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Operator:  Good day ladies and gentlemen and welcome to the Kathmandu Results Presentation conference call hosted by Peter Halkett.  My name is Christina and I am the Event Manager.
During the presentation your lines will remain on listen only. If you require assistance at any time please key star then zero on your telephone and a coordinator will be happy to assist you.
Please note that today’s conference is being recorded.
I would now like to hand the conference over to your host Peter.  Please proceed.
Peter Halkett:  Thank you Christina.  Welcome everybody.  On the call with me today is Mark Todd, Chief Financial Officer, Kathmandu.  We will be discussing our results for the 12 months ended 31 July 2010.  That’s our first year reporting since we became a public company and listed on the ASX and NZX last November.
We’ll be talking to the full year report presentation that’s been lodged on the ASX and the NZX and also on our website.  I hope everybody has got that, otherwise it’s going to be very difficult to follow our presentation.
We have provided full financial performance results in New Zealand dollars and we’ve got a summary in Australian dollars, however I will be primarily talking New Zealand dollars today.
Please also note that I’ll be talking about our performance after eliminating one-off costs associated with our IPO last November, unless I specifically advise otherwise.
The presentation will be approximately 20 minutes and then we’ll have an opportunity for questions.
But firstly, let me run through the contents.  On page 2 I will overview the result.  We’ll talk a little more about the specific line items. Mark’s going to talk about the country result, but we’ll also, we’ll just go into a little bit of the cash flow, the dividend and the balance sheet.  I’ll talk about the outlook for the coming year and just update where we are with our core growth strategies.  As I said, we’ll then take some questions.
Just moving through to the results overview - list of the year-on-year results overview - once again I will just focus on the New Zealand side, their numbers.  Our total sales were about NZD245.8 million, that was NZD30.2 million up on the prior year and percentage terms 14%.  So it was a good healthy increase and one of the biggest in the retail sector.
Our gross profit margin did reduce from NZD64.4 million to NZD63.2 million, but that’s well within our range.  Our target is between NZD62 million to NZD 64 million.
Our operating expenses went up 11% from NZD90 million to NZD101 million and that was primarily related to the additional stores we had - the additional 15 stores we opened - and that percentage is below our sales increase, so it does demonstrate operating leverage.
The EBITDA grew from NZD48.2 million to NZD53.9 million and in percentage terms, still industry leading or virtually industry leading at 21.9%.
At the EBIT level, the profit increased NZD5.3 million, up 12.4% to NZD47.9 million or 19.5 million [sic].
At the net profit after tax level - this was a little trickier here, if we compare year-on-year it shows an increase of NZD69.1 million, but bear in mind this time last year we weren’t a public company, we had a different debt structure so the increased costs were much higher.  So NZD25.2 million is a good healthy increase on last year, but as I said, this can be a little misleading.
From a store numbers point of view, we opened 15 stores.  We went from 82 stores at 31 July last year to 97 stores the equivalent time this year.
I’m just looking at it in two halves and I guess this has really been the story for many many retailers - very strong first half followed by a very tough second half as the economy slowed.
In our case, in the first half we actually grew sales 27.5%.  That rate of growth slowed to 5.5% in the second half.  So we still definitely grew but much lower rate.
If we look at things like gross margin - our gross margin in the second half was greater than achieved in the second half [sic] at 64.7% and compared to the prior second half it was down slightly at, down approximately [unclear].
Operating expenses in the first half grew 19.8%, but in the second half they grew 5.9% and more in line with sales growth.
EBITDA still grew, even though the second half was a tough half.  It grew by NZD400,000 or 1.1% and at the EBIT level it also grew by NZD200,000 or 0.6%.  The margin in the second half of 23.3% is a very healthy industry leading margin.
Once again I have talked about the number of stores - finishing on 97 - so it won’t be long until we’re celebrating our hundredth store.
What a lot of - because we were listed our benchmark, our yardstick at the end of the day is actually its prospectus.  The year-on-year results I have already gone through.  They are very respectable and they would be very positive and they would normally receive a very good response, however because we’re a listed company, we listed and we had a prospectus, most people measured up against prospectus numbers which we fell short of.
Having said that, we grew our sales above the prospectus by 2.4%.  Our gross profit was only slightly down and that was in response to what occurred in the second half in a more difficult trading environment.
At the EBITDA we were 6.3% short of EBITDA and we were 6.1% short at EBIT, or approximately NZD3 million gap.
We did end the year with three more stores than we said in the prospectus which increased our expenses over what the prospectus had indicated.
So that’s really two measurements - one is year-on-year which I think it looks very strong, and against the prospectus which is a little disappointing and I think that’s been reflected in the market.
The summary page really tells the story of what occurred.  It was a very strong first half followed by a weaker second half.  We noted at our half year announcement and in subsequent market updates, the possibility that the result was being influenced by a more challenging environment. It did prove to be the case and I think New Zealand was actually impacted and more affected than even Australia.
The second half was really made up of two main events for us - the Easter sale, which was impacted by the very hot weather experienced across New Zealand, Australia.  By way of example, New South Wales was the hottest temperatures recorded for that period in 88 years and I think Melbourne had 130 days in a row of temperatures well above 20 degrees.  So that period of time is important for us that the weather be a little cooler because it helps sell a wider range of product, rather than just summer products.  So that period was difficult for us.
Then essentially the July - the month of July that coincides with our winter sale was very challenging.  They were the two main reasons we fell behind.
We did actually recognise - and it was well reported that other retailers were having difficulties, the market was slowing - we recognised this and we did respond by putting in additional promotions and enhanced product offer. It was a deliberate strategy that did reduce our gross margin slightly from the prospectus and it did increase our marketing spend from what we intended.
We did generate incremental sales and profits from this strategy and we’re very comfortable that that was the appropriate response.  We think we got the optimum outcome under those circumstances.
We could have taken even more of risks of short-term action but we were concerned about what that would mean to our brand, so I guess there was a point that we weren’t prepared to cross and we felt that falling short of our prospectus was, well that was disappointing, but it was more appropriate than continuing to discount and promote and suffer any potential brand damage.
I think the overall increase on the year-on-year still clearly demonstrates the strength of the Kathmandu brand and its continuing growth potential despite the difficulties outlined above.
Our key numbers are still market leading or certainly retail market leading in terms of the growth we achieved, the margin we achieved and the EBIT percentage.  It would be fair to say we were still on track with the prospectus just prior to the winter sale and it was the month of July that really tipped us just under the prospectus number.
Just moving through the key line items. I’m not going to spend a lot of time on these, but it does give you some data that shows you the share of business of each of the countries and it also highlights the sales growth.  New Zealand achieved 10.8% sales growth, Australia 15.2% - because there were more stores in Australia - and the UK actually grew 16.7% off a relatively low base because we only have six stores there.  We opened two stores recently and most of that growth is their second year ramp up.
Just moving through the next slide - this is slide 10 - this is probably the one that I guess interests people the most because it really shows the difference between the first half and the second half.  There would be a lot of retailers, certainly discretionary retailers and people - and retailers that are winter orientated - there are a lot of retailers that are more Christmas orientated - in our case we do 60% of our turnover in the winter period and 40% in the summer - there would be a lot of retailers with charts that look very similar to this.
These are same store sales, so they are not absolute growth.  This is actually like for like and you can see that New Zealand fared worse because it was impacted more by the July period.  Both New Zealand and Australia were probably equally impacted by the hotter period through March/April, but New Zealand was more impacted by what happened in July.
One of the questions we get asked by the, more the investment community is, are these poor like for likes or same store sales as a result of opening lots of stores and existing stores being cannibalised?  What we can say is that we believe that it was more external, it was more the environment because stores in catchments which had no stores even opened anywhere near them performed to the same level of those stores where we had in-filled other stores.  So we don’t believe cannibalisation is the issue.  We believe it was more the external environment.
Just moving through now to the margin - once again I won’t dwell on that except to point out that our plan is to stay within the 62% to 64% range and something I guess of note is that as we increase [inaudible] more Australian stores - because the Australian margin is roughly 5% higher than New Zealand - the more Australian stores we have the better our gross margin will be.  So that’s a very positive thing for us, because most of our rollout is in Australia.
I’m going to pass over to Mark who will - Mark will just briefly touch on some of the financials that you may find interesting.
Mark Todd:  Yes, just primarily talk about the operating costs below the gross margin line.  Total cost of doing business was in percentage terms, up by less than the rate of increase of sales, so operating costs as a percentage of sales reduced by 70 basis points.  Sales were up 14%, operating costs went up 11.9% compared to prospectus forecast, our operating costs were NZD5.2 million more than the prospectus and the key things that caused that were the fact that we opened three more stores than the prospectus envisaged.  
There was NZD1.8 million worth of cost associated with those three stores and we consciously spent more money on advertising than we initially expected as the result of the response to the trading position in the second half year.  So we spent an extra NZD1.6 million in advertising.
As a consequence, as I say, of the reduction in operating costs, that partly offset the reduction in gross margin, so the EBIT and EBITDA margins reduced by 0.3% and 0.5% on those achieved last year.
Then dropping below to interest costs and tax costs - the reduced debt levels that the business now holds as a result of the initial public offering is that NZD85 million worth of the money raised when we listed the company was used to pay down debt.  Total interest costs were - on a normalised basis - would be NZD6.3 million compared to a prospectus forecast of NZD5.8 million.  The effective interest rate was slightly higher than the prospectus forecast and the effective tax rate after backing out items such as the trading losses in the UK and IPO costs that were non-deductible was [inaudible].
Then you’ve got some information, if you read the pack, on the individual country results which we can pass over to questions.
Cash flow and capital expenditure - we spent NZD13.6 million on capital expenditure in the year, which is NZD1 million more than the prospectus, again because we opened three more stores.
Operating cash flow improved significantly by NZD7.9 million prior to the capital expenditure uplift by NZD2.4 million afterwards and as a result of that improved operating cash flow we have declared an initial dividend of NZD0.07 per share rather than the NZD0.06.7 per share forecast at the time of the prospectus.  The dividend was fully imputed in New Zealand and it’s fully franked in Australia and the payout ratio is approximately the same ratio as it was forecast in the prospectus - it’s roughly about 55% of net profit after tax.
End of year balance sheet, inventories are down, specifically there’s a major item to note there by 20% in dollar terms, per store and across the year month-by-month average inventories have been down by slightly more than that.  Debt structure reduction we’ve already talked about and we have approximately 75%, 80% of our end of year debt hedged at average rate of between - at a range of rate between 4.75% and 5.25%.
Our hedging on our US dollar commitments going forward - we buy US - primarily buy US dollars to purchase stock in both Australian currency and New Zealand currency.  Our hedge rates from the current year were consistent with those from the previous year. Looking ahead to the year ahead, we’ve got a better effective rate for hedging for Australian dollar against US and a similar rate for New Zealand and thus far for the hedging we’ve got year-to-date in FY12 our hedging rates again look to improve as both currencies continue to hold quite strongly against the US dollar.
Peter Halkett:  Thanks Mark.  Just go through to slide 25 - that’s the outlook for the coming period. I have split this between things that Kathmandu are doing and what’s happening or our view of the market.
From a Kathmandu point of view we’re continuing our store rollout.  We’re targeting 15 more stores again this year, which is what we did last year.  So we’re quite comfortable we’re going to be able to match that.
For your interest, by FY12 50% of our stores that are three years or older will have been refurbished, relocated or enlarged in some way, or improved in some way and we’re getting a lot of benefit.  I’m going to go into that next page in a little more detail.
Over the last couple of years we’ve really increased our investment in our design capability and because of the lead times you don’t see that immediately, but at the moment we’re really accelerating the introduction of new ranges, new products, new categories and you will see more of that over the next 12 to 24 months.
The Summit Club - that’s I guess our loyalty club - that’s continuing to grow and as a percentage of our total business it’s becoming a very significant proportion and increasing.
We do have a major brand refresh project under way. Yes we see our brand as our core asset.  We think of ourselves more as a brand than we do even as a retailer.  So we have been doing a lot of work to ensure the brand is very well positioned.  You will probably see in six to 12 months time some of this work becoming visible to the market.
I will just reinforce once again, it’s important to the [investment] too that they understand that we see our gross margin staying within the 62% to 64% range.
From a market point of view it’s certainly a situation where there’s still a lot of volatility, it’s very unpredictable.  Also there’s a lot going on in China where we purchase the vast majority of our stock, in terms of what’s happening to manufacture capacity, what’s happening in manufacture costs, what’s happening with raw material costs and what’s happening with delivery schedules.  That’s becoming a very challenging situation to manage.
Having said that, even though that will lead to some potential cost increases, we’re committed to the 62% to 64% gross margin [rate].
But we always see more and more competition.  We’re not the only ones moving ahead and opening stores and developing products, so certainly from a market point of view we certainly see things generally getting more difficult, so we’ve got to become smarter, faster and stronger ourselves.
For all of that, you know, for retail it’s very important there be sort of general economic stability, both locally and offshore, for us to I guess continue to perform well.
So the summary of sort of all those bullet points is that following the completion of our IPO last November, that management and the Board are confident that the Kathmandu - that Kathmandu has the business model, has the brand and the strategies to continue to grow despite the challenging and very unpredictable environment.
Just moving through to the next slide - that’s our growth strategy update - we have a number of things we are doing to continue to improve our sales and profitability. I have pulled out three key strategies we have adopted.
One is new store rollout.  We opened 15 stores last year. They are trading very well.  We see that as continuing. We are aiming for a target of 150 over the next three years.  So far we have got four - in fact we just signed off another store yesterday - so we’ve actually got five stores already confirmed out of our 15.  We’re going to be weighting more towards Australia than New Zealand and we’ll probably be - probably being a little more cautious about our sites and trying to ensure that there’s a smaller cannibalisation impact that might have historically have taken up just because of where the market is and the uncertainty at the moment.
I have talked about store improvements, because this is about leveraging stores we’re already invested in and we’ve upgraded stores in Canberra, Queenstown, Brisbane, Burke Street in Melbourne, Kent Street in Adelaide, our Cashel Street store in Christchurch and yes it is still standing and operational, and we’ve upgraded our Dunedin store.  Already this year we have committed to relocating and enlarging Palmerston North and New Plymouth, Queen Street in Auckland is going to be increased in size and get exposure to the street level - it’s currently on the first floor - and Sylvia Park, which is our best performing store in Auckland, that’s going to be extended and also we’re going to extend our Perth and Innaloo stores, but refurbishing and getting the best out of our existing portfolio is an important part of our plan, and that’s been delivering good results to date.
And finally, and probably in some ways the most significant one is continuing to grow our products, our product offer, that’s why the stores need to get bigger as well.  we have stated previously that we’re attempting to grow our range by 20% to 30% over the next three years, so there will be more choice of products, more choice of categories, new areas, and we’ve got some examples there of Quick Dry which is a next to skin product and we’ve extended our Basecamp and we’ve actually introduced an underwear range this year as well - got a lot coming in for next winter.
The other thing that probably impacted our sales this year that we haven’t sort of dwelt too much on is that we did run out of a lot of lines, key lines during our winter sale.  We don’t want to repeat that again so we’ll be increasing our investment in key lines going forward.
That’s - I have skipped through that presentation. I hope that’s not been too quick, but I really wanted to allow the opportunity to ask questions.
So I’ll hand back to the moderator who can [inaudible] process much better than I can.
Operator:  Okay, thank you Peter.  Ladies and gentlemen our question and answer session will now begin. If you wish to ask a question, please key star then one on your telephone.  If you then decided to withdraw your question, simply key star and then two.
All your questions will be answered in the order received and you will be advised when to ask your question.  All the other lines will remain on listen only.
So just another reminder ladies and gentlemen, if you do wish to ask a question it’s star and then one on your telephone.
Okay, so we do have one question from the line of Elli Greenblat from The Age newspaper.  Please proceed with your question.
Eli Greenblat: (The Age, Journalist) Hi, how are you going guys?
Peter Halkett:  Hi Eli, how are you?
Eli Greenblat: (The Age, Journalist) Good.  Good thanks.  Just a question on sales and how things are going so far this year - can you give us a bit of an indication of how your sales are going for the first few weeks of the current financial year?  Do you think you will see an extension of negative like for like sales from the second half coming now into the first half and just linked to that, are you providing forecasts for the full year in actually number of a bracket of numbers?
Peter Halkett:  Firstly, it’s fairly early days into our new financial period - it’s just a number of weeks and we haven’t undertaken any of our sort of traditional major campaigns.  We actually have one launching next week called our Gear Up and then it’ll be a few weeks before our Christmas sale.
So I think at the moment we’re trading relatively comfortably, but as a proportion of our half year sales it’s negligible.
We’re certainly not planning and budgeting for those continued like for likes. I think a lot of those have actually cycled through.  We can’t be 100% sure, but within the business we’ve done a lot of things to I guess prepare for a tougher environment, so we’re actually feeling pretty good about both the first six months and the full year.  We haven’t provided a specific number.  We haven’t bracketed anything at this point in time, it’s a bit early.  It’s fair to say that we’ll be targeting - targeting as opposed to forecasting and predicting the same level of increase in sales and profitability that we achieved this year.
Eli Greenblat: (The Age, Journalist) Oh okay, as a percentage?
Peter Halkett:  Yes, so, you know, sales were up 14%, profit was up 12%.  You know, that’s the sort of area we believe we need to keep going at.  And it’s pretty well evenly dispersed across the year.  It’s not like we’re expecting a poor first half and then a great second half because we had such a poor second half.
We think - well it was a year of two halves, we didn’t do anything extraordinary in the first half last year.  We didn’t, you know, there was not really a tail wind of any type that created that.
In fact, you know, we ran out of a lot of products.  There were a lot of learnings last year, so there’s still operational improvements we can do internally to offset I guess what may continue to be a challenging market.
Eli Greenblat: (The Age, Journalist) Just on the running out of product line, obviously as a retailer that’s kind of a bit of a nightmare scenario.  Kathmandu itself has been around for quite a few years with private equity and other owners before that. I mean how was it that you could run out?  Was it - did someone make a mistake or was it just an oversight or what happened there?
Peter Halkett:  Well, you know, we have about 4000 skews, so we have a very wide range of product. There are some products that are difficult to predict, because they are weather related, but in the main it’s understanding what demand is going to be, and for some of our lines we probably were too conservative. I wouldn’t say it’s a mistake, because most retailers plan to sell out, it’s just a matter of when they sell out - do they sell out after the first two weeks, the next four weeks, or six weeks or whatever, so from my own point of view I think we can improve our forecasting accuracy and get a more appropriate stock level.
So I think from my point of view it’s probably something certainly room to improve internally.  But it’s a very difficult exercise forecasting, particularly when you run the sort of sale model that Kathmandu does where you have huge demand over a very short period of time, but with very very long lead times.  We’re ordering next winter’s stock now.
So when you say can we forecast, did we make a really bad mistake, we are deciding today how many down jackets we’re going to sell next July, so you know there are very long lead times.
The thing about the vertical model is we are more like a brand. Retailers like Myer, when they sell out they can go back to suppliers, they can substitute with other lines.  Kathmandu is Kathmandu.  We only sell Kathmandu product.  We can only sell what we’ve got.  So that makes our job more challenging than normal retail.
So I wouldn’t say it’s the worst sin the world but it’s somewhere, it’s an opportunity for us to improve, and in fact there are improvements that can occur in this first six months as well where we ran out of some stock as well.
Eli Greenblat: (The Age, Journalist) Okay, and just a last question - you mentioned before in your presentation about a problem in the past - if I got this right - a problem of cannibalisation of new stores to old stores.  So how do you change that or how do you make sure that it doesn’t happen?
Peter Halkett:  Well, it’s not a problem, it’s just a reality of rolling out stores.  I mean if you’ve got one store in Sydney and you decide to open a second store, often the first customers who come in the store say, hey great, this store is more convenient to me and that sale is transferred from the other store.
The question is, is it the right economic division?  And when you have gross margins of 62% and 64% like we do, incremental sales are incredibly [profitable] but if you were operating off margins of say 15% or 20%, cannibalisation would be a much bigger deal.  
So I think we’ve still got a job to educate the investment community how cannibalisation will impact us as we fill out the total portfolio as we open more and more stores and [unclear] association, but clearly it’s very profitable for us to do that.
So I think it’s as much education. It’s certainly not a problem in terms of our financial performance. It’s a problem in terms of the market understanding that actually it is a reality but it’s very economic to do that in our case.
We’ve been doing - I mean I joined when we were 40 stores.  We’re now close to 100 stores.  We’ve virtually doubled the profit in that time, but there has been cannibalisation occur in that time as well.
Eli Greenblat: (The Age, Journalist)  Okay.  Okay thank you.  Thank you for clearing that up.
Peter Halkett:  Thanks Elli.
Operator:  Okay, thank you Eli.  So our next question is from the line of Alan Wood from Fairfax Media. Please proceed with your question.
Alan Wood: (Fairfax Media, Journalist) Hi Peter and team, can you hear me okay?
Peter Halkett:  Yes Alan.
Alan Wood: (Fairfax Media, Journalist) Yes, I was just interested in a wee bit further on that cannibalisation, are you, I’m not sure what your 150 store target, what the timeframe for that is, but are you already looking at other markets?  Obviously you’ve got the UK as well, but other countries, as the sort of New Zealand, Australia footprint becomes over, well you know, well supplied from Kathmandu?
Peter Halkett:  Look, I think there is a time when there will be less growth opportunity.  That’s still some way off.  We still have a lot more stores to open. I mean that’s one of the reasons why we’re continuing to grow the product range, because on average while we may only have 150 stores across New Zealand, Australia, they may well continue to grow and become bigger and bigger and bigger.  
You’ve seen this from other companies like Rip Curl and Billabong where they have grown their range, they haven’t necessarily grown their store numbers to get that sort of increase.
So we still think there’s a lot of opportunity here even though in pure store numbers it may be looking like it’s reaching maturity.  The question is that even while there is growth there are we looking beyond that?  UK, you know UK for us at the moment is a bit of a holding pattern.  The market over there is not exactly easy and it makes New Zealand and Australia look a superb trading environment.  We’re using the UK as a bit of a test to see whether Kathmandu can go global and how effective it could be global. It’s not exactly the best test market at the moment of course, but we probably within the next 12 months we will be developing our strategy for the phase beyond 150 stores and starting to communicate that.
So we are aware that we need to have a plan that we share with the market for growth beyond that, but there’s a lot of work for us to do to fully capture the potential we have available to us and as I say, about stores, but it’s more about products.
Alan Wood: (Fairfax Media, Journalist) Sure.  Just on to Christchurch CBD, you’d be well aware of the damage to the city and the concerns locally about people not wanting to set foot in the CBD region - could there be permanent damage there to Kathmandu and other retailers?  What’s your feeling about the CBD recovery here and can you put a figure on what the impact of the earthquake has had on trading in wider Christchurch for Kathmandu?
Peter Halkett:  Well the week or two following, a lot of the sales that were, we would have normally generated at Cashel Street actually transferred to Tower Junction and so Tower Junction actually went up quite a bit.  Obviously Cashel Street was closed.  
Since then, you know, the tourist numbers are down and it is going to - my view is it is going to affect Cashel Street for some time.  We obviously have business interruption insurance and so forth, so from a financial point of view the impact on us will be minimal.
We actually did get lift in other stores because people, whether they lived in Christchurch, but primarily when they lived in Wellington or Auckland or other regions, they rushed to our stores to buy all the survival gear and so we actually got a little bit of a boost from that aspect of it.
But I think Alan in the long-term it will be fine. I think that we’re going to have to go through six months of pain and for us that’s probably primarily Cashel Street, but it’s a store that’s been performing very well for us. It was growing and it’s been relocated so it’s difficult for us to be precise about what the impact is, but it’s not going to be easy for that store for a while.  Fortunately it’s one of the 100 stores for us - and Tower Junction is getting some benefit, so - and as I said, we’re covered financially.
Alan Wood: (Fairfax Media, Journalist) Great.  Thanks for that.
Operator:  Our next question is from the line of Rachel Donkin from West Australian. Please proceed.
Rachel Donkin: (West Australian, Journalist) Hi guys.
Peter Halkett:  Hi Rachel.
Rachel Donkin: (West Australian, Journalist) Just one quick question - if we can get a bit more detail on the Summit Club, the loyalty scheme - like how, can you give a us like a proportion of your sales that are done through that and customer numbers and that sort of thing?
Peter Halkett:  Well at the IPO we had last November I think we had about 300,000 and something - 350,000 customers and we did say that that represented about 30% of our turnover.  Since that time I think we’ve gone more like 400,000 - we’ve grown to 400,000 in that time and…
Mark Todd:  It will remain a similar percentage.
Peter Halkett:  …it will remain a similar percentage, but I obviously on 30 million more - [unclear] sales.  
Rachel Donkin: (West Australian, Journalist) So you’re happy to…
Peter Halkett:  …very important component for us.
Rachel Donkin: (West Australian, Journalist) Are you happy to hold it around sort of 30% of turnover as long as that keeps growing?
Peter Halkett:  Well, like all retailers we want to grow and grow and grow, but I think at the current level it is very valuable.  We’ve got to be careful we don’t overuse that database and exploit the relationship we have with those people.  So it is a fine line, but one of the things we’re doing is we are doing a lot more data mining, we’re segmenting at base so that we can I guess communicate more relevant offers to them so they don’t get frustrated if we keep piling junk to them that they’re not interested in.
Rachel Donkin: (West Australian, Journalist)  In terms of, just in Australia, just across Australia as a whole is there sort of anywhere that performed better than others, I guess on a State by State basis?
Peter Halkett:  Well you’re living in one of the best performing areas, and that’s why we’re increasing the size of our Innaloo store and doubling the size of the Perth store.  We’ve just signed up Perth Harbour Town store, going in there.
Mark Todd:  And Whitford City as well.
Peter Halkett:  And Whitford City, so we’re growing a lot in your State, and it has been strong.
I think the point I made in the presentation is, the second half - I think across the board most of our stores and regions were affected relatively evenly, although there are pockets as, you know, like Western Australia that have proven very resilient.
Rachel Donkin: (West Australian, Journalist) Okay, and just a last quick question on your share price to date.  Do you want to sort of make any comments about whether you’re a bit frustrated with how it’s been trading or it’s to be expected in the environment?
Peter Halkett:  We’re not really in a position to comment on it, but what I would say is if you go back to other IPOs, you know, if you go and look at JB Hi-Fi and Reject Shop and some of those, in their first couple of years, they a re very volatile.  
So, you know, that’s going to happen around us. Every sniff of good news and every sniff of bad news, people are going to react and maybe react more than if we were a company that had been around for 10 years.
But for Mark and I, you know, we’re focused on trading, we’re focused on the business.  We love working for Kathmandu. It’s a fantastic b rand, fantastic opportunity and that’s what really spins our wheels. I mean the - in time we hope that the investment community will feel the same way.  At the moment they probably don’t, but you know, our life goes on.
Rachel Donkin: (West Australian, Journalist) Okay, great.  Thanks very much.
Peter Halkett:  Not a problem.
Operator:  So the next question is from the line of Carrie LaFrenz from Australian Financial Review.  Please proceed.
Carrie LaFrenz: (Australian Financial Review, Journalist) Oh hi, it’s Carrie here from the Fin. Just a quick question - hi - you just were talking about some of the supply arrangements out of China and cost increasing, is there  going to be a percentage lift across your base for any of your product range or is it going to be some product or all product or what should a customer expect?
Peter Halkett:  Well it’s certainly not going to be across the board.  It’s going to be product by product and we will see if we were to lift the price what would happen to demand.  I think it will be some price increases and most retailers - not just outdoor retailers, but most retailers full stop are facing increased costs.
So each will manage it differently.  There are things we can do internally.  You can look at different suppliers, you can look at different materials, you can look at [different construction], so there’s a whole range of things we c an do, but ultimately for some products it’s just going to result in a price increase.
There are, you know, there’s and exchange rate benefit but that’s, we don’t generally factor that because we’re hedging…
Carrie LaFrenz: (Australian Financial Review, Journalist) Okay, so you don’t expect that to outweigh some of those increases?
Peter Halkett:  Look, short-term it can, but for a company like Kathmandu, we’re buying next winter’s stock now, so no there’s long lead times. It won’t get manufactured until March and we won’t actually pay for it until next April or something like that, so what’s the exchange rate going to be then?  So that’s why we hedge.
So there is fortuitous gain at this period of time but we won’t actually pay for that stuff for some time and the exchange rate could be somewhere completely different.
Carrie LaFrenz: (Australian Financial Review, Journalist) Sure, but you have hedging in place don’t you?
Peter Halkett:  Well we’re hedged, so we use our hedge rate, that’s just rather than, you know, a sudden upswing or downswing to set our price.
Carrie LaFrenz: (Australian Financial Review, Journalist) Yes. Okay.  Thank you.
Peter Halkett:  Thank you.  I’ve got I think about three or four more minutes then I’m going to have to call all.
Operator:  Okay, we have got two more questions on the line.  So, the next question from the line of Warren who is calling from Headliner.  Please proceed.
Warren Head: (Headliner, Journalist) Hi Peter. It’s Warren Head speaking.
Peter Halkett: Hi Warren.  How are you?
Warren Head: (Headliner, Journalist) Good thank you. I’m looking at page 22 of the presentation - awfully impressed by two areas there Peter.  Stock turn increase from - at 2.4% is a really, really good rise and I was wondering what was driving that?  Then I wanted to talk about the gearing, the fact that the gearing has come down very low and what flexibility that really does give you in increasing the size of the rollout and possibly looking at the payout ratio on the dividend.
Peter Halkett: I just want to check that I’m on the right line here, because that sounds as if you’re saying something positive about our result.
Warren Head: (Headliner, Journalist) Yes it is.
 Peter Halkett:  Yes, I’m just being cheeky, sorry. I’m going to pass over to Mark because I mean our inventory levels are probably a little lower than ideal, but I think there is an economy of scale the more stores you get the less BC stock you [unclear].
Mark Todd:  In a nutshell Warren, that’s really it and we actually projected that in the prospectus and they’re higher than the stock level in the prospectus, but we’ve always been in a scenario where the further we go through the rollout the less stock we’d expect to have per store, so that’s just a [unclear] for us, in answer to your first question.  And also because in the footprint size, you know, when you go into Australia, smaller stores relative to New Zealand so again your average size footprint per store is smaller, so there’s, you know, some of it’s good efficiency, some of it’s not having the right stock in the right place, but a lot of it is just a natural progression as your store mix changes.
Just in respect to the gearing - obviously one of the key things was to pay down debt in the IPO and give ourselves flexibility, but the key point in the first year in terms of flexibility is working capital flexibility to buy stock and be able to trade stock. I mean that’s the focus in the next couple of years - is that bullet point about variability between peak and trough levels of debt, you know, our debts levels moved NZD40 million before winter sales and after winter sales, so at the end of he year when you’re seeing 17% that’s great, but if you look at it three months earlier it’s actually 37%, 47%.
So that’s where the flexibility comes from in the first place.  Obviously the longer term there are other opportunities to look at, but in the first instance we’re still paying out a substantial portion of operating cash flow by way of dividend to shareholders.  So it’s not as if we expect that debt, that gearing ratio profile to change, particularly in the next couple of years.
Warren Head: (Headliner, Journalist) In that respect Mark, I guess really one of the drivers of the dividend - quite apart from any NPAT line - is actually the cash flow generation that’s coming in behind it.
Mark Todd:  Yes, very differently styled, and I mean there’s - as you know, a lot of retail stocks in New Zealand are looked at from a dividend yield perspective.  We’ll we’re not in that place.  We’re a growth stock.  But I mean the fundamental is in the longer tem obviously it’s a very strong stock in terms of year-on-year cash flow to support the dividend payout should we be in a different cycle in terms of growth versus just mature business.
Warren Head: (Headliner, Journalist) Thanks Mark.
Operator:  The last question is from the line of Theresa who is calling from The Australian newspaper.  Please proceed.
Theresa: (The Australian, Journalist) Hi guys.  Look, I’d like to know, just give us some colour with regards to the trading outlook - will discounting continue?  Are consumers expecting discounting?  And thirdly, fears of high interest rates, how would that affect consumer spending?
Peter Halkett:  Well first one, will discounting continue, the answer is yes. I mean from our point of view we’ve got a certain sale model that’s proven successful for the last 20 years and we don’t vary too much from that.  Obviously we add more and more products to it and innovate more and more around it, but that’s our formula so won’t be too many changes on that front.
From a customer point of view, [unclear] through the global financial crisis [unclear] and retailers accommodate that by having regular sales and so that trend will continue.
From a rising interest rate point of view, I think that there are a number of interest rate rises predicted. I certainly think that weighs on both the sort of psyche of the customers as well as just simply how much disposable income they have, and that’s not good for retail.
So I call these - you know, we factor that in as a risk and a challenge and something to be overcome [unclear] our brand, our product, and our promotion.
Theresa: (The Australian, Journalist) To come back to consumers expecting to buy only when things are in discount - there have been reports saying that many of them are now so used to seeing a discount all the time that they are refusing to believe it, so it’s worked against us as well.  Have you got any comment about that?  There’s just too much sales going on.
Peter Halkett:  Well I’m not sure what your question is.  I mean, if you are saying is there [fatigue] for a sale, I mean ultimately customers still need to buy things and they’re still going to sought out the best value, so I mean there’s still demand for products.  People are still going on holidays. People are still clothing themselves, they’re still interested - people are still buying things, the choice is where are they buying them?
So I’m not sure whether you’re saying the fatigue is going to change the demand or is fatigue going to mean that customers are now going to start paying full price if they don’t want discounts any more, are you saying that you’ve got to be very credible with your offer, but as I said, we’ve been doing this for 12 years, so I’m not sure what that actually leads to, except a degree of cynicism, but I’m not sure it affects demand.
Theresa: (The Australian, Journalist) So you’re saying that there is no fatigue of sales at the moment or there is signs of it?
Peter Halkett:  That’s not what I said Theresa.
Theresa: (The Australian, Journalist) So it’s not? You don’t think there is, but retailers are…
Peter Halkett:  No, I’m saying to you - you’ve said that’s around. I don’t know that. I haven’t got that research.  I’m saying what would the implications of that be to consumer demand if it were true?
Theresa: (The Australian, Journalist) Well that means that they would expect to buy only when it’s a genuine discount and there’s value for - money for value.
Peter Halkett:  Which we’ve demonstrated that over a number of years, so, anyway, that’s an interesting point.
Theresa: (The Australian, Journalist) Okay, but you think that most retailers will continue to discount to get sales in the next three, six…
Peter Halkett:  Well, given the uncertainty in the environment I see it’s hard for people to start - going to sell full price all the time.
Theresa: (The Australian, Journalist) Okay.  Alright.  How long do you think this - is there going to be more aggressive discounting in the lead up to Christmas, or give me some thoughts about what you think Christmas is going to be like.
Peter Halkett:  Well, I think I said in the market update that I think there’s still a lot of uncertainty, a lot of volatility and obviously I’m not that smart that I can predict exactly what’s going to happen at Christmas time.  I wish I would.  What the exchange rate is going to be there, what, you know, GST, I’m not an economist.  I do know that we prepare for a range of things and at the moment I guess we’re preparing our business for a pretty challenging Christmas period with our fingers crossed it will be more buoyant.
I think if you adopt anything else then it’s going to continue to be tough.
Theresa: (The Australian, Journalist) We’ve had a couple of tough Christmases already, do you expect this one to be equally tough?
Peter Halkett:  Well we had actually [unclear] we actually had a very strong - last year, so it was a tough Christmas last year and we’ve performed fairly well, well we can accommodate that.
Sorry, we are going to have to go.  Helen’s here bullying me along, telling me to get off the line, so thank you everyone for dialling and I really appreciate it and no doubt if you have any follow up questions, you can either come through to us maybe next week or via Helen.  So thank you.
Thank you moderator.
Operator:  Alright, you’re welcome.  Ladies and gentlemen that concludes your conference call.  You may now disconnect your lines.  We thank you for joining and hope that you have a very good day.
End of Transcript

