 3.5% annually through 20081a.5 billion. We believe this rate of growth imetstent with the stable long-term growth
rates in the industry over the past 40 years.

The U.S. roofing market can be separated into mtegories: the residential roofing market and the-residential roofing market. The
residential roofing market accounted for approxeha64% of the total U.S. market by volume in 200Brough the end of the decade, non-
residential roofing construction is expected tovgfaster than residential roofing construction.

Over 70% of expenditures in the roofing markebisré-roofing projects, with the balance beingrfew construction. Re-roofing
projects are generally considered maintenanceepalrrexpenditures and are less likely than nevstcoation projects to be postponed du
periods of recession or slow economic growth. Assalt, demand for roofing products is less vadatian overall demand for construction
products.

Regional variations in economic activity influertbe level of demand for roofing products acrossihéed States. Of particular
importance are regional differences in the levai@is home construction and renovation, since thieleatial market for roofing products
accounts for approximately 64% of demand. Demogcajpbnds, including population growth and migraticontribute to regional variations
in residential demand for roofing products throtiggir influence on regional housing starts andtaédshome sales.

Roofing distributors

Wholesale distribution is the dominant distributrannel for both residential and nonresidentiafing products. Wholesale roofing
product distributors serve the important role @ilfeating the purchasing relationships betweerfirgpmaterials manufacturers and thouse
of contractors. Wholesale distributors also mamtacalized inventories, extend trade credit, giveduct advice and provide delivery and
logistics services.

Despite recent consolidation, the roofing materidsribution industry remains highly fragmentedhieTindustry is characterized by a
large number of small and local regional particisaAs a result of their small size, many of thestributors lack the corporate, operating
IT infrastructure required to compete effectively.

Residential roofing marke

Within the residential roofing market, the re-rawfimarket is more than twice the size of the newfing market, accounting for over
69% of the residential roofing demand in 2003. Qtaernext several years, re-roofing demand is @rpdo continue to exceed new roofing
demand, with growth rates nearly double those of remfing.

Driving this demand for re-roofing is an aging UnBusing stock. Over one-third of the U.S. housitogk was built prior to 1960, with
the median age of U.S. homes being over 30 yeahat shingles,




which dominate the residential re-roofing markettwa nearly 89% share, have an expected usefuflif& to 20 years. While major
replacements account for about 20% of residergiabofing spending, repairs, additions and alteretirepresent the majority of this market.

A number of factors also generate re-roofing demaraduding one-time weather damage, improvemepeasgitures and homeowners
looking to upgrade their homes. Sales of existioghés can affect re-roofing demand, as some remmavdgcisions are made by sellers
preparing their houses for sale and others madetwyowners within the first year or two of occupanc

Within the new construction portion of the residahntoofing market, expected continued strong hogisitarts together with larger
average roof sizes should support continued grawttew residential roofing demand. Although housiteyts are not expected to continue at
the rapid pace of the last few years, they aresptefl to remain high relative to historic levelshil& new site-built housing units are expected
to rise slightly, the strongest growth is expedtete in the manufactured housing area.

Non-residential roofing market

Demand for roofing products used on non-residebtidtiings is forecast to advance at a fastertrae roofing products used in
residential construction, as a result of a contihtgbound in construction activity in the officenemercial and industrial markets. New non-
residential roofing is currently the fastest-growjportion of the U.S. roofing market. Improving aomic conditions, including a better
outlook for business and increased capital spendirggexpected to drive expenditures for non-residleroofing. High-margin metal roofing
will play an important role in the increased demand

Re-roofing projects represent approximately 80%heftotal non-residential demand. Re-roofing atstiténds to be less cyclical than
new construction and depends in part upon the tgpesaterials on existing roofs, their expecteddian and intervening factors such as\
or water damage.

The non-residential roofing market includes anceffand commercial market, an industrial marketamahstitutional market. Office and
commercial roofing projects, the single largest ponent of the non-residential roofing market ab46, are expected to continue to show
strong gains. Industrial roofing projects, represen22.5% of non-residential roofing product saksuld also steadily grow. Following a
large contraction in non-residential constructimmf 2000 to 2002, non-residential roofing salesshabounded.

The institutional market is comprised primarilyhafalthcare and educational construction activifiéés market will continue to benefit
from an aging baby boom population that will drimereases in the nation’s healthcare infrastructaseavell as increasing school enrollments
that will require new and replacement facilities.

Complementary building products

Demand for complementary building products suckidisg, windows and doors for both the residergial non-residential markets is
also growing. As in the roofing industry, demandtftese products is driven by the repair and redinngienarket as well as the new
construction market.

These complementary products also significantlytriioute to the overall building products market2B03, the U.S. siding market was
approximately $8.4 billion and the U.S. window atwbr industry was approximately $25.4 billion. Bottthese markets are expected to
grow in line with that of the roofing industry ovire next several years.




Our Strengths

We believe that our sales and earnings growth Bas Bnd will continue to be driven by our primaoynpetitive strengths, which
include the following:

National scope combined with regional expertiseWe believe we are one of the three largest ngainaterials distributors in the
United States and Canada. We utilize a branch-basehting model in which branches maintain locastemer relationships but
benefit from centralized functions such as infolioratechnology, accounting, financial reportinggdit, purchasing, legal and tax
services. This allows us to provide customers wjtcialized products and personalized local ses\@itored to a geographic region,
while benefiting from the resources and scale iefficies of a national distributor.

Diversified business model that reduces impact odeomic downturns. We believe that our business is meaningfullygrted in
an economic downturn because of our high concémrat re-roofing, mix between residential and mesidential products,
geographic and customer diversity, and financidl @perational ability to expand our business artdinbmarket share.

Superior customer service We believe that our high level of customer serand support differentiates us from our competitavs.
employ experienced salespeople who provide advideaasistance in properly identifying productsvarious applications. We also
provide services such as safe and timely job @lteety, logistical support and marketing assistatWwe believe that the services
provided by our employees improve our customerfi€iehcy and profitability which, in turn, strengths our customer relationships.

Strong platform for growth and acquisition. Since 1997, we have consistently increased tevand operating income at rates well
in excess of the growth in the overall roofing miais distribution industry. We have expanded ausibess through strategic
acquisitions, new branch openings, branch acqomsitand the diversification of our product offerilfge have successfully acquired
companies and significantly improved their finaheiad operating performance after acquisition.

Sophisticated IT platform. All of our locations operate on the same managgrmformation systems. We have made a significant
investment in our information systems, which waéya are among the most advanced in the roofirtglalision industry. These
systems provide us with a consistent platform acedisof our operations that helps us achieve amfdit cost reductions, greater
operating efficiencies, improved purchasing, pgcamd inventory management and a higher level stfotner service. Our systems
have substantial capacity to handle our future gnomithout requiring significant additional invesgmt.

Industry-leading management team.We believe that our key personnel, includingibhamanagers, are among the most
experienced in the roofing industry. Our executifficers, regional vice presidents and branch marsgave an average of over 17
years of roofing industry experience.

Extensive product offering and strong supplier rélanships. We have a product offering of up to 8,500 SKitépresenting an
extensive assortment of high-quality branded prtsliwe believe that our extensive product offefiag been a significant factor in
attracting and retaining many of our customers.aBse of our significant scale, product expertisé r@putation in the markets that
serve, we have established strong ties to the megidential roofing materials manufacturers ardadnle to achieve substantial
volume discounts.




Growth Strategies

Our objective is to become the preferred supplieoofing and other exterior building product méés in the U.S. and Canadian
markets while continuing to increase our revenwseland maximize our profitability. We plan to aittiese goals by executing the following
strategies:

Expand geographically through new branch openingsSignificant opportunities exist to expand our geqdyic focus by opening
additional branches in existing or contiguous ragidgince 1997, we and our acquired companies sumaessfully entered numerous
markets through greenfield expansion. Our strateitfy respect to greenfield opportunities is to opeanches within our existing
markets, where existing customers have expandedew regions and in areas that have no ideal sitigni candidates or where
potential acquisitions are likely to be too costiyaddition, we have acquired small distributoithwane to three branches to fill in
existing regions.

Pursue acquisitions of regional market-leading ran§ materials distributors. Acquisitions are an important component of our
growth strategy. We believe that there are sigaifiopportunities to grow our business throughiplised, strategic acquisitions.
With only a few large, well-capitalized competitansthe industry, we believe that we can contirubdild on our distribution
platform by successfully acquiring additional rogfimaterials distributors. Between 1998 and 20@5successfully integrated nine
strategic and complementary acquisitions.

Expand product and service offerings.We believe that continuing to increase the breafltbur product line and customer services
are effective methods of increasing sales to cticestomers and attracting new customers. We wlodety with customers and
suppliers to identify new building products andvémgs, including windows, siding, waterproofing &yas, insulation and metal
fabrication. In addition, we believe we can expagdntroducing products that we currently offercirtain of our existing markets ir
some of our other markets. In particular, we b@ithat we can introduce nonresidential roofing pobsl into certain of our markets
that are currently largely residential.

Products and services

Products

The ability to provide a broad range of productegsential in roofing materials distribution. Wergane of the most extensive arrays of
high-quality branded products in the industry, dimgbus to deliver products to our customers omely basis. Excluding Shelter’s
operations, we are able to fulfill more than 95%of orders through our in-stock inventory as altesf the breadth and depth of our
inventory at our branches. Our product portfolidiinles residential roofing products, non-residémtiafing products, siding, windows and
specialty lumber products. Our product lines arggied to meet the requirements of both resideatidlnon-residential roofing contractors.




Product Portfolio

Residential
roofing products

Asphalt shingles

Synthetic slate and til

Slate

Nail base insulatio

Metal roofing

Felt

Wood shingles and
shakes

Nails and fastenel

Prefabricated flashings

Ridges and soffit vents

Gutters antc
downspouts

Other accessorie

Non-residential

Complementary building products

roofing products Siding Windows
Single-ply roofing Vinyl siding Vinyl windows
Asphalt Red, white and yelloy Aluminum windows
Metal cedar siding Wood windows

Modified bitumen

Built-up roofing

Cements and coatin

Insulation—flat stock and
taperec

Commercial fastenel

Metal edges and flashings

Skylights, smoke vents
and roof hatche

Sheet metal includin

copper, aluminum and
steel

Other accessorie

Fiber cement sidin

Soffits

House wraps and vap
barriers

Other
Waterproofing systems

Air barrier systems

Specialty Lumbel

Redwood

Redwood cedar deckir

Mahogany decking
Pressure treated lumk

Fire treated plywoor

Synthetic decking PVC trim
boards

Millwork

The products that we distribute are supplied byirtdestry’s leading manufacturers of high-qualibpfing materials and related
products, such as Alcoa, Carlisle, CertainteedCBth, EMCO, Firestone, GAF Materials, Johns Maeyi®wens Corning and Tamko.

In the residential market, asphalt shingles coneptig largest share of the products we sell. We htso developed a specialty niche in
the residential roofing market by distributing puats such as high-end shingles, copper guttersrestal roofing products, as well as
specialty lumber products for residential applicas, including redwood, white and red cedar shisgled cedar siding, and mahogany and
red cedar decking. Additionally, we distribute g@u$t downspouts, tools, nails, vinyl siding, windgowecking and related exterior shelter

products to meet the needs of our residential ngofustomers.

In the non-residential market, single-ply roofingtems comprise the largest share of our prodQuissingle-ply roofing systems
consist primarily of Ethylene Propylene Diene Mormar(synthetic rubber), or EPDM, roofing materiatsl aelated components. In additior
the broad range of single-ply roofing components sell the insulation that is required as part ostmon-residential roofing applications.
Our insulation products include tapered insulatiwhich has been a high growth product line. Ourai@mng non-residential products include
metal roofing and flashings, fasteners, fabricatiogs, roof drains, modified bitumen, built-up fiag and asphalt.

Services

We emphasize service to our customers. We empkoypaledgeable staff of in-house salespeople. Oesgsrsonnel possess in-depth
technical knowledge of roofing materials and agilans and are capable of providing advice ands&sgie to contractors throughout the

construction process. In particular, we supportaustomers with the following value-added services:

» advice and assistance throughout the constructimeeps, including product identification, specifica and technical support;

« job site delivery and logistical services;




« tapered insulation design and layout services;
« metal fabrication and related metal roofing desigd layout services;
 trade credit; and

« marketing support, including project leads for caators.

Customers

Our diverse customer base consists of more thd&®8®ontractors, home builders, building owners, ather resellers throughout the
Southeast, Northeast, Central Plains, Midwest, Iseest and Mid-Atlantic regions of the United Stateswell as in Eastern Canada. Our
typical customer varies by end market, with rekinsmall contractors in the residential market amll to large-sized contractors in the
non-residential market. To a lesser extent, outocnsr base includes general contractors, retaledsbuilding materials suppliers.

As evidenced by the fact that a significant nundfeyur customers have relied on us or our predecgss their vendor of choice for
decades, we believe that we have strong custoragioreships that our competitors cannot easily ldisp or replicate. No single customer
accounts for more than 1% of our revenues.

Sales and marketing
Sales strateg

Our sales strategy is to provide a comprehensiay af high-quality products and superior value-gdidervices to residential and non-
residential roofing contractors reliably, accurat@hd on time. Excluding Shelter’s operations, wlélf more than 95% of our warehouse
orders through our in-stock inventory as a resuilhe breadth and depth of our inventory at oualdranches. We believe that our focus on
providing superior value-added services and odityalbd fulfill orders accurately and rapidly enallus to attract and retain customers.

Sales organizatiot

We have attracted and retained an experiencedfsatesof more than 500 salespeople who are rederfer generating revenue at the
local branch level. The expertise of our salespebplps us increase sales to existing customeradohdew customers.

Each of our branches is headed by a branch manageralso functions as the branslsales manager. In addition, each branch gen
employs up to four outside direct salespeople gntbdive inside salespeople who report to the@toh manager. Branches that focus on the
residential market typically staff larger numbef®otside salespeople.

The primary responsibilities of our outside salege are to prospect for new customers and increales to existing customers. Our
outside salespeople accomplish these objectivesuigwing information from Dodge Reports and ofinglustry news services in search of
attractive construction projects in their local kets that are up for bids from contractors. Oncersstruction project is identified, our outside
salespeople contact potential customers in antatfa@olicit their interest in participating witts in the project. By seeking a contractor to
“partner” with on a bid, we increase the likelihaibéht the contractor will purchase their roofingtemals and related products from us in the
event that the contractor is selected for the ptoje




To complement our outside sales force, we havé &wlrong and technically proficient inside satedgf. Our inside sales force is
responsible for fielding incoming orders, providipgcing quotations and responding to customerim@gi Our inside sales force provides
vital product expertise to our customers.

In addition to our outside and inside sales foregsare manufacturer representatives for partioumufacturers’ products. Currently,
we have developed relationships with Carlisle, 3dWlanville, Owens Corning, Soprema and Firestonthmbasis. We currently employ 15
representatives who act as liaisons (on behalfafgrty owners, architects, specifiers and constdjdetween these roofing materials
manufacturers and professional contractors.

Marketing

In order to capitalize on the local customer relaghips that we have established and benefit frmnibtands developed by our regional
branches, we have maintained the trade names dfahthge businesses that we have acquired. Thade trames—Beacon Roofing Supply
Canada Company, Beacon Sales Company, Best DistghCoastal Metals, Dealer’s Choice, Forest, GKAGroupe Bedard, JGA Corp.,
Lafayette Woodworks, Quality Roofing Supply, SheRéstribution, Southern Roof Center, The Roof @er@tnd West End Lumber—are
well-known in the local markets in which the redpecbranches compete and are associated withréhvéspn of high-quality products and
customer service.

As a supplement to the efforts of our sales foeeeh of our branches communicates with residesutidInon-residential contractors in
their local markets through newsletters, directlrmad the Internet. In order to build and strengthedationships with customers and vendors,
we sponsor and promote our own regional trade shawish feature general business and roofing semiita our customers and product
demonstrations by our vendors. In addition, wenatteumerous industry trade shows throughout thiemegn which we compete, and we are
an active member of the National Roofing Contrac#ssociation, as well as regional contractorsbeisdions.

Purchasing and suppliers

Our status as a leader in our core geographic rnsr&e well as our reputation in the industry, &lsved us to forge strong relationsh
with numerous manufacturers of roofing materiald exlated products, including Alcoa, Carlisle, @erteed, EIkCorp, Firestone, GAF
Materials, Johns Manville, Owens Corning and Tamko.

We are viewed by our suppliers as a key distribdtar to our industry expertise, significant markedre in our core geographic markets
and the substantial volume of products that weitlige. We have significant relationships with mtiran 50 suppliers and maintain multiple
supplier relationships for each product line.

We have centralized the procurement of productsutin our headquarters for the vast majority ofpteelucts that we distribute. We
believe this enables us to purchase products noamoeically than all but a few of our competitdPsoduct is shipped directly by the
manufacturers to our branches.

Operations
Facilities

Our network of 138 branches serves metropolitaasaire 29 states (84 branches in 16 states pritet&helter acquisition) and the
Canadian provinces of Manitoba, Ontario and Quebbis network has enabled us to effectively anitiefitly serve a broad customer base
and to achieve a leading market position in eaabuofcore geographic markets.




Operations

Our branch-based model provides each location avitlgnificant amount of autonomy to operate withie parameters of our overall
business model. Operations at each branch areetdito meet the local needs of their customersebéing on market needs, branches carry
from about 1,000 to 8,500 SKUs.

Branch managers are responsible for sales, prasidgstaffing activities, and have full operatiooahtrol of customer service and
deliveries. We provide our branch managers withifitant incentives that allow them to share in phefitability of their respective branches
as well as the company as a whole. Personnel atasporate operations assist the branches witthpgieg, procurement, credit services,
information systems support, contract managemegal Iservices, benefits administration and saldsuar tax services.

Distribution/fulfillment process

Our distribution/fulfillment process is initiateghan receiving a request for a contract job ordegroduct order from a contractor. Under
a contract job order, a contractor typically redsiesofing or other construction materials and téchl support services. The contractor
discusses the project’s requirements with a satespeand the salesperson provides a price quotitidhe package of products and services.
Subsequently, the salesperson processes the owlereadeliver the products to the customer’s jod. si

Fleet

Our distribution infrastructure supports more tB&0,000 deliveries annually. To accomplish this,mantain a dedicated fleet of 472
trucks, 198 tractors and 346 trailers that we owlease. Nearly all of our delivery vehicles areipged with specialized equipment,
including 392 truck-mounted forklifts, cranes, hgdlic booms and conveyors, which are necessarglieed products to rooftop job sites in
an efficient and safe manner.

Our branches focus on providing materials to custsnwho are located within a two-hour radius ofrthespective facilities. We make
deliveries five days per week.

Management information systern

Beacon. Beacon has fully integrated management informagimtems. Our systems are consistently implememegsall our
branches, and acquired businesses are promptlydriowair system upon acquisition. Our systems su@yery major internal operational
function, except payroll, providing complete intation of purchasing, receiving, order processihgpEng, inventory management, sales
analysis and accounting. All of our domestic braschse the same databases within the system, afjdwanches to easily acquire products
from other branches or schedule deliveries by dih@nches, greatly enhancing our customer ser@igesystem also has a sophisticated
pricing matrix which allows us to refine pricing bggion, branch, type of customer, customer, onevepecific customer project. In addition,
our system allows us to monitor all branch andaegi performance centrally. We have centralizedyrianctions to leverage our size,
including accounts payable, insurance, employeefiiesnvendor relations, and banking.

Most of our branches are connected to one of oalBM AS400 computer networks by secure Interneinaetions or private data line
We maintain a third IBM AS400 as a disaster recpwystem, and information is backed up to thisaysthroughout each business day. We
have the capability of switching our domestic ofierss to the disaster recovery system electronicall
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We have created a financial reporting packageahas us to send branches information they cartassempare branch by branch
financial performance, which we believe is esséti@perating each branch efficiently and morefipably. We have also developed a
benchmarking report which enables us to comparef allir branches’ performance, excluding Sheltanbhes at this time, in 12 critical
areas.

We can place purchase orders electronically withesof our major vendors. The vendors then trandmit invoices electronically to L
Our system automatically matches these invoicds thi related purchase orders and schedules payApgroximately 40% of our
inventory purchases are processed electronicaleyh#e the capability to handle customer procesdiironically, although most
customers prefer ordering through our sales force.

Shelter. Shelter also has fully integrated management inddion systems for 52 of its 53 branches. Due tsgezialized needs of
Shelter’'s millwork branch, that facility is on apsgate system. We intend to integrate Beacon'sSmadter’s systems in the future.

Government regulations

We are subject to regulation by various federakestprovincial and local agencies. These ageimigsde the Environmental Protection
Agency, Department of Transportation, Interstaten@e&rce Commission, Occupational Safety and HeadimiAistration and Department of
Labor and Equal Employment Opportunity Commisside. believe we are in compliance in all materiapezss with existing applicable
statutes and regulations affecting environmensaids and our employment, workplace health and viexkypsafety practices.

Competition

The U.S. roofing supply industry is highly compett The vast majority of our competition comesfrtocal and regional roofing
supply distributors, and, to a much lesser exther building supply distributors and “big box'tagers. Among distributors, we compete
against a small number of large distributors andyrsanall, local, privately-owned distributors. Whe @among the three largest roofing
materials distributors in the United States andgdan The principal competitive factors in our besminclude, but are not limited to,
availability of materials and supplies; technicadquct knowledge and expertise; advisory or otkevise capabilities; pricing of products;
and availability of credit. We generally competetba basis of product quality and the quality of services and, to a lesser extent, price. We
compete within the roofing supply industry not ofdy customers but also for personnel.

Employees

Including the effect of the Shelter acquisition, naese 2,157 employees, consisting of 537 in saldswarketing, 204 in branch
management, including supervisors, 1,163 warehaoskers and drivers, and 253 general and admitiiatraersonnel.

Seventeen of our employees are represented byaudamn and covered by a collective bargainingeagrent. We believe that our
employee relations are good.
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Order Backlog
Order backlog is not a material aspect of our legsrand no material portion of our business isestiltp government contracts.

Seasonality

In general, sales and net income are highest doringjrst, third and fourth fiscal quarters, whigpresent the peak months of
construction, especially in our branches in thehemstern U.S. and in Canada. Our sales are stib#italower during the second quarter,
when we usually incur net losses. These quartkréfuations have diminished as we have diversifitad the southern regions of the United
States.

Geographic Data

For geographic data about our business, pleasdaeel6 to our Consolidated Financial Statemerdisided elsewhere in this Form 10-
K.

ITEM 1A. RISK FACTORS

You should carefully consider the risks and undeti@s described below and other information inéddn this Form 10-K in evaluating
us and our business. If any of the events deschieéalv occur, our business and financial resultsldde adversely affected in a material
way. This could cause the trading price of our camrstock to decline, perhaps significantly.

We may not be able to effectively integrate newdgaired businesses into our operations or achiexpected profitability from our
acquisitions.

Our growth strategy includes acquiring other rogfinaterials distributors. Acquisitions, such as meently completed Shelter
acquisition, involve numerous risks, including:

« unforeseen difficulties in integrating operatiotesshnologies, services, accounting and personnel;
 diversion of financial and management resourcas E&isting operations;

« unforeseen difficulties related to entering geobrapegions where we do not have prior experience;
« potential loss of key employees;

« unforeseen liabilities associated with businessgsieed; and

« inability to generate sufficient revenue to offaetuisition or investment costs.

As a result, if we fail to evaluate and executeudgitions properly, we might not achieve the apited benefits of these acquisitions,
and we may incur costs in excess of what we auatieipr hese risks may be greater in the case aiaguisition of Shelter, given the number
of Shelter’s branches and the addition of new gealgc regions.

We may not be able to successfully identify acatiosi candidates, which would slow our growth rate.

We continually seek additional acquisition candédan selected markets and from time to time engaggploratory discussions with
potential candidates. If we are not successfuhidifig attractive acquisition candidates that we @equire on satisfactory terms, or if we
cannot complete those acquisitions that we identifg unlikely that we will sustain the historlagrowth rates of our business.
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An inability to obtain the products that we distuibe could result in lost revenues and reduced magand damage relationships wi
customers.

We distribute roofing and other exterior buildingt@rials that are manufactured by a number of majppliers. Although we believe
that our relationships with our suppliers are ggrand that we would have access to similar produets competing suppliers should prodt
be unavailable from current sources, any disruptiaour sources of supply, particularly of the mosimonly sold items, could result in a
loss of revenues and reduced margins and damag®nships with customers. Supply shortages mayraes a result of unanticipated
demand or production or delivery difficulties. Whehortages occur, roofing material suppliers oftéocate products among distributors.

Loss of key personnel or our inability to attrachd retain new qualified personnel could hurt our d8ity to operate and grow successfull

Our success is highly dependent upon the servicestmert Buck, our President and Chief Executivdef, David Grace, our Chief
Financial Officer, and historically Andrew LogieymoChairman of the Board. Our success will contittudepend to a significant extent on
executive officers and key management personng#yding our regional vice presidents. We do notehieey man life insurance covering any
of our executive officers. We may not be able taireour executive officers and key personnel traat additional qualified management.
The loss of any of our executive officers or ourestkey management personnel or our inability touie and retain qualified personnel could
hurt our ability to operate and make it difficudtéxecute our acquisition and internal growth styas.

A change in vendor rebates could adversely affaat mcome and gross margin:

The terms on which we purchase product from marguofvendors entitle us to receive a rebate basdteovolume of our purchases.
These rebates effectively reduce our costs forymrsd If market conditions change, vendors may el change the terms of some or all of
these programs. Although these changes would fettahe amounts at which we have recorded proalueady purchased, it may lower our
gross margins on products we sell or income wézeal future periods.

Cyclicality in our business could result in loweevenues and reduced profitability.

We sell a portion of our products for new residaraind non-residential construction. The strendtth@se markets depends on new
housing starts and business investment, which rection of many factors beyond our control, irdihg interest rates, employment levels,
availability of credit and consumer confidence.Ufatdownturns in the regions and markets that wweesgould result in lower revenues and,
since much of our overhead and expense are fimadrlprofitability.

Seasonality in the construction and -roofing industry generally results in second quartlosses.

Our second quatrter is typically adversely affedtgdvinter construction cycles and weather patterolder climates as the level of
activity in the new construction and re-roofing kets decreases. Because much of our overhead padssxremains relatively fixed
throughout the year, we generally record a lossnduwur second quarter. We expect that these sabganations will continue in the future.

If we encounter difficulties with our management formation systems, we could experience problemsnwitzentory, collections, custome
service, cost control and business plan executi

We believe our management information systems ametitive advantage in maintaining our leadgrglusitions in the roofing
distribution industry. If we experience problemghwour management information systems, we coulé®gepce product shortages or an
increase in accounts receivable. Any failure byousaintain our management information systemsccadiersely impact our ability to
attract
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and serve customers and would cause us to incbhehaperating costs and experience delays in teeution of our business plan.

Ouir failure to compete successfully could cause @avenue or market share to decline.

We currently compete in the distribution of roofimgterials primarily with smaller distributors, bmé also face competition from a
number of multi-regional distributors of roofing teaals and national distributors of building prathithat are larger and have greater
financial resources than us. Our competitgrgater financial resources may enable them ta bffgher levels of service or a broader selec
of inventory than we can. As a result, we may re#able to continue to compete effectively with competition, leading to reduced revenues
and market share.

An impairment of goodwill and/or other intangiblessets could reduce net incon

Acquisitions frequently result in the recordinggwfodwill and other intangible assets. At Septen24er2005, goodwill represented
approximately 28% of our total assets. Goodwilidslonger amortized and is subject to impairmestirig at least annually using a fair value
based approach. The identification and measureafggaodwill impairment involves the estimation bétfair value of our single reporting
unit. Our accounting for impairment contains unaty because management must use judgment imgateg appropriate assumptions to
be used in the measurement of fair value. We déterfair value using a market approach to valuebmsginess.

We evaluate the recoverability of goodwill for iniymaent in between our annual tests when eventb@anges in circumstances indicate
that the carrying amount of goodwill may not beonearable. Any impairment of goodwill will reducetrircome in the period in which the
impairment is recognized.

Being a public company has increased our adminigive costs and diverted management time and attemtparticularly to comply witt
new regulatory requirements implemented by the Sé&s and Exchange Commission and The Nasdaq NatibMarket.

As a public company, we are incurring significagdl, accounting and other costs that we did rarias a private company. We are
incurring all of the internal and external costpoéparing and distributing periodic public repantgompliance with our obligations under-
securities laws. In addition to the requirementthefSarbanes-Oxley Act of 2002, we are subjeatderies of new rules and regulations that
the Securities and Exchange Commission and Theddasdtional Market have adopted. In addition toéasing costs, our compliance
efforts have made some activities more time-consgrand have diverted management time and atteati@y from our core business. We
are expanding our operational and financial syst@nascontrols as part of our compliance efforts.

We might need to raise capital, which might not &eailable, thus limiting our growth prospects.

We may require additional equity or debt financimngrder to consummate an acquisition or for addal working capital for expansion
or if we suffer losses. In the event additionabfining is unavailable to us, we may be unable paea or make acquisitions and our stock
price may decline as a result of the perceptiohwleahave more limited growth prospects.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None.
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ITEM 2. PROPERTIES

We lease 149 facilities, including our headquarserd other support facilities, throughout the Neast, Mid-Atlantic, Midwest, Central
Plains, Southeast, and Southwest regions of theetl§itates and in Eastern Canada. These leasétieacange in size from 2,000 square
feet to 138,716 square feet. In addition, we owessaarehouse facilities located in Manchester, Mampshire; Reading, Pennsylvania;
Montreal, Quebec; Sainte-Foy, Quebec; Delson, Quebadisbury, Maryland; Hartford, Connecticut; Cstom, Rhode Island; Lancaster,
Pennsylvania; and Jacksonville, Florida. These aWaeilities range in size from 11,500 square feet8,900 square feet. All of the owned
facilities are mortgaged to our senior lenders.Blkeve that our properties are in good operatomgdion and adequately serve our current
business operations.

As of December 1, 2005, our 138 branches and l¢r dalcilities were located in the following statex provinces:

Number of
State Branches Other

Alabama
Arkansas
Connecticu
Delaware
Florida
Georgia
lllinois

Indiana

lowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachuseti
Michigan
Mississippi
Missouri
Nebraske

New Hampshire
North Caroling
Oklahoma
Pennsylvani:
Rhode Islanc
South Carolin:
Tennesse
Texas
Vermont
Virginia
Subtotal—U.S.
Canadian Provinces
Manitoba
Ontario
Quebec
Subtotal—Canada
Total

-
~NWWRPONORPRMIIPRPNONRPEPRAROWROUUONDNNDNDNDDN
=

=

4
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I
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w
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ITEM 3. LEGAL PROCEEDINGS

From time to time, we are involved in lawsuits theg brought against us in the normal course ahlkss. We are not currently a part
any legal proceedings that would be expected, ritickvidually or in the aggregate, to have a matexdverse effect on our business or

financial condition.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of our secingtgers during the fourth quarter of the year enSeptember 24, 2005.
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOC KHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock has been traded on The NasdagridafViarket under the symbol “BECN” since Septen#r2004. Prior to that
time there was no public market for our stock. Tdilwing table lists quarterly information on tpeice range of our common stock based on
the high and low reported sale prices for our comistock as reported by The Nasdaq National Mardkethie periods indicated below.

High Low

Year ended September 25, 200«

Fourth quarter (from September 23, 20 $16.3¢ $14.2¢
Year ended September 24, 2005:

First quartel $21.65 $15.7¢

Second quarte $23.1¢ $18.77

Third quartel $29.3¢ $21.0Z

Fourth quarte $33.58 $24.2¢

There were 52 holders of record of our common stsckf December 1, 2005.

Purchases of Equity Securities by the Issuer and Afiated Purchasers

No purchases of our equity securities were madeshyr affiliated purchasers during the fourth geraof the year ended September 24,
2005.
Recent Sales of Unregistered Securities

None.

Dividends

We have not paid cash dividends on our common stadkdo not anticipate paying dividends in the $esable future. Our board of
directors currently intends to retain any futurengggs for reinvestment in our business. Our rewgj\credit facilities currently prohibit the
payment of dividends without the prior written censof our lender. Any future determination to piyidends will be at the discretion of our
board of directors and will be dependent upon esults of operations and cash flows, our finanisition and capital requirements, general
business conditions, legal, tax, regulatory and@mtractual restrictions on the payment of dividerand any other factors our board of
directors deems relevant.
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ITEM 6. SELECTED FINANCIAL DATA

You should read the following selected financidbimation together with our financial statementd aglated notes and “Management’s
discussion and analysis of financial condition eeslilts of operations” also included in this FordaKL We have derived the statement of
operations data for the years ended Septembe0Rs, September 25, 2004 and September 27, 2003harxhlance sheet information at
September 24, 2005 and September 25, 2004 frorawalited financial statements included in this F&GW. We have derived the stateme
of operations data for the years ended Septemh&0P2 and September 29, 2001, and the balanceddtaeat September 27, 2003,
September 28, 2002 and September 29, 2001 frorawglited financial statements not included in thisnir 10-K.

Fiscal year endec

September 29
September 24 September 25 September 27 September 28 2001
2005 2004 2003 2002 (53 weeks'
(dollars in thousands, except per share date

Statement of operations data

Net sales $ 85092t $ 652,90¢ $ 559,54( $ 549,87: $ 415,08¢
Cost of products sold 643,73 487,20( 418,662 413,92¢ 321,152
Gross profit 207,19t 165,70¢ 140,87¢ 135,94¢ 93,93€
Operating expense
Selling, general, and administrati 145,78¢ 120,73¢ 109,58¢ 105,99¢ 75,20¢
Stock-based compensation 690 10,29¢ — 522 —
146,47¢€ 131,037 109,58¢ 106,52( 75,20¢
Income from operations 60,71¢ 34,672 31,292 29,42¢ 18,727
Interest expens (4,911) (11,6217) (14,052 (15,30¢) (15,702
Change in value of warrant
derivatives(1 — (24,992) (2,614) (2,756) (116)
Loss on early retirement of de (915) (3,285) — — (2,487)
Income taxes (21,97€) (10,12¢) (7,521) (6,153) (798)
Net income (loss) $ 32,917 $ (15355 $ 7,105 $ 5211 $ (376)
Net income (loss) per sha
Basic $ 124 $ (0.86) $ 04C $ 029 $ (0.03)
Diluted $ 120 $ (0.86) $ 039 % 029 % (0.03)
Weighted average shares outstanc
Basic 26,477,95¢ 17,905,20{ 17,841,97¢ 17,697,48: 15,019,78:
Diluted 27,412,62¢ 17,905,20{ 18,230,45' 17,891,67{ 15,019,78:
Other financial and operating da
Depreciation and amortizatic $ 8,74 $ 6,922 $ 6,047 $ 5,851 $ 6,23¢
Capital expenditures (excluding
acquisitions’ $ 9,58Z $ 5127 $ 497¢ $ 453€ $ 4,504
Number of location 84 67 65 62 60

(1) The change in value of warrant derivatives reprsseimanges in the fair market value of certain armtg previously issued in connection
with debt financings that were redeemed on Septe2®e2004.
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September 24  September 25 September 27 September 28  September 29
2005 2004 2003 2002 2001

(in thousands)
Balance sheet dat

Cash $ — $ — $ 64 $ 69 $ 2,271
Total assets $384,43% $301,49¢ $275,70¢ $257,93: $263,65¢
Current debt and warrant derivative

liability:
Cash overdral $ 3,557 $ 3,694 $ — $ — $ —
Borrowings under revolving lines

of credit — 44,592 59,831 65,901 76,75¢
Warrant derivative liabilitie: — 34,33k 3,683 2,953 2,108
Current portions of long-term debt and

capital lease obligatior 6,348 6,152 9,200 12,292 7,711

$ 9,90t $ 88,77¢ $ 72,714 $ 81,14¢ $ 86,57¢

Long-term debt, net of current portior
Borrowings under revolving lines

of credit $ 63,76¢  $ — $ — $ — $ —
Senior notes payable and other

obligations 20,15€ 22,66C 149 7,424 18,11C
Junior subordinated notes paya — 17,071 35,171 32,43€ 29,804

Subordinated notes payable to related
parties and notes payable to

stockholder: — 29,442 27,087 25,041 25,34z
Long-term obligations under
capital lease 1,668 976 497 — —

$ 85,59: $ 70,14¢ $ 62,90/ $ 64,901 $ 73,25¢

Warrant derivative liabilities
long-term $ — $ — $ 8,243 $ 6,35¢ $  4,44¢

Stockholders’ equity $178,74¢ $ 38,24f $ 41,76¢ $ 32,29( $ 26,56¢
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion should be read in conjiomcwvith our consolidated financial statements aelted notes and other financial
information appearing elsewhere in this Form 10hiKaddition to historical information, the followgndiscussion and other parts of this
Form 1(-K contain forward-looking information that involveisks and uncertainties. Our actual results catiffer materially from those
anticipated by this forward-looking information dteethe factors discussed under “Risk factors,” ‘fa@rd-looking statements” and
elsewhere in this Form 10-K. Certain tabular inf@tion will not foot due to rounding.

Overview

We are one of the largest distributors of residegrtnd non-residential roofing materials in thetddiStates and Canada. We are also a
distributor of other building materials, includis@ing, windows, specialty lumber products and wateofing systems for residential and
nonresidential building exteriors. We purchase potsl from a large number of manufacturers and tlignibute these goods to a customer
base consisting of contractors and, to a lessengxgeneral contractors, retailers and buildingenia suppliers.

We carry up to 8,500 SKUs through 138 branched(a8ches were added as a result of our acquigifi®hnelter) in the United States
and Canada. In fiscal year 2005, approximately 80%ur net sales were in the United States. Weksboe of the most extensive assortments
of high quality branded products in the industryalgling us to deliver products to our customera ¢imely basis.

Execution of the operating plan at each of our tihas drives our financial results. Revenues aradatgal by the relative strength of the
residential and non-residential roofing marketssaeve. We allow each of our branches to developwis marketing plan and mix of our
products based upon its local market. We diffeadatourselves from the competition by providingtomeer services, including job site
delivery, tapered insulation layouts and designraethl fabrication, and by providing credit. We sinler customer relations and our
employees’ knowledge of roofing and exterior buitfimaterials to be important to our ability to im@se customer loyalty and maintain
customer satisfaction. We invest significant resestin training our employees in sales techniguwesiagement skills and product
knowledge. While we consider these attributes ingyardrivers of our business, we continually paselattention to controlling operating
costs.

Our growth strategy includes both internal growdpening branches, growing sales with existing custs and introducing new
products) and acquisition growth. Our main acquisistrategy is to target market leaders in gedgcagreas that we presently do not serve.
Our October 2005 acquisition of Shelter and Decearibé4 acquisition of JGA reflect this approachel®r is a leading distributor of roofii
and other building materials with 53 branches mMidwest, Central Plains and Southwest, with madibranch overlap with our existing
operations. JGA is a leading Southeast distribot@oofing and other building materials with ninebches in Georgia, Florida and Alabama.
We also have acquired smaller companies to suppielbmanch openings within an existing region. Oprif2005 acquisition of Insulation
Systems, Inc. of Virginia (“ISI"), which we integed into our region in the Carolinas, is an exangblsuch an acquisition.

General
We sell all materials necessary to install, replace repair residential and non-residential roofduding:

e shingles;

 single-ply roofing;
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« metal roofing and accessories;

* modified bitumen;

 built up roofing;

 insulation;

» slate and tile;

» fasteners, coatings and cements; and
« other roofing accessories.

We also sell complementary building products suh a
 vinyl siding;

 doors, windows and millwork;

« wood and fiber cement siding;

* residential insulation; and

« waterproofing systems.

The following is a summary of our net sales by piddyroup for the last three full fiscal years:

Year Ended
September 24 September 25 September 27
2005 2004 2003

Net Sales  Mix_ Net Sales  Mix_ Net Sales  Mix_
Residential roofing products $346,29: 41% $268,78( 41% $241,34: 43%
Non-residential roofing produc 305,604 36 223,23 34 188,03C 34
Complementary building products 199,031 23 160,89¢ 25 130,167 23
Total $850,92¢ 100% $652,90¢ 100% $559,54( 100%

Note: Certain priccyear amounts have been reclassified to confirtheéccurrent-year presentation.

Shelter’s net product group sales as a percenfaget sales for its fiscal year ended Decembe2804 was 46% residential roofing
products, 12% non-residential roofing products 4% complementary building products.

We have over 30,000 customers, no one of whichesgmts more than 1% of our net sales. Many of astomers are small to mid-size
contractors with relatively limited capital resoesc We maintain strict credit approval and revi@ligies, which in the past has helped to
keep losses from customer receivables within opeetations. For the past five years, wofés for doubtful accounts have averaged less
0.3% of net sales.

Our expenses consist primarily of the cost of potsipurchased for resale, labor, fleet, occupaamg,selling and administrative
expenses. We compete for business and may respauothipetitive pressures by lowering prices in otdanaintain our market share.

Since 1997, we have made nine strategic and congpitary acquisitions. Over the same time periodppened 18 new branches. We
opened two branches in 2002 and 2003, three branct2904, and six branches in 2005. When we opewebranch, we transfer a certain
level of existing business from an existing bratecthe new branch. This allows the new branch taroence with a base business and also
allows the existing branch to target other growgpartunities.
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In managing our business, we consider all growttipding the opening of new branches, to be integrawvth unless it results from an
acquisition. In our management’s discussion andlyaisaof financial condition and results of opeoas, when we refer to growth in existing
markets, we include growth from existing and neapened branches but exclude growth from acquiraddires until they have been under
our ownership for at least one full fiscal year.ring 2003, 2004, and 2005, our internal sales gnomas 1.8%, 16.7% and 15.7%,
respectively.

We use a 52/53 week fiscal year ending on theSagirday of September. Our fiscal years ended Syate27, 2003 (“2003"),
September 25, 2004 (“2004"), and September 24, 2A0H5") all contained 52 weeks.

Results of operations
The following discussion compares our results afrapons for 2005, 2004 and 2003.

The following table shows, for the periods indichtformation derived from our consolidated stadets of operations expressed as a
percentage of net sales for the period presented.

Year ended
September 24 September 25 September 27
2005 2004 2003
Net sales 100.C% 100.C% 100.C%
Cost of products sold 75.7 74.6 74.8
Gross profit 24.3 25.4 25.2
Operating expenses:
Selling, general and administrative exper 17.1 18.5 19.€
Stock-based compensation 0.1 1.6
17.2 20.1 19.€
Income from operations 7.1 5.3 5.6
Interest expens (0.5) (1.8) (2.5)
Change in value of warrant derivativ — (3.8) (0.5)
Loss on early retirement of debt (0.2) (0.5) —
Income (loss) before income taxes 6.5 (0.8) 2.6
Income taxes (2.6 (1.6) (1.3
Net income (loss 3.9% 2.4)% 1.3%

2005 compared to 2004

The following table shows a summary of our resofteperations for 2005 and 2004, broken down bgtig markets and acquired
markets.

For the Fiscal Years Ended

Existing Markets Acquired Markets Consolidated
2005 2004 2005 2004 2005 2004
(in thousands)
Net sales $755,50: $652,90¢ $9542¢ $— $850,92¢ $652,90¢
Gross Profi 191,25¢ 165,70¢ 15,942 — 207,19¢ 165,70¢
Gross Margir 25.3% 25.4% 16.7% 24.3% 25.4%
Operating Expense 133,43¢ 131,037 13,038 — 146,47¢ 131,037
Operating Expenses as a% of net s 17.7% 20.1% 13.7% 17.2% 20.1%
Operating Incom $ 57,81t $ 34,672 $ 2,904 — $ 60,71¢ $ 34,672
Operating Margir 7.7% 5.3% 3.0% 7.1% 5.3%
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Net Sales

Consolidated net sales increased $198.0 millio80a8%, to $850.9 million in 2005 from $652.9 nalliin 2004. Existing markets saw
internal growth of $102.6 million, or 15.7%, whil&A Corp (“JGA”), Insulation Systems, Inc. of Vinga (“ISI") and Commercial
Supply, Inc. (“CSI”) contributed the remaining iease. During 2005, we acquired 11 branches from J&And CSI and opened six new
branches. JGA, ISI and CSI had combined produaigsales of $53.4, $21.5 and $20.5 million in restél roofing products, noresidentia
roofing products, and complementary building praduespectively, while the product group salesoiarexisting markets were as follows:

2005 2004
Net Sales Mix Net Sales Mix Growth
(dollars in millions)
Residential roofing produc $292.¢ 38.8% $268.¢ 41.2% $ 24.1 9.0%
Non-residential roofing produc 284.1 37.6 223.2 34.2 60.9 27.3
Complementary building products 178.5 23.6 160.9 24.6 17.6 10.9

$755.5 100.Cop $652.¢ 100.Cop $102.€ 15.7%

Note: Certain priccyear amounts have been reclassified to confirtheéccurrent-year presentation.
Our existing market growth increased due primaulyhe following factors:
 strong residential roofing demand,
e continued penetration into complementary buildingdoicts markets,
« arobust non-residential market, including the iotfeom large price increases,
« continued home re-modeling demand,
« opening of 6 greenfield branches, and

« overall estimated price increases of approximaiétyto 7%.

Gross Profit

2005 2004 Change
(dollars in millions)
Gross profit $207.z $165.7 $41.5 25.0%
Gross margir 24.3% 25.4% (1.1)%

Our overall gross profit increased $41.5 millioniletour overall gross margin declined from 25.49%2403%. Our existing markets’
gross profit growth of 15.4% contributed $25.6 mill to the total gross profit increase while JG8\, &nd CSI accounted for the remaining
$15.9 million of the increase. Existing marketsdgg margin was 25.3% in 2005 compared to 25.49%904 2due mainly to the large increase
in non-residential roofing sales, which in gendrale lower gross margins than our other produatggg partly offset by an increase in the
gross margin rate realized on those non-residesdiak. Due to their product mix, JGA and IS| hlaweer gross margins than our existing

markets, which have further lowered our overallsgrmargin.
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Operating Expense

2005 2004 Change
(dollars in millions)
Operating expenst $146.5 $131.C $15E 11.8%
Operating expenses as a % of s, 17.2% 20.1% (2.9)%

Operating expenses increased $15.5 million or 1X@3%446.5 million in 2005 from $131.0 million i0@4. JGA, ISl and CSI
contributed $13.1 million of this increase whildsting markets’ operating expenses increased $2libmnor 1.8%. Excluding the net change
of $9.6 million in stock-based compensation, thistexg markets’ operating expense increase waf0%ialion, which was due primarily to
increased payroll and related costs of $6.9 miJlmr9.5%. Much of the increase in payroll costs weven by our increased sales volume,
but an increase in the cost of health insurancefiisralso contributed to the increase. We have lilsed additional personnel for public-
company reporting and trainees for future expandiéa also experienced an increase of $1.9 millioprofessional fees in 2005, as we
incurred additional public-company costs and cargthwith our Sarbanes-Oxley Section 404 compligmogect. Existing markets’
warehouse expenses, excluding depreciation, ineddags $1.7 million or 13.1%, which reflects the #idah of six new branches. Depreciati
expense increased by $1.0 million.

Selling, general and administrative expenses dsetkas a percentage of net sales to 17.1% in 200618.5% in 2004, primarily due
leveraging our fixed costs over our increased aketssand JGA'’s and ISI's lower operating expenses ercentage of net sales. We expect tc
continue to incur additional administrative costsagoublic company in the future, including additibcosts associated with compliance with
the Sarbanes-Oxley Act.

We incurred $0.7 million in stockased compensation related to the remaining vesfiogtions in 2005 as compared to $10.3 milliol
2004. The prior-year charge related to the termonatf our rights to repurchase certain securiftiesn our employees at the lower of cost or
fair value and, to a lesser extent, the vestingptions and stock issued to certain employees b&aovmarket value prior to the IPO.

Interest Expenst

Interest expense decreased $6.7 million to $4.Bomiin 2005 from $11.6 million in 2004. Althoughterest rates increased and we
acquired JGA, ISl and CSI through borrowings urmlerline of credit, our debt level remains substdiytbelow 2004 levels due primarily to
the IPO, resulting in a significant reduction iterest expense

Change in Value of Warrant Derivatives
The prioryear charge of $25.0 million for the change inthkie of warrant derivatives was associated withrava derivatives settled
connection with our IPO and was due to the efféthe increase in the fair market value of our canrstock during 2004.

Loss on Early Retirement of Del

On September 28, 2004, we used a portion of theggids from our IPO to pay off the remaining jursiobordinated notes. In connect
with the associated early retirement of debt, veerged a $0.9 million loss in the first quarte2605. In March 2004, we refinanced our
credit facilities and used a portion of the procetedpay off a portion of our junior subordinataxtes. In connection with the associated early
retirement of that debt, we recorded a $3.3 millmss in the second quarter of 2004.
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Income Taxes

Income tax expense increased to $22.0 million @52@om $10.1 million in 2004. Our 2005 effectiveome tax rate was 40.0%,
compared to our 2004 effective income tax rate5o00% prior to the impact of the non-deductible \matrderivatives charge. The decrease is
due to the strong earnings from our Canadian sigrgidvhich will enable us to use a more favorahbecredit for foreign taxes as compared
to using a deduction for such foreign taxes in 2004ddition, due to the strong earnings througloau domestic regions and having no
unusable losses in any state, we experienced aimp overall effective state income tax rat@95. We expect our future effective incc
tax rate to fluctuate between 40.0% and 41.0%, midipg primarily upon the results of our operation€anada and in the various states in
which we operate.

2004 compared to 2003
Net sales increased $93.4 million, or 16.7%, to2¥85nillion in 2004 from $559.5 million in the coru@able 2003 period.

Specifically, product group sales increased asvt

2004 2003
Net Sales Mix Net Sales Mix Growth
(dollars in millions)
Residential roofing produc $268.€ 41.2% $241.C 43.1% $27.5 11.4%
Non-residential roofing produc 223.2 34.2 188.0 33.6 35.2 18.7
Complementary building products 160.9 24.€ 130.2 23.3 30.7 23.6

$652.¢ 100.Cop, $559.5 100.Cop $93.4 16.704

Note: Certain pric-year amounts have been reclassified to confirthed®005 presentation.

Our residential roofing product growth was driventhe continued strength of the new housing masdsgigcially in our Mid-Atlantic
region, and a strong remodeling market in all regidDur continued introduction of complementanjding products, such as fiber siding,
vinyl siding and windows, also drove revenue grobgtincreasing market share primarily in the graywiasidential market. Our non-
residential roofing products growth came primafilym gains in the Northeast from both new constaucand re-roofing markets. Since we
did not acquire any branches in 2003 or 2004, fadluo sales growth of 16.7% was from internal grovincluding the addition of over 2,700
new customers during 2004 which contributed $33l4am in sales. We opened three new branches 0420

Cost of products sold increased $68.5 million, ®A%, to $487.2 million in 2004 from $418.7 millider 2003. The increase reflects
increases in volume from all of our product groups.

As a result of the foregoing, gross profit increh$24.8 million, or 17.6%, to $165.7 million in 20€rom $140.9 million in 2003.

Gross profit as a percentage of net sales, commefdyred to as gross margin, increased to 25.42004 compared to 25.2% in 2003.
This increase was due to reduced pricing presstoesour customers in our non-residential market$ gains in vendor rebates as a
percentage of sales as we continued to have agrphduct mix change to residential products, Wigenerally have higher rebates. We
were also able to pass through most of the pricee&ses by our vendors to our customers.

Selling, general and administrative, or SG&A, exgeincreased $11.2 million, or 10.2%, to $120IHaoniin 2004 from $109.6 million
in 2003. The SG&A expense increase was due priyngriincreased transportation costs of $1.1 milliasluding higher fuel costs, and
increased payroll of $6.3 million primarily relatemthe sales volume increase. We expect highdosts to continue for the
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foreseeable future. This increase may adversedcadur future results of operations, althoughadnisally we have passed most of these
increases on to our customers. We also experieta@ttrease of $1.0 million in professional feesvadncreased our recruiting efforts for
corporate, sales and branch personnel; bad delresaged $0.5 million due to the increased salaswe] and depreciation increased $0.8
million due to increased capital expenditures. SG&#enses, as a percentage of net sales, dectedk®8% in 2004 from 19.6% in 2003,
primarily due to leveraging our fixed costs over mgecreased net sales.

We recorded $10.3 million in stock-based compearati 2004. This compensation related to stockeidso certain employees below
fair market value prior to our IPO.

Interest expense decreased $2.5 million to $11ll&min 2004 from $14.1 million in 2003. Althoughterest rates increased slightly,
our lower debt levels and the refinancing of oghleir interest rate debt, as described below, redogeinterest expense.

In March 2004, we refinanced certain componentuofindebtedness, paying off a portion of our jusiobordinated notes payable,
reducing our effective interest rate by 273 basistg. With this refinancing and the required repant of a portion of our junior subordina
notes payable, we recognized a $3.3 million lossanly retirement of debt. On September 28, 20@4used the proceeds of our IPO to pay
off the remaining junior subordinated notes. Upma tse of the IPO proceeds to repay debt, ourtaféecverall annual interest rate became
approximately 3.8% based upon September 25, 208¢l fates.

The change in value of our warrant derivatives $28.0 million in 2004 compared to $2.6 million £2003. This increase was due to the
effect of the increase in the fair market valu®f common stock. As of September 25, 2004, weedhthe warrant derivatives at $34.3
million, which we redeemed on September 28, 2004.

Income taxes increased to $10.1 million for 20@41i$7.5 million in 2003. Our 2004 effective incotag rate increased significantly
due to the impact on our pre-tax loss of the nondtlle warrant derivatives charge along with tbe-deductible portion of the stock-based
compensation charge. Our effective tax rate, ekausf the impact of these charges, was approximndte2 and 44% for 2004 and 2003,
respectively.

Seasonality and quarterly fluctuations

In general, sales and net income are highest dorindjrst, third and fourth fiscal quarters, whigpresent the peak months of
construction, especially in our branches in thehemstern U.S. and in Canada. Our sales are stib#italower during the second quarter,
when we usually incur net losses. These quartkrtfufations have diminished as we have diversifigal the southern regions of the United
States.

We generally experience an increase of inventargpants receivable and accounts payable durinfirdiethird and fourth quarters of
the year as a result of seasonality. Our borrowgageerally peak during the third quarter, primabgcause dated accounts payable offered by
our suppliers typically are payable in April, MaydaJune, while our peak accounts receivable cadlestypically occur from June through
November.

We also usually experience a slowing of collectiohsur accounts receivable during our second guanainly due to the inability of
our customers to conduct their businesses effdgtingnclement weather. We continue to attemptatiect those receivables which require
payment under our standard terms. We do not prangeconcessions to our customers during this geridhe year to incentivize sales.
Also, during the second quarter, we generally eéepee our lowest availability under our senior sedwredit facilities, which are asdese(
lending facilities.
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Certain quarterly financial data

The following table sets forth certain unauditeduderly data for the fiscal years 2005 and 2004ctvhin the opinion of management,
reflect all adjustments (consisting of normal reitig adjustments) considered necessary for a faggmtation of this data. Results of any one
or more quarters are not necessarily indicativeestilts for an entire fiscal year or of continutngnds.

Fiscal year 2005(1 Fiscal year 2004(1
Qtr 1 Qtr 2 Qtr 3 Qtr 4 Qtr 1 Qtr 2 Qtr 3 Qtr 4
(dollars in millions, except per share date

(unaudited)
Net sales $199.2 $172.1 $248.E $231.z $168.€ $124.1 $180.C $180.Z
Gross profit 50.3 41.4 59.7 55.8 42.8 32.6 45.4 44.9
Income from operatior 17.3 55 20.2 17.7 14.4 3.3 134 3.6
Net income (loss $ 87 $ 24 $ 113 $ 104 $ 31 $ 9.7 % (33 % (b5

Earnings (loss) per share—basic $ 0.33 $ 0.09 $ 043 $ 0.39 $ 0.18 $ (0.55 $ (0.18) $ (0.30)
Earnings (loss) per share—fully

diluted $ 032 $ 008 $ 041 $ 038 $ 0.17 $(0.55 $(0.18) $ (0.30)
Quarterly sales as % of year’s

sales 23.4% 20.2% 29.2% 27.2% 25.8% 19.0% 27.6% 27.6%
Quarterly gross profit as % of

yeals gross profi 24.3% 20.0% 28.8% 26.9% 25.8% 19.7% 27.4% 27.1%

Quarterly income from operations as
% of year’s income from
operations 285% 9.1% 33.3% 29.2% 41.5% 9.5% 38.6% 10.4%

(1) We incurred charges for stock-based compensatiapmfoximately $0.2 million for each quarter in 8Gthd $0.2, $0.7, and $9.4
million in Qtr 2, Qtr 3, and Qtr 4 of 2004, respeety; charges for the change in value of warrariviitives of $2.9, $8.1, $9.3, and $4.7
million in Qtr 1, Qtr 2, Qtr 3, and Qtr 4 of 200dspectively; and recorded a loss on the earlyeratnt of debt of $0.9 million in Qtr 1
2005 and $3.3 million in Qtr 2 of 2004.

Impact of inflation

We believe that our results of operations are ratenmlly impacted by moderate changes in the iofterate. Inflation and changing
prices did not have a material impact on our of@natin 2005, 2004, and 2003. We have experienoetk secent price increases in our
purchasing costs but we generally have been algags on such price increases to our customers.

Liquidity and capital resources

We had a cash overdraft of $3.6 million at Septan2de 2005 compared to a cash overdraft of $3.1#anikt September 25, 2004. Our
net working capital was $121.1 million at Septem®&r2005 compared to a net working capital deG€$3.7 million at September 25, 2004.
The increase in working capital was due, in parthe classification of the borrowings under owoteing lines of credit as long-term debt at
September 24, 2005 compared to the classificaBaruerent debt at September 25, 2004, as desduibder under “Indebtedness—Senior
secured credit facilities” below.

2005 compared to 2004

Our net cash provided by operating activities wé§ $nillion for 2005 compared to $23.1 million 2004. Our sales growth drove our
income from operations to $60.7 million in 2005nfr&34.7 million in 2004. Accounts receivable, esbhe of the effect of businesses
acquired, increased by $17.4 million in 2005
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compared to an increase of $6.0 million in 2004 @uihe strong increase in sales. The number of daystanding based upon our sales
remained constant at approximately 53 days for 20@52004. Accounts payable and accrued expensdgsize of the effects of businesses
acquired, decreased by $11.6 million in 2005 diragmily to a slowdown in fourth quarter purchase2005. We had increased inventory in
2005 prior to the fourth quarter to counteract sq@mee increases and temporary shortages and tigpogs for a continued strong sales
growth rate. As we saw prices and demand modetategithe fourth quarter, we lowered our invent@yels to more normal levels.

Net cash used in investing activities in 2005 w&8.$ million compared to $5.1 million in 2004 dwethe acquisition of JGA, ISI, and
CSlI for an aggregate net purchase price of $37lliomiNet capital expenditures increased to $9ilion from $5.1 million as we opened six
new branches in 2005 and continued to purchasspoatation and warehouse equipment to service mwth and to upgrade and maintain
our fleet of trucks.

Net cash provided by financing activities was $38iion in 2005 compared to net cash used in faiag activities of $21.9 million in
2004. The net cash provided by financing activitie2005 reflects borrowings under our revolvinek of credit, primarily for the
acquisitions, and the proceeds from our IPO lesafisociated warrant redemption and debt payniBmsnet cash used in financing
activities in 2004 primarily reflected the refinamg of our credit facilities and the repaymentsiebt.

2004 compared to 2003

Our net cash provided by operating activities w23.$ million for 2004 compared to $21.9 million #2003. The revenue growth
generated from the mid-Atlantic regions and a gn@modeling market, along with a favorable produit, drove our income from
operations from $31.3 in 2003 to $34.7 million D0A. Inventory levels increased as we anticipates pncreases and temporary shortages
by increasing our purchases. This growth in invgnieas offset by an increase in accounts payalameés but not yet collected vendor
rebates also increased as a result of the incrgasetlases. Accounts receivable collections rendastr®ng during both years, evidenced by
their relatively consistent levels, despite ouréase in sales volume.

Net cash used in investing activities in 2004 wa4 $nillion compared to $4.7 million in 2003. Weiaased our purchases of
transportation and material handling equipmenufapsrt our sales growth and to replace existingpenent. We also entered into leases
totaling approximately $1.0 million for certain égonent in 2004 compared to $0.7 in 2003 under ocaster lease line, which we recorded as
capital lease obligations.

Net cash used in financing activities was $21.9ionilin 2004 compared to $17.3 million in 2003. Tdeesh used in financing activities
2004 reflected the proceeds of our refinancingusfsenior secured borrowings, related repaymeatpafrtion of our junior subordinated
notes payable and net repayments of our borrowinger revolving credit agreements. The net castl imsBnancing activities in 2003
primarily reflected the repayment of amounts dudenrthe senior notes payable and net repaymeiotsrdforrowings under revolving credit
agreements.

Capital Resources

Our principal source of liquidity at September 2805 was our available and unused borrowings oft&4llion under revolving lines
of credit. Our borrowing base availability is debémed primarily by trade accounts receivable armtipct inventory levels. Borrowings
outstanding under the revolving lines of crediBaptember 25, 2004 were classified as currentitiabiin the 2004 balance sheet in
accordance with EITF Issue @2, Balance Sheet Classification of Borrowings @uiding under Revolving Credit Arrangements thakide
both a Subjective Acceleration Clause and a Lock-Boangement. Due to
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recent changes in our lock-box arrangements, revddorrowings outstanding as of September 24, 289% classified as longgrm liabilities
for amounts expected to be outstanding for grehter one year.

Liquidity is defined as the ability to generate quigte amounts of cash to meet the current neexhfir. We assess our liquidity in terms
of our ability to generate cash to fund our opegafctivities, taking into consideration the seasoature of our business. Significant factors
which could affect liquidity include the following:

« the adequacy of available bank lines of credit;

the ability to attract long-term capital with sédistory terms;
« cash flows generated from operating activities;

e acquisitions; and

« capital expenditures.

Our primary capital needs are for working capitaligations and other general corporate purposekjding acquisitions and capital
expenditures. Our primary sources of working cajita cash from operations supplemented by bantowangs. In the past, we have
financed acquisitions initially through increasexhk borrowings, the issuance of common stock aherdiorrowings, then repaying any such
borrowings with cash flows from operations. We haweded our capital expenditures through incredmatk borrowings or through capital
leases and then have reduced these obligationcasthflows from operations.

We believe we have adequate availability of capgdlind our present operations, meet our commitsnen our existing debt, and fund
anticipated growth, including expansion in existargl targeted market areas. We continually seadngiat acquisitions and from time to tir
hold discussions with acquisition candidates. ifsdile acquisition opportunities or working capi@eds arise that would require additional
financing, we believe that our financial positiamdaearnings history provide a strong base for abtgiadditional financing resources at
competitive rates and terms. Additionally, we msguie additional shares of common or preferred stockise funds and we are currently
seeking to issue and sell 2,000,000 shares, exgute proposed sales of shares by the sellinggtsddaers. We intend to use the net proce
from this offering to repay debt following the aésjtion of SDI. There is no certainty that thiserfhg will be successful.

Indebtednes:

We currently have the following credit facilities:

* asenior secured credit facility in the U.S.;

« a Canadian senior secured credit facility; and

« acapital lease facility.
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Senior secured credit facilitie

Our U.S. revolving line of credit agreement, ptiothe amendment discussed below, allowed for Bongs up to $118.5 million subje
to a limitation based on a percentage of eligiblentories and accounts receivable and any borgsaanitstanding under our Canadian
revolving line of credit. Interest was payable niyat the bank prime rate (6.25% at Septembe@@5) plus 0.75% or LIBOR (3.83% at
September 24, 2005) plus 2.00%. This credit facilias to expire on September 30, 2009.

We also had a revolving line of credit agreemeat #ilowed for borrowings up to $C15.0 million (@alman), subject to a limitation
based on a percentage of eligible inventories andumts receivable. As of September 24, 2005,dstarvas payable monthly at the Canadian
Bank Prime Rate (4.50%) plus 0.75%. This credillifgavas also to expire on September 30, 2009.

The borrowings under the senior notes payable evalving lines of credit were collateralized by stamtially all of our assets and were
subject to certain operating and financial covesanhich, among other things, restrict the payno¢dividends. As of September 24, 2005,
we were in compliance with all of the covenants financial ratio requirements.

Amendment

The credit facilities, as amended and restatedainl@r 14, 2005, mature on October 14, 2010 andisoof a $230.0 million U.S.
revolving line of credit and a $C15 million Canativolving line of credit, commonly referred torasolvers, and term loans totaling $80.0
million outstanding at October 14, 2005. The féeiti include an option of increasing the revolviimgs of credit by an additional $50 millic
The facilities provide for a cash receipts lock-lawrangement that gives us sole control over thdsun our lock-box accounts, unless excess
availability is less than $10 million or an evehtefault occurs, in which case the senior seclgeders have the right to take control over
such funds and to apply such funds to repaymetiteoenior debt. The lock-box arrangement is nogratonal.

Interest on borrowings under the U.S. facilitiepagable at our election at either of the followmates:

e an index rate (that is the higher of (a) the base fior corporate loans quoted in The Wall Streatdal or (b) the Federal Reserve
overnight rate plu¥z2of 1%) plus a margin of 0.25% to 1.50%, or

 the current LIBOR Rate plus a margin ranging fraB0% to 2.75%.
Interest under the Canadian facility is payableuatelection at either of the following rates:

« an index rate (that is the higher of (1) the Camagiirime rate as quoted in the Globe and Mail @pdhe 30day BA Rate plus 1.259
plus 0.50%, or

« the BA rate as described in the Canadian faciling i..75%.

Substantially all of our assets, including the tamtock and assets of our wholly-owned subsid&rsecure our obligations under these
senior secured credit facilities. The senior setgredit facilities have numerous restrictive cauets, including the following financial
covenants:

Excess Availability. Excess availability shall be maintained atiaflets in an amount of at least $5.0 million.

Capital Expenditure Limits. The aggregate amount of all capital expendifuzagital leases with respect to fixed assets #imet o
contracts with respect to capitalized fixed asgéitsnot in any fiscal year exceed one and one-palicent (1.50%) of gross revenues.
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Fixed Charge Coverage. The fixed charge coverage for each twelve-mpetiiod ending as of any date set forth below giatlbe less
than the ratio set forth below for such date:

Date Ratio
December 31, 2005 and the last day of each fiscaiter thereafter 1.20

Senior Indebtedness to EBITDAThe ratio of senior indebtedness calculatedf any date set forth below to EBITDA for the twelve
month period ending on such date shall not be greélaan the ratio set forth below for such date:

Date Ratio
December 31, 2005 and the last day of each fiscatter thereafter through

December 31, 20C 3.50
March 31, 2008 and the last day of each fiscaltquéinereafte 3.25

The aggregate revolver balances included in sémifebtedness as of any date of determination bbadlqual to the average revolver
balance for such date and the last day of the mvoediately preceding months.

Total Indebtedness to EBITDAThe ratio of total indebtedness calculated eangfdate set forth below to EBITDA for the twelve-
month period ending on such date shall not be greélaan the ratio set forth below for such date:

Date Ratio
December 31, 2005 and the last day of each fiscaiter thereafter through

December 31, 20C 4.75
March 31, 2008 and the last day of each fiscaltquéinereafte 4.50

The aggregate balance of the revolver includedtal indebtedness as of any date of determinatiali be equal to the average balance
of the revolver for such date and the last dayhefttvo immediately preceding months.

With respect to each company acquired by us dumgsuch twelve-month period, EBITDA shall be athdsby an amount equal to the
pro forma EDITDA of such acquired company for tleetipn of such twelve-month period which precedesacquisition of such company.

Maximum Rents. Annual rental payments under operating leases raagxteed $22.0 million
Capital lease facilities

Our capital lease facilities allow us to financeaation of our transportation and warehouse equipiniehe facilities provide us with $11
million of availability, of which $2.2 million waeutstanding at September 24, 2005, with fixed egerates ranging from 4.7% to 6.7%.
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Contractual obligations
At September 24, 2005, our contractual obligatieese as follows:

Fiscal years
2006 2007 2008 2009 2010 Thereafter
Long-term debt, including current portions(1) $ 5.8 $ 3.3 $33 $774 $ — $ —
Capital leases(z 0.7 0.6 0.5 0.3 0.2 0.2
Operating lease 9.0 7.4 4.9 3.9 3.6 2.2
Non-cancelable purchase obligations(3) — — — — — —
Total $155 $11.3 $8.7 $81€ $338 $24

(1) As noted above, the senior secured credit fadlitiere amended in October 2005. In addition, we imeyr additional obligations for
interest due under the senior notes payable dfigure changes in interest rates.

(2) Relate to purchases of transportation equipment.
(3) In general, we purchase products under purchaggatibhs that are cancelable by us without cogtxpire after 30 days.

Capital expenditures

Excluding acquisitions, we made capital expend#uwe$9.6, $5.1 and $5.0 million in 2005, 2004 2063, respectively. We also
acquired $1.2 million, $1.0 million and $0.7 miti@f equipment under capital leases in 2005, 280d,2003, respectively. Over 80% of our
capital expenditures have been generally madedosportation and material handling equipment.

Off-balance sheet arrangements

We have no off-balance sheet arrangements.

Critical accounting policies

Critical accounting policies are those that ardbisiportant to the accurate portrayal of a compsiffigancial condition and results and
require subjective or complex judgments, often essalt of the need to make estimates about tleetedf matters that are inherently

uncertain.

In order to prepare financial statements that aonfto accounting principles generally acceptedanWnited States, commonly referred
to as U.S. GAAP, we make estimates and assumptian&ffect the amounts reported in our finandialesnents and accompanying notes.
Certain estimates are particularly sensitive duted significance to the financial statements drepossibility that future events may be

significantly different from our expectations.

We have identified the following accounting polgidat require us to make the most subjective omtex judgments in order to fairly
present our consolidated financial position andltse®f operations.

Stocl-based compensation

We account for our stock-based compensation armegts with employees under the provisions of ActiogrPrinciples Board (APB)
Opinion No. 25Accounting for Stock Issued to Employees

We have granted options to our employees to puecbascommon stock at exercise prices determinezlbypoard of directors on the
date of the option grant. The exercise price i®egaly based
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on the closing price of our stock on the grant dater to the IPO, we estimated the fair valuéhef stock using an enterprise valuation
method, based upon a multiple of our earnings, fwhie then discounted for liquidity. We record dederstock-based compensation as
necessary to the extent that the deemed valuedfttitk at the date of grant exceeds the exerdise @f the option. These valuations depend
upon our determination of the fair market valu@of stock and can vary based upon the value of@mpany and liquidity assumptions over
time. In the event we issue options at below farket value, we would be required to record antamidil charge. However, we do not exg

to grant options below fair market value in theufet

We have adopted the disclosure-only provisionstafeégnent of Financial Accounting Standard (SFAS) N28,Accounting for Stock-
Based Compensatioas amended by SFAS No. 14&counting for Stock-Based Compensation—Trans#i@hDisclosureSFAS No. 123
requires the measurement of the fair value of thpleyee stock-based awards to be included in thealwated statements of operations or
disclosed in the notes to the consolidated findrstégements. We have determined that we will antéar stock-based compensation granted
to employees under APB No. 25, and will elect tleeldsure-only alternative under SFAS No. 123. étedmining the pro forma
compensation expense, we are following SFAS No, W2&h allows us to determine our best estimatieosd many options are expected to
vest. We use the Black-Scholes option pricing moaleletermine the pro forma compensation. It rexguihe use of judgment in the selection
of the inputs to the model. For a discussion ofedt@nt of Financial Accounting Standard (SFAS) N2B(R), see “Recent accounting
pronouncements” below.

Prior to the IPO, we had the right to repurchastageshares of common stock issued to employegshares issuable upon exercise of
certain stock options at the lower of cost or fa@lue upon termination of employment for causemmruresignation. However, this repurch
right terminated upon our IPO. We determined thasé awards were performance based and, therefoognized a charge for the intrinsic
value of the award in 2004 because the contingaasyresolved. Based on our initial public offerprigce of $13.00, we recorded a charge of
$9.0 million for the stock awards in 2004.

Interest rate collars

We enter into interest rate collars from time todito manage our interest rate exposure. Theseatleds, which are not formal hedges,
are adjusted to fair value through income.

We make estimates of the derivatives that are baged estimates of future interest rates. Estimatesnherently uncertain and
subjective. These estimates may change over timénathe event actual results differ from the esties upon settlement of the derivatives,
we will adjust our results of operations in theipéithe estimates change. Historically, the estnadithe values of our interest rate collar
derivatives have not differed significantly fromethctual amount.

Warrant derivative liabilities

Prior to September 28, 2004, we had warrants mdstg that included a “put” feature, which allowte holder to require a cash
settlement equivalent to the difference betweannfairket value of our common stock and the exeqmige of the warrant. The put feature
was available at any time from five years afterdage of issuance of the warrant or upon the oeage of certain events, including a change
in control, a qualified initial public offering aepayment of over 50% of the related debt outstapdiVe accounted for these warrant
derivatives in accordance with Emerging Issue Tamke (EITF) Issue 00-1@ccounting for Derivative Financial Instruments éxad to,
and Potentially Settled in, a Company’s Own Stock .

We valued the warrant derivatives using the fairketvalue of our common stock adjusted for lacknafrketability prior to the IPO.
The aggregate liability for the derivatives amodrtie $11.9 million at September 27, 2003 and $&4illBon at September 25, 2004. The
relevant assumptions included in the
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calculations were discounts ranging from 21% to 28%eptember 27, 2003 and 0% at September 25, 2004

On July 30, 2004, holders of all warrants agreea ¢ash settlement upon the effectiveness of tBealtRthe IPO price, which was paid in
full on September 28, 2004. The holders also agreegimburse us for certain costs incurred in emtion with the IPO. At September 25,
2004, we valued the warrants at the IPO price 8f@], less the reimbursement of related offerirgfcorhere are no warrants currently
outstanding.

Allowance for doubtful account:

We maintain an allowance for doubtful accountsefstimated losses due to the failure of our custereemake required payments. We
perform periodic credit evaluations of our custosnemd typically do not require collateral. Consisteith industry practices, we require
payment from most customers within 30 days, extaptales to our commercial roofing contractorsiclitwe typically require to pay in 60
days.

As our business is seasonal in certain regionsgastomers’ businesses are also seasonal. Sallesvaxs in the winter months and our
past due accounts receivable balance as a pereaiftémfal receivables generally increases duthmgtime. Throughout the year, we record
estimated reserves based upon our historical wfiteef uncollectible accounts.

Periodically, we perform a specific analysis ofadtounts past due and write off account balanteshwe have exhausted reasonable
collection efforts and determined that the likebldof collection is remote based upon the followfagtors:

e aging statistics and trends;

e customer payment history;

« independent credit reports; and

« discussions with customers.

We charge these write-offs against our allowanceléubtful accounts. In the past five years, watts-have averaged less than 0.3% of
net sales.
Inventory valuation

Product inventories represent one of our largesttasand are recorded at net realizable valueg@alris to manage our inventory so t
we minimize out of stock positions. To do this, maintain an adequate inventory of SKUs at eachdbréased on sales history. At the same
time, we continuously strive to better manage ¢mwsr moving classes of inventory. During the yaee, monitor our inventory levels by
branch and record provisions for excess inventdrées®d on slower moving inventory. We define pageikcess inventory as the amount of
inventory on hand in excess of the historical usageluding items purchased in the last three montfe then apply our judgment as to
forecasted demand and other factors, includingdafion value, to determine the required adjustmémnet realizable value. In addition, at
the end of each year, we evaluate our inventoeaeh branch and write off and dispose of obsoletdyzts. Our inventories are generally
susceptible to technological obsolescence.

During the year, we perform periodic cycle countd arite off excess or damaged inventory as neeffiegear-end we take a physical
inventory and record any necessary additional vafts.
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Vendor rebate:

We account for vendor rebates in accordance willirEssue 02-16Accounting by a Customer (Including a Reseller)Gertain
Consideration Received from a Venddany of our arrangements with our vendors provimteus to receive a rebate of a specified amount,
payable to us when we achieve any of a number asares generally related to the volume of purchiieesour vendors. We account for
these rebates as a reduction of the prices oftaged vendorgdroducts, which reduces the inventory cost unélkriod in which we sell tt
product, at which time these rebates reduce casdlet in our income statement. Throughout the, yeaestimate the amount of rebates
receivable based upon the expected level of puesh&¥e continually revise these estimates to reflettial rebates earned based on actual
purchase levels. Historically, our actual rebatesshbeen within our expectations used for our egém If we fail to achieve a measure which
is required to obtain a vendor rebate, we will heoveecord a charge in the period that we deteritiaecriteria or measure for the vendor
rebate will not be met to the extent the vendoatelvas estimated and included as a reductionstooésales.

If market conditions were to change, vendors mange the terms of some or all of these progranthofigh these changes would not
affect the amounts which we have recorded relatguidducts already purchased, it may impact ousggneargin on products we sell or
revenues earned in future periods.

Revenue recognitiol

We recognize revenue in accordance with SEC StedbAnting Bulletin 101Revenue Recognition in Financial Statemerats amended
by Staff Accounting Bulletin 104. The SecuritiesldExchange Commission requires that the followmg basic criteria must be met before
we recognize revenue:

e persuasive evidence of an arrangement exists;

« delivery has occurred or services have been reddere
« the seller’s price to the buyer is fixed or deterafile; and
 collectibility is reasonably assured.

We generally recognize revenue at the point of salgon delivery to the customer’s site. For goshigpped by third party carriers, we
recognize revenue upon shipment since the termS@Beshipping point. Approximately 90% of our reues are for products delivered by
us, or picked up by our customers at our facilitiesich provides for timely and accurate revenwagaition.

We also ship certain products directly from the ofaoturer to the customer. We recognize the gasnue for these sales upon
notification of delivery from the vendor in accond& with EITF Issue 99-1Reporting Revenue Gross as a Principal versus BlenaAgent
Delays in receiving delivery natifications couldpact our financial results, although it has notrbematerial to our consolidated results of
operations in the past.

We also provide certain job site delivery servisesich include crane rentals and rooftop deliveagsertain products, for which the
associated revenues are recognized upon completibtie services. These revenues represent les2#af our net sales.

All revenues recognized are net of allowances fgcaiints and estimated returns, which are providedt the time of pick up or
delivery. In the past, customer returns have nehbwraterial to our consolidated results of openatio
Income taxes

We account for income taxes using the liability nogt, which requires us to recognize a currentitbility or asset for current taxes
payable or refundable and a deferred tax liabditasset for the
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estimated future tax effects of temporary diffeenbetween the financial statement and tax regpbtiises of assets and liabilities to the
extent that they are realizable. Deferred tax egpdhenefit) results from the net change in defetag assets and liabilities during the year.

We have operations in 29 U.S. states and threemues in Canada and we are subject to potentiaudis in each of these jurisdictions
and federally in both the United States and Cang@ldese audits may involve complex issues, that ragyire an extended period of time to
resolve. Accruals for tax contingencies requirécusake estimates and judgments with respect taltheate outcome of potential tax audits.
Actual results could differ from these estimates.

Goodwill

Goodwill is not amortized and represents the exoé#ise amount we paid to acquire businesses tieeestimated fair value of tangible
assets and identifiable intangible assets acquiged liabilities assumed. At September 24, 2006 net goodwill balance was approximately
$108.6 million, representing approximately 28.2%of total assets. Pro forma for the acquisitioSleélter, the net goodwill balance as of
the same date was approximately $181.7 milliorasgnting 29.2% of our total pro forma assets.

Under SFAS No.14Z500dwill and Other Intangible Assetave test goodwill for impairment in the fourth qtea of each fiscal year or
any other time when impairment indicators existafaples of such indicators that would cause usstog@odwill for impairment between
annual tests include a significant change in theif@ss climate, unexpected competition, significketérioration in market share or a loss of
key personnel.

We determine fair value using a market approactatoe our business, which consists of one reporinig (i.e.distribution of building
materials). Prior to our IPO, our market approawioived applying an appropriate market multipl@perating performance for the trailing
twelve-month period. As our common stock is nowlimlhptraded, we believe our stock price is thethedicator of our market value.

If circumstances change or events occur to inditeteour fair market value has fallen below boalue, we will compare the estimated
fair value of the goodwill to its book value. Ifethlbook value of goodwill exceeds the estimatedvaline of goodwill, we will recognize the
difference as an impairment loss in operating ineom

Recent accounting pronouncements

In December 2004, the Financial Accounting Stansl&wlard issued Statement of Financial Accountiragn@ird No. 123 (revised 200
Share Based Paymef8FAS No. 123R). Under SFAS No. 123R, companiekhgilrequired to recognize as expense the estinfairedalue
of all share-based payments to employees, incluttiedair value of employee stock options. Pro famiisclosure of the estimated expense
impact of such awards is no longer an alternabvexpense recognition within the financial stateteeB8FAS No. 123R is effective for public
companies in the first annual reporting period baiyig after June 15, 2005. Accordingly, we will ptithe provisions of SFAS No. 123R
effective for the first quarter of our 2006 fisgalar.

There are two transition alternatives for publicp@nies adopting the statement: the modified pisgemethod and the modified
retrospective method. Under the modified prospeatiethod, companies are required to recognize cosagien expense for share-based
payments to employees, based on the grant dateatstof fair value, from the beginning of the fisgariod in which the recognition
provisions of SFAS No. 123R are first applied. Pperiod financial information would not be resthtender this method. Under the modified
retrospective method, companies would restate peaods to include the recognition of compensatimpense based on amounts previously
reported in the pro forma
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disclosures relating to stock based compensatideruhe existing requirements of SFAS No. 1&&;ounting for Stock-Based
Compensationsuch as is presented in Note 2 to our auditexhfiral statements. We have elected the modifiesipaative method upon
adoption.

We expect that the adoption of SFAS No. 123R valldna material effect on our financial statementthe form of additional
compensation expense, on a quarterly and annuigl Mds are still in the process of evaluating thealfimpact of SFAS No. 123R. However,
our historic financial statements are relevantefeailuating the potential level of expense that mighrecorded in future periods. Based on
these results and fiscal 2006 year grants, whiale vesued in November 2005, we estimate that qiyadad annual pre-tax compensation
expense after the adoption of SFAS No. 123R witéase by approximately $0.6 million and $2.4 wii|irespectively. There can be no
assurance that the actual expense recognition agootion of SFAS No. 123R will not exceed thesarestes based on actual grants during
the year and our final evaluation.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

We are exposed to certain market risks as partniobn-going business operations. Our primary exposicludes changes in interest
rates and foreign exchange rates.

Interest rate risk

Our variable interest expense is sensitive to casitythe general level of interest rates. At Seper 24, 2005, the weighted average
interest rate on our $89.8 million of variable netgt debt was approximately 5.9%. While our vagabke debt obligations expose us to the
risk of rising interest rates, management doedali¢ve that the potential exposure is materiaiuooverall financial performance or results
of operations. Based on September 24, 2005 borgpleirels, a 1.0% increase or decrease in currerkeniterest rates would have the
effect of causing a $0.9 million additional pre-tdhange to our statements of operations.

Financial derivatives

We enter into interest rate derivative agreememsimonly referred to as swaps or collars, from timgme with the objective of
reducing volatility in our borrowing costs. At Septber 25, 2004, we had one interest rate collacg¥ely converting the variable LIBOR
component on a portion of our senior credit fagilérm debt to a fixed rate. The collar had a n@l@mount of $30 million, expired in
September 2005, and had a floor rate of 1.69% aap aate of 3.0%. The fair market value of theeagrent resulted in an asset of less than
$0.1 million at September 25, 2004, which was deiteed based on current interest rates and exp&eteds. Since these instruments do not
qualify as a hedge, changes in the unrealizedaydivss are recorded in interest expense. Therdiifals to be paid or received under the
terms of the agreements are accrued as interestehinge and are recognized as an adjustmernétesnexpense related to the debt. In
November 2005, we entered into an interest ratarcaith a notional amount of $75 million that esgs in November 2008 and has a fl
rate of 4.33% and cap rate of 5.85%.

We had warrants outstanding at September 25, 2@Q4ricluded a put feature, which allowed the hotdeequire a fair market value
cash settlement at a fixed date. We accountedhi®mtarrant derivative in accordance with EITF &s80-19, Accounting for Derivative
Financial Instruments Indexed to, and Potentiadiitl&d in, a Company’s Own Stock. The warrants vieckided as a liability and valued at
fair value. We paid the warrant derivative lialgilitvhich we valued at $34.3 million at SeptemberZ®4, upon the closing of our IPO on
September 28, 2004.
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Foreign currency exchange rate ris

We have exposure to foreign currency exchangditateiations for revenues generated by our operatautside the United States,
which can adversely impact our net income and fasls. Approximately 10% of our revenues in 2005evderived from sales to customers
in Canada. This business is primarily conductetthénlocal currency. This exposes us to risks aasatiwith changes in foreign currency that

can adversely affect revenues, net income andfagsh. We do not enter into financial instrumernitsiianage this foreign currency exchange
risk.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Shareholders of
Beacon Roofing Supply, Inc.

We have audited the accompanying consolidated balsimeets of Beacon Roofing Supply, Inc. (the Camppas of September 24, 2005
and September 25, 2004 and the related consolidtdezments of operations, stockholders’ equitd, @sh flows for each of the three years
in the period ended September 24, 2005. Thesediglastatements are the responsibility of the Camgfsamanagement. Our responsibility is
to express an opinion on these financial statenteagsed on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindmecial statements are free of material
misstatement. An audit includes examining, on glasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesiused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements referedlbove present fairly, in all material respedts, ¢onsolidated financial position of
Beacon Roofing Supply, Inc. at September 24, 20@bSeptember 25, 2004, and the consolidated rasutts operations and its cash flows
for each of the three years in the period endedeBdger 24, 2005, in conformity with U.S. generalfcepted accounting principles.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the
effectiveness of Beacon Roofing Supply, Inc.’siing control over financial reporting as of Septemd4, 2005, based on criteria established
in Internal Control-Integrated Framework issuedhy Committee of Sponsoring Organizations of thea@iwvay Commission and our report
dated December 6, 2005 expressed an unqualifiedompihereon.

/sl Ernst & Young LLF
Boston, Massachuse!
December 6, 200

40




Beacon Roofing Supply, Inc.
Consolidated Balance Sheets

Assets
Current asset:

Accounts receivable, less allowance of $4,104 @528nd $2,958 in 2004 for

doubtful account
Inventories
Prepaid expenses and other as
Deferred income taxes

Total current assets

Property and equipment, r
Goodwill, net
Intangibles other assets

Total assets

Liabilities and stockholders’ equity
Current liabilities:

Cash overdral

Borrowings under revolving lines of cre:

Accounts payabl

Accrued expense

Warrant derivative liability

Current portions of long-term debt and capital éealsligations
Total current liabilities

Borrowings under revolving lines of cre:

Senior notes payable and other obligations, netioent portior
Junior subordinated notes paya

Subordinated notes payable to related pa

Deferred income taxe

Long-term obligations under capital leases, net of curmpertion

Commitments and contingenci
Stockholder' equity:

Common stock (voting); $.01 par value; 100,000,8i68res authorized;

26,911,573 issued in 2005 and 26,591,988 issugdid

Undesignated preferred stock; 5,000,000 share@aznil, none issued or

outstanding

Additional paic-in capital

Deferred compensatic

Treasury stock (232,861 shares in 2005 and 2

Retained earnings (defic

Common stock subscription receiva

Accumulated other comprehensive income
Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes.
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September 24

2005

September 25

2004

(Dollars in thousands)

$123,34f  $ 93,82«
82,422 68,572
20,10€ 14,974
4,339 3,223
230,21¢ 180,59¢
31,767 25,101
108,55¢ 94,162
13,904 1,641

$384,437  $ 301,49¢

$ 3557 $ 3,694

— 44,592
70,15¢ 74,047
29,14¢€ 21,524

— 34,33F
6,348 6,152
109,20¢ 184,34(
63,76¢ —
20,15€ 22,66C

— 17,071

— 29,442
10,89C 8,764

1,668 976

269 266
142,17¢ 140,067

— (690)

(515) (515)
32,05¢ (867)

— (102,76¢)
4,768 2,749
178,74F 38,24E

$384,437  $ 301,49¢




Net sales
Cost of products sold

Gross profit
Operating expense

Beacon Roofing Supply, Inc.
Consolidated Statements of Operations

Selling, general and administrative exper

Stock-based compensation

Income from operations

Other expense
Interest expens
Interest expen-related party
Change in value of warrant derivativ
Loss on early retirement of debt

Income (loss) before income taxes
Income taxes

Net income (loss

Net income (loss) per shal
Basic

Diluted

Weighted average shares used in computing net ia¢toss)

per share
Basic

Diluted

Year Ended

September 24
2005

September 25
2004

September 27
2

003

(Dollars in thousands, except per share dat¢

$ 85092t $ 65290¢ $ 559,54(
643,73¢ 487,20C 418,662
207,19¢ 165,70¢ 140,87¢
145,78¢ 120,73¢ 109,58¢

690 10,29¢ —
146,47€ 131,037 109,58¢
60,71¢ 34,672 31,292
4,885 8,667 11,34F

26 2,954 2,707

— 24,992 2,614

915 3,285 —
5,826 39,89¢ 16,66€
54,892 (5,226) 14,62€
21,97€ 10,12¢ 7,521

$ 32917 $ (15355 $  7,10¢

$ 124 3 0.86) $ 0.40

$ 120 $ 0.86) $ 0.39

26,477,958  17,905,20:  17,841,97¢

27,412,62¢ 17,90520: _ 18,230,45!

See accompanying notes.
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Beacon Roofing Supply, Inc
Consolidated Statements of Stockholders’ Equity

Accumulated
Class A Common Stoc} Common Stock Additional Retained Stock Other Total
Number Number Paid-in Deferred Treasury Earnings Subscription Comprehensive Stockholders’
of Shares Amount_ _of Shares Amount Capital Compensation _ Stock (deficit) Receivable_ _Income (Loss) Equity

(Dollars in thousands, except share date

Balances at September 28, 2(  18,020,44: $ 18C — $— $ 26,032 $ — $(400) $738: $ — $ (906) $ 32,29C
Repurchase of Class A
common
stock (115) (115)
Net income 7,105 7,105
Foreign currency translation
adjustmen 2,486 2,486
Comprehensive income 9,591
Balances at September 27, 200318,020,44: 180 — — 26,032 (515) 14,48¢ 1,580 41,766

Issuance of Class A common

stock and options to

purchase Class A common

stock at below fair market

value 71,54t 1 — — 2,215 (1,96€) 250
Conversion of Class A

common stock to common

stock (18,091,98)  (181) 18,091,98! 181 —
Amortization of deferred

compensatiol 1,27€ 1,276
Stock compensation associa

with the lapse of restriction

on common stock and

options 9,023 9,023
Issuance of common stock in

exchange for stcok

subscription receivabl 8,500,00( 85 102,79¢€ (102,76%) 116
Net loss (15,355 (15,35%)
Foreign currency translation

adjustmen 1,169 1,169
Comprehensive loss (14,18€)

Balances at September 25, 2004 — — 26,591,98! 266 140,067 (690) (515) (867) (102,76%) 2,749 38,245
Amortization of deferred

compensatiol 690 690
Receipt of proceeds from

stock subscriptiol 102,76¢ 102,76¢
Issuance of common sto 319,58t 3 2,106 2,109
Net income 32,917 32,917
Foreign currency translation

adjustmen 2,019 2,019
Comprehensive income 34,936

Balances at September 24, 2005 —  $— 26,91157. $26¢ $142,17: $ — $(515y $32,05( $ — $4,76€ $178,74¢

See accompanying notes.
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Beacon Roofing Supply, Inc.

Consolidated Statements of Cash Flows

Operating activities
Net income (loss
Adjustments to reconcile net income (loss) to @ehcprovided
by operating activities:
Depreciation and amortization
Deferred interest
Stock-based compensation
Change in value of warrant derivatives
Loss on early retirement of debt
Unrealized gain on interest rate collar
Deferred income taxes
Changes in assets and liabilities, net of the &ffet
businesses acquired:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable and accrued expenses
Net cash provided by operating activit

Investing activities

Purchases of property and equipment

Net proceeds from sale of property and equipr
Acquisition of businesses, net of cash acquired
Net cash used in investing activiti

Financing activities

Borrowings (repayments) under revolving lines afdit

Borrowings (repayments) under senior notes payabie other

Early extinguishment of debt

Repayment of junior subordinated notes and wartants
purchase common stock

Repayment of subordinated notes payable to refseies

Proceeds from sale of Class A common stock

Repurchase of treasury stock

Initial public offering costs

Deferred financing costs

Net cash provided by (used in) financing activi

Effect of exchange rate changes on cash

Net increase (decrease) in ci
Cash (overdraft) at beginning of year

Cash (overdraft) at end of year

Non-cash financing and investing activities

Capital lease transactions
Common stock subscription receivable
Reinbursement of offering costs by warrant holders

Year Ended
September 24 September 25 September 27
2005 2004 2003
(In thousands)
$ 32,917 $ (15,35%) $ 7,10t
8,748 6,922 6,047
— 4,445 4,825
690 10,299 —
— 24,992 2,614
915 3,285 —
— (182) (619)
896 (940) 2,596
(17,384 ) (6,034) (7,201)
(4,828) (13,166) (5,265)
(1,716) (4,815) (801)
(11,569) 13,635 12,577
8,669 23,086 21,87¢
(9,583) (5,127) (4,9798)
— — 314
(37,705) — —
(47,288) (5,127) (4,664)
18,726 43,040 (7,219
(2,817) 26,934 (9,873)
(18,015) (66,556 ) —
(34,335) (21,500) —
(29,442) 47) (43)
104,874 250 —
— — (115)
— (2,468) —
(342) (1,525) —
38,649 (21,872) (17,250)
107 155 31
137 (3,758) (5)
(3,694) 64 69
$ (3,557) $ (3,699 $ 64
$  1,22¢ $ 982 $ 690
$ — $ 102,76t $ —
$ — $ 2,58¢ $ —

See accompanying notes.
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Beacon Roofing Supply, Inc.
Notes to Consolidated Financial Statements
Year ended September 24, 2005
(dollars in thousands, except per share data)

1. The Company
Busines:

Beacon Roofing Supply, Inc. (the “Companyas formed on August 22, 1997 and is incorporatdddlaware. The Company distribu
roofing materials and other complementary buildimaterials to customers in the Northeast, Mid-Aitgroutheast, Southwest, Central
Plains and Midwest regions of the United Statesiar@@anada through its wholly-owned subsidiariesa&n Sales Acquisition, Inc., Quality
Roofing Supply Company, Inc., Beacon Roofing Sugpinada Company, Best Distributing Co., The Roaft€e Inc., West End Lumber
Company, Inc., JGA Beacon, Inc. and, effective ®etdl4, 2005, Shelter Distribution, Inc. The Compaompleted its initial public offering
(the “IPO” or “Offering”) on September 22, 2004 amteived the net IPO proceeds on September 28, @0tie 3).

Estimates

The preparation of consolidated financial stateseaquires management to make estimates and assomittat affect the reported
amounts of assets and liabilities, and disclosafe®ntingent assets and liabilities, at the déthe consolidated financial statements. Actual
amounts could differ from those estimates.

2. Summary of Significant Accounting Policies
Consolidation

The consolidated financial statements include tumants of the Company and its wholly-owned subsiés. All inter-company
transactions have been eliminated.
Fiscal Year

The Company'’s fiscal year ends on the close ofrfassi on the last Saturday in September of eachfzaah of the years presented were
comprised of 52 weeks. Each of the Company’s fimste quarters ends on the last day of the calendath.
Industry Segment Information

Based on qualitative and quantitative criteriald&hed by Statement of Financial Accounting StadslgSFAS) No. 131 (SFAS
No. 131),Disclosures about Segments of an Enterprise andt&klnformation the Company operates within one reportable segmaaich
is the wholesale distribution of building materials
Inventories and Rebates

Inventories, consisting substantially of finishexbds, are valued at the lower of cost or markest @odetermined using the moving
weighted-average cost method.

The Company’s arrangements with vendors providedbates of a specified amount of considerationat@payable when a number of
measures, generally related to a specified curmelddivel of purchases,
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have been achieved. The Company accounts for stheleas as a reduction of the prices of the vendor&ntory until the product is sold, at
which time such rebates reduce cost of sales iathempanying consolidated statements of operatidneughout the year, the Company
estimates the amount of the rebates based up@xfieeted level of purchases. The Company continualises these estimates to reflect
actual rebates earned based on actual purchade. l&weounts due from vendors under these arrangenasnof September 24, 2005 and
September 25, 2004 totalled $16.5 and $12.2 mijlliespectively, and are included in “Prepaid expsrad other assets” in the
accompanying consolidated balance sheets.

In January 2003, the Emerging Issues Task ForcEHjEssued EITF No. 02-1&ccounting by a Customer (Including a Reseller) for
Certain Consideration Received from a Vendor (ENd= 02-16)which states that cash consideration received &amndor is presumed to
be a reduction of the prices of the vendor’s présloc services and should, therefore, be charaettas a reduction of cost of sales when
recognized in the statement of operations. Thatypngtion is overcome when the consideration ieghreimbursement of specific,
incremental, identifiable costs incurred to sedl tlendor’s products, or a payment for assets @icger delivered to the vendor. Since the
Company has treated all rebates as a reductidregirice of the vendor’s products, adoption of ENd= 02-16 in 2003 did not have a
material impact on the Company’s results of opereti

Property and Equipment

Property and equipment acquired in connection afftjuisitions are recorded at fair market valuefdsendate of the acquisition; all
other additions are recorded at cost. Depreciasi@omputed using the straight-line method overftflewing estimated useful lives:

Asset Estimated Useful Life
Buildings and improvements 10 to 40 year

Equipment 3 to 10 year:

Furniture and fixture 5to 10 year:

Leasehold improvements Shorter of the estimated useful life or the terntheflease, considerit
renewal options expected to be exerci:

Revenue Recognition

The Company recognizes revenue in accordance withrfies and Exchange Commissions (SEC) Staff deting Bulletin 101,
Revenue Recognition in Financial Statemeas amended by Staff Accounting Bulletin 104. Th€3&quires that the following four basic
criteria must be met before the Company recogmeesnue:

* persuasive evidence of an arrangement exists;
» delivery has occurred or services have been reddere
« the seller’s price to the buyer is fixed or deterafile; and

« collectibility is reasonably assured.

The Company generally recognizes revenue at the pbsale or upon delivery to the customer sit&. goods shipped by third party
carriers, the Company recognizes revenue upon gmpsince the terms are generally FOB shippingtpoin
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The Company also ships certain products directignfthe manufacturer to the customer. The Compacngrézes the gross revenue for
these sales upon notification of delivery from tleador in accordance with EITF No. 99-F&porting Revenue Gross as a Principal versus
Net as an Ager.

The Company also provides certain job site delisenywices, which include crane rentals and roafi@lpreries of certain products, for
which the associated revenues are recognized upupletion of the services. These revenues représenthan 2% of the Company’s sales.

All revenues recognized are net of allowances fgcaiints and estimated returns that are also pedviiar at the time of pick up or
delivery.

Shipping and Handling Costs

The Company classifies shipping and handling castssisting of driver wages and vehicle expenseseling, general and
administrative expenses in the accompanying cateteldl Statements of Operations. Shipping and hepdbsts were approximately $40,043
in 2005, $34,250 in 2004, and $31,465 in 2003.

Interest Rate Collars

The Company enters into interest rate collars ftiome to time to manage its interest rate expostinese derivatives, which are not
formal hedges, are adjusted to fair value thromgbme.

Warrant Derivative Liabilities

Prior to redemption on September 28, 2004, the Gmyjpad warrants outstanding that included a “frature, which allowed the
holder to require a fair market value cash settlgraea fixed date. The Company accounted for theamt derivatives in accordance with
EITF 00-19,Accounting for Derivative Financial Instruments &ad to, and Potentially Settled in, a Company’si®tock The warrant
derivatives were included as a liability and vala¢dair market value until the warrants were rexdee.

Concentrations of Risk

Financial instruments, which potentially subjea @ompany to concentration of credit risk, congistcipally of accounts receivable.
The Company’s accounts receivable are principatiynfcustomers in the building industry locatedha United States and Canada.
Concentration of credit risk with respect to acasueceivable, however, is limited due to the largmber of customers comprising the
Company’s customer base. The Company performst@ediuations of its customers; however, the Comisguolicy is not to require
collateral. At September 24, 2005 and Septembe2@®4, the Company had no significant concentratafrcredit risk.

Approximately 66% of the Company’s inventory pursbawere from 12 vendors in 2005, 10 vendors i 280d 9 vendors in 2003.

Impairment of Long-Lived Assets

SFAS No. 144Accounting for the Impairment or Disposal of Lonigdd Asset§SFAS No. 144), requires impairment losses to be
recorded on long-lived assets used in operatiorswirldicators of impairment are present and thésgodnted cash flows estimated to be
generated by those assets are less than the asgeying amounts. If such assets are considerbd tmpaired, the impairment to be
recognized is the total by which the carrying ameuwri the assets, if any, exceed the fair valuésraened using a discounted cash flow
model.
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Amortizable and Other Intangible Assets

Under the provisions of SFAS No. 142, the Companypréizes identifiable intangible assets consistihgon-compete agreements,
customer relationships and deferred financing dostause these assets have finite lives. Non-cenggeeéements are generally amortized
over the terms of the associated contractual agrrtsmvhile customer relationship assets are anedrtin an accelerated basis based on the
expected cash flows generated by the existing meswand deferred financing costs over the lifthefassociated financings. Trademarks are
not amortized because they have indefinite lives.a¥aluate our trademarks for impairment on an alnpasis based on the fair value of the
underlying assets.

Goodwill

Goodwill is not amortized and represents the exoéffise amount paid to acquire a company over $tienated fair value of the net
assets acquired.

Under SFAS No.14Z500dwill and Other Intangible Assetthe Company tests goodwill for impairment in therth quarter of each
fiscal year or at any other time when impairmedidators exist. Examples of such indicators thatild@ause the Company to test goodwill
for impairment between annual tests include a it change in the business climate, unexpeatetpetition, significant deterioration in
market share or a loss of key personnel.

The Company determines fair value using a markgtageh to value its business, which consists ofreperting unit (i.e. distribution of
building materials). Prior to the Company’s IPCe thompany’s market approach involved applying gir@riate market multiple to
operating performance for the trailing twelve-mop#riod. As the Company’common stock is now publicly traded, the Compaalieves it:
stock price is the best indicator of its marketueal

If circumstances change or events occur to inditetethe Company’s fair market value has fallelowebook value, the Company will
compare the estimated fair value of the goodwiltgdook value. If the book value of goodwill erds the estimated fair value of goodwill,
the Company will recognize the difference as anaimpent loss in operating income.

Early Extinguishment of Debt
Under the provisions of SFAS No. 145, the lossesanty retirement of debt in 2005 and 2004 of $a48 $3,285, respectively, have
been classified within other expense in the accayipg consolidated statements of operations.

Stock-Based Compensation

The Company accounts for its stock-based comp@msatrangements with employees under the provisibA$B Opinion No. 25,
Accounting for Stock Issued to Employ. The Company has adopted the disclosure-only gians of SFAS No. 123 ccounting for Stock-
Based Compensati¢, as amended by SFAS No. 14&counting for Stock-Based Compensation—Trans#iahDisclosure.
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Pro forma information regarding net income (lossjeiquired by SFAS No. 123. The fair value for opsi was estimated at the date of
grant using the Black-Scholes option-pricing madsligh the following weighted-average assumptions:

Year Ended
September 24 September 25 September 27
2005 2004 2003

Dividend yield 0.00% 0.00% 0.00%
Expected lives of options (yea 5.00 5.00 5.00
Risk-free interest rat 3.72% 3.10% 3.10%
Expected volatility 45% 45% 45%
Weighted average fair value of options grar $8.05 $3.7C $1.21

For purposes of the required pro forma disclosulesestimated fair value of the options is amedi expense over the service period
that generally is the option vesting period. Hathpensation expense been determined consistenBF&S No. 123, the Company’s pro
forma net income (loss) would have been as follows

Year Ended
September 24 September 25 September 27
2005 2004 2003

Net income (loss), as report $32,917 $ (15,35%) $7,10¢5
Add: stocl-based compensation, net of 414 6,814 —
Less: stock-based compensation expense determirza fair

value method, net of te (1,258) (1,088) (308)
Pro forma net income (loss) $32,07: $ (9,629 $6,797
Net income (loss) per share, as repor
Basic $ 124 $ (0.86) $ 0.40
Diluted $ 1.20 $ (0.86) $ 0.39
Net income (loss) per share, pro forr
Basic $ 121 $ (0.59) $ 0.38
Diluted $ 117 $ (0.59) $ 0.37

For a discussion of SFAS No. 123R, see “Recent Aatiog Pronouncements” belaw

Prior to to the IPO, the Company had the right,rufgsmination of employment with cause or upongmeation, to repurchase at the
lower of cost or fair value certain shares of commtock that had been issued to employees andssisateble upon exercise of certain stock
options. The Company determined that these awageds performance based and therefore recognizedrgeffor the intrinsic value of the
award of $9,023 in 2004. See also “Deferred Comgams’ below.

Deferred Compensation

Deferred compensation represented the excessrohfaket value over the exercise price of optiangurchase common stock grante
employees and amounts associated with sharescsetdptloyees at less than fair market value. Suatuats were amortized over the vesting
period of the related awards. During 2004 and 2883 Company granted options to purchase commai stith an exercise price below fair
value and issued common stock at below fair vadselting in the recognition of deferred compensatib$1,966, which was amortized over
their respective vesting periods of 21 months ahddnths. Upon the Company’s IPO, the Company areatt$201 due to the accelerated
vesting of certain options.
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Comprehensive Income (Loss

The Company reports comprehensive income (losagéordance with SFAS No. 13Reporting Comprehensive Incof®&-AS
No. 130). SFAS No. 130 establishes rules for tentting and display of comprehensive income (lasg) its components. Accumulated of
comprehensive income (loss) as of September 24 200 September 25, 2004 consisted entirely ofgoreurrency translation amounts.

Net Income (Loss) per Share

The Company computes net income (loss) per shaedordance with SFAS No. 12Barnings per Shar€SFAS No. 128). Under the
provisions of SFAS No. 128, basic net income (Ig&s)common share is computed by dividing net iredloss) by the weighted average
number of common shares outstanding. Diluted regirire per common share is computed by dividingmezgirme by the weighted average
number of common shares and dilutive common shguvalents then outstanding using the treasurykstoethod. For periods with net
losses, the Company has excluded the impact of @onshare equivalents on diluted net loss per sietheir impact would be anti-dilutive.
Common equivalent shares consist of the incrementaimon shares issuable upon the exercise of siutans.

The following table reflects the calculation of gkied average shares outstanding for each perasgpted:

Year Ended
September 24 September 25 September 27
2005 2004 2003
Weighted average common shares outstanding
for basic 26,477,95! 17,905,20: 17,841,971
Dilutive effect of employee stock options 934,67 — 388,47¢
Weighted average shares assuming dilution 27,412,62! 17,905,20:. 18,230,45!

For 2004, options to purchase 1,908,359 share®winn Stock and warrants to purchase 2,839,93&sladiCommon Stock were
outstanding but not included in the diluted weighé&werage common share calculation as the effeglddve been anti-dilutive.

Fair Value of Financial Instruments

Financial instruments consist mainly of cash, ant®uveceivable, accounts payable, borrowings utise€ompany’s revolving lines of
credit and long-term debt. At September 24, 20@bSeptember 25, 2004, the carrying amounts of tims¢eiments approximated their fair
values.

Income taxes

The Company accounts for income taxes using thditiamethod, which requires it to recognize aremt tax liability or asset for
current taxes payable or refundable and a deféasetiability or asset for the estimated future &fects of temporary differences between
financial statement and tax reporting bases oftassal liabilities to the extent that they areimdille. Deferred tax expense (benefit) results
from the net change in deferred tax assets antlitiied during the year.

Foreign Currency Translation

The assets and liabilities of the Company’s foreighsidiary, Beacon Roofing Supply Canada Compamytranslated into U.S. dollars
at current exchange rates as of the balance shtgtahd revenues and expenses are translateeragavmonthly exchange rates. Net
translation gains or losses are recorded directly separate component of stockholders’ equityeigorcurrency transactions were
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minimal and gains and losses were not materighfigrof the periods presented. The Company haséorapany debt from its Canadian
subsidiary, which has been considered as long-fterifinancial reporting purposes since repaymenbisplanned or anticipated in the
foreseeable future.

Recent Accounting Pronouncements

In December 2004, the FASB issued SFAS No. 1239eev2004)Share Based Paymef8FAS No. 123R). Under SFAS No. 123R,
companies will be required to recognize as expémsestimated fair value of all share-based paystenémployees, including the fair value
of employee stock options. Pro forma disclosurthefestimated expense impact of such awards isnget an alternative to expense
recognition within the financial statements. SFA& W23R is effective for public companies in thstfiannual reporting period beginning
after June 15, 2005. Accordingly, the Company adlbpt the provisions of SFAS No. 123R effectivetfa first quarter of fiscal year 2006.

There are two transition alternatives for publiog@nies adopting the statement: the modified pisgemethod and the modified
retrospective method. Under the modified prospeatiethod, companies are required to recognize casagien cost for share-based
payments to employees, based on the grant dateatstof fair value, from the beginning of the fisgariod in which the recognition
provisions of SFAS No. 123R are first applied. Pgeriod financial information would not be resthtender this method. Under the modified
retrospective method, companies would restate padods to include the recognition of compensatiost based on amounts previously
reported in the pro forma disclosures relatingtézls based compensation under the existing reqeinésrof SFAS No. 12#ccounting for
Stock-Based Compensatipsuch as is presented above under “Stock-Basegp@uation”. The Company has elected the modified
prospective method upon adoption.

The Company expects that the adoption of SFAS RBRIwill have a material effect on our financiatsments, in the form of
additional compensation expense, on a quarterlyaandal basis. The Company is still in the proodssaluating the impact of SFAS
No. 123R and has not yet quantified the expensadtngf this accounting pronouncement on futurerfaia periods. However, tf
Company’s historic financial statements are relé¥@anevaluating the potential level of expensd thight be recorded in future periods.
Based on these results and the fiscal 2006 grifrt$Company estimates that quarterly and annualapreompensation expense, after the
adoption of SFAS No. 123R, could increase by apprately $0.6 million and $2.4 million, respectivelyhere can be no assurance that the
actual expense recognition upon adoption of SFASI28R will not exceed these estimates.

3. Initial Public Offering

On September 21, 2004, the SEC declared the Cortspaeny stock registration effective. On Septemizr2D04, the Offering was
completed, with public trading of the Company’scéteommencing on September 23, 2004. The Offeriag settled on September 28, 2004,
subsequent to the Company’s fiscal 2004 yarad- The Offering was for 8,500,000 shares at@epd the public of $13.00 per share. After
underwriters’ discount of $7,735, net proceedho@ompany were $102,765, which the Company redeineSeptember 28, 2004. The
Company also had prepaid $2,468 of transactiors @sl received $2,584 from the Company’s warraltgne as a reimbursement of a
portion of the underwriters’ discount. The net meds were used to redeem 2,839,937 warrants fe8334and repay junior subordinated
notes payable of $18,527 (including a debt discofi®915 and accrued interest), and subordinatéssrmmayable to related parties of $29,-
with the remainder of $20,555 used to repay bomg&iunder the Company'’s revolving lines of credit.

Prior to the Offering, the Company effected a 4;5501 stock split of its Class A Common Stock lire fform of the issuance of a
dividend on the Company’s Common Stock equal td3tghares of Common Stock for each share of ClaSssrAmon Stock outstanding.
The Company also reclassified Class A
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Common Stock into Common Stock, eliminated the €B€£ommon Stock, increased the number of authsbshares of Common Stock to
100,000,000, and created 5,000,000 shares of graaed Preferred Stock, par value $.01 per shdrehAre and per share amounts in the
accompanying financial statements have been redsiatell periods to give retroactive effect to #teck split.

In connection with the Offering, the Company alsontinated its management agreement with its lageskholder. In addition, the
Company’s rights under certain securities agreesnentepurchase, at the lower of cost or fair vatmmmon Stock issued to employees
were terminated effective with the IPO in 2004 ancharge of $9,023 was recorded for stock-basegensation in 2004.

4. Goodwill, Intangibles and Other Assets

Goodwill, net, was $108,553 and $94,162 at Septe@he2005 and September 25, 2004, respectively.ddmpany’s goodwill balance
increased by a total of $14,391 in 2005 due todatitian of $13,466 from the acquisitions descriiredlote 5 and $925 from foreign currer
translation.

Intangibles and other assets, included in otheg-tenm assets, consist of the following:

September 24 September 25
2005 2004

Amortizable intangible and other ass¢

Non-compete agreemer $ 590 $ 190
Customer relationshig 2,844 —
Deferred financing costs 2,784 2,276
6,218 2,466

Less: accumulated amortization 2,064 825
Net amortizable intangible and other as: 4,154 1,641
Unamortizable trademarks 9,750 —
Total other intangible assets, net $ 13,90« $1,641

Amortization expense related to intangible asseisuated to approximately $1,206, $38, and $12M05622004, and 2003,
respectively. The intangible lives range from oméfteen years. Estimated future annual amortimatimounts for the above intangible assets
as of September 24, 2005 were $1,504, $790, $438,,$212, and $943 for 2006, 2007, 2008, 20090 20 thereafter, respectively.
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5. Acquisitions
JGA Corp.

On December 15, 2004, we purchased 100% of théamglieg stock of JGA Corp. (“*JGA"), a distributdrreofing and other building
products with eight branches in Georgia and Floaitidne time of our acquisition. This purchase fuasled through our U.S. revolving line
credit. A total of $2.5 million of cash remainsaacrow for post-closing indemnification claims. J8&d net sales of $74 million (unaudited)
for the year ended December 31, 2003. We havededithe results of operations for JGA from the a@étecquisition and applied prelimine
purchase accounting as of the date of acquisititich resulted in recorded goodwill of $9.7 millias follows (in 000’s):

Net asset $ 9,26€
Non-compete 170
Customer relationshif 1,500
Trademark: 9,750
Goodwill 9,747
Purchase price $30,43:

Insulation Systems, Inc. of Virginic

On April 26, 2005, we purchased certain assetasflation Systems, Inc. of Virginia (“ISI”), a digtutor of roofing and other building
products with two branches in Virginia. This pursbavas funded through our U.S. revolving line et 1SI had net sales of $19 million
(unaudited) for the year ended December 31, 20@th¥ve included the results of operations for i&infthe date of acquisition and applied
preliminary purchase accounting as of the dateqémition, which resulted in recorded goodwill®¥.3 million as follows (in 000’s):

Net asset $1,88¢
Non-compete 130
Customer relationships 1,130
Goodwill 3,298
Purchase price $6,447

Commercial Supply, Inc.

On September 1, 2005, we purchased certain afsgtsamercial Supply, Inc. (“CSI”), a distributor bfiilding products with a single
branch in Massachusetts. This purchase was futdedgh our U.S. revolving line of credit. CSI haat sales of $1.4 million (unaudited) for
the year ended December 31, 2004. We have inclidetsults of operations for CSI from the dataatfuisition and applied preliminary
purchase accounting as of the date of acquisiubich resulted in recorded goodwill of $421 asduls (in 000’s):

Net asset $ 90
Non-compete 100
Customer relationships 214
Goodwill _ 421
Purchase price $825

Proforma information has not been provided for ¢h@squisitions since the impact to the financialeshents was not material.
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6. Property and Equipment, net

Property and equipment, net, consist of the foltmwi

September 24 September 25

2005 2004
Land $ 1,752 $ 1,712
Buildings and leasehold improveme 10,653 9,571
Equipment 42,607 31,057
Furniture and fixtures 4,510 3,901
59,522 46,241
Less: accumulated depreciation and amortization 27,755 21,140
$31,767 $ 25,101

7. Accrued Expenses
The significant components of accrued expenseasfellows:

September 24

September 25

2005 2004
Accrued inventory receipts $11,28¢ $ 9,23¢
Employe«related accrual 11,787 7,311
Other 6,074 4,975
$29,14¢ $21,52¢

8. Financing Arrangements
Senior Notes Payabl
Senior notes payable consist of the following:

September 24 September 25
2005 2004

Senior notes payable to commercial lenders, dwarying quarterly

payments of principal, plus required prepaymentamteand intere

at the bank prime rate plus 0.75% or LIBOR plu$205.48% at

September 24, 2005) through September : $ 14,30¢ $14,75C
Senior notes payable to commercial lenders, dagual quarterly

payments of principal, plus interest at the bankprrate plus 1.75%

or LIBOR plus 3.00% (6.48% at September 24, 200&)ugh

September 200 11,688 13,750
25,996 28,500

Less current portion 5,840 5,840
$ 20,15¢ $22,66(

The Company is required to prepay 50% of the Colyipagrevious fiscal year excess cash flows up t&&2 while the senior notes
payable are outstanding. The Company estimatedith@int to be $2,500 for 2005 and included it ndhrrent portion of long-term debt.
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Revolving Lines of Credi

The Company’s U.S. revolving line of credit agreatralowed for borrowings up to $118,500 prior he mendment discussed below
and was subject to a limitation based on a pergentéeligible inventories and accounts receivalolé any borrowings outstanding under the
Company’s Canadian revolving line of credit. Insgreas payable monthly at the bank prime rate ¢6.25September 24, 2005) plus 0.75%
or LIBOR (3.83% at September 24, 2005) plus 2.00Bts credit facility was scheduled to expire on t8efber 30, 2009. Borrowings
outstanding amounted to $59,435 and $39,508 aeBdger 24, 2005 and September 25, 2004, respectielgf September 24, 2005 these
amounts were classified as long-term liabilitieshie accompanying balance sheets in accordancehvettonsensus of EITF No. 95-22,
Balance Sheet Classification of Borrowings Outstagdinder Revolving Credit Agreements that inclbdth a Subjective Acceleratit
Clause and a Lock-Box ArrangeméBtTF No. 95-22). The agreement had been amendeldaioge the cash receipts lockbox arrangement tc
give the Company sole control over the funds inGlbenpany’s lockbox accounts, unless excess aviétiaisiless than $10,000 or an event of
default occurs, in which case the senior secunedeles have the right to take control over such $uenatd to apply such funds to repayment of
the senior debt. As of September 25, 2004, thengement was not yet implemented and thereforeeti@ver borrowings outstanding were
classified as current liabilities.

The Company also has a Canadian revolving lingaexficagreement which allows for borrowings up @1$,000 (Canadian), subject to
a limitation based on a percentage of eligible imgges and accounts receivable. As of Septembe2@0b, interest was payable monthly at
the Canadian Bank Prime Rate (4.50%) plus 0.75%&. driedit facility was also scheduled to expireSaptember 30, 2009. Borrowings
outstanding amounted to $4,334 and $5,084 (U.September 24, 2005 and September 25, 2004, resgdecAs described above, as of
September 25, 2004 the revolver borrowings outstgnaere classified as current liabilities.

The Company had approximately $54,000 in borrowangslable under the revolving lines of credit ap&mber 24, 2005, net of
outstanding letters of credit of $695.

The borrowings under the senior notes payable evalving lines of credit are collateralized by swaingially all of the Company’s assets
and are subject to certain operating and finargaénants, which, among other things, restricipidingment of dividends. As of September 24,
2005, the Company was in compliance with all comsiand financial ratio requirements.

Amendments of Senior Notes Payable and Revolvingeisi of Credit

Effective October 14, 2005, the Company and thddemin connection with the purchase of SDI Holdimg. (“Shelter’) (see Note 18)
amended and restated the senior secured creditiéadjrevolving lines of credit and term loanghe amendment extends the maturity dat
the facilities to October 14, 2010, lowers theiegt rates charged, increases the revolving lihesedit and term loans to a total of $230,000
and $80,000, respectively, and extends the instaltrachedule of the term loans so that the fingiygt is due on October 14, 2010. In
addition, the amendment expands the criteria fquisitions which do not require lender consentiactldes an option of increasing the
revolving lines of credit by an additional $50,00e amendment also increased the amount of all@wadal capital expenditures to 1.5
net sales.

The borrowings under the amended facilities comtittube collateralized by substantially all of @@mpany’s assets and are subject to
certain operating and financial covenants, whichgag other things, restrict the payment of dividerthe senior secured credit facilities
have numerous restrictive covenants, includingireduixed charge coverage ratios
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Junior Subordinated Notes Payab

The Company had 18% junior subordinated notes payaltertain mezzanine financing providers inah@unt of $17,071 at
September 25, 2004 (net of warrant allocation—se# ¥). Annual interest of 6% (included in the 18Atual rate) was deferred until
maturity in August 2007 and was included in thengipal balance. On September 28, 2004, the Comgapaid the notes in full in
conjunction with the settlement of its IPO. Theasotvere subordinate to the senior notes payabléa@mdwings under the revolving lines of
credit, however the senior lenders permitted thiy @apayment of the subordinated debt.

Subordinated Notes Payable to Related Par

The Company had 12% subordinated notes payablertairc stockholders and a former owner in the arhotii22,442 at September :
2004, including deferred interest of $10,276. Arngerest of 6% was deferred until maturity in Aisgj 2007 and 2010, and was included in
the principal balance. In addition, the Company 8%#dsubordinated notes payable to certain formeareosvin the amount of $7,000 at
September 25, 2004. On September 28, 2004, the &omppaid the notes in full in conjunction witke thettlement of its IPO. Payment of
the notes was subordinate to the senior notes f@gak June 2006 and the junior subordinated muatgsble that were due August 2007,
however the senior lenders permitted the earlyyreeat of the subordinated debt.

Other Information

The Company made interest payments under all fingrarrangements totaling $5,185 in 2005, $7,372004, and $9,621 in 2003.

Annual principal payments for all outstanding berirgs for each of the next five years as of Septamnad, 2005 were as follows (prior
to the amendment discussed above):

Fiscal year
2006 $ 5,84(
2007 3,34C
2008 3,34C
2009 77,24~
2010 —

9. Warrants and Related Derivative Liabilities

In connection with the issuance of senior debtdf7l the Company issued warrants to purchase 7888 es of Class B Common
Stock at less than $0.01 per share, exercisataghrAugust 2007. The Company also issued wartamgarchase 1,487,850 and 614,250
shares of Class A Common Stock at $.01 per shaeecisable through September 2008, in connectith thie issuance of junior
subordinated notes payable in September 2000 ared2l001, respectively.

The Company allocated from the debt proceeds areggte of $4,669 to the value of the warrants bapet the Compang’'assessme
of fair market value on the dates of issuance hatdllocation was amortized to interest expenge the term of the notes. Each warrant
included a “put” feature which allowed the holderéceive a cash settlement equivalent to therdiffee between the fair market value of the
Company’s common stock and the exercise priceefarrant. The put feature was available any timmffive years after the date of the
issuance of the warrant or upon the occurrencemfin events, including a change in control, digaliinitial public offering or repayment of
over 50% of the related debt outstanding.
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The Company valued the warrant derivatives usieddir market value of the Company’s common statjksted for lack of
marketability, when applicable. The aggregate lighior the derivatives was $34,335 at Septemtier2D04. The relevant assumptions
included in the calculations were discounts randiom 0% to 20% for 2004.

On July 30, 2004, holders of all warrants agreea ¢ash settlement upon the effectiveness of tBealiRthe IPO price. The holders also
agreed to reimburse the Company for certain castgied in connection with the IPO. At SeptemberZti4, the Company valued the
warrants at its IPO price of $13.00, net of theoaided underwriters’ discount of 7% or $0.91. &p&mber 25, 2004, the entire derivative
liability of $34,335 was currently due and was piaifull on September 28, 2004.

In computing earnings per share for 2004, the Comjpasumed the warrants would be settled in casle $he impact is more dilutive
than the exercise of the warrants.

10. Leases

The Company operates in leased facilities, whiehaacounted for as operating leases. The leasiesityprovide for a base rent plus
real estate taxes. The Company leases 14 builfliogscertain stockholders for an aggregate of axprately $2.3 million for 2005, 2004
and 2003. The Company believes that the termsesktieases approximate fair value. The Companyedses certain equipment under
master lease agreements that provide for borrowshgp to approximately $11 million. Assets acqditender this line are accounted for as
capital leases. The Company has approximately $2li@n of assets under capital lease obligationsoat at September 24, 2005.
Amortization of such equipment is included in dejmidon and amortization expense.

At September 24, 2005, the minimal rental committeemder all non-cancelable capital and operatiages with initial or remaining
terms of more than one year are as follows:

Capital Operating

Year ending Septembe Leases Leases
2006 $ 641 $9,00¢
2007 621 7,400
2008 502 4,881
2009 270 3,859
2010 243 3,654
Thereafter 202 2,229
Total minimum lease payments 2,479 $ 31,03
Less amount representing interest (303)
Present value of minimum lease payments 2,176
Less current portion (508)

$ 1,66¢

Rent expense was $9,608 in 2005, $7,922 in 200434587 in 2003.

11. Stock Option Plans and Common Stock
Stock Option Plans

The 1998 Stock Option Plan (the “1998 Stock Plafiywed for the granting of options to purchasel,750 shares of Common Stock
to certain directors and key employees of the Campp@ptions generally may be exercised beginninghb8ths after the date of grant and
terminate ten years thereafter. In the event dfamge in control of the Company, all options armediately vested. No further awards will
made under the 1998 Stock Plan. The Company igmilyrmaking its stock-based awards under
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the 2004 Stock Plan, which was adopted on Septeiheér004. The 2004 Stock Plan allows for the gngnaf up to 2.2 million shares of
Common Stock in the form of stock options or stagkards to key employees and members of the Bodbireftors. The key terms of the
grants are determined by the Company’s Board aéd@irs and awards vest immediately upon a changeritrol.

Information regarding the Company’s stock optiastimmarized below (not in thousands):

Weighted-

Range of Average

Number of Exercise Exercise

Shares Prices Price

Outstanding at September 28, 2002 1,282,19(  $0.44%$2.0C $1.64

Granted 386,75( 2.80 2.80

Canceled (391,300 2.0(-2.80 2.09

Outstanding at September 27, 2003 1,277,64( 0.44-2.8C 1.85

Granted 655,74« 3.4¢-13.0C 3.78

Canceled (25,02%) 2.0(-3.49 2.72

Outstanding at September 25, 2004 1,908,35¢ 0.44-13.0C 2.51

Granted 409,00( 17.3¢-21.27 18.1¢

Exercisec (319,585 0.44-2.80 1.96

Canceled (29,779 3.4¢-17.8C 10.1&
Outstanding at September 24, 2005 $ 0.44-

1,967,99¢ $21.27  $5.74

There were options available for grant to purclia284,850 shares of Common Stock under the 200k Hian at September 24, 2005.
Total options were exercisable for the purchask®72,849 shares of Common Stock at exercise pracgsng from $0.44 to $13.00 and a
weighted-average exercise price of $2.61 at Sepe 2005.

There were options available for grant to purct3$80,000 shares of Common Stock under the 20k $ian at September 25, 2004.
Total options were exercisable for the purchask 63,134 shares of Common Stock at exercise pracggng from $0.44 to $3.49 and a
weighted-average exercise price of $2.25 at Sepefh 2004.

The weighted-average contractual life of optionsstanding was approximately 7 years at Septemhe2@b and September 25, 2004.
Details regarding options to purchase common stotgtanding as of September 24, 2005 are as fallows

Weigted
Average
Contractual
Options Options

Exercise Price Qutstanding Life Exercisible
$0.44 166,98t 3.3 166,98t
1.27 163,34t 4.3 163,34¢
2.00 359,27¢ 6.8 359,27¢
2.80 245,70( 7.3 245,70(
3.49 617,54 8.0 617,544
13.00 20,00C 9.0 20,00(
17.34 20,00c 9.1 —
17.80 310,15( 9.1 —
19.40 20,00c 9.3 —
20.46 22,50( 9.4 —
$21.27 22,50( 9.5 —
1,967,99¢ 1,572,84¢
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Special Options Grant

The Company granted a stock purchase option teeitsPresident and Chief Executive Officer (CEOpitober of 2003, under an
executive securities agreement. The grant inclugidns to purchase 336,700 shares of common stiofelr value and was scheduled to
over two years. In January 2004, the Company am€#H0O amended the special purchase option agred¢mieictease the number of shares
that could be purchased under the option to 408Ré4des. Such amendment did not change the exeraise contractual term or vesting of
the original award. Under this option, the exergigee must be paid in cash, unless the Companyifeotherwise. The option expires on
October 20, 2013, and became fully vested aftectimepletion of the Company’s IPO. This option was granted under the Compagyt99¢
Stock Plan or 2004 Stock Plan.

Common Stock

As mentioned in Note 2, prior to to the IPO the @amy had the right, upon termination of employmeith cause or upon resignation,
to repurchase at the lower of cost or fair valestain shares of common stock that had been igsueahiployees and shares issuable upon
exercise of certain stock options.. The Compangrdahed that these awards were performance basktharefore recognized a charge for
the intrinsic value of the award of $9,023 in 2084.compensation expense related to these awatdted to selling, general and
administrative activities.

The Company included these awards in earningshaee £alculations since the holders of the shasze @ntitled to participate in any
dividends.
12. Benefit Plans

The Company maintains defined contribution plangecdag all full-time employees of the Company whavé 90 days of service (one
year of service for 2005 and prior) and are attl2ds/ears old. An eligible employee may elect ttkma befor-tax contribution of between
1% and 100% (15% for 2005 and prior) of his or ¢@mpensation through payroll deductions, not teeeddhe annual limit set by law
($14,000 for 2005). The Company currently matchedfirst 50% of participant contributions limiteal 8% of a participant’s gross
compensation (maximum Company match is 3%). Themse for this plan was $3,387 in 2005, $3,131 ¥2dnd $2,442 in 2003.

The Company also contributes to an external perfsiod for certain of its employees who belong toaal union. Annual contributions
were $74, $78, and $72 in 2005, 2004, and 200Bectively.
13. Income Taxes

The income tax provision consists of the following:

Fiscal year
2005 2004 2003
Current:
Federal $ 15,028 $7,968 $3,04:
Foreign 2,335 896 982
State 3,720 2,205 901
21,080 11,069 4,925
Deferred:
Federal 730 (554) 1,994
Foreign 19 (143) 121
State 147 (243) 481

896 (940) 2,596
$21,97¢ $10,12¢ $7,52]
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The following table shows the principal reasonstfar difference between the effective income ta& amd the statutory federal income
tax rate:

Fiscal Year
2005 2004 2003
Federal income taxes at statutory rate 35.00% 35.00% 34.0(%
State income taxes, net of federal ber 4.58 (24.47) 6.30
Non-deductible warrant derivativ — (167.5%) 6.10
Foreign income tax rate different — (9.39) 4.90
Non-deductible stoc-based compensatic — (16.96) —
Non-deductible meals and entertainm 0.33 (3.12) 0.80
Other 0.12 (7.43) (0.70)
Total 40.0%4 (193.8%)04 51.4C0,

The components of the Company’s deferred taxeasfellows:

September 24 September 25

2005 2004

Deferred tax liabilities
Excess tax over book depreciation and amortize $ 13,68 $11,77¢
Other — 73
13,683 11,848

Deferred tax asset

Deferred compensatic 2,862 3,084
Allowance for doubtful accoun 1,623 1,174
Accrued vacation & othe 394 224
Foreign tax credit carryovt 111 —
Inventory valuation 2,142 1,825
7,132 6,307
Net deferred income tax liabilitie $ 6,551 $ 5,541

The Company made tax payments of $19,843 in 200%,7$9 in 2004, and $3,251 in 2003.

The Company has operations in 15 U.S. states aed itovinces in Canada and is subject to tax surdiach of these jurisdictions and
federally in both the United States and Canadasé@&la@dits may involve complex issues, which mayirecan extended period of time to
resolve. The Company has provided for its estimataxes payable in the accompanying financiakstents. Additional taxes are reasonably
possible, however the amounts cannot be estimated.

14. Related-Party Transactions
The Company paid management fees in the amourt of $005 and $300 in 2004 and 2003 to its largestkholder.

Holders of warrant derivative liabilities valuedagiproximately $4.1 million at September 25, 200dsisted of the Company’s principal
investor, Code Hennessy & Simmons llI, L.P., andate management stockholders.

The Company believes all related-party transactimasat arms-length and reflect the fair marketi@dobr services rendered to the
Company.
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15. Contingencies

The Company is subject to loss contingencies puatsoavarious federal, state and local environmdates and regulations; however,
the Company is not aware of any reasonably poskib#es that would have a material impact on #alts of operations, financial position,
liquidity. Potential loss contingencies include gibte obligations to remove or mitigate the effemisthe environment of the placement,
storage, disposal or release of certain chemicatt@r substances by the Company or by other pattiecconnection with its acquisitions, the
Company has been indemnified for any and all knemvironmental liabilities as of the respective daiacquisition. Historically,
environmental liabilities have not had a matemapact on the Company’s results of operations, firemposition or liquidity.

The Company is subject to litigation from time itoé in the ordinary course of business, howevebmpany does not expect the
results, if any, to have a material adverse impadts results of operations, financial positioriquidity.
16. Geographic and Product Data

In accordance with the enterprise-wide disclosatpirements of SFAS No. 131, the Company’s geogeagid product information is
as follows:

Year Ended
September 24, 200! September 25, 200 September 27, 200
Property Property Property

Income and Income and Income and
Net before equipment, Net before equipment, Net before equipment,

revenues taxes net revenues taxes net revenues taxes net
U.S. $762,64( $48,20¢ $2567: $585,80: $ (7,319 $20,08 $498,50( $12,56! $19,75:
Canada 88,288 6,689 6,093 67,105 2,093 5,014 61,032 2,061 5,204
Total $850,92¢ $54,897 $31,767 $652,90¢ $(5,22¢) $2510. $559,54( $ 14,62t $24,95¢

Net revenues to external customers by product group

Year Ended
September 24 September 25 September 27
2005 2004 2003
Residential roofing products $ 346,29: $ 268,78( $ 241,34
Non-residential roofing produc 305,604 223,23¢ 188,03C
Complementary building products 199,031 160,89¢ 130,167
Total $ 850,92¢ $ 652,90¢ $ 559,54(

Certain prior-year product group revenues have beelassified to conform to the current-year préson.

17. Allowance for Doubtful Accounts

The activity in the allowance for doubtful accouatssisted of the following:

Balance at

beginning Provision Purchase Balance at
Fiscal Year of year Additions Accounting Write -offs end of year
September 24, 2005 $ 2,95¢ 3,331 273 (2,45¢) $4,10¢
September 25, 20( 2,322 2,73¢€ — (2,102) 2,958
September 27, 20( $1,86( 2,08¢& — (1,626) $ 2,322
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18. Subsequent Event:

On October 14, 2005, Beacon Sales Acquisition, lngvholly-owned subsidiary of the Company, congaats acquisition of Shelter,
which is a leading distributor of roofing and otleiilding products currently operating 53 brancimet5 states throughout the Midwest,
Central Plains and Southwest regions of the Uriitiedies. Shelter had sales of approximately $248li®mand income from operations of
approximately $5.4 million for the year ended Deben31, 2004. Shelter has 766 employees. The thosavas structured as a purchase of
stock. The purchase price was $170.3 million irhcasbject to a post-closing adjustment for worldagital and other items. Based upon
Shelter’s performance for the remainder of the 2€4l1Bndar year, the sellers may also qualify foeam-out payment of up to $10 million,
which would be payable during the second quartéh@Company’s 2006 fiscal year. The Company witlide the results of operations of
Shelter in its financial results from the date ofjaisition and apply purchase accounting as ofitite of acquisition.

In connection with the Shelter acquisition, the @amy and its lenders amended the senior notes lgaga revolving lines of credit
(Note 8). On October 11, 2005, the Company filéan S-3 registration statement under the Secsike of 1933 for the sale of 8,750,000
shares of common stock (the “2006 Offering”). Ttarany filed an amended Form S-3/A on NovembeR085. The Company is selling
2,000,000 shares of common stock and the selloakbblders identified in the 2006 Offering prospescare selling an additional 6,750,000
shares. The Company will not receive any of thegeds from the sale of the shares by the sellogkkblders.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOU NTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
1. Disclosure Controls and Procedures

Our management, with the participation of our cleieécutive officer and chief financial officer, évated the effectiveness of our
disclosure controls and procedures (as definediiedRL3a-15(e) and 15d-15(e) under the Securitiehdhge Act of 1934) as of
September 24, 2005. Based on this evaluation, lief executive officer and chief financial officeoncluded that, as of September 24, 2005,
our disclosure controls and procedures were (lipded to ensure that material information relatm@eacon Roofing Supply, Inc., includi
its consolidated subsidiaries, is made known tocbigf executive officer and chief financial offidey others within those entities, particul:
during the period in which this report was beinggared and (2) effective, in that they provide oeable assurance that information required
to be disclosed by us in the reports that we filsubmit under the Securities Exchange Act of 1i834corded, processed, summarized and
reported within the time periods specified in tH8CSs rules and forms.
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2.

Internal Control over Financial Reporting

(@) Management’'s Annual Report on Internal Contrd Over Financial Reporting

The management of Beacon is responsible for eshabtj and maintaining adequate internal controt émancial reporting.
Internal control over financial reporting is defihim Rule 13a-15(f) or 15d-15(f) promulgated untter Securities Exchange Act of 1934
as a process designed by, or under the supenasjdine company’s principal executive and princifi@ncial officers and effected by
the company’s board of directors, management amer giersonnel, to provide reasonable assurancediegahe reliability of financial
reporting and the preparation of financial statet:iéor external purposes in accordance with gelyeaatepted accounting principles
and includes those policies and procedures that:

» Pertain to the maintenance of records that in residle detail accurately and fairly reflect the sations and dispositions of the
assets of the company;

* Provide reasonable assurance that transactiome@eled as necessary to permit preparation ofidiahstatements in
accordance with generally accepted accounting ipies; and that receipts and expenditures of tinepemy are being made only
in accordance with authorizations of managementinedtors of the company; and

» Provide reasonable assurance regarding preventimmaly detection of unauthorized acquisition, eselisposition of the
company’s assets that could have a material effiethe financial statements.

Beacon'’s internal control system was designed doige reasonable assurance to Beacon’s managenukBioard of Directors
regarding the preparation and fair presentatioputslished financial statements. All internal cohigstems, no matter how well
designed, have inherent limitations which may mewpnt or detect misstatements. Therefore, evesethgstems determined to be
effective can provide only reasonable assurande negpect to financial statement preparation apdgmtation. Projections of any
evaluation of effectiveness to future periods angjext to the risk that controls may become inadégibecause of changes in conditions,
or that the degree of compliance with the policdeprocedures may deteriorate.

Beacon’s management assessed the effectivendss 6bmpany’s internal controls over financial rejpgr as of September 24,
2005. In making this assessment, it used the @iset forth in Internal Control-Integrated Framekissued by the Committee of
Sponsoring Organizations of the Treadway CommisgdSO). Based on our assessment, we believeathaf, September 24, 2005,
Company’s internal control over financial reportisgeffective based on those criteria.

Beacon’s Independent Registered Public Accounting Ras issued a report on our assessment of thg&uay’s internal control
over financial reporting. This report appears below

(b) Attestation Report of the Independent Registed Public Accounting Firm

Report of Independent Registered Public Accountingrirm

The Board of Directors and Shareholders of
Beacon Roofing Supply, Inc.

We have audited management’s assessment, inclodbd accompanying Management’s Annual Report teriial Control Over

Financial Reporting, that Beacon Roofing Supplg, maintained effective internal control over figa reporting as of September 24, 2005,
based on criteria established in Internal Contraltegrated Framework issued by the Committee of Smimg Organizations of the
Treadway Commission (the COSO criteria). BeaconfiRg&upply, Inc.’s management is responsible faintaining effective internal
control over financial reporting and for its assesst of the effectiveness of
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internal control over financial reporting. Our resgibility is to express an opinion on managemesg&essment and an opinion on the
effectiveness of the company’s internal controlrdigancial reporting based on our audit.

We conducted our audit in accordance with the stadgdof the Public Company Accounting Oversightri8d@nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahdaéiag the design and operating effectivenessateirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesasuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financékstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (8jige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, internal cohaver financial reporting may not prevent or @étaisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdenaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, management’s assessment that BeRoofing Supply, Inc. maintained effective internahtrol over financial reporting
as of September 24, 2005, is fairly stated, imelterial respects, based on the COSO criteria., Adsour opinion, Beacon Roofing
Supply, Inc. maintained, in all material respeeféective internal control over financial reporting of September 24, 2005, based on the
COSO criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@/nited States), the
consolidated balance sheets of Beacon Roofing $up. as of September 24, 2005 and Septembet(@®l, and the related consolidated
statements of operations, stockholders’ equity,@sh flows for each of the three years in theoggeended September 24, 2005 and our
report dated December 6, 2005 expressed an urigdadipinion thereon.

/sl Ernst & Young LLF
Boston, Massachuse!
December 6, 200
(c) Changes in Internal Control Over Financial R@orting

No change in our internal control over financiglaging (as defined in Rules 13a-15(f) and 15d-16(ider the Securities Exchange Act
of 1934) occurred during the fiscal quarter endegt&mber 24, 2005 that has materially affecteds orasonably likely to materially affect,
our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION
We have no information to report pursuant to IteBn 9
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PART Il
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS
The following table sets forth information about @xecutive officers and directors and their agesfdDecember 7, 2005.

Name Age Position

Andrew R. Logie 61  Chairman of the Boar

Robert R. Bucl 58 President and Chief Executive Officer, Direc
David R. Grace 46 Chief Financial Office

C. Eric Swanlk 36 Senior Vice President, Sales & Market

H. Arthur Bellows, Jr 67 Director

James J. Gaffne 65 Director

Peter M. Gotscl 41 Director

Wilson B. Sextor 68 Director

Each director is elected for a term of one yearserdes until a successor is duly elected andfipaabr until his or her death,
resignation or removal.. Our executive officerselexted by and serve at the discretion of thedofdirectors. There are no family
relationships between any of our directors or etteewfficers

Robert R. BuckPresident and Chief Executive Officer and Directddr. Buck joined us in October 2003. Prior tanjoig us, he served
as President-Uniform Rental Division of Cintas Guogition from July 1997. From 1991 through 1997séeved as Senior Vice President-
Midwest Region of Cintas. From 1982 through 19%l sérved as Senior Vice President, Finance and Eimiancial Officer of Cintas.

Mr. Buck presently serves as a director of Kendterhational, Inc. and Multi-Color Corporation, baif which are Nasdagiaded companie

David R. GraceChief Financial Officer. Mr. Grace is responsifile financial management of our company and edicupregional
subsidiaries. Mr. Grace began his career as a @pblic accounting with Baril and Smith CPA. H@jgd Beacon Sales Company as an
accountant in 1987. He served in positions of iasireg responsibility until he was named CFO atitne that we acquired Beacon Sales
Company. Mr. Grace has a degree in accounting Bentley College in Waltham, Massachusetts.

Andrew R. LogieChairman and Director. Mr. Logie and a groupnvistors acquired Beacon Sales Company, Inc, iA.188its new
CEO, he oversaw the growth of the business froeetlho seven branches, with sales increasing sixt@o$70 million in 1997, prior to its
acquisition by Beacon Roofing Supply, Inc. From 198 July 2002, he was our Chairman, PresideniCinef Executive Officer. He was
Chairman and Chief Executive Officer from July 2@62Varch 2003. Prior to joining Beacon Sales Conyp#Ir. Logie spent 1§ears in the
roofing industry, working nine years with Bradcopply and five years with GAF Corporation. Mr. Logittended Nichols College in Dudlt
Massachusetts.

C. Eric SwankSenior Vice President, Sales & Marketing. Mr. 8lwa responsible for our compamgee marketing. Prior to joining
in October 2004, Mr. Swank was Assistant Group \Reesident from 2003 to 2004 for Cintas Corporatiéa also served as Assistant to the
Group Vice President from 1998 to 1999 and DireofdFraining and Development from 2000 to 2002@imtas. While at Cintas, Mr. Swa
had profit and loss responsibilities for a regidmai had $215 million in annual revenue and he edpd sales territories through the oper
of new locations and strategic acquisitions. Mra8lis a graduate of Miami University of Ohio.

H. Arthur Bellows, Jr.Director. Mr. Bellows became a director in Jayu2005. Mr. Bellows serves on the board of direstwirHexcel
Corporation and as chair of the audit committeeantember of their nominating and corporate govereand compensation committees.
He has served as Chairman of
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Braeburn Associates, a merchant banking firm, sir889, and Chairman of The Finance Network, a peifiaancial services firm, since
1999. Mr. Bellows was President, Chief Operatinfjd®f and director of Audits & Surveys Worldwidegl, an international market research
firm, from 1995 to March 1999 and continued to sem¢ a director until March 2002.

James J. Gaffnefirector. Mr. Gaffney became a director in Juf02. From 1997 through 2003, Mr. Gaffney servettias Chairmai
of the Board of Viking Pacific Holdings, Ltd. and@rman of the Board of Vermont Investments, LédNew Zealand-based conglomerate,
and provided consulting services to GS Capitalrfeastll, L.P. (a private investment fund affiliat@ith Water Street Corporate Recovery
Fund I, L.P. and Goldman, Sachs & Co.), and otféiaéed investment funds. Mr. Gaffney presentinges as Chairman of the Board of
Directors of Imperial Sugar Company and as a direat SCP Pool Corporation and Carmike Cinemas Inc.

Peter M. GotschDirector. Mr. Gotsch has served as director sk®®7. Mr. Gotsch has been a member of Code HepgeSsmmons
LLC since 1997 and employed by its affiliates sia®89. Mr. Gotsch holds a B.A. degree from St. @afiege and an M.B.A. from
Northwestern University. Mr. Gotsch presently seras the Chairman of the Board of The Hillman Cangs Inc.

Wilson B. SextorDirector. Mr. Sexton became a director in Octad@d4. Mr. Sexton has been the Chairman of thedaad a
director of SCP Pool Corporation since 1993. Framuary 1999 to May 2001, Mr. Sexton also serve@hasf Executive Officer of SCP Pc
Corporation. Mr. Sexton is a Certified Public Acotant and holds a B.B.A. degree from Southern M#iidJniversity.

Audit Committee

We have a standing audit committee. The audit cdtamis currently composed of H. Arthur Bellows, James J. Gaffney and Wilson
B. Sexton. Each of the members meets the indepeaditeria prescribed by applicable law and tHesrof the SEC for audit committee
membership and is an “independent director” asmdefin Nasdaq Marketplace Rule 4200(a)(15). Thedbas also determined that H.
Arthur Bellows is an “audit committee financial &g as such term is defined in Item 401(h) of Ratjon S-K promulgated by the SEC.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchange Act of41@Rjuires our officers, directors and persons alin more than ten percent of a
registered class of our equity securities to #parts of ownership and changes in ownership omE®; 4 and 5, as applicable, with the SEC.
Officers, directors and shareholders owning gretii@n ten percent of our common stock are requiyeithe SEC regulations to furnish us
with copies of all Forms 3, 4 and 5 they file.

Based solely on our review of the copies of thesm$ received or representations from certain tegppersons that no Form 5 was
required, we believe that all of our officers, dia's, and greater than ten percent beneficial esvoemplied with all filing requirements
applicable to them with respect to transactionsndu2005.

Code of Ethics

We have adopted the Beacon Roofing Supply, Ince@ddConduct, a code of ethics that applies tofatlur directors, officers and
employees, including our Chief Executive Officehi€f Financial Officer and Chief Accounting OfficeZontroller, and any other persons
performing similar functions. This code of ethispublicly available on our website at www.beacofirgsupply.com. If we make any
substantive amendments to this code of ethicsamt@my waiver, including any implicit waiver, fromprovision of the code to our Chief
Executive Officer, Chief Financial Officer and Chigccounting Officer, Controller,
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or any other persons performing similar functioms,will disclose the date and nature of such amemmdror waiver on our website within
four business days.

ITEM 11. EXECUTIVE COMPENSATION

The following table sets forth for the fiscal yearsded September 24, 2005, September 25, 2004egtdrSber 27, 2003, information
concerning the compensation earned by our ChairPasident and Chief Executive Officer, Chief FiciahOfficer and Senior Vice
President, Sales & Marketing (our “Named Execu@f@icers”) who were serving at the end of our fistal year.

SUMMARY COMPENSATION TABLE

Long-Term
Compensation
Annual Compensation Securities
Restricted  Underlying
Other
Name and Fiscal Annual Stock Stock All Other
Principal Position Year Salary Bonus Compensation(3) Awards Options Compensation(4)
Andrew R. Logie 2008 $173,921 $ — $ 1,61¢ — — $ 8,984
Chairman 2004 $180,55¢ $ — $ 2,03¢ — — $ 17,752
2002 $193,09: $ — $ — — — $ 22,782
Robert R. Buck(1 2005  $444,727 $ 445,00( $ 267,291 — — $ 24,55¢
President and Chie 2004 $407,92¢ $430,00( $ 69,51C — 408,24t $ —
Executive Officel
David R. Grace 2005 $312,03¢ $ 150,00¢( $ 3,517 — 22,00C $ 20,45¢
Chief Financia 2004 $242,02: $ 135,00( $ 2,30¢ — 27,75¢ $ 18,662
Officer 2002 $221,04C $ 90,00C $ — — 50,05C $ 22,782
C. Eric Swank(2 2008 $225,96: $ 60,00C $ 89,257 — 6,00C $ —

Senior Vice President,
Sales & Marketing

(1) Robert Buck was hired in October 2003.
(2) C. Eric Swank was hired in October 2004.

(3) Represents company payments for certaiitleebosts. For Robert Buck and Eric Swank, 2086 aicludes commuting airfare and housing costs pai
by us, as well as relocation cost reimbursemen$i 46,356 and $60,898, respectively, and associtess-up payroll tax reimbursements of $87,691
and $21,910, respectively. For Robert Buck, 2084 aicludes commuting airfare of $27,014 and haysir30,254.

(4) Represents contributions made by us tolgld@®lan and a profit-sharing distribution.
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OPTION GRANTS IN LAST FISCAL YEAR

The following table sets forth certain informatiooncerning grants of stock options made duringafigear 2005 to the Named
Executive Officers. The options were granted at&se prices equal to fair market value of the ulyitey stock at the date of the grant.

Number of Potential Realizable
Securities % of Total Value at Assumed
Underlying Options Annual Rates of Stock
Granted to Exercise Price Appreciation for
Options Employees in Price Per Expiration Option Term(3)
Name Granted(1) 2005(2) Share Date 5% 10%
Andrew R. Logie — — — — — —
Robert R. Bucl — — — — — —
David R. Grace 22,00( 6.3% $17.8C 11/3/201¢ $246,27¢ $624,11(
C. Eric Swanlk 6,00C 1.7% $17.8C 11/3/201¢ $ 67,16€ $170,21:

(1) Represents options to purchase common stock.
(2) In 2005, total options granted to employees we@& 3D shares of common stock.

(3) The dollar amounts set forth in these columnslaeaesult of calculations at the five percent ardgercent rates set forth by the SEC
and, therefore, are not intended to forecast plesiiture appreciation, if any, of the market prafehe common stock.

The following table sets forth certain informatiooncerning stock options exercised in 2005 by thmdid Executive Officers and
unexercised stock options held by them as of Septe@d, 2005.

AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR
AND FISCAL YEAR END OPTION VALUES

Number of Securities Value of Unexercisec
Number of Underlying In-the-Money
Shares Unexercised Options Held Options at Fiscal
Acquired on Value at Fiscal Year End Year End ($)(1)
Name Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Andrew R. Logie — $— 192,01( — $ 5,860,21¢ $ —
Robert R. Bucl — $— 408,24t — $11,541,05: $ —
David R. Grace — $— 229,82¢ 14,667 $ 5,826,80: $1,091,62¢
C. Eric Swanlk — $— 2,00C 4,00C $ $ 83,76(

(1) The closing price of our common stock on Septer2deR005 was $31.76. Value is calculated by mufiiyg (a) the difference between
the closing sales price and the option exercisgefy (b) the number of shares of common stocknlyidg the option.

Compensation of Directors

Independent members of the board of directors veaai annual retainer of $35,000. All independénetotiors are also entitled to receive
$1,500 for each board meeting attended and $1®08ach committee meeting as well as $1,000 an@ &¥%oard and committee
conference calls, respectively. The chairman ohedi¢he audit committee and compensation commisteatitled to receive an additional
$10,000 per year. All fees may be paid in casthares of stock, at the choice of the director.

In addition, upon election to the board, each irtejent director will receive a one-time grant ob@tion exercisable for 20,000 shares
of our common stock. Upon reelection, independ@etctbrs will also receive an annual grant of atiaypexercisable for 7,500 shares. All
options become exercisable one year after theaapeant. Exercise prices will be set at fair manaue at the date of grant. During fiscal
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2005, Wilson B. Sexton and H. Arthur Bellows, &cle received a grant of an option exercisable @0Q0 shares and each independent
director, upon reelection, received a grant of piioo exercisable for 7,500 shares.

We reimburse members of our board of directorsafor out-of-pocket expenses they incur in conneatiith services provided as
directors.

Employment Agreemer

We entered into an employment agreement with Rdhaek, our President and CEO, with a term thatreddéehrough November 19,
2006. It provided for a base salary of $430,00(fitmal year 2004 and provides for a base salafAd5,000 for fiscal year 2005. After fiscal
year 2005, our board will review his base salamyuatly and may increase (but not decrease) it.Bick’s employment agreement also
entitles him to an annual bonus of up to 100% sklsalary, depending on whether we reach the peafure target that the board sets near
the beginning of each fiscal year. The bonus vdra@a 0% of base salary (if we achieve 85% or fsthe target for that fiscal year) to 100%
of base salary (if we achieve 115% or more of #nget for that year). In between 85% of the taeget 115% of the target, the bonus varies
on a straight line basis. The employment agreemisntprovided that if Mr. Buck relocated his resice at our request before September 30,
2005, we would reimburse him for all expenses irexifor the relocation. Mr. Buck relocated to thesin, VA area where we now have a
corporate office. For the period before he reloddtis residence, we agreed to rent an apartmehidarse in the Boston area and reimburse
him for travel expenses for up to two round trigs ponth for him and his wife between their primeggidence and the Boston area.

Mr. Buck also receives a $1,000 per month car alove. Under his employment agreement, Mr. Buckiiled to severance equal to

12 months base salary if we terminate his employméhout cause, as that term is defined in his leympent agreement, or if we are not
willing to renew his employment agreement at the efithe term. The employment agreement limits Birck’s ability to compete with us f
18 months after his employment ends.

Compensation Committee Interlocks and Insider Paifiation

The Compensation Committee consists of James Gaffreter Gotsch and Wilson B. Sexton. Prior toipitiial public offering,
Mr. Gotsch was a non-employee officer of the Congpdinere are no Compensation Committee interlocks.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The following table shows information regarding teneficial ownership of our common stock for thkofving:
(i) each shareholder known by us to beneficiallsn more than 5% of our common stock,

(i) each of our directors,

(iii) each executive officer named in the Summagn@ensation Table in “Executive Compensation,” and

(iv) all directors and executive officers as augro

Common Stock
Beneficially Owned
Shares Percent

Name and Address of Beneficial Owners(1
Shareholders owning more than 5% of our commorks
Code, Hennessy & Simmons lll, L.P.(2)
10 South Wacker Drive
Chicago, lllinois 6060!
Scout Capital Partners, L.P.(3)
320 Park Avenue—31 Floor
New York, New York 1002:
Directors and executive officer
Robert R. Buck(4

7,313,29! 27.4%

2,145,00( 8.0%

479,79( 1.8%

Andrew R. Logie(5 1,251,98! 4.7
David R. Grace(6 347,861 1.3
C. Eric Swank(7 2,00C *
H. Arthur Bellows, Jr.(8 20,00 *
James J. Gaffney(! 48,84¢ *
Peter M. Gotsch(1( 7,313,29! 27.4

30,00¢ *

Wilson B. Sexton(11

All directors and executive officers as a groupé8sons 9,493,77" 34.4%

* Less than 1%

(1) Information concerning beneficial ownership of ssais as of December 7, 2005. Includes the nunfterazes that such person has the
right to acquire beneficial ownership as of thatedand which such person has the right to acqeineticial ownership of within 60 days
thereafter.

(2) Code Hennessy & Simmons LLC is the general padh@HS Management lll, L.P., which in turn is thengral partner of Code,
Hennessy & Simmons lll, L.P. Code Hennessy & SimsionC and CHS Management Ill, L.P. may be deemdzketeeficially own
these shares, but disclaim beneficial ownershighafes in which they do not have a pecuniary istefiée investment committee of
Code Hennessy & Simmons LLC is composed of AndrewC@fe, Daniel J. Hennessy, Brian P. Simmons, Tkam&ormolo, Jon S.
Vesely and Peter M. Gotsch. Messrs. Code, Henn&asynons, Formolo, Vesely and Gotsch may be ded¢mbdneficially own these
shares due to the fact that they share investnmehtating control over shares held by Code, Henn&sSimmons lll, L.P., but disclair

beneficial ownership of shares in which they doheote a pecuniary interest.
(3) Based on Schedule 13G/A filed by Scout Capitalreast L.P. on February 14, 2005.
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(4) Includes 408,245 shares issuable upon the exertmations.

(5) Includes 192,343 shares issuable upon the exartiggtions. Includes 641,432 shares held by thed Bgacon Limited Partnership
over which Mr. Logie shares voting and investmeanttmol. Mr. Logie disclaims beneficial ownershipsifares held by the Logie Beacon
Limited Partnership in which he does not have aipigy interest.

(6) Includes 229,828 shares issuable upon the exartmations. Includes 1,285 shares over which Madérshares investment control, but
of which Mr. Grace disclaims beneficial ownership.

(7) Includes 2,000 shares issuable upon the exercisptioins.
(8) Includes 20,000 shares issuable upon the exertigations.

(9) Includes 20,000 shares issuable upon the exertiggtions. Includes 2,846 shares over which Mr.f@af shares investment and voting
control, but of which Mr. Gaffney disclaims benédicownership.

(10) Peter Gotsch is a member of the investment comenitt€Code Hennessy & Simmons LLC, the general padhCHS Management lll,
L.P., which in turn is the general partner of Cddennessy & Simmons Ill, L.P. Mr. Gotsch may berded to beneficially own the
shares owned by Code, Hennessy & Simmons lll, bir.disclaims beneficial ownership of shares incline does not have a
pecuniary interest.

(11) Includes 20,000 shares issuable upon the exertiggations.

Securities Authorized for Issuance Under Equity Corpensation Plans

The following table provides information as of Sapber 24, 2005 with respect to compensation placifing individual
compensation arrangements) approved by securitdet®mbnd under which our equity securities areaaizbd for issuance.

Equity Compensation Plan Information(1)

Number of securities
remaining available for

Number of securities future issuance under
to be issued upon Weighted-average equity compensation
exercise of exercise price of plans (excluding
outstanding options,  outstanding options, securities reflected in
Plan category warrants and rights warrants and rights column(a))
(@) (b) (c)
Equity compensation plans approved by security
holders 415,15( $17.9€ 1,784,85(
Equity compensation plans not approved by
security holder: 1,552,84¢ $ 2.48 0
Total 1,967,99¢ $ 5.74 1,784,85(

(1) See Notes 2 and 11 to the Consolidated Finanad@ents in this Form 10-K for additional inforneatiregarding our stock-based
compensation plans.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Executive officers and director
William Logie, son of Andrew Logie, is employed byg. His 2005 salary and bonus totaled $270,060.
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We lease three buildings for $0.5 million per yigam a limited liability company in which Andrew lgée is a member. We believe that
the terms of these leases approximate those wedweckive in arms-length transactions with unrelabérd parties.

Relationship with Code, Hennessy & Simmons 1, L.

In connection with the initial public offering, vemtered into a registration rights agreement witheé; Hennessy & Simmons lll, L.P..
The agreement provides that, at the request of Eedaessy, we will register under the Securitiesafy shares of common stock currently
held or later acquired by Code Hennessy for saseaordance with Code Hennessiritended method of disposition. Code Hennessyteds
the right to include the shares of our common stbekit holds in registrations of common stockt thva initiate on our own behalf or on
behalf of other stockholders. In connection witl Registration Statement on Form S-3 (Registrdtion333-128919), we are paying any
fees and expenses (other than underwriting disepassociated with the sale of shares of commark &t the selling stockholders, includi
Code, Hennessy & Simmons I, L.P.

Redemption of 12% subordinated notes payable tated parties

Upon completion of our initial public offering, wesed a portion of the proceeds to redeem the 12%4rdimated notes payable to related
parties and the associated accrued interest. Tloaviog affiliate, director and executive officessvned and had notes redeemed having the
principal amounts and accrued interest set forfiosjpe the names.

Code, Hennessy & Simmons 11, L. $16,235,35
Andrew Logie $ 3,131,99:
David Grace $ 224,75(

Redemption of warrant

Upon completion of our initial public offering, wesed a portion of the proceeds to redeem warrants fiet aggregate purchase price of
$34.3 million. The following affiliate, director drexecutive officers owned and had warrants redddorehe amounts set forth opposite the
names.

Code, Hennessy & Simmons 1, L. $2,891,13:
Andrew Logie $ 831,52«
David Grace $ 94,011

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
Audit Committer’'s Pre-Approval and Procedures

The audit committee is responsible for the appoamincompensation, retention and oversight of thekwef Ernst & Young LLP, our
independent registered public accounting firm. iFflteependent registered public accounting firm répdirectly to the audit committee. As
part of their responsibility, the Committee estsiidid a policy requiring the pre-approval of alliaadd permissible non-audit services
performed by the registered public accounting finmpre-approving services, the audit committeesaars whether such services are
consistent with the SEC’s rules on auditor indejeeice.

Prior to the engagement of the registered pubkouacting firm for an upcoming audit/non-audit seevperiod, defined as a twelve-
month timeframe, Ernst & Young LLP submits a detailist of services expected to be rendered duhiagperiod as well as an estimate of
the associated fees for each of the following fmtegories of services to the Audit Committee fguraval:
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Audit Servicesconsist of services rendered by an external auftitahe audit of our annual consolidated finanstatements (including
tax services performed to fulfill the auditor’'s pessibility under generally accepted auditing stadd) and internal controls and reviews of
financial statements included in Form 10-Qs, amtliles services that generally only an externaitaudan reasonably provide, such as
comfort letters, statutory audits, attest servicessents and assistance with and review of doctenfiéed with the Securities and Exchange
Commission.

Audit-Related Servicesconsist of assurance and related services (e.gdiigence) by an external auditor that are reabhynelated to
audit or review of financial statements, includemployee benefit plan audits, due diligence rel&tedergers and acquisitions, and
accounting consultations.

Tax Servicesconsist of services not included in Audit Serviabsve, rendered by an external auditor for tax diamge, tax consulting
and tax planning.

Other Non-Audit Servicesare any other permissible work that is not an Aulllitdit-Related or Tax Service.

Circumstances may arise during the twelve-montiodevhen it may become necessary to engage theéndent auditor for additional
services or additional effort not contemplatedhia original pre-approval. In those instances, tititacommittee requires specific pre-
approval before engaging the independent auditor.

Audit and Nor-Audit Fees

The table below summarizes the fees billed by ndependent registered public accounting firm, E€n¥bung LLP, for the fiscal yeal
ended September 24, 2005 and September 25, 2004.

Year Audit Audit -Related Tax All Other Total
2005 $ 928,60( $— $107,00( $— $1,035,60(
2004 $1,419,20( $— $ 75,00 $— $1,494,20(

Audit fees include fees for professional serviaglered for the audit of our annual consolidatedrfcial statements and, beginning in
fiscal 2005, the audit of our internal controls dhe reviews of the interim financial statementduded in our Forms 10-Q. For 2005, the
audit fees include $107,600 for services perforimezbnnection with the filings of our Forms S-3 &@. For 2004, the audit fees also
include fees of $995,200 associated with Ernst &nigs work on our initial public offering and thelated filings with the SEC.

There were no audit-related fees for fiscal 200 2004.
Tax fees represent professional services relatektoompliance and consulting.

The audit committee has considered the compatilmfithe provision of services covered by the twecgding paragraphs with the
maintenance of the principal accountant’s indepeoddérom the Company and has determined that thagion of such services is not
incompatible with the maintenance of such indepeoée

The audit committee annually reviews the perforneasicthe independent auditors and the fees chdogehbeir services.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(@ (1) Financial Statements

The following financial statements of our Company &eport of the Independent Registered Public Actiog Firm are included
in Part Il, Item 8 of this Report:

» Report of Independent Registered Public Accounfing
» Consolidated Balance Sheets as of September 28,8&tDSeptember 25, 2004
» Consolidated Statements of Operations for the yeraded September 24, 2005, September 25, 200&eptdmber 27, 2003

» Consolidated Statements of Stockholders’ Equitytlieryears ended September 24, 2005, Septemb20@%, and
September 27, 2003.

» Consolidated Statements of Cash Flows for the yealed September 24, 2005, September 25, 200&eptdmber 27, 2003

* Notes to Consolidated Financial Statements

(2) Financial Statement Schedules

Financial statement schedules have been omittealibedhey are either not applicable or the requimeadmation has been
disclosed in the financial statements or notestioer

(3) Exhibits

Exhibits are set forth on the attached exhibit inde
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&{the Securities Exchange Act of 1934, the regigthas duly caused this report tc
signed on its behalf by the undersigned, theredatyp authorized.

BEACON ROOFING SUPPLY, INC.
(REGISTRANT)

By: /s/ DAVID R. GRACE
David R. Grace
Chief Financial Officel

Date: December 8, 200

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed béelpthe following persons on beh
of the registrant and in the capacities and ord#ies indicated.

SIGNATURE TITLE DATE
/s/ ROBERT R. BUCEK President, Chief Executive Officer December 8, 2005
Robert R. Bucl and Director
/s ANDREW R. LOGIE Chairman of the Board and Director December 8, 2005
Andrew R. Logie
/s/ DAVID R. GRACE Chief Financial Officer and Chief December 8, 2005
David R. Grace Accounting Officer
/s/ H. ARTHUR BELLOWS, JR Director December 8, 2005

H. Arthur Bellows, Jr

/s/ JAMES J. GAFFNE) Director December 8, 2005
James J. Gaffne

/s/ PETER M. GOTSCt Director December 8, 2005
Peter M. Gotscl

/s/ WILSON B. SEXTON Director December 8, 2005
Wilson B. Sextor
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EXHIBIT

NUMBER

3.1

3.2

4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

INDEX TO EXHIBITS
EXHIBIT

Second Amended and Restated Certificate of Incatfmor of Beacon Roofing Supply, Inc.
(incorporated herein by reference to Exhibit 3.Bé&mcon Roofing Supply, Inc.’s annual report on
Form 1(-K for the year ended September 25, 2(

Amended and Restated BRyws of Beacon Roofing Supply, Inc. (incorporateddin by reference 1
Exhibit 3.2 to Beacon Roofing Supply, Inc.’s anntegort on Form 10-K for the year ended
September 25, 200

Form of Specimen Common Stock Certificate of BeaRonfing Supply, Inc. (incorporated herein
by reference to Exhibit 4.1 to Beacon Roofing Syppic.’s Registration Statement on Form S-1
(Registration No. 3:-116027))

Form of Registration Rights Agreement by and betwBeacon Roofing Supply, Inc. and Code,
Hennessy & Simmons lll, L.P. (incorporated hergjrrdéference to Exhibit 10.1 to Beacon Roofing
Supply, Inc’s Registration Statement on Fori-1 (Registration No. 3:-119747))

Employment Agreement dated as of October 20, 290&d between Robert Buck and Beacon
Acquisition, Inc. d/b/a Beacon Sales Company (ipooated herein by reference to Exhibit 10.2 to
Beacon Roofing Supply, Ir's Registration Statement on For-1 (Registration No. 3:-119747))*

Amendment to Employment Agreement dated as of Mpy2004 by and between Robert Buck and
Beacon Sales Acquisition, Inc. d/b/a Beacon Satawpainy (incorporated herein by reference to
Exhibit 10.3 to Beacon Roofing Supply, Inc.’s Régiton Statement on Form S-1 (Registration
No. 33:-119747))*

Chief Executive Securities Agreement dated as @usti21, 1997 by and between Beacon Roofing
Supply, Inc. (formerly known as Beacon Holding Gation), Andrew Logie and Code,

Hennessy & Simmons lll, L.P. (incorporated hergjrrdéference to Exhibit 10.4 to Beacon Roofing
Supply, Inc’'s Registration Statement on For-1 (Registration No. 3:-119747))

Executive Securities Agreement dated as of Oct2dBe2003 by and between Beacon Roofing
Supply, Inc., Robert Buck and Code, Hennessy & Simsrill, L.P. (incorporated herein by
reference to Exhibit 10.5 to Beacon Roofing Supplg,’s Registration Statement on Form S-1
(Registration No. 3:-119747))

Amendment to Executive Securities Agreement daseaf danuary 28, 2004 by and between Beacon
Roofing Supply, Inc., Robert Buck and Code, Henp&sSimmons lll, L.P. (incorporated herein by
reference to Exhibit 10.6 to Beacon Roofing Suppig,’s Registration Statement on Form S-1
(Registration No. 3:-119747))

1998 Stock Plan (incorporated herein by refereadexhibit 4.1 to Beacon Roofing Supply, Inc.’s
Registration Statement on Forr-8 (Registration No. 3:-119747))*

2004 Stock Plan (incorporated herein by refereadexhibit 4.2 to Beacon Roofing Supply, Inc.’s
Registration Statement on Forr-8 (Registration No. 3:-119747))*

Amended and Restated Special Purchase Option Agrgatated January 28, 2004 by and between
Beacon Roofing Supply, Inc. and Robert Buck (incogped herein by reference to Exhibit 10.10 to
Beacon Roofing Supply, Ir's Registration Statement on Fori-1 (Registration No. 3:-116027))




10.10 Third Amended and Restated Loan and Security Ages¢igiated as of October 14, 2005, among
Beacon Sales Acquisition, Inc., the Domestic Subsis of Beacon Sales Acquisition, Inc. named
therein, General Electric Capital Corporation, fihancial institutions party thereto, GECC Capital
Markets Group, Inc., JP Morgan Chase Bank, N.A.cNdaia Capital Financial Corp. (Central) and
The CIT Group/Business Credit, Inc., (incorpordtedein by reference to Exhibit 10.1 to Beacon
Roofing Supply, In¢s current report on Forn-K filed on October 18, 2005

10.11 Third Amended and Restated Loan and Security Ages¢ndated as of October 14, 2005, among
Beacon Roofing Supply Canada Company, GE Canadmé&éHolding Company, and the financial
institutions party thereto (incorporated hereirréference to Exhibit 10.2 to Beacon Roofing
Supply, Inc’s current report on Forn-K filed on October 18, 2005

10.12 Amendment of Chief Executive Securities Agreemdated as of September 20, 2004 by and among
the Company, Andrew R. Logie, and Code, HennesS§jmdmons lll, L.P. (incorporated herein by
reference to Exhibit 99.1 to Beacon Roofing Suppig,’s current report on Form 8-K filed
September 24, 200.

10.13 Form of Beacon Roofing Supply, Inc. 2004 Stock FB&mck Option Agreement for executive
officers who are not directors (incorporated byrehce to Exhibit 10.18 to Beacon Roofing
Supply, Inc’'s annual report on Form -K for the year ended September 25, 20(

10.14 Form of Beacon Roofing Supply, Inc. 2004 Stock F&mck Option Agreement for employee
directors (incorporated by reference to Exhibitl®to Beacon Roofing Supply, Inc.’s annual report
on Form 1-K for the year ended September 25, 20(

10.15 Form of Beacon Roofing Supply, Inc. 2004 Stock B&mck Option Agreement for non-employee
directors (incorporated by reference to Exhibi2Dto Beacon Roofing Supply, Inc.’s annual report
on Form 1-K for the year ended September 25, 20(

10.16 Description of Management Cash Bonus PI

21 Subsidiaries of Beacon Roofing Supply, |

23.1 Consent of Ernst & Young LLP, Independent Registd?ablic Accounting Firn
31.1 CEO certification pursuant to Section 302 of theb&ae-Oxley Act of 200z
31.2 CFO certification pursuant to Section 302 of theb@ae-Oxley Act of 2002
32.1 CEO certification pursuant to Section 906 of theb&ae-Oxley Act of 200z
32.2 CFO certification pursuant to Section 906 of theb&ae-Oxley Act of 200z

* Compensatory plan or arrangement.




Exhibit 10.16
Description of Management Cash Bonus Plan

The following is a description of the managemeshdaonus plan, as adopted by the board of direcfdgacon Roofing Supply, Inc. on
December 7, 2005. The bonus plan provides fop#yenent of annual cash bonuses to employees wtapasiddered management level. °
bonus plan is administered by the board of dirsctwhich has full authority to select participarstst bonus amounts and fix performance
targets. The board receives recommendations fnencampensation committee.

For each participant, a base bonus amount is s#t.réépect to regional vice presidents and otlffesess responsible for more than one
region, 90% of the bonus is based on meeting amedefore taxes target and 10% of the bonus edb@s meeting a sales growth target, in
each case in the region or regions for which tlieefis responsible. Corporate staff bonuses (dtien the CEO) are based on 90% on a
company-wide income before taxes target and 10%oorpany-wide sales growth target. The full baseulas paid if the participant
achieves 100% of both targets. If the income lgefaxes target is not met at the 100% level, thiécg@ant’'s bonus with respect to that target
will be pro rated on a straight line basis if tretwipant achieves a range of 85% to 100% of tasgigh no bonus paid at less than 85% of
target. If the sales growth target is not met atB0% level, the participant will not receive abe with respect to that target. In addition,
each participant can receive an additional bonusleq 5% of income before taxes in excess of 100%rget, up to an amount equal to 60%
of the base bonus.

No award will be paid for any fiscal year or portithereof to a participant whose employment with¢bmpany terminates during such y

for a reason other than retirement, disability tdem other reason approved by the board. Inaaés the payment is in the discretion of the
company and the company retains the right to teataia participant’s participation in the bonus @aany time, in which case no bonus may
be paid.

The CEQ'’s bonus, as described in his employmertractis based on a performance target of EBITDA.




EXHIBIT 21
REGISTRANT’S SUBSIDIARIES
The following table sets forth, at December 1, 20886 Registrans significant operating subsidiaries and other @ased companie

and their respective incorporation jurisdictionkeTRegistrant owns 100% of the voting securitiesawh of the subsidiaries listed below.
There are no subsidiaries not listed in the talléch would, in the aggregate, be considered Sicamt.

State of
Active Subsidiaries Incorporation
Beacon Sales Acquisition, In Delaware
Quality Roofing Supply, Inc Delaware
Beacon Canada, In Delaware
Best Distributing Co North Caroline
The Roof Center, Inc Delaware
West End Lumber Company, Ir Delaware
Beacon Roofing Supply Canada Comp. Nova Scotie
JGA Beacon, Inc Delaware
SDI Holding, Inc. Delaware

Shelter Distribution, Inc Delaware




EXHIBIT 23.1
CONSENT OF REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inRbgistration Statements (Form S-3 No. 333-128%tOForm S-8 Nos. 333-128379 and
333-119747) of Beacon Roofing Supply, Inc. anchm ielated Prospectuses of our reports dated DesreBnR005, with respect to the
consolidated financial statements of Beacon Rodfngply, Inc., Beacon Roofing Supply, Inc. managerseassessment of the effectiveness
of internal control over financial reporting, areteffectives of internal control over financigbogting of Beacon Roofing Supply, Inc.,
included in this Annual Report (Form 10-K) for thear ended September 24, 2005.

/sl Ernst & Young LLF
Boston, Massachuse!

December 6, 200




EXHIBIT 31.1
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002
I, Robert R. Buck, certify that
1.1 have reviewed this annual report on Form 10fB@acon Roofing Supply, Inc.;

2. Based on my knowledge, this report does not dom@tay untrue statement of a material fact or dmitate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in thipoet, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4 . The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedoresaused such disclosure controls and procedort®s designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financialowjng, or caused such internal control over finahieporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

¢ ) Evaluated the effectiveness of the registrarissldsure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

d) Disclosed in this report any change in the regrgts internal control over financial reportingttoccurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal cohmweer financial reporting; and

5. The registrant’s other certifying officer andave disclosed, based on our most recent evaluatioiternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordxar financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveanagement or other employees who have a signifiode in the registrant’s internal
control over financial reporting.

Date: December 8, 2005

/sl ROBERT R. BUCEK

Robert R. Bucl
President and Chief Executive Offic




EXHIBIT 31.2
CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBAN ES-OXLEY ACT OF 2002
I, David R. Grace, certify that:
1.1 have reviewed this annual report on Form 10fB@acon Roofing Supply, Inc.;
2. Based on my knowledge, this report does not dom@tay untrue statement of a material fact or dmitate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtatisg with respect to the period

covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in thipoet, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4 . The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as defin
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have::

a) Designed such disclosure controls and procedoresaused such disclosure controls and procedort®s designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b) Designed such internal control over financigloging, or caused such internal control over fiahreporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

¢ ) Evaluated the effectiveness of the registrarissldsure controls and procedures and presentisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

d) Disclosed in this report any change in the regrgts internal control over financial reportingttoccurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant’s internal coheer financial reporting; and

5. The registrans other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @mtver financial reporting
to the registrant’s auditors and the audit commitieregistrant’s board of directors (or personggeming the equivalent functions):

a) All significant deficiencies and material weakses in the design or operation of internal cordxar financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that involveanagement or other employees who have a signifioée in the registrant’s internal
control over financial reporting.

Date: December 8, 2005

/s DAVID R. GRACE

David R. Grace
President and Chief Financial Offic




EXHIBIT 32.1

CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002
In connection with the Annual Report of Beacon RogfSupply, Inc. (the “Company”) on Form 10-K ftwetyear ended September 24, 2005,
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, Robert RcB the Chief Executive Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdpted pursuant to 8 906 of the Sarbanes-Oxley®2002, that:
(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; and

(2) The information contained in the Report fairly fets, in all material respects, the financial ctadiand results of operations of the
Company.

/s/ ROBERT R. BUCEK

Robert R. Bucl
President and Chief Executive Offic

December 8, 200

A signed original of this written statement reqdit®y Section 906, or other document authenticatiegnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement reediby Section 906, has been provided to

Beacon Roofing Supply, Inc. and will be retainecBaacon Roofing Supply, Inc. and furnished to teeusities and Exchange Commission
or its staff upon request.

This certification accompanies the Report purst@a$ection 906 of the Sarbanes-Oxley Act of 2002 strall not, except to the extent

required by the Sarbanes-Oxley Act of 2002, be dekfited by the Company for purposes of Sectionfli®ie Securities Exchange Act of
1934, as amended.




EXHIBIT 32.2
CERTIFICATION PURSUANT TO SECTION 906 OF THE SARBAN ES-OXLEY ACT OF 2002
In connection with the Annual Report of Beacon RogfSupply, Inc. (the “Company”) on Form 10-K ftwetyear ended September 24, 2005,
as filed with the Securities and Exchange Commissiothe date hereof (the “Report”), I, David RaGs, the Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. § 135Gdspted pursuant to § 906 of the Sarbanes-Oxley®2002, that:
(1) The Report fully complies with the requirementsettion 13(a) or 15(d) of the Securities Exchangeof 1934; and

(2) The information contained in the Report fairly fets, in all material respects, the financial ctadiand results of operations of the
Company.

/s/ DAVID R. GRACE

David R. Grace
Chief Financial Officel

December 8, 200

A signed original of this written statement reqdit®y Section 906, or other document authenticatiegnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided to

Beacon Roofing Supply, Inc. and will be retainecdBaacon Roofing Supply, Inc. and furnished to teeusities and Exchange Commission
or its staff upon request.

This certification accompanies the Report purst@a@ection 906 of the Sarbanes-Oxley Act of 2002 strall not, except to the extent
required by the Sarbanes-Oxley Act of 2002, be dekfited by the Company for purposes of Sectionfli®ie Securities Exchange Act of
1934, as amended.




