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Operator: G’day ladies and gentlemen and welcome to the Kathmandu Results presentation conference hosted by Peter Halkett.  My name is Daniel and I’m your Event Manager.  [Operator instructions]  I would now like to hand over the call to Peter.
Peter Halkett: Thank you, Daniel.  Welcome everybody and it’s definitely Peter Halkett here.  With me today on the call is Mark Todd our Chief Financial Officer.  We’re going to be discussing our results for the 12 months ended 31 July 2010.  That is the first reporting for Kathmandu since we listed on both the ASX and NZX last November.
We will be talking to the full year for the presentation we filed this morning, that is on the ASX, NZX and also on our corporate website.  I presume most people have either got that or can access to that and follow me as I work my way through the flow.  We have provided full financial information in New Zealand dollars and there is some summary information in Australian dollars.
However, just to keep things moving along in the limited time we have we will be concentrating and talking in New Zealand dollars.  Also when I’m talking about results I will be talking the performance after eliminating the one-off costs associated with the IPO last November, unless we specifically state otherwise.
The presentation will be about 20 to 30 minutes and then we will have time for questions, with the total allocated time of 35 minutes.
So let me start by just running through an outline of the topics to be covered.  Mark Todd will be presenting a number of the slides as well; he’ll just cut in when it’s his turn to speak.  First of all we’ll overview the results and we’re going to go into detail into the key line items.  I know that there is a lot of interest as to how this result was achieved and what happened during the year.
We will break it down by country.  We will look at the cashflow, the dividend, and the balance sheet. We’ll talk about the outlook for next year.  I’d like to update our progress towards our growth strategies and specifically how they relate to the coming year.  Then we’ll take questions.
So just moving through to the results overview.  As I said I am only going to focus on the New Zealand numbers and I am only going to focus on the key numbers.  But first of all total sales were $245.8 million.  That was up $30.2 million on the previous year and that was a 14% increase.  Our gross profit margin was actually $63.2 million and that was down 1.2% on the previous period.
The operating expenses went up 11.9%; it went from $90 million to $101.4 million.  Most of that is associated with the extra stores we had.  The EBITDA result went from $48.2 million to $53.9 million and in percentage terms, last year that was 22.4% and this year 21.9% so it’s still in a very healthy range at the EBITDA level.  At the EBIT level, EBIT increased $5.3 million or 12.4% and went from $19.8 million to $19.5 million at $47.9 million.  That was at the upper end of the guidance we gave six to eight weeks ago with our market update.
The net profit after tax was $25.2 million that was up 69% on the previous year.  That of course last year includes the cost of where we had [unclear] we had a completely different balance sheet as you would be aware.  So difficult to get a true like for like on that level so clearly lines such as the EBIT and EBITDA give you a better reflection of what’s happening with the profitability.
Store numbers at the end of the financial period, this doesn’t necessarily mean it reflects the back phasing of how we did the thing the previous year but we finished last year at 82 stores, we finished this year at 97 stores.
Just moving through to the half year split, once again this shows it really was a year of two halves for us and probably pretty well a similar picture for most other sort of discretionary winter orientated retailers.  Clearly the second half was a big challenge for us and after achieving a 27% sales increase in the first half and achieving an EBITDA increase of 41% and an EBIT increase of 49% the second half was much more of a challenge for us.  However we still increased sales by 5.5% up to $139.2 million.  Once again this clearly demonstrates the second half weighting the 40/60 ratio that we referred to previously.
The gross margin profit was higher in the second half which we expect.  It was at 64.7% versus the previous period of 65.6%.  Once again that was down slightly and I’ll get to later in the presentation the explanation of why that was down.  Operating expenses in the first half were up 19.8% and in the second half our operating expenses were much more in line with sales up 5.9%.
EBITDA in the second half actually grew to $35.8 million not very much but it was still sitting at 25.7% and at an EBIT level it also grew from $32.2 million or 24.4% to 32.4% or 23.3%.  Once again these margins are, and you’re probably going to hear me say this a couple of times through the presentation, these are still industry leading margins and an outstanding performance.
Once again just reinforce we finished the period at 97 stores.  So it won’t be long until we’re celebrating our 100th store.  Just moving through the next page and it’s fair to say that if we just looked at those numbers I think that would be a relatively positive performance and it would receive a reasonable response from the market.  However, we know that our goal and our target and our benchmark is really, our yardstick was going to be the prospectus forecast which we fell short of.
Clearly we are very disappointed about that.  When we look at the results the sales were actually exceeded by 2.4% we were $5.8 million up on the prospectus number.  That was mainly because we had more stores.  At a profit margin level we finished at $63.2 million as opposed to our target in the prospectus and you will note that we budgeted for a lower margin than we achieved in the prior period.  So we weren’t too far away from our expectations.  We were further with the previous year.
Operating expenses went up on the prospectus by 5.4% or $5 million and this was mainly attributable to three extra stores and we did spend extra marketing which we’re going to outline in a more detailed breakdown later.  So we fell short at the EBITDA level 6.3% or $3.6 million at the EBIT level we fell short $3.1 million 6% and at the net profit before tax level we fell 8% short.
But you will note once again at the bottom we finished on 97 stores, in the prospectus we had 94 stores.
So I’d just like to before we start to break that into the detail that I know you’re very interested in, I’ve just got summarise how we saw the year and I guess a commentary on what occurred and what took place as we were going through the 12 months.
Clearly it was a very strong first half followed by a much weaker second half.  We noted at the half year and subsequent market updates that there was a possibility that given what we were hearing and seeing with interest rates and cycling of stimulus that it could well be a more difficult environment for us and that proved to be the case.
I think particularly in New Zealand, once again we’ll come to those numbers later and put them in their context.
For us the second half was impacted firstly by the really hot weather experienced across New Zealand and Australia that coincided with our Easter sale, which you know is a very important event for us.  Now just by way of example in New South Wales the temperatures were the hottest recorded in 88 years and this isn’t just a slightly warmer than usual period.  This was an exceptionally hot period and it did impact our sales.
The same occurred in Melbourne the same occurred through New Zealand.  In fact Easter sale pretty well eliminated the gain above the prospectus performance.  In fact we were on prospectus right up into winter sale and in fact he first week of winter sale.  Right through the curve we were trading relatively comfortably although we could see the environment was going to get more and more difficult with the reports we were getting out of the market and other retailers.
And as you have noted there the result in the second half was relatively consistent with other discretionary, and I stress the point ‘winter orientated’ retailers.  There are a number of retailers that are much stronger in summer and much stronger in relation to Christmas.  In our case our 60/40 weighting it’s important that the economy be relatively strong during those months and it wasn’t.
But we did see this happening.  We recognised the flowing and the more challenging market and we responded with additional promotions and enhanced product offers.  This was a deliberate strategy.  It did reduce our gross margin slightly from the target in the prospectus and it did increase our marketing costs.
The incremental sales and profits were achieved and certainly believe if we had not taken this action we would have been worse off.  However we didn’t close the gap clearly to the prospectus forecast.  We are confident that the balance we struck was appropriate and led to the optimum outcome.
We could have clearly taken even more aggressive short term discounting action but our view is that that would have damaged the brand and we really are determined that this is a business for the long term, not just a short term one year view on the prospectus.  Overall the year-on-year increase clearly indicates the strength of the Kathmandu brand, the continuing potential, despite the difficulties outlined above.
The key numbers are still market leading numbers in both terms of growth, in terms of margin and EBIT percentage and as I said before we believe we struck the right balance but we are disappointed we didn’t hit the prospectus number and we’ve had that message loud and clear.
Just going through the line items now I’m up to slide 9, I have already mentioned that our sales were up 14% to $245.8 million.  But if we break it down by country we can see where the revenue is coming from and the relationship between both FY9, the prospectus and what we actually achieved.
New Zealand grew by 10.8%.  Australia grew at 15.2% and that’s important because that’s where we are investing in new stores and you would expect that at the higher level.  The UK grew at 16.7%.  Most of that relates in the UK to second year performance of stores without a prior year which get a natural lift.
Once again just moving through to the next slide, I think for many of the analysts this is probably the most significant page in the whole presentation because it really shows what happened with the second half.  This is same store sales and this is measured in absolute terms, same store sales.  There’s no deduction here for cannibalisation or any of those factors.
What this clearly shows is the first half was very strong up 14% in New Zealand, up 10% in Australia, the UK up 13% and across the Group up 12%.  Yet in the second half, and bear in mind this is same store sales, same store sales in the second half at a Group level finished down 5.5% and New Zealand particularly bad at 8.3%.
This period clearly has our Easter trading, which was adversely affected by the weather and then it had the weaker winter sale results.  Which if you look at these like for likes, they’re certainly not identical to other retailers but they are relatively consistent.  Some retailers are better than us, some are worse but they tend to be a similar story of two halves and particularly the very final quarter very poor for most retailers.
The question I often get asked is, is this being caused by cannibalisation?  Well in the notes below you’ll see I’ve made the point that the sales shortfall was generally consistent regardless of cannibalisation.  In other words all our stores operated on a same store basis in a similar way, whether they be stores that had a store open near them or whether they be in a completely unaffected catchment.  In fact right across both countries it was a similar result whether the cannibalisation, it isn’t a case that we’ve got so many stores that they’re now taking stores from one another.
Stores that were not even impacted did not have a new store open near them performed almost the same as those stores that were cannibalised.  No doubt over the road show we will get quizzed on this a little more.  But the point I really want to reinforce is that it was a year of two halves but the second half is pretty consistent with other discretionary, winter focused type retailers.
Just moving on to the profit margin.  We have put some comparison between the countries and we’ve also put some comparison with prior year.  Overall our target for the Group remains to keep the margin within 62 to 64.  We’re comfortable within that range. We don’t necessarily believe it’s the optimum outcome to always be 64 because it’s such a high gross margin driving incremental sales can be very worthwhile still at 62.
One point I would make on this is that as Australia grows, you can see the Australian margin is on average about 5% higher than New Zealand, as we get more and more Australian stores and the ratio of Australian stores to the New Zealand stores and the ratio of turnover to New Zealand grows, that will also assist our gross margin over time.  So we’re very comfortable to stay and target that range.
Just moving through now we are going to get into a little bit more detail on the cost of doing business and that’s when I hand over to Mark Todd.
Mark Todd: Yes, good morning everybody.  Just in respect of total operating expenses and in comparison to 2009, operating costs, excluding depreciation were up 12% versus the 14% increase in sales and generally speaking we achieved a sort of consistent degree of operating leverage in most of our key expense categories.
So the end effect is that operating expenses reduce by 70 basis points to the percentage of sales overall.  So year-on-year that’s a good outcome.  In respect of the forecast against the prospectus, because one of the key differences was the overall prospectus, the performance versus the actual, we had a $5.2 million increase in our operating expenses against the prospectus forecast.
The key categories that caused that, as we’ve already talked about, and Peter has already mentioned are the increase in costs from the new stores, the three new stores and some temporary stores that we operated during the second half of the year in particular.  They added $1.8 million to total operating costs.  Advertising spend was$1.6 million over and above the prospectus forecast.  FX gains and losses, which of course can’t be projected within the prospectus were $0.6 million cost and then the spread of all other costs, distribution, variation in existing stores, head office overheads other FX translations and adjustments they were the balance of $1.2 million.
So against year-on-year that’s a good performance and against prospectus forecast most of that spend as we’ve already talked about is specifically related to the variation in the new stores and the spend on advertising.
So just summarising, the EBITDA margins and EBIT margins against prospectus and against last year are down slightly in percentage point’s terms.  But the reduction is less than the reduction in gross margin because of the operating leverage in terms of expense overall.
To then moving from EBIT and EBITDA through to NPAT.  Total financing costs are obviously fundamentally different in the business compared to last year because of the pay down of $85 million debt at the time of the IPO. So the reasonable comparison to make there is the prospectus to actual performance normalised and total financing costs were estimated at $6.3 million on a normalised basis for the year compared to the prospectus forecast of $5.8 million.
That’s simply because, particularly in Australia, we had higher short term working capital costs, interest rates than was expected at the time of the prospectus.  Tax, once you back out the adjustments for tax that distorts the number on the face of the P&L, the effective tax rate is approximately $0.31 in the dollar.  Nothing has changed in the IPO cost from the numbers that we went through in some detail at the half year presentation.
Then country by country, in terms of those country results.  Basically we have summarised the comparison year on year between New Zealand, Australia and the UK and we’ve highlighted for you the stores that have been open in each country, refurbishments and relocations.  In the second half of the year we opened seven stores in total, three in New Zealand, four in Australia and we commenced our store refurbishment program, which has involved already several major central city store relocations.
Christchurch in New Zealand, Brisbane in Australia and we refurbished our main stores in Melbourne, Sydney and in Dunedin.  There’s probably not much else for me to talk about in the country results, unless you’ve got questions later on.
Operating cashflow, we had a significant improvement in operating cashflow against both the prospectus and last year.  Before capital expenditure we had a $7.9 million improvement in operating cashflow after the capital expenditure increment our total operating cashflow improved by $2.3 million.
Capital expenditure was $13.6 million ahead of the prospectus of $12.6 and that’s fundamentally because we opened the three more stores.  So we’ve got a $1 million over and above the forecast but for 15 stores there’s this 12.  Again, as we talked about the cashflow comparison year-on-year is affected by the pay down of the debt in the IPO.
The operating cashflow obviously supports an improved dividend payment over and above what we’ve forecast in the prospectus. The Board has approved a first dividend of $0.07 a share compared to $0.067.  That payout ratio is around 55% of adjusted NPAT and that’s in the midpoint of the range that we’ve identified we’d expect to be sustainable.  The 50% to 60% range during this period while we’re in expansion in terms of both store roll out and store refurbishment.
The dividend is fully imputed in New Zealand and it’s fully franked in Australia.  At this stage we continue to be confident of fully franking our final dividends in Australia.  It’s possible some future interim dividends may not be fully franked, but we’ll have a better handle on that when we look at those same numbers again at the half year next year.
Just a couple of comments on the balance sheet, that reflect key changes year on year.  Yearend inventory is down 20% on the previous year and a per store basis and across the year when measured month by month average store inventories were down 22.6%.  So one of the key contributors obviously to the improved operating cashflow in the year.
We have already talked previously about the profile of the external debt.  We have reduced external debt by $128 million year-on-year and we’ve paid down $42.3 million since the date of the IPO.  The key point to realise is the variability in our working capital cycle.  That $42.3 million is balance date two months earlier at the end of the May was $38.9 m higher.
But highlighting for you how much cash is generated in the last couple of the months of the year and why peaked working capital requirements are so much higher and  requiring us to have the facility level of $125 million that we have.  So from a hedging and interest rate protection position we have got just under $40 million totally hedged split between New Zealand and Australia with the objective of that being that we have approximately 2/3 to ¾ of minimum debt levels hedged and through the year working capital is focused on the short term basis of using 90 days or less and we take floating rates at that point in time.
Peter Halkett: Thanks, Mark.  Oh sorry there is just one other here.  Just one other slide on foreign currency actually.
Mark Todd: Oh yes, and the only other point is from a hedging perspective we continue to apply the existing profile which is as we extinguish existing hedging we replace.  So we cover ourselves on a rolling 12 months basis going forward.  Our hedge rate performance in ’09 versus ’10 was virtually identical between the two years.
Our hedging position going forward in FY11 is certainly stronger as you’d expect in Australia and it’s early days in FY12, but it’s also stronger again in that year.  The New Zealand rates are relatively unchanged.  The relative strength against the US dollar in the last six to nine months has certainly been [unclear] Kiwi.
Peter Halkett: Thanks, Mark.  I will just have a look at slide 25 which is he F11 outlook.  I have already split this into [unclear]within Kathmandu and then I guess how we view the market.
At a Kathmandu level we are going to be targeting another 15 stores this year.  We believe that’s achievable. We’ve already made some progress and I’ll refer to that on the next slide.  That matches what we’ve achieved this year.  The big picture is that approximately 50% of our stores are over three years old and they are largely, that would be primarily our prime CBD type stores.
They will be either refurbished, relocated or upgraded in some way.  Half of those will be done by FY12.  There is a lot of effort at the moment going into our product design and development and we’ve invested a lot over the last couple of years.  Some of that rubber is starting to hit the road now and we’re really accelerating the growth in our range and our products and our categories and you’ll see more of that over the next 12 to 24 months.
This is an important component in proving and driving our like for likes, that’s same store sales.  Our summer club membership continues to grow and continues to be a high proportion of our total sales. But we do have a major brand refresh project underway.  We won’t see anything till within the next six months or so, but doing a lot of work to, I guess move the brand on.
The current brand and most of its elements have been around many years.  We think it’s appropriate to move forward.  Once again we reiterate that our gross margins, our target and our efforts are focused on staying within that 62 to 64 range.  As I said before that’s assisted greatly by the more stores we roll out in Australia.
From a market point of view it’s pretty clear that there’s a lot of uncertainty and volatility and it’s quite unpredictable.  Further to that, I mean China for us, where we get the majority of our product there’s a lot going on there.  There’s pressure for capacity, there’s pressure on costs, raw material costs, manufacture costs ,labour rates, so that’s important for us to manage and control that.
But despite that we remain committed to a 62 to 64 margin.  Yes we also have more competition.  Most of our competitors are not standing still.  They are introducing new formats.  They are introducing new products and so forth, so we’re very aware of that and many of them are moving, not so much towards the vertical model but a lot of own brand product, one of the reasons we’re investing in developing our own brand more and more.
For us the general economic stability both local and offshore are an important requirement for our discretionary spend type retail.  So the summary for us is following the completion of our IPO process, the management and the Board are confident that the Kathmandu business model, the brand and our proven strategies continue to grow despite the challenging and unpredictable environment.
We believe we’ve got the formula right.  Our new stores that we’ve opened, the 15 stores are performing well. We believe the second half performance was pretty consistent with what most other retailers experienced and so we remain very confident that we’ve got the right formula and we’re looking for continued growth into next year.
Just getting a little more detailed, if you turn through to slide 27, which is the growth strategies. This is really drilling down further so you can monitor our progress towards what I’ve introduced and some of you will be aware of our destination 2013, which is our 3 Year plan.
So from a new store roll out point of view our objective is 15.  We’ve already signed up four and in fact we had a Board meeting yesterday and we signed up another one. So we’ve actually got 5 out of 15 already signed up, so we’re ahead of schedule.  We’re going to have 12 of those stores in Australia and 3 in New Zealand, that is the ideal mix, things can change but that’s how we see it and that’s an important thing for factoring how you look at our gross margin as Australia becomes a greater proportion.
We probably are going to be a little more cautious on our site selection. We are probably going to concentrate on areas where there will probably be a little bit less cannibalisation and so that we can continue to demonstrate strong same store sales.  That’s not t say we don’t believe it’s economic to have infill stores.  But I think this is a year when we just need to be a little more cautious about cannibalisation.
We’ve talked about store improvements and we are getting a healthy increase and benefit from upgrading and relocating our stores.  In a previous year we did Canberra and Queenstown, we did Brisbane CBD; we did our Birch Street store, Kent Street.  We’ve done our Cashel Street store in Christchurch and good news for you folks, it’s still standing after the earthquake.  We also upgraded our Dunedin store.
But for the coming year we’ve already committed to much larger stores in Palmerston North and New Plymouth in New Zealand and our Queen Street store is going to be increased in size and we’re going to get exposure to the street level.  Currently it is on a second level.  We are also expanding our Sylvia Park store, which is actually our best performing store in Auckland.  So we’re further building on that strength.
In Western Australia we are actually doubling the size of our Perth store by building into the basement and our Innaloo store which we only opened about 18months ago has been so successful we’re taking extra space there.  The refurbishment to us is also important and clearly that supports same store sales growth.
But ultimately, as I’ve said on a number of occasions I believe Kathmandu is more about a brand than even retail stores.  It’s about where can this brand grow and what products can it do, what can it be.  We’ve seen, you know, the growth of other companies like your Billabongs and Rip Curls, so for us we’re always exploring other product, other categories, extending ranges.
For this summer we’re introducing a new technology a quick dry range of next to the skin type products.  We’ve expanded our base camp range which is primarily in New Zealand but intend to come into Australia.  We’ve also introduced an underwear range.  A new luggage, there’s a lot of things we’ve introduced for this summer and that rate of change is continuing into next winter.
You know I won’t talk about everything, but we are introducing new lightweight products, new rainwear.  New insulation products, merino ranges and we’re actually introducing some layered ski gear for next year as well.  The other point I will touch on here, because we actually think, certainly we experienced during winter sale quite a few out of stocks of some of our leading lines, but we’re actually going to be increasing our investment in inventory as well.
In other words simply buying more stock of the top selling lines, because we think that was part of our issue particularly in New Zealand.  But from a growth strategy point of view, they are our core strategy.  We have other things we’re doing.  You’d be familiar with what we’re doing with our database and you’ll be familiar with operating leverage and the cost of doing business.  But that’s enough data on where we are at and we are comfortable that that’s going to deliver benefits this year.
So just looking at the time it I time for questions.  I’ll pass back to Daniel, who I think co-ordinates that part of the session.  So, Daniel.
Operator: Thanks for that.  [Operator instructions].  Our first question comes from Rob Freeman, please go ahead.
Rob Freeman: (Nomura, Analyst) G’day guys, it’s Rob Freeman here from Nomura.  Just in terms f the reasons for the second half EBIT miss?  Was it primarily Easter sales period driven or winter sales period driven?
Peter Halkett: Well between the two, they were approximately the same as the shortfall.  Easter was slightly larger at the half year we were $3 million to $3.4 million less.  As I said before that pretty well brought us down from prospectus.  It was evenly split between the two.
Rob Freeman: (Nomura, Analyst) Okay, how do you guys see yourselves performing vis-à-vis competitors during those two periods.
Peter Halkett: Well clearly it depends upon the competitor.  If you take someone like BCS clearly that required Rays Outdoors are very summer orientated in their product range.  So because of the extended summer due to the hotter weather experienced in March/April I would imagine they’d be feeling pretty good about life.  Whereas we’re 40/60, we’re 40 summer and we’re 60 winter, so when we have an extended summer that’s not particularly helpful to us.
We’re I guess if you check with other competitors like Anaconda and Mountain Design and Paddy Pallin and the New Zealand Bivouac and so forth, my understanding is their performance is not that different from ours. But of course the other thing is we’re always comparing with what we did the previous year when we were looking at growth.
You know we had a pretty reasonable period the previous year so if competitors had a poor previous six months well who knows they may have had a bigger increase.  But we don’t believe our performance was unusual. We’ve seen that amongst other non‑outdoor type customers or retailers.
Rob Freeman: (Nomura, Analyst) Just on your inventory balance, so it’s down 20% on PCP but I note that the inventory stated in the prospectus was $31.3 million I assume some of that increase is due to the more stores rolled out than originally anticipated.  But is there any stock sitting on the balance sheet at 31 July that wasn’t sold through?
Peter Halkett: There’s always stock at the end of winter, Rob.  But the stock position at the end of the year is actually very clean.
Rob Freeman: (Nomura, Analyst) Okay so you’re comfortable that there was nothing excess that should have been sold through?
Peter Halkett: Rob, as I say there’s always stock we want to trade through in our first period of the year in terms of the end of winter, but there’s nothing excess per se, no.  And August/September is still strong, the [unclear] months I suppose.  From a stock point of view, Rob, I think if we had an issue it’s not enough stock as opposed to too much.
The quality of the stock is probably the cleanest it’s ever been.
Rob Freeman: (Nomura, Analyst) Okay.  Just on your current trading. So we’re obviously comping in one half ’11, 12.% in like for likes.  I know you guys are pretty quiet at the moment but are we still on track to get growth on that?
Peter Halkett: Well it’s very early days for us and our first major promotion, what we all gear up which actually launches next week.  So that will give us the first real indication of how we’re going to trade and track and then our Christmas sale starts at the end of November.
So there’s still probably 90% of our , 95% of our sales to go in the first half.  We’re certainly targeting like for like increase in t his first half.  We don’t think while the numbers were very good we don’t think we were assisted by any particular tail wind last year, we didn’t do anything phenomenally different from a promotional point of view.
We didn’t have any products that drove things above the average.  In fact once again we were a little tight in stock.  We did have out of stocks.  So we are feeling comfortable at this point in time, there’s no reason that we won’t get growth on the first half this year.
Rob Freeman: (Nomura, Analyst) Okay, so it wouldn’t be unreasonable to assume low single digit, like for like growth in the first half?
Peter Halkett: Well there’s a difference between what guidance we would give to what we’re targeting to achieve.  So the current - if you took the average for last year that’s what we will probably be trying to achieve across this next 12 months.  In other words we look we’ve achieved about a 12% to 14% total sales increase, which if you take the prospectus number we were looking for about a 3% same store sales.  That’s the sort of ballpark, it’s probably going to be a little higher or lower.
But we’re not being that definite at this point in time.
Rob Freeman: (Nomura, Analyst) Yes, just two more quick ones.  So on store roll out you’ve stated sort of around the 15 mark in line with F10.  At the one half you mentioned that in F11 you’re likely to do at least F10’s target.  I’m just wondering if there’s any upside risk to roll out in F11?
Peter Halkett: Well we’ll, at this stage we’re targeting, planning and confident we’ll achieve 15.  But there’s no risk around that side of it if I understand the question. We’re certainly not looking for a lot more because the more we roll out that’s when we actually have inventory challenges.
Rob Freeman: (Nomura, Analyst) Yeah, okay, so we should be looking for 15.  Then finally just in terms of the range development going forward and, you know, moving into higher margin offers.  You mentioned ski gear.  My understanding previously was that that was something you guys wouldn’t necessarily target specifically just because of its fashion risk?
Peter Halkett: Yeah so we’re going to have just a core, simple offer in that space and it’s going to be a layered product.  So it will be multipurpose but you can layer it up with other products we’re developing so that you could utilise it for skiing.  So it’s almost a multipurpose but suitable for skiing type garment.
Rob Freeman: (Nomura, Analyst) Okay.
Peter Halkett: Once again from a - it’s just giving you an idea of how we’re adding things to the range.  We are certainly not - you are not going to come in and find 14 different ski jackets, 36 styles of ski pants and stuff we’re trying to make for the snowboarders.  You know we are talking about a couple of very simple basic products that fit in with other products we’re developing.
Rob Freeman: (Nomura, Analyst) Okay, so it’s pretty generic.  All right, thanks, guys.  That’s it for me.
Peter Halkett: Thanks, Rob.
Operator: Thank you for your question, the next question comes from George from Goldman Sachs, please go ahead.
George: (Goldman Sachs, Analyst) Good morning guys, just a question on inventory.  Peter, you mentioned for a potential increase in inventory for next year.  What are you thinking about there?  Is it quite significant?  Will it admittedly impact cashflow in 2011?
Peter Halkett: Well I’ll let Mark answer that.  But ultimately we’re not looking at a huge investment, we’re just looking at about 20 or 30 lines that we want to up the quantity to make sure we don’t run out next year.  It’s not across the board.  But Mark can give you from a dollar point of view the impact.
Mark Todd: And I mean in the end it will have a little bit of an impact on peak working capital pre-winter season, pre-Christmas, George, in particular.  But because it’s focused on the product that we know we can sell through, the end result come the end of the trading period should be absolutely neutral or positive.
Peter Halkett: George it depends whether we sell it.  The answer is if we were out of stock and we buy it and we sell it, it’ll be no, radically, not radically different from this year.  If we buy it and it doesn’t sell well we’ll still own it and it will add to the inventory level.
George: (Goldman Sachs, Analyst) And your comments on China sourcing costs, Peter, what are you expecting?  Do you need to raise selling prices to offset the cost pressure or do you think the benefits from the currency will offset the higher China sourcing costs?
Peter Halkett: We are lifting prices, we will be lifting prices.  Our competitors will be lifting prices as well.  Some of the increases are such that we are hedged as you know and we don’t actually utilise the hedging to manipulate costs.  So there will be price increases but once again it won’t be across the board on everything.  We’ll pick and choose, we’ll still target price points.
So I don’t think it’ll be that noticeable to people.
George: (Goldman Sachs, Analyst) Okay and just a question on the Christchurch stores.  I was just wondering what percentage of sales would be generated in that Christchurch region?  I was just wondering, you know...
Peter Halkett: About 7%.
George: (Goldman Sachs, Analyst) 7%?
Peter Halkett: Yes.
George: (Goldman Sachs, Analyst) Okay.  Just a question on the tax rate.  The, you gave a figure there of profit before tax adjusted for the IPO costs and the extra financing costs pre the IPO of I think it was $41.2 million?  Mark should we just use a 31% tax rate to get a net profit after tax, or 30%?
Mark Todd: On the adjusted profit yes but you’d have to back out the UK losses, George.  I mean if you’ve got a question specifically on that, fire it through to me later and I’ll give you a clarification?
George: (Goldman Sachs, Analyst) Okay, no problem. That’s it for me thank you.
Mark Todd: Thanks, George.
Peter Halkett: I think we’ve got five minutes to go.
Operator: Okay, thank you for your question, the next question comes from Sandra from First New Zealand Capital, please go ahead.
Sandra: (First New Zealand Capital, Analyst) Good morning, Peter and actually Mark, just a couple of questions.  In terms of - I don’t know if you’ve addressed this, NZ/Aussie in terms of the benefit that you will be getting there, you don’t hedge that?
Peter Halkett: No.
Sandra: (First New Zealand Capital, Analyst) Can you talk about whether you think you are going to get a benefit from that this year versus FY10?
Peter Halkett: Yes, well FY10 was at a rate, a translation rate on the P&L of 80, the previous year it was 81.4.  The thing about that, Sandra, honest to goodness is that you can’t answer that question until six months down the track.  There is very little cross currency cash flow that moves between the two countries, very little, because of the stream between our commitments up and down.
Sandra: (First New Zealand Capital, Analyst) Yes.
Peter Halkett: And we obviously have facilities streams both ways.  So until we know where the currency sits, come March/April, we couldn’t really answer that.
Sandra: (First New Zealand Capital, Analyst) Okay, just in terms of expectation that you could increase your profitability in FY11, can you talk about what you think will drive that with, you know, sales growth, containing costs, I mean none of us are going to really know  until six or seven months down the track.
But in terms of your budgeting what do you think will drive that profitability?
Peter Halkett: That’s’ one of the reasons I put on the three key, or our core strategies in the final slide.  Clearly we are going to have 15 more stores.  The 15 stores we opened during the previous period were all very successful and very profitable.
Sandra: (First New Zealand Capital, Analyst) So it’s track record a bit, yeah.
Peter Halkett: What’s that, sorry, Sandra.
Sandra: (First New Zealand Capital, Analyst) I’m just thinking, so you’re looking back to FY10 to get confidence around the store roll out?
Peter Halkett: What we’re saying is the stores we’re opening, and we’ve opened certainly, I still don’t believe we have any loss making stores in the business, the stores ramp to profitability very quickly.  So basically we’re going to get some growth through opening 15 more stores.
We’re going to get growth through our upgrading, relocations and enlargement of stores and that's delivering quite positive benefits to us.  We are going to get benefit from increasing the product offer.  If you’ve seen our other presentation, the Best Nation, our 2013, you’ll see that we’re planning to grow our product range, our product offer by 20% to 30% over the next three years.
So basically when you go to a store there will be more choice, there will be more range, there will be offers.  Then within that we are clearly, as we continue to grow in turnover we get operating leverage. So certainly the percentages start to look good.  There’s a high fixed cost base to Kathmandu so as we grow that incremental turnover we will improve our profitability as well.
Sandra: (First New Zealand Capital, Analyst) Okay.  And just asking in terms of an admin question, CapEx and depreciation what should I, or firstly in terms of CapEx cost next year, FY11?
Peter Halkett: I think at a similar level to FY10.
Sandra: (First New Zealand Capital, Analyst) Yeah, and, well I can work out he depreciation myself.  And maintenance versus expansion CapEx, like how should I in terms of percentage?
Peter Halkett: Well again relatively similar.
Sandra: (First New Zealand Capital, Analyst) Similar to FY10, yeah.  Then again, I know you spoke about being more selective in terms of your property roll out this year, but cost per store, should I be looking at any change FY11 versus Fy10, any meaningful change there.
Peter Halkett: Not really.  I mean the weighting to Australia does push up the stores a little bit obviously 10 to 5  versus an expectation of 12 to 3 this year.  But having said that some of the stores when you go a little bit further out in terms of geographical area they cost you a bit less, so slightly more.
Sandra: (First New Zealand Capital, Analyst) Okay, not too much.  Thank you very much.
Peter Halkett: Thanks, Sandra.
Operator: Thank you for your question, the next question comes from  David Cook, please go ahead.
David Cook: (Analyst) Hi guys a couple of real basic ones for me.  If I look at your EBITDA and add up the divisional trading EBITDA it’s higher than your Group, so I presume that’s non-trading.  What was that to do with and what division was that in?  It was about NZ$2.1.
Peter Halkett: Holding company.
David Cook: (Analyst) Holding company so you basically put it down as corporate costs?
Peter Halkett: Yes.
David Cook: (Analyst) Yes, no worries.  Just following on from George’s question on the Christchurch stores.  The 7% of your volume, sorry your sales come out of, sorry stores, is that 7% of Group of 7% of New Zealand?
Peter Halkett: 7% of Group.
David Cook: (Analyst) Okay, because I thought it was only 3%, it was the city store and the [unclear] store, is that because the 7% includes other stores in the greater central area of Christchurch?
Peter Halkett: For reference the best trading store in the Group is in Christchurch a store called Cow Junction.
David Cook: (Analyst) Yeah, okay.  Fantastic. That’s it from me, thanks for that.
Peter Halkett: Okay.
Operator: Thank you for your question, the next question comes from Ray David, please go ahead.
Peter Halkett: I think this will be our last question as well, I’m afraid.
Ray David: (Analyst) Oh great guys.  You just made a comment that you spent a bit more on marketing this year.  Can you just sort of give us a feel how much as a percentage of sales you spent this year versus sort of the two years that you outlined in the prospectus?
Peter Halkett: Well relative to the prospectus we spent approximately $1.6 million more and that was spread primarily in the second half.  In terms of going forward we tend to spend between 5.5% of turnover and 6%, that’s a range that’s generally held all the way through the pass rate.
Ray David: (Analyst) Yeah and just in terms of the store roll out in Australia, you were sort of talking about being a bit more cautious on sites like due to cannibalisation, but then in the presentation you sort of flagged that.  There wasn’t a lot of, it was a broad based decline in the second half sales across all stores.
Are you starting to see, I mean are you becoming a little bit cautious on the fact that you may be rolling out stores and it is actually cannibalising or are you just being cautious because you just feel that, I know the brand stands overall out in Australia.  I’m just getting mixed messages.
Peter Halkett: Well I’m not sure that there are mixed messages.  What we are saying is we are going to target stores that have less cannibalisation for the next 12 months. That seems as part of how people view the business and I guess they look at our same store sales and no matter how much I say it’s about growing EBITDA and we are less concerned about same store performance, that message doesn’t seem to be getting through.
So at the moment we will tend to focus a little more on stores with less cannibalisation.  From an economic point of view, a good example is if we opened another store in Central Sydney, you know, we would probably take a third of the turnover from our existing Kent Street store, which might be a couple of million dollars.
That is material in the same stores performance across Australia, in fact across the whole Group and that seems to worry people. Whereas it’s much easier for us to go and open a store in Wollongong, open a store in Orange, open a store in these other outlying towns, which are quick, easy, reliable, ramp up and but for this year we have been, I guess we’re being conservative and make sure we lock in, you know, some healthy KPIs and some healthy numbers.
Ray David: (Analyst) Yeah I mean if you looked at the performance of all the new stores in Australia opened today, that sort of 22% EBITDA margin that you were targeting, that you put out in the prospectus, is an example of a new store presence?
Peter Halkett: Well they don’t all necessarily hit 22% in their first year, but they are absolutely in line with their expectations.
Ray David: (Analyst) Yeah, so that give you the confidence of that 150 store target.  I mean it’s just [unclear]?
Peter Halkett: Once again if we look, we have a different view of how to look at stores, catchments, market than I think how other people look at it.  We can look at areas and see our sales per customer and we can compare that to other equivalent areas and we can see whether we are under-represented or not.
But we can see markets where we don’t have stores.  We can see the profile and we can see where we can open further stores.  When we do that analysis and we look at the average spend, we’ve definitely got 150 stores across New Zealand and Australia.
Ray David: (Analyst) Yeah, thanks.
Peter Halkett: I think the market looks at it just as where you’ve got 40 in New Zealand and you divide that by the population and you can’t possibly have any more. Well we don’t have stores in Coastlands.  We don’t have stores in Masterton.  We don’t have stores in Whakatane.  We’ve opened stores in similar small catchments and they’ve performed incredibly well.
So one thing I would say is while we can get to 150 stores they are not necessarily the same size and Kent Street, Tower Junction and Cashel Street.  They may well be smaller stores in secondary catchments but they certainly exist and are part of our roll out.
Ray David: (Analyst) Yeah.
Peter Halkett: Sorry to say, we have run out of time, because we do have another commitment coming up within...
Ray David: (Analyst) Okay, no worries.
Peter Halkett: Daniel are you there?
Operator: Yes I am.
Peter Halkett: I am afraid we have to close of the call now.  I’m not sure exactly what you need to do, but thank you everybody for coming on the call today.  I know we’re going to meet a lot of you and I guess Mark and I will receive some calls from you soon. Thank you for your time and I look forward to catching up again very soon.
Operator: Ladies and gentlemen that concludes your conference call.  You may now disconnect your line.  We thank you for joining and hope you have a very good day.
End of Transcript
