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Bunnings: FY2017/18 Strategy

Facing up to the investment analysts at a Wesfarmers
Strategy Day for he first time, newly-appointed Bunnings
CEO Michael Schneider laid out the plans for Australia’s sole
remaining big-box home improvement retailer.
While growth slowed in the most recent quarter, the
company sees this as mainly a result of the after-effects of
the Masters liquidation sale, combined with “wild weather”
in New South Wales and southern Queensland.
Amazon and its potential effects loomed somewhat over
the entire Wesfarmers Strategy Day. Mr Schneider defended
the decision by Bunnings to not enter fully into ecommerce,
saying that most customers preferred to visit the existing
store network.
Outgoing Wesfarmers CEO Richard Goyder defended
Bunnings UK and Ireland, outlining its plans for the future,
and pointing out that analysts had not always been right in
their analysis of Bunnings.
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DuluxGroup results 2016/17 H1

As with Bunnings, Australia’s largest paint company had
a somewhat mildly good result for its most recent two
quarters, held back by the Masters liquidation sale and poor
weather. However, with a lift in consumer paint prices, and
a shift by consumers to its high-end paints, the company
produced a good EBIT result.
DuluxGroup CEO Patrick Houlihan outlined DuluxGroup’s
plans in terms of its non-paint business, and its slow but
steady expansion into overseas markets.

19: click to view
On the cover

The Mitre 10 Fagg’s in South Geelong went all-out in its promotion
of Dulux Paint this past summer, including this aisle end-cap display
featuring the famous dog in a summer hat.
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Statistics:
Entries & exits
Is hardware retailing
worse off than other
retailing when it comes
to businesses leaving the
sector? We think not, and
use some ABS stats to
prove our point.

Bunnings lodges DA for
Kingaroy
Bunnings is planning a $15 million store
in Kingaroy (QLD), lodging a development
application l for the highway frontage site on the
D’Aguilar Highway. If approved, the development
would go ahead within sight of the Sunshine
Mitre 10 store in Rogers Drive,
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COMMENT

Sometimes the mainstream media gets
its numbers wrong,, especially when
it comes to Metcash’s Independent
Hardware Group. HNN gives them a
bit of a nudge in the right
direction.
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comment
At times reading mainstream press reports regarding the
home improvement industry is a bit like seeing one of your
favourite novels made into a movie.
You think “well, that’s not what was in the book...”, but realise that, probably, it
does make sense, that the changes are needed to make a movie that can be understood by a wider audience.
Given all that, however, there are times when the mainstream press wanders
into the more technical areas of reporting on home improvement retail, where it
does not do such a good job. It’s a little unfair to offer harsh criticism of this, as
these details can be complex and confusing. HNN does think, however, that it’s
acceptable for us to, gently, set the record straight.
The Australian Financial Review (AFR) published an article datelined 23 March
2017, and (currently) titled: “Metcash brings home Mitre 10 hardware tricks” (link:goo.gl/KO3Crm). The article would seem to be about the strategies that Metcash
plans for its Independent Hardware Group (IHG), formed by the amalgamation of
Mitre 10 and the Home Timber & Hardware group (HTH) in late 2016.
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There are several issues with this article, but two that are easier to discuss. The
first is in this paragraph:
The deal increased Metcash’s share of the market to 5 per cent and created a network of about 750 bannered stores and 1235 unbannered stores, which source some
of their supplies from Metcash.
While 1235 is the number you get when you add together the pre-acquisition unbannered stores of Mitre 10 (370) and HTH (865), Metcash itself only lays claim to
“over 500” unbannered stores. That claim is made in both Metcash’s interim (halfyear) results released on 28 November 2016, and in a more recent presentation to
investors made on 23 March 2017 (the same date as the article).
Given this, it is not made clear if the article’s author had access to other information which increased the reported number. It is quite normal during a transaction
of this kind that a number of stores would delay “signing up” to a new supplier.
The number in the article that really caused concern at HNN occurs in this section of the article:
HTH was expected to contribute earnings of more than $10 million in the six months
ending April, in line with guidance. This is after sharing some of the synergy benefits with store owners in the form of lower prices and operating costs to help them
compete with Bunnings and to curtail the number of store owners exiting the sector.
More than 1000 independents have quit the market in the past three years.
The final sentence introduces a hard-line, absolute statistic of “over 1000” independent hardware retailers leaving the hardware retail industry. It is a public
statistic, i.e., not related to any individual company information, but it is provided
without attribution.
In one sense this number is not incorrect (though not accurate, either). Looking
at the business entry/exit ABS statistics (8165.0 Counts of Australian Businesses,

hnn.bz

including Entries and Exits) for ANZSIC code 4231: Hardware and Building
Supplies Retail, there are actually way more than 1000 pure exits recorded.
There is a total of 1658, in fact, for the years 2014, 2015 and 2016 combined.
However, when entries are taken into account, the actual number of
independent hardware stores fell by only 240 over the course of those three
years. That works out to be an average decline of around 1.65% of the total
per year. This is a little higher than some other retail categories, but is also
inline with a general decline in the number of non-food retailers in Australia
over those three years.
It’s worth noting that, for example, the sale of a private business would
very frequently be noted as both an exit and a subsequent entry — the
deregistering of one business name and the registering of another. If the primary concern here is how many independents remain in business, that kind
of normal “churn” is likely to be positive rather than negative. It indicates a
degree of “liquidity” in the market.
It is hard to see, from the perspective of HNN’s opinion, how that “over
1000” statistic for exits, without the balancing effect of entries, can be anything other than misleading. Beyond that, there is also the question of the
implied “blaming” of Bunnings for a reduction in the number of independents.
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The years being examined did see a Bunnings expansion, but that was
largely in response to a Masters expansion. With Masters now gone, one
would expect, for 2017, an improved environment for independents. It is
worth noting that in documents from Wesfarmers’ Strategy Day in early
June 2017 (covered in this issue), Bunnings lays claim to a gain of only 20%
of the revenue previously earned by Masters. While that number does seem
low to HNN, there is little doubt that the effect of this closure will generally
be more positive for small businesses than Bunnings.
In the Statistics section of this issue of HI News we take a closer look at
these entry/exit statistics. Hopefully, if clarification is needed, this legitimate
background research will supply that.
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big box update
Bunnings lodges DA for
Kingaroy
in this
update:
•start
Bunnings
text Shepparton officially
opens its doors

• Colac store is for
sale
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• Proposed
Bunnings store
in Kattomba is
located close to
the local Home
Hardware store

• Lesso Home complex opens close
to Bunnings in
Greenacre (NSW)

• Bunnings is planning a store in
Kingaroy (QLD)

Bunnings is planning
a $15 million store in
Kingaroy (QLD), and
has lodged a development application with
the South Burnett
Regional Council for
the highway frontage
site on the D’Aguilar
Highway (Walter Road).
If Bunnings’ development application is
approved by the SBRC,
the development
would go ahead within
sight of the Sunshine
Mitre 10 store in Rogers Drive, according to
southburnett.com.au.
A recent editorial
in southburnett.com.
au suggested the
announcement that
Bunnings has lodged a
development application to build a new
store in Kingaroy has
provoked a mixed
response.
On the one hand,
some residents welcome the news that
Bunnings would like
to open up a South
Burnett outlet. They
feel the chain will offer
them better hardware
prices, and see the announcement as a sign
the region is moving
forward again after
several years in the
doldrums.
Against this, some
other residents feel
the arrival of Bunnings

The proposed Bunnings store in Kingaroy (QLD) is situated close to Sunshine Mitre 10
could spell the end of
several other “home
grown” small businesses that compete in the
same market, and lead
to an increase in unemployment.
The last two big retail
chains to open up in
the South Burnett
were Harvey Norman
in late 2008, and Aldi in
2009. At the time both
these stores opened,
the population of Kingaroy’s town area was
about 9154; but by the
end of last year it was
10,125, or about 10.6%
bigger.
A statistical snapshot
based on data available
shows the first three
years after Harvey
Norman and Aldi were
both up and running,
the South Burnett’s unemployment rate was
fairly stable at between
6.5 and 7.5%. This was

despite the 2011 floods,
the 2012 drought and
the flow-on effects of
the 2008 Global Financial Crisis.
The editorial goes
on to say that while it
is likely the arrival of
both these large retail
chains did lead to the
closure of some other
businesses, the net
effect of these closures
on overall unemployment was negligible.
In other words, any
jobs that were lost in
the businesses that
closed down were
made up for by the jobs
the new retail entrants
created.
The arrival of these
businesses also seems
to have had no negative effect on the
region’s long term
growth rate.
If anything, their
arrival could be a sign
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that the South Burnett is a market worth
investing in for the future, and people willing
to back that belief with
bricks and mortar.
It would be ideal if a
large retail chain that
didn’t compete with
any existing businesses, according to the
editorial That would
create new jobs that really were new, and add
to the local retail mix
that people currently
have to travel outside
the region for.
https://goo.gl/Tok9Yq
https://goo.gl/8Sqp5C

big box
update
Lesso Home Greenacre welcomes the trade

10

Lesso Home has
opened its first
overseas complex in
Greenacre (NSW). It is
located in a 30,000sqm
building in Mayvic
Street, and is what the
company calls a “one
stop global building
materials, home furnishings and hardware
trade hub”. It is just
blocks from a Bunnings outlet.
The Chinese firm is
part of China Lesso
Group Holdings Ltd
which has more than
50 subsidiaries and 22
production bases in
China, North America, Asia and Africa. It
manufactures more
than 10,000 different
products and the
Greenacre display
space brings some of
them together in one
location, the company
said.
The Australian
reported last year that
Lesso is expanding into
the Australian market after warning of
challenging conditions
in China. Victor Lin,
vice-president of China
Lesso Group, told the
newspaper:
Our offering in Sydney is a trade-focused
outlet, rather than
a consumer-focused
outlet, that brings
more choice to Australian businesses. China
Lesso Group products
are already widely
available in Australia
from a number of outlets and Lesso Home is

The Lesso Home in Greenacre (NSW) is just blocks from a Bunnings outlet but is only open to trade customers
bringing all these products under one roof.
The Express had a
preview of the centre
before it officially
opened. It said the
complex has a large
number of displays
featuring most components needed to build
or renovate, including
bathrooms, kitchens,
mirrors, furniture,
flooring, lighting,
windows and doors,
shower screens, beds,
furniture and electrical
appliances.
Unlike other retailers,
Lesso Home Greenacre is only be open to
customers with an
ABN and for people
who join up with a free
membership.
A spokesman for
Lesso Home Greenacre
told The Express the
centre was designed

for online to offline
sales and the location
was chosen because it
was close to both logistics and the building
industry. He said:
So many people go
to China to purchase
and bring here but
we’ve tried to bring the
supply here. We want
to work with local
people and we want to
support the local retail
industry and bring
some new products
and building ideas into
the market.
The company said
over 60 tenants are
currently renting spaces within the centre.
Home designers can
bring their clients here
and see what’s on offer.
It’s something very
different to what the
Australian market has
been doing.

The group is planning
to open another outlet
in Australia in early
2018, focused on lighting and furnishings,
and has plans for other
home building offerings in the future.
In 2016, China Lesso
bought the St Hilliers
Estate in the western
suburb of Auburn and
a major block of land
in the outer suburb
of Huntingwood East,
which will serve as a
longer-term distribution hub. Dr Lin said
the group is “currently
working on plans”
for its Auburn site.
Melbourne is also “high
on the list” for further
locations in Australia.
The company’s move
into Australia could
be driven by hopes
of diversifying from
manufacturing into
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e-commerce, after it set
up the Lesso Mall platform in China in 2015.
If the Lesso Greenacre centre pays off, it
would be a blueprint
for sites in other major
cities in Australia and
the USA, the Middle
East and Asia.
https://goo.gl/u6ggT7
https://goo.gl/sCjvRH

big box
update
Blue Mountains store close to Home
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Bunnings is building a store across the
road from the existing
Hudson Home Timber
& Hardware store located in Wilson Street,
Katoomba (NSW).
The new Bunnings
store has led to some
concerns about
whether the market
in the Blue Mountains
can sustain two large
hardware outlets at all,
let alone within metres
of each other.
Bunnings general
manager – property,
Andrew Marks, said
the new store will be a
“small format” model.
He told the Blue Mountains Gazette:

We generally find
that there is ample
room in the market
for both larger and
specialty providers.
Almost everywhere
we operate we have
successful competitors
located close by to our
stores.
Mr Marks also referred to environmental concerns which had
been raised about the
site, part of the Leura
Falls Creek catchment.
He promised that
“measures have been
put in place to ensure
receiving waters of
Leura Falls Creek are
maintained at the
highest standard”. He

said:
We will
continue to
work with
the builder to
ensure there
is no environmental impact
from construction works in
and around
the site.
The Bunnings store is
expected in
early 2018.
https://goo.
gl/Tb9NVv
Top, the Hudson Home Timber & Hardware store in Katoomba
(NSW). Bottom, the proposed Bunnings store is located close to
Hudson HTH in Katoomba

New store open for business Bunnings Colac store has hit
in regional Victoria
the market
In a few days since its opening, the new Bunnings store
in Shepparton (VIC) has already had a few thousand people through its doors, according to complex manager Paul
Connaughton.
The $53 million warehouse store, is the second biggest in
Victoria, and has an increase in range as well as depth of
stock compared to its old location. He told the Shepparton
News:
People really have to come down and see the 18 kitchen
displays and four bathroom displays, andtake the time to
walk through the six aisles of timber. The nursery is also
the second biggest in the Victorian network with thousands of plants.
Mr Connaughton said staff were proud to be able to offer
the store to the people of Shepparton.
We really look forward to servicing the Greater Shepparton area for many years to come.
https://goo.gl/5AwrAQ

The sale of the Bunnings Warehouse in Colac (VIC) is
expected to generate additional interest from international
investors.
The 6500sqm property at 130-138 Bromfield Street is located in the commercial centre of the Colac township and has
a 10-year lease to Bunnings which has been operating from
the site for the past two years.
The 3912sqm Bunnings site nets $475,090 in rent and it will
be sold with fixed annual rental increases of 2.75%, with
options up to 2035.
CBRE Melbourne agent Joseph Du Rieu said:
We’ve seen first-hand over the last six to twelve months,
the influx of Chinese investors into the retail investment
markets … it would suit a private investor or business owner
looking for something they can put in the bottom drawer
and not worry about for eight years.
This is only the second Bunnings to sell in Victoria this
year. The first one was in Bendigo for $14.5 million to a private, Melbourne-based family.
The location is very strategic — directly opposite the new
Colac Plaza — that’s ultimately going to underpin the investment for years to come.
https://goo.gl/puKmX9
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indie update
in this
update:
•start
Clennett’s
text Mitre
10 is taking over
K&D’s trade business in Tasmania
• Long-standing
Toolies store in
Newcastle (NSW)
is shutting down
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Newcastle’s Toolies
closing down
Toolies Tool Specialists is the oldest
independent hardware
store in Newcastle
(NSW), operating for
44 years. However
owner Rob Chambers
has made the difficult
decision to close the
business in the face
of tough economic
conditions.
The store has been at
its current site for 30
years, after Mr Chambers rescued it from
liquidation in 2013.
At the time, he was its
general manager and
couldn’t bear to see it
close, so he made the
decision to buy it. He
told SmartCompany:
The process has been
long and arduous —
you can understand,
as a business goes into
liquidation or receivership there’s not much
left in it. But I had to
try to rescue it, it really
is an iconic business in
Newcastle.
The decision bought
Toolies another four
years serving the
region’s locals and customers from around
the country who’ve
made purchases from
the Toolies online
store.
Mr Chambers said
one of the big most
important differences

between independent
hardware retailers and
big box stores is that
businesses like Toolies
are focused on actually
solving a customer’s
problem, rather than
selling them a solution.
He explains:
I sent a guy home the
other day with a way
of solving his problem
that didn’t involve us
selling him anything.
Toolies is in the process of selling off stock
before a June 30 exit
date and Newcastle locals have been popping
in to reminisce about
the characters who
have been involved
with the business since
it started in 1973.
The business has
faced a number of
hurdles over the past
decade, including being
hit hard by the global
financial crisis and
a sliding coal price,
which had a big impact
on the region. In the
years leading up to
2012, the business had
annual turnover of
more than $8 million
and 15,000 “loyalty customers” on the books.
Mr Chambers said a
key lesson he’s learned
through the process of
trying to save Toolies
is that you need a
significant amount of

[money]
try to turn
around a
business.
The
owner
prior to me
just didn’t
have the
capacity
to weather
the storm
when it
came,
Newcastle’s Toolies Tool Specialists store is closing down

Tool boxes in the Toolies store
because of the level of
debt that was being
carried. You can’t have
a business that just relies on the good times.
You need to come into
something like this
with a lot of capital.
While Mr Chambers
says this has been a
“very painful experience”, he believes
he has bought the
business more time
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and continued to help
customers in a way
that no other hardware
competitor will now be
able to achieve.
None of the others …
seem to do that. This
is a problem, with the
rush to sale [from big
players] and all that
sort of thing.
https://goo.gl/3yBXSV

indie
update
K&D trade sold to
Clennett’s Mitre 10
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Clennett’s Mitre 10 has
bought the trade division
of Kemp & Denning (K&D)
Limited, expanding its trade
store network in southern
Tasmania.
It leaves K&D with retail
sites in Hobart and Cambridge. In recent months
the company has closed its
warehouse in Devonport
and sold its Glenorchy site to
developer Errol Stewart.
Clennett’s will take over
three of the K&D trade sites –
in Glenorchy, Cambridge and
Kingston – and continue to
serve all K&D trade account
holders.
The hardware retailer,
which has sold timber and
building supplies since 1885,
presently operates at Mornington, Kingston and Huonville.
The K&D operation at
Kingston will be closed with
the Clennett’s site in Kingston
being retained as the centre
of operations for the region.
A number of K&D employees will transfer with the
businesses, adding to the
Clennett’s Mitre 10 trade
teams.
Clennett’s Mitre 10 general
manager Will Clennett said
the venture would deliver

benefits to customers and fitted with the company’s vision
to expand its trade business.
He said:
Relationships form a large
part of our business and our
absolute priority is to ensure
we continue to service our existing and new customers to
the same high standards that
we’re known for. We are also
committed to working together with K&D management
to recognise the significant
contribution of the current
K&D employees.
K&D chairman, Greg Goodman added: “This opportunity
follows a strategic review by
K&D management to consolidate our business. Clennett’s
is a successful service-oriented business and has become
synonymous with trade
excellence. The team has
built a remarkable reputation in servicing the trade
and we’re thrilled to come to
this agreement and ensure
continuity of supply for our
trade customers. I’m excited
for the ongoing opportunities
for many of our employees to
join a thriving trade business.”
https://goo.gl/nhrnaZ

hnn.bz

supplier
big box update
update
Klein Tools buys
specialty tool company
in this
update:
•start
Caterpillar
text
acquires startup
Yard Club

• Klein Tools takes
on General Machine Products
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General Machine
Products (GMP) has
been acquired by Klein
Tools, a maker of tools
for the construction,
electronics and mining
industries.
The deal also includes
General Machine’s subsidiary, CBS Products,
in the United Kingdom.
GMP is a supplier
of specialty cable
tools and equipment,
and will continue to
operate in Pennsylvania, with the same
management team,
said Thomas R. Klein,
Sr, chairman of Klein
Tools.
The brands GMP and
CBS represent a long
history of high-quality,

innovative tools to a
professional user base,
consistent with the
Klein Tools brand. Following the acquisition,
we anticipate continued investment and
development to grow
the brands with new
product introductions.
Founded by engineer
George M. Pfundt
in 1936, GMP is a
third-generation business and recognised as
a major supplier of specialty cable placement
tools and equipment.
The company is primarily known for its
premium quality cable
lashing machines, cable blowing equipment
and other specially de-

signed tools for
the utility, data
and telecommunications
markets. Mr
Klein adds:
GMP is very
appealing to
Klein Tools as
we continue to
expand our U.S.
manufacturing
presence. GMP and
Klein Tools have much
in common, including
loyal customers, goto-market strategies
and reputations for
high-quality products.
We believe our combined resources will
present additional
growth opportunities…
General Machine has

about 130 employees.
With those additional
employees, Klein now
has a total workforce
of about 1,200.
https://goo.gl/897GmX
https://goo.gl/fsTt7d

Caterpillar gets into construction rental
Yard Club, a startup
that makes more efficient use of construction and other heavy
equipment, has been
acquired by Caterpillar.
The deal came about
almost exactly two
years after Caterpillar
announced a strategic
investment in Yard
Club. As part of that
investment, Yard Club
began working with
the dealers (retailers)
in the Caterpillar
network and helping

them to rent as well as
sell equipment to contractors and construction crews.
Since then, Yard Club
has continued to grow
its rental business,
while also adding features for users. According to the company’s
website, Yard Club processed USD120 million
in transactions across
2,500 contractors and
rental companies in
2016.
The company also
moved from a trans-
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actional business
based on taking a
cut of rentals made
on its platform to
one that provides a
SaaS platform to help
customers manage all
the pieces of equipment they own or rent.
That includes tools for
dispatch, scheduling
and fleet visibility, as
well as inspection and
maintenance management.
Competitors in the
space include startups
such as Equipment-

Share and Getable.
Now that it is a Caterpillar company, the
hope is that Yard Club
will be able to bring
more technology to
an industry that has
sorely been lacking in
technology.
As part of the deal,
Yard Club’s 13 employees have joined Caterpillar and will act as
the equipment maker’s
digital presence in San
Francisco.
https://goo.gl/1827hC

statistics
ABS 8165: Counts of
Australian Business
in this
update:
•start
Retail
in general
text
is seeing more
businesses exit
than enter the
category

For what are, on the
face of it, some of the
most innocuous stats
you can imagine, the
numbers of exits and
entries of small hardware retail businesses

seem to create controversy.
It’s one stat that,
before the Australian
Bureau of Statistics
(ABS) began publishing them, not so long

ago, seemed to invite
various consultants
and other experts to
creatively derive their
own figures. Even
today, it’s easy to run
across numbers that

• Hardware retail
follows this general trend
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• For FY2015, there
was a net loss of
129 hardware
retailers turning
over less than $2
million annually.
That’s a loss of
2.90%
• For FY2016, there
was a net loss
of 97 hardware
retailers turning
over less than $2
million annually.
That’s a loss of
2.25%
Chart 1: This chart from the ABS site shows that retail overall has suffered tough times over
the past three years.
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are quoted without
sufficient background
to really make sense of
them.
If that’s not enough,
even the official
numbers given by the
ABS are a little odd.
Derived from highly
accurate data from the
Australian Taxation
Office (ATO) and the
Australian Securities
and Investments Commission (ASIC), their
very accuracy ends
up being a problem.
Worried about the
numbers being used by
clever statisticians to
“back out” the actual
details of individual
companies, the ABS
effectively “blurs” the
numbers it provides,
by something it terms
a “Balancing Item”.
There are standard
ways of dealing with
this element of introduced uncertainty in
stats, but the problem

stats
is you end up with stats
that you need to be a
statistician to really understand.
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company changing hands,
in which case you will
get an exit/entry pair. It
can even just be a company changing its status,
Being practical
from a sole proprietor to
a limited company. That
As business people, we
is very different both
are mostly interested in
from a company having to
something that gives us
close down and go out of
a general indication of
business, and a brand new
what is going on. So we’ve enterprise getting started.
elected to keep our repreThe best we can do to
sentation of these stats as get around these difficulsimple as possible.
ties is to provide a chart
We’ve mainly relied on
that details the actual
the simple stat of how
number of businesses at
many businesses were
the start and end of each
operating at the start of
year by state/territory for
a financial year, and how small businesses. Small
many were operating at
businesses we classify as
the end of that year.
those that don’t occupy
The problem with those the top category in the
numbers is what happens ABS classification, which
when a business simply
is companies earning less
moves from one category than $2 million. Probably
to another, by earning
it would be good to have
more or less revenue.
a category for between
That doesn’t show up in
$2 million and $5 million,
the entry and exit rates,
but these are simply not
but it does show up in
supplied by the ABS.
the number of businesses
classified as operating.
Is hardware special?
But while the “churn”
numbers — entries and
There is a tendency for
exits — are not subject
retailers to think that
to this distortion, that’s
hardware retail is somewhere the complexities
how “doing it tougher”
come in. Basically, due to
than other forms of retail.
the Balancing Item, the
The truth is that retail
entry/exit are accurate in is just a hard business to
a statistical sense, but not be in at the moment. For
in a practical sense.
example, of retail busiBeyond just the statisnesses that were start
tical problems, another
edin FY2013/14, depending
problem is simply that it’s on the state or territory
difficult to know what the where they operated, only
churn numbers represent. something between 54%
An exit could just be a
and 59% survived to the
Chart 2, top, shows the number of hardware retail businesses with
under $2 million a year in turnover that were running at the start
of FY2016, and the number still running at the end of the year.
Chart 3, bottom, is the same data for FY2015.

Chart 2

Chart 3
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stats
end of June 2016. So
around nine out of
every 20 of these new
businesses weren’t
around three years after getting going. That
is based on store-based
retail overall.
That said, it is certainly true that some
regions are having
a tougher time than
others. There are more
hardware retailers
closing proportionately in Queensland, for
example, than in other
states. That is pretty
much true for retail as
a whole in that state.
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Analysis
In many ways, the
most telling chart we
have to offer is Chart 1,
from the ABS website
itself, which shows
the percentage change
in actively trading
businesses by industry.
Category “G” is retail,
and it shows an overall
downward trend from
2014 to 2016. In this it is
joined only by agriculture, mining and
manufacturing. The
outstanding performers are health care,
financial services, and
accommodations and
food services.

While HNN acknowledges that the
numbers are, overall,
negative in terms of
store number growth,
it’s difficult to not be
just a bit cheered by
them as well. They
indicate that a good
number of businesses
are changing hands,
and new businesses
may be getting started,
even as, sadly, a number of hardware stores
really are closing.
While many are
tempted to “blame”
Bunnings and/or
(during the course of
these stats) Masters
Home Improvement
for these declines, most
retailers know there
are other causes as
well. Many retailers are
selling up these days,
finding that the value
of the property under
their stores is worth
more than the business
itself to developers
looking for a place to
build apartments.
Hardware retailing is
changing, but what it
is changing to will likely attract just as many
as those who leave. It’s
possible we are on the
edge of discovering
a new generation of
retailers.

Chart 4, top, shows the ratios of entry and exits of all businesses
in the hardware retail cateogry expressed as a percentage, for
FY2016. Chart 5, bottom, shows the same data for FY2015

Chart 4

Chart 5
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DuluxGroup results
2016/17 H1
Australia’s DuluxGroup Limited
(Dulux) has announced its results for
its FY2016/17 first half, which ended 31
March 2017. (DuluxGroup is not associated with AkzoNobel which markets the
Dulux brand in Europe, nor with PPG,
which markets the brand in the US.)
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• DuluxGroup
delivered strong
EBIT results, but
only moderately
good revenue
growth

• Its paint business
continues to
thrive, though a
wet spring 2016
and Masters’
liquidation sale
had an impact on
sales for the half
• Selleys continues to perform
well, with 4.4%
growth, but
Parchem is struggling
• Lincoln Sentry
continues its
steady growth

• B&D garage
doors and openers business has
improved, but
requires further
investment

• Yates did well,
but overseas
businesses
(except Vietnam)
struggled

This is a high quality result, driven by strong
profit growth across all of our Australian and
New Zealand businesses. The strong Dulux ANZ
result reflects strategic decisions we made a
few years ago to align with key retail channel
partners, consumer-driven preference for our
premium branded products and our longer term
strategy to broaden our coatings portfolio.
We have an excellent portfolio of businesses
that have a track record of providing our shareholders with resilient growth. Looking forward,
we see multiple streams of growth both domestically and offshore.

Overall sales revenue was $881.2 million, up
by 3.54% on the previous corresponding period
(pcp) which was the first half of FY2016/17.
Earnings before interest and taxation (EBIT)
also grew, climbing by 7.83% on the pcp, to reach
$106.0 million.
(In fact, as Dulux chose to
list its payment of $540,000 to
the Australian Competition
Results for FY 2016/17 First Half
and Consumer Commission in
November 2016 under expens2016/
2015/
Category
Change
2017 H1
2016 H1
es, it’s arguable that the company’s true performance EBIT
Sales revenue
881.2
851.1
3.54%
should be $106.5 million.)
Nominal net profit after
EBIT
106.0
98.3
7.83%
taxation (NPAT) was $72.7
million, up 14.13% on the
Net Profit after Tax (NPAT)
72.7
63.7
14.13%
pcp. However, this number
NPAT excluding write back
69.6
63.7
9.26%
includes the writeback of an
of
tax
provision
outstanding tax provision
worth $3.1 million. Setting
aside the writeback, NPAT
Diluted earnings per share
$0.187
$0.164
14.02%
would be $69.6 million, a
(EPS) (excluding non-recur9.26% increase on the pcp.
ring items)
Dulux’s paints and coatings
segment reported sales revenue of $473.7 million (includSales Paint & Coatings
473.7
452.5
4.69%
ing inter-segment sales). This
was an increase of 4.69% on
EBIT Paint & Coatings ex88.5
82.6
7.14%
the pcp. EBIT for this segcluding non-recurring
ment was $88.5 million, up
items
7.14% on the pcp.
In the media release that
AUD millions
accompanied the results
announcement, Dulux’s CEO,
Patrick Houlihan, was reported as saying:

DuluxGroup
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The Dulux results were fairly positive for a
paint and coatings company at this particular
stage of its development cycle. Sales revenue
growth was positive but low, reflecting environmental factors and internal strategies, while
EBIT growth was much stronger.
The external factors included the discounted sell-off of competing products during the
company’s first quarter, as Masters Home
Improvement exited the market, and wetter
than normal weather during the prime exterior
painting season during spring 2016.
The internal strategic factor was the decision
to raise prices as the company released a range
of new products in the second half of calendar
2016. This contributed to better profitability,
reflected in both EBIT and NPAT, but may have
inhibited sales growth.
Despite the positive results, the investor presentation saw investment analysts somewhat
more assertive in tone during the Q&A session.
One reason for this is possibly that, with a slowdown in residential construction likely for the
second half of calendar 2017 and all of calendar
2018, analysts were exploring if Dulux will be, as
the company suggests, largely immune to this
change in the market, due to its low dependence
on new construction.
While it is often the case that renovation activity increases when new house construction
and sales decrease, it is also possible that the
housing market reset Australia seems headed
for may alter homeowners’ relation to their
dwellings. This could see reduced overall spending on housing, with some of this going instead
to other discretionary categories, such as travel
and entertainment. This is not delayed spending, it is revenue exiting the sector.
Additionally, with the a strong move to
consolidation in the global paint industry, as
Sherwin-Williams completes its acquisition of
Valspar, and PPG continues to pursue AkzoNobel, Dulux itself could become a takeover target
within the next two years.
HNN will return to these matters at the
conclusion of this report. We begin with an
overview of the company’s four main segments,
before looking at some macro aspects of the
overall business, and Dulux’s predictions for the
next half and beyond.

Paints and Coatings ANZ
(Dulux)
Overview
This segment includes: Dulux decorative
paints, woodcare, texture, protective, powder
and industrial coatings in Australia and New
Zealand for both consumer and professional
trade markets.
For this segment, retail paint sales make up
36.8% of revenue (21% all revenue), trade paint
sales make up 38.5% of revenue (22% all revenue), and specialty coatings make up 24.7% (14%
all revenue).
In market terms, 65% is paint for maintenance
and home improvement; 15% is related to new
housing; 15% is for commercial and infrastructure construction; and 5% is for industrial use.
Dulux states that is has approximately 46%
to 47% of the “measured” paint market overall
in Australia. The company states that decorative paint makes up 60% of what it sells, and
the other 40% consists of speciality coatings,
such as Dulux Metalshield, Dulux PRECISION,

Data for 2016, courtesy Coatings World: goo.gl/Msse2w
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and Dulux Protective Coatings. (HNN assumes
these are volume figures.)
Dulux stated that the renovation and repaint
market declined by 1.5% during the reporting
period. (This decline was in the “sell in” market, from supplier to retailer.) This was due to
wet weather and the effects of Masters’ stock
liquidation. New housing, which represents 20%
of the paint market volume, grew by 5%, while
commercial construction, which represents 5%
of market volume, grew by 4%.
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Commentary

Introducing the results for this segment, Mr
Houlihan stated:
The modest market growth outcome reflected
the last of the Masters liquidation activities,
which adversely impacted sales-in activity into
the retail channels in the half. Excluding this,
we saw solid growth in other markets such as
the do-it-for-me or trade part of the renovation market, new housing and commercial. We
note also that sales-out demand through retail
Results
channels has remained solid. [“Sales out” refers
to store to customer, rather than “sales in” stock
Setting aside inter-segment (same company)
purchases.]
transactions, revenue for this segment for the
In terms of the ongoing effect of Masters on
reported period was $472.3 million, an increase
market size, Mr Houlihan pointed out that, as
of 4.8% on the pcp. Including inter-segment
there was no longer a sell-in market into Mastransactions, the revenue was $473.7 million,
ters, the apparent growth of the paint market
up by 4.7% on the pcp. The segment revenue
might seem artificially reduced during Dulux’s
amounts to just over 53% of the overall Dulux
second half FY2016/17, as there would be less
sales revenue.
stock being held overall.
EBIT for the segment in the period was $88.5
A theme Mr Houlihan repeated several times
million, up by 7.14% on the pcp. The EBIT margin in the presentation was that Dulux owed much
was 18.68%, up by 0.43% on the pcp. Dulux stat- of its growth to a good choice of retail channel
ed that net input costs were flat. An increase in partners.
the cost of titanium dioxide (TiO2) was offset by
reductions in other costs, it said.
Dulux breaks down its 4.7% increase in
revenue for this segment as coming from four
different sources. Overall market share grew
by 2.0%, with all of that growth coming from
the retail channels. The price increase delivered
another 2%, with the increase around 5.7% on
premium products.
Additionally, New Zealand provided 0.2% of
the increase, as its revenue grew by 10%. Finally,
around 0.5% came from the growth of the overall market. Mr Houlihan commented that he
estimated another 0.5% of market growth was
wiped out by the liquidation sales at Masters
Home Improvement.
While Dulux’s trade sales were only stable in
overall market share terms, the company pointed out that paint supplied for the new housing
market continued to grow sharply during the
reported period. Dulux has only a 25% exposure
to that market. So to maintain a stable trade
share, this has to mean the company’s net share
of the trade-based renovation market would
have increased.
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The positive share outcomes in Australia
our products into New Zealand so we’re getting
resulted from the decisions we made to align
that marketing innovation-led growth as well.
ourselves with the eventual winners in these
But the trade market in New Zealand is an
segments, specifically Bunnings, Mitre 10 and
area where we have really, over the last 24
Inspirations Paint Specialists.
months, stepped up the investment. We have inHe added later, in response to an analyst’s
creased the number of trade centres we’ve got in
question:
New Zealand, we’ve refurbished some other ones
In terms of though the half just gone, all of the and we relocated some. So I think we’ve taken
share growth came through the retail sector. So our number of trade centres from in the order of
that decision to align with Bunnings, that delow 20s now to high 20s. So that revitalisation of
cision to align with Mitre 10 and we’ve been for
our trade network has also been one of the other
many years now aligned with Inspirations in the levers we’ve been pulling, as well.
paint specialist channel, by backing those three
market leaders who back us in those channels
Consumer and Construction
because our share in those is higher than our
Products ANZ
weighted-average share ... that’s the fundamen- (Selleys and Parchem ANZ)
tal thing driving the weighted average up. And
at the same time, we’ve got the bias towards
Overview
Dulux premium-branded products helping
ultimately drive that consumption but adding to This segment includes: Selleys adhesives,
the price componentry as it goes, as well.
sealants and other household repair and mainMr Houlihan also noted that the company’s
tenance products for the consumer and profesNew Zealand operations were completing a
sional trade markets; and Parchem construction
realignment after being de-ranged from that
chemicals, decorative concrete solutions and recountry’s Mitre 10 stores (which operate indelated equipment in Australia and New Zealand.
pendently of the Metcash brand of the same
The market for this segment is 60% maintename).
nance and home improvement, 30% commercial
We’ve... seen that business realign itself in the and infrastructure, and 10% new housing. SelPaints business with Bunnings versus Mitre 10
leys delivers 60% of revenues for the segment
in New Zealand, which is a separate identity to
(9% for all Dulux), and Parchem the remaining
the Metcash-owned Mitre 10 here, it’s now trend- 40% (6% for all Dulux).
ing its way back towards similar EBIT margins
While the demand fundamentals for Selleys
to the overall Dulux ANZ segment. So certainly, remain strong, Parchem’s engineering construcit’s providing profitable revenue growth, if I
tion markets continue to decline, though Dulux
could describe it that way, and the fundamensuggests they have have reached bottom during
tals are very good there. But that’s all we can
the company’s second quarter.
comment on.
Mr Houlihan later expanded further
on the New Zealand operations:
In terms of the exit out of Mitre 10
New Zealand, we’re now in the half
where we’re clean in terms of comping
half-on-half. So really, what you’re
seeing in this sort of new environment
for us with what we’ve done there.
On the retail side of the business,
we are aligned with two key partners.
We’re aligned with Bunnings in bigbox hardware, and we’re aligned with
Guthrie Bowron who are our key paint
specialist partner, in the same way Inspirations is here in Australia. And as
Dulux dominates the paint displays at most
Dulux paints court great loyalty not only with
they are both growing, we’ve been able
Bunnings stores, through its eponymous brand,
customers, but also retailers. Fagg’s Mitre 10 in
to drive growth through that customer
as well as its complementary brands such as
South Geelong goes all in during summer 2016
alignment. Obviously, we have launched British Paints and Berger.
with a strong aisle-cap display — dog and all.
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Results
Setting aside inter-segment (same company)
transactions, this segment delivered $121.0 million in revenue, a decline of around 0.6% on the
pcp. Including inter-segment transactions, the
revenue was $125.8 million, up by $0.1 million on
the pcp. Selleys alone achieved revenue growth
of 4.4%, according to Dulux.
EBIT for the segment in the period was $13.7
million, up by 10.2% on the pcp. The EBIT
margin was 10.89%, up by 1.1% on the pcp. While
Parchem suffered a loss in revenue, Mr Houlihan stated that it did grow in EBIT, due to a
combination of cost reductions, and improved
margins.

Garage Doors and Openers
(B&D Group)
Overview
This segment includes: B&D garage doors and
electronic openers for residential, commercial
and industrial use in Australia and New Zealand.
The market for this segment is 50% maintenance and home improvement, 35% new
housing and 15% commercial and infrastructure
construction. It provides 10% of overall Dulux
sales revenues.

Results

Commentary
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This segment delivered revenue of $86.4
million for the reporting period, up by 2.5% on
Selleys continues to grow as a product line,
the pcp. Dulux states that the market grew by
according to Mr Houlihan.
around 1%, and the additional 1.5% was due to
Selleys achieved good revenue growth of
pricing and improved product mix.
4.4%, with particular strength in our key retail
EBIT was $6.2 million, up by 12.7% on the pcp.
partners. We were particularly pleased with the This was despite expenditure of $700,000 on
performance of a number of our recent premium marketing. EBIT margin was 7.18%, up by 0.66%
new products, including Selleys Storm, which
on the pcp. Dulux reports that return on net
has become a strong SKU for us.
assets (RONA) was about 12%.
(Storm is a waterproofing sealant product that
can be applied even under wet conditions.)
Mr Houlihan pointed to several reasons why
Parchem has continued to perform poorly:
The top line for Parchem was adversely impacted by two factors: firstly, we have continued
to fine-tune this business by exiting low-margin
commodity products, such as concrete reinforcing mesh. This contributed about half of the
revenue decline. Secondly, whilst engineering
construction markets have continued to decline
at double-digit rates, our core Fosroc construction chemicals business mitigated much of the
decline through share gains.
He clarified this statement later:
Parchem has been progressively exiting
low-margin businesses and increasing its focus
on the core, profitable Fosroc construction
chemicals business. Parchem is increasingly becoming a logical product extension to Dulux and
Selleys in a similar vein, the Dulux Acratex or
Dulux Protective Coatings businesses. We have
recently migrated Parchem onto the Dulux ERP
[enterprise resource planning] system to enable
it to more effectively leverage our broader Dulux
trade capabilities.
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Asked to comment on the slow growth over
the years for B&D, Mr Houlihan said:
In terms of where we’re at with this business,
clearly there’s been much more heavy lifting required than what we would have particularly or
initially envisaged. In some ways, it’s paralleled
the heavy lifting we had to do in Yates, where
moving into these adjacent categories, even
though you acquire market-leading businesses.
If they’re being underinvested in for a number of
years, you’re not only improving your own business but you’re doing the heavy lifting across the
market.... We’ve seen with the work we’ve done
around the B&D branding and the launch of
some of our new products like our premium Icon
door, and we talked about launching things like
the Auto-Lock, automation and so on. We’ve seen
a shift in mix of our sales to the premium end,
so that gives us confidence from a consumption
point of view.
Most of the heavy lifting we still have to do
though is in the distribution space, in terms of
how we best connect the, I suppose, marketing
and innovation offer with the end consumer in
a much more seamless manner. So we’ve really
formed a view that this is a prize worth pursuing, one that is already paying its way, one
where we see those positive consumer fundamentals and we take confidence in our track
record.
We have quite an autonomous team working
on it. We’ve beefed up some of the talent in
that team. We put the couple more specialists
in that team to bring particular marketing
and trade-oriented skills, given you reach the
consumer through trade. But I think it’s more a
view where we would seek to continue to deliver
profit improvement. But it is going to take a
medium-term view, I think, to make it the quality
in which we want.
Mr Houlihan commented on the growth that
B&D had achieved, which he attributes to focus
on sales of more expensive products.
So in terms of B&D, so we’ve said that where
we’ve got 2.5% revenue growth and 1% from the
market, there was a net share price outcome of
1.5%. We haven’t broken that down specifically,
in that if anything, we have focused more of our
business on the premium end e.g., the B&D Icon
door.
We’re being more disciplined where it may be
in the past, we were trying to be all things to all
people and chase some of the lower-value new

housing market as well. So what we’re really in
a position to comment on here is net positive
between share and price, but the main strategic
message is we’re focused on the B&D premium
innovative branded end in the core new housing
markets.
In response to an analyst’s question as to why
growth was not stronger, given that new housing growth had been strong and the segment
was exposed to that market, Dulux chief financial officer Stuart Boxer replied:
Just the one comment I’ll make on that is that
the B&D business in that particular sector is
focused on detached homes, and the detached
home completions number are likely to be — I
mean, we don’t know the final numbers obviously yet, but they’re likely to be flat or thereabouts
because most of the growth is in multi-res. So
when you pull it apart that way, we actually
think the market growth was modest overall,
maybe sort of 0.5% or thereabouts, to reflecting
a flat outcome in detached housing and some
sort of modest growth elsewhere.
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Cabinet and Architectural Hardware (Lincoln Sentry)
Overview
This segment consists of: Lincoln Sentry, a
specialist trade distributor of premium branded
cabinet hardware and architectural hardware to
the cabinet making industry, and the window,
door and glazing industries in Australia.
The markets for this segment consist of 60%
maintenance and home improvement, 25% new
houses, and 15% commercial and infrastructure
development. Lincoln represents 11% of overall
Dulux revenue.
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paints business in the United Kingdom. Also
includes the 51%-owned DGL Camel business in
China and Hong Kong.
The Yates operations represent 7% of overall
Dulux revenue.

Results

This segment produced revenue of $108.4
million, a gain of 2.4% on the pcp. This was held
back by unfavourable exchanged rates against
the AUD.
EBIT, however, declined. EBIT was $5.9 million,
down by 19.2% on the pcp. The EBIT decline
was due to this segment’s international operations, with weak markets in Papua New Guinea,
Results
higher input costs and additional investment
requirements in the Chinese DGL Camel joint
This segment produced revenue of $93.6 milventure, and a loss in the Craig & Rose business
lion for the reporting period, posting a gain of
in the UK, as Dulux continues to build out that
5% over the pcp. Sales were largely driven by its business.
cabinet business, with a focus on renovation.
EBIT margin also fell, coming in at 5.44%,
EBIT also increased. This came in at $6.1 mildown by 1.45% on the pcp.
lion, up by 22% on the pcp. Dulux reports that it
Dulux reports that Yates grew, despite experihas a RONA of 20%.
encing flat markets, and seasonal difficulties at
the beginning of the reporting period, combined
Commentary
with the liquidation sale at Masters. Yates is deIntroducing the results for this segment, Mr
Houlihan said:
Its profit growth for the half was driven by
another good, consistent revenue performance,
together with margin and fixed cost management.
He went on to explain further:
As for its top line growth, it continues to
leverage its fixed cost base in warehouses, stores
and sales teams to expand its EBIT margin. As
I mentioned earlier, it is a market leader biased
towards the renovation of homes and has a relatively low share, so there’s good opportunity to
continue to grow. It is investing in better systems
to support its growth ambitions.

Other Businessess (Yates ANZ
and overseas)
Overview
This segment consists of: Yates garden care
and home improvement products in Australia
and New Zealand, South East Asia specialty
coatings and adhesives businesses, Papua New
Guinea coatings business and Craig & Rose
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livering a RONA of 20%, the company says.DGL
South East Asia also reported EBIT growth as a
result of strong performance in Vietnam.
Dulux has stated that Other Businesses,
excluding operations in China and the UK, is
growing at a rate of 11%.
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The business did have challenges with sort of
very variable weather conditions. Certainly October [2016] was a very challenging month as it
was for any of the outdoor markets, particularly
in the southern states. It was extremely cold and
businesses like Yates and even our Cabot’s decking business really didn’t kick in until November.
Commentary
And then businesses like Yates obviously gets
some impact from that cyclonic type weather
Introducing this segment, Mr Houlihan noted: in Queensland and Northern New South Wales
The decline in the other business segment was as well. So I suppose in some ways, the Munns
predominantly due to a record result in China,
thing helped it. [In April 2016 Dulux acquired the
driven by input and other costs, with all other
Munns lawn care business for $3.5 million, and
businesses generally performing to expectation. added it to Yates.] The focus — we’re really stuck
He went on to clarify further later:
to a bit sort of the prescriptive focus on the
The Other Businesses segment delivered lower investment in brand, focusing on this business
EBIT on slightly higher revenues. All businessaround “Live the Joy of the Garden”, the numes grew revenue in local currency, though the
ber of marketing and innovation-led activities
growth rate in Australian dollars was adversely focusing on our key retail partners, all those
impacted on translation due to the stronger
fundamentals ultimately are what underpin
Australian dollar. The major driver of the EBIT
the results and I suppose you end up getting
decline was DGL Camel, which was adversely
EBIT growth because you end up getting scale
impacted by higher rental costs and fixed cost
through your revenue growth. You manage your
investment in growth initiatives in China. The
gross margins well through your premium mix
performance across the rest of the businesses in and pricing and you leverage your fixed cost
this segment was in line with our expectations. base. But it’s probably no more sort of complex
Pressed on the issue of performance in China than that.
by an analyst, Mr Boxer responded by saying:
If you think about that China business, there’s
two parts. We’ve got the Hong Kong business,
which is smaller and — both Selleys and the
80-year-old Camel paint business, the business
is going very well but it’s small. And what we’ve
been trying to do is to build on the back of the
sort of industrial paint business we’ve got in
China, build the Selleys business and the decorative paint business in China, again, using the
Camel-branded decorative paint.
So that’s the strategy. The reality is that as
you try to build up a business like that, you do
need to invest ahead of the curve in sort of sales,
marketing and the like to try to build your distribution up as you build the business. And that
was where we saw the fixed cost impacts occur
in the half.
Speaking of Yates and its ongoing development, Mr Houlihan said:
In terms of Yates overall, Yates delivered another good half of profit growth.... The revenue
increase is largely due to sales coming from
the Munns acquisition, which we did last year,
which was a small bolt-on that we largely paid
for out of sort of improvements in our working
capital in that business. And that’s being timely
where you just bolt that in.
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Dulux overview

Risks

It’s worth taking a look at some of the macro
features of Dulux, and its position in the marketplace.
The company is highly exposed to the maintenance and home improvement sector of the
market, with this accounting for 65% of its
overall revenue. The rest of its exposure is evenly split between new housing and commercial/
infrastructure (15% each) with a small industrial
component (5%).As importantly, fully 60% of
the company’s revenue comes from its own
trade channel, where it has full control over
sales environment and price.
While the company has diversified successfully in small way in terms of both products and
geography, 66% of its revenue and 80% of its
EBIT comes from two segments: Paint and Coatings, and Consumer and Construction Products.
These segments deliver a RONA of 35%.
The remaining segments deliver the other 20%
of EBIT, and operate at a combined RONA of
around 17%.

Commenting on the company’s risks and exposures, Mr Houlihan had this to say:
The markets in which we operate are generally
sound. Nearly two-thirds of DuluxGroup’s revenue relates to the maintenance and improvement of existing homes, an end market that
has proven over many years to be very resilient
and not highly cyclical. In fact, this is a market
that we believe has characteristics that are
more akin to consumer staples than consumer
discretionary.
Whilst the retail part of this market was slightly impacted in the half due to the last of the
Masters liquidation, the demand fundamentals
remain generally positive. For example, stable
GDP, low interest rates and high house prices.
Whilst consumer confidence is relatively benign
and housing churn is coming off, historically,

Strategy
Mr Houlihan made a very clear statement
about Dulux’s strategy, and how it sees itself
developing into the future:
Our strategy has been consistent since demerger.... In essence, there’s three components: firstly,
to continue to grow our Australian and New
Zealand paint, coatings, sealants and adhesives
businesses. Today we have Dulux, Selleys and
Parchem within these categories.... We believe
that there are ongoing opportunities to continue
to grow these businesses at a faster rate than
the markets in which they operate. And I will
talk about these further on the next slide.
Secondly...we have being working for some
years at extending our paint, coatings, sealants
and adhesives businesses into new offshore
markets, drawing on the capability that we have
developed within Dulux and Selleys ANZ...
Finally, we have a portfolio of three businesses
in what we call our home improvement: Yates,
Lincoln Sentry and B&D Group. They collectively contribute about 20% of our business EBIT.
These businesses have all been acquired and are,
as a group, delivering a 17% return on net assets.
So they are creating value. They are all good
businesses that have excellent growth prospects,
and our objective is to provide them with the
support and freedom to grow.
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these have been secondary drivers of paint
volumes.
He also pointed out that while the new housing market could see a reduction in growth, it
remained viable for Dulux:
New housing construction market is the
smaller part of our business at around 15%, as
we tend to focus on the more premium end of
this sector. Although housing approvals appear
to have peaked, there is still a solid pipeline of
work. Within commercial and infrastructure,
the architectural and design element of commercial construction remains attractive and is
seeing good growth.
Dulux also relies on Australia for 82% of its
revenue. Mr Houlihan addressed the company’s
efforts to expand overseas:
We have been pleased with the growth that
Selleys has achieved in Hong Kong and Vietnam in particular and, more recently, with the
early success that we’re having in the United
Kingdom, with Bunnings and Homebase. We are
continuing to look to further accelerate this program, though it is likely to require some ongoing
investment ahead of the curve. We will also
continue to work on a pathway to profitability
with our subscale China business.
Mr Houlihan focused in particular on the UK,
where Dulux acquired a somewhat faded paint
company located in Scotland, Craig & Rose.
In the United Kingdom, we have made excellent
progress, particularly with Selleys, in the nine
months since we completed the acquisition of
the Craig & Rose coatings business to establish
a UK base. Our Selleys Cracks Gone and Gaps
Gone ranges are now in the Bunnings stores and
are currently rolling out into the existing Homebase stores.... These ranges are being especially
developed for the UK consumer, and early salesout signs are positive.
Mr Houlihan expanded on what Dulux was
doing with Selleys in the UK in response to an
analyst’s question:
Largely, we have been able to execute the
launch of Selleys into the UK and Ireland on an
organic basis. And so sort of where we’re — our
current focus is to prove the concept that we can
take a Selleys marketing consumer-led proposition into a category that generally, is presented
by large multinational companies in a very
functional manner that is not easy to shop, in
the way Selleys have real skills from our Selleys
Handyman Days here in Australia and prove
that the UK consumers will buy such premium
innovative products. And the early signs on this

are really good.
That said, Mr Houlihan did admit that the
paint side of the business faced considerable
obstacles.
In paint, it is a slower burn. The Craig & Rose
brand brings excellent heritage from its 1829 beginning and good brand recognition, despite underinvestment over a number of years. We have
been reformulating our ranges and are making
good progress in developing and executing our
distribution strategy. We have built a strong
team in the UK, consisting of a mix of experienced retail and trade paint and Selleys capability from Australia and local marketing, supply
chain and finance experience. Australia is acting
as a global hub for marketing and technology in
particular, and this is working well.
Pressed by an analyst, he admitted that even
this strategy itself had difficulties.
We’re obviously also working through, as I
said in the call, how we might take the latent
potential in the more premium Craig & Rose
brand itself and unleash that. So we’re working
through that. And the rest of what we’re doing
over in the UK and even the sort of scoping we’re
doing in this space is still quite exploratory. Our
broader thinking has been though to try and
launch offshore and mainstream paint is strategically extremely challenging, as we know, in the
same way people have found it very difficult to
launch here with a no-name brand.

Future
Looking ahead, Mr
Houlihan had this to say
about how he sees the
remainder of Dulux’s
FY2016/17 playing out:
Our outlook is consistent with what we said at
the end of last year and
is generally positive. The
outlook for our core market, the maintenance and
improvement of existing
homes in Australia and
New Zealand remains
positive. As I mentioned
earlier, in the past, we
have seen this market
characteristic’s more akin
to consumer staples than
consumer discretionary
and tends to be less vola-
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Dulux’s UK acquisition, Craig & Rose, is located a
40-minute drive to Edinburgh, Scotland, along the
A90. Its building is bottom right, behind three car
dealerships and a Screwfix.
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tile than other consumer categories. New housing markets, which are a smaller proportion
of our business, are expected to remain strong
at around current levels, with a bias towards
multi-residential.
...
So in summary, subject to economic conditions
and excluding nonrecurring items, we expect
overall net profit after tax in financial year ‘17 to
be higher than the financial year ‘16 equivalent
of $130.4 million.
In terms of the outlook for Dulux’s largest current investment in infrastructure, its new paint
factory in Victoria, Mr Boxer had this to say:
Our financial outlook commentary in relation
to the factory is unchanged. We expect a neutral
EBITDA come in the first full year of operation,
which is FY ‘19. FY ‘18 will be a part year. It’s
difficult to be exact on items like depreciation,
as they are dependent on when beneficial
production begins. However from a forecasting
perspective, we are also targeting a neutral EBIT
outcome relating to the factory in FY ‘18, with
operational and other savings to offset incremental depreciation and commissioning costs.
Beyond that, the one certain challenge to
face the company will be increasing TiO2 costs
during calendar 2017. Commenting on this, Mr
Houlihan said:
So if we look at the first half and what went on
with input costs, titanium dioxide started to rise,
but in the first half, it was low single digits. And
we have commented in our guidance in these results that we expect [second] half input costs to
rise greater than inflation.... The biggest driver
of that ... is titanium dioxide. It makes up about
30% of decorative paint input cost. It makes up
about 15% of the total Dulux ANZ segment input
cost and it makes up about 7% of total DuluxGroup input cost. So we spent about $50 million
on TiO2. And itself, it’s trending up in the order
of about 15%, if we look across the next half.
His final comment was a reminder of Dulux’s
excellent performance record:
I suppose the final comment I’ll leave you with,
as far as this sort of call is concerned, is that our
EBIT margin for the Dulux ANZ segment are
expected to be flat, and around the sort of F ‘16
level. So we’re saying we’ll hold the EBITDA margins. They were slightly inflated in half 1 because
of the depreciation and amortization benefits
that will wash out in half 2.
So the main thing I’m looking at here at the
half year is the fact that our EBITDA margin
held. In fact, that was slightly up. So by the full

year though, we expect to pull the levers we do
and obviously will give an update later in the
year with regards to FY2018 and beyond. But
ultimately, all I can really point to is what we
intend to focus on in our long-term track record
of being able to execute that.

Analysis
As we mentioned in the introduction to this
report, there are two potential reasons why
Dulux may be receiving more attention than
usual for this half-year results announcement.
One is that analysts are interested in how much
the company would be affected by a downturn
in new dwelling construction, and the other is
assessing its value as a potential future takeover target.
In terms of Dulux as a takeover target, this is

Sherwin-Williams own paint outlets provide the company with a substantial presence in
many markets. They provide service to both trade and DIY customers.
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something that would only arise as a real possibility in calendar 2019. It would be conditional
on the acquisition of AkzoNobel by PPG, which
still seems possible in the 2017 calendar year.
It would take at least 18 months to reorganise
the newly formed company, but with the two
largest pieces of the “Dulux” brand put back
together, it would seem likely that company
would come after the remaining piece as well.
From the Dulux perspective in this situation,
the problem the company will eventually face
over the coming four to five years is technological. One of the main drivers of consolidation at
the top end of the paint industry is that there
is an urgent need to develop market-ready
nanoparticle-based paints. This will require a
very large investment in research and development, and subsequent certification. This
technology offers a great deal in terms of the
potential for “active” paints that can resist ageing, but also carries severe risk in terms of both
pollution and safety of application.
It is unlikely that Dulux would have the kind
of resources needed to develop these paints,
which would put it in the position (as a best
case) of having to licence the technology. That
would have an effect both on margins and on
competition as far as a unique offer is concerned.

results presentation: will a decline in Australia’s
housing market, in terms both of construction
and house prices, negatively affect Dulux’s
market?
Both Mr Houlihan and Mr Boxer made a clear
case that Dulux is unlikely to see much of a
decline in its market. This is largely due to its

Sherwin-Williams
One topic that was not mentioned by Dulux
or the analysts is the eventual effect on the
Australian market of what is now the very
large Sherwin-Williams corporation. At a guess,
with Dulux prominent at both Bunnings and
Metcash’s IHG, Sherwin-Williams will seek to
expand in Australia through own-brand paint
outlets for both trade and consumer. It would
not be surprising to see it acquire something
like The Paint Place nationally, or the Paint Spot
in Victoria, and build out from there.
With its acquisition of Valspar just completed,
14 months after it was first announced, it will
likely be another nine months before changes
are made in Australia. It’s unlikely Sherwin-Williams will present much of a challenge before
the spring quarter of 2018.

Is the Dulux market safe?
Concerns over potential acquisitions and
coming competition from Sherwin-Williams are
secondary to what was the main thrust of the

ABS 5206 stats are used to estimate national accounts. As such, the alterations & additions
(renovation) stats are more accurate than those used to monitor the building trades. As well
as being based on building permits, they also back out data from domestic consumption.
Top graph shows the sum of A&A activity for all states on a quarterly basis. The bar chart on
the bottom is the sum for the December and March quarters, which match Dulux’s first half
period.
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minimum exposure to the new housing market
which is set, for the company as a whole, at 15%.
Dulux’s point is that its entire business is really
built on the maintenance/repaint business, with
Mr Houlihan suggesting that this has ceased to
be a discretionary purchase, and moved more to
the category of consumer staples.
While that is no doubt a comforting thought,
it applies in only a limited sense. In regards to
painting for exterior maintenance, there is only
a very narrow discretionary window, which
often comes down to doing it this summer or
just before next summer. Interior maintenance,
especially painting, remains a much more
broadly discretionary purchase. There is, absent
significant stressors (such as two year-olds),
little difference between a wall painted three
years ago and one painted five years ago.
It really still comes down to paint cycles, and
what affects those cycles, making them shorter
or longer. In terms of the discretionary market,
what does affect those cycles? We can identify
four main influences:
• Deterioration of surface due to age or
stresses
• Fashion-driven desire to restyle
• Part of extensive renovation, such as new
kitchen/bathroom
• ”Churn” painting, based on moving to a new
dwelling
Looking ahead to the Dulux’s FY2017/18 and
FY2018/19, the question is whether the forecast
reduction in new dwelling construction and
decline in the rate of increase in house prices
will affect these drivers, and thus lengthen the
maintenance/repaint cycles overall.
If those changes are consequent to a drop in
demand, there would be an immediate effect on
the fourth cause, as fewer house sales means
fewer repaints for sale purposes, and re-repaints prior to new owners moving in. However,
it has been an article of faith for those in the
renovation industry that a drop in house sales
prompts an increase in renovations. The theory
is that instead of buying what they want, people
renovate their existing dwelling.
Yet if forecasts from organisations such as the
Housing Industry Association (HIA) are correct,
renovation expenditure is set to be grow slowly
over the next two years. The HIA is forecasting
(as of 8 March 2017) volume growth in renovations of 2.0% in 2017/18, and 2.7% in 2018/19.
The numbers for the HIA’s survey based “Renovation Roundup” are a little better, predicting
growth in number of renovations of 3.2% in

calendar 2018, and 2.4% growth in
calendar 2019.
Dulux in this results announcement pointed to the statistic
that over 70% of the Australian
housing stock is now more than 20
years old as a factor that should
contribute to both maintenance
and renovation. Senior economist
with the HIA, Shane Garrett,
offers some support for this:
Detached house building in
Australia reached very high levels
between 1985 and 1995. This large
stock of homes is becoming increasingly ripe for major renovations work. Added to the mix are
remarkably low interest rates and
the big home equity windfalls in
Sydney and Melbourne — pretty
ideal conditions for renovations
demand.

Disruptive chances
The Reserve Bank of Australia
(RBA) has indicated, however, that
the “low interest rates and equity
windfalls” may be balanced by
increased concern over the future.
Writing in its “Statement on Monetary Policy” for May 2017, the RBA
noted:
A substantially weaker housing
market could have broader implications, including slower growth
in consumption and dwelling
investment than expected.
While this is a typically mild
statement from the RBA, it is
actually pointing to the possibility
of a more profound change in the
housing and renovation markets.
For the HIA and many other
industry bodies, expected annual
demand has a more or less constant presence, and it simply gets
“squeezed” into different financial
and calendar years. If spending
slows during one year, this view
suggests, it will be “made up” in
the next couple of years.
What the RBA seems to be
highlighting is the potential of a
change in the actual underlying
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Dulux marketing continues to outdo most of
the competition. The company uses popular
figures who represent design and taste to
connect with its customers. Top is SBS chef
Poh, the women of Three Birds Renovations,
design blogger Lucy Feagins, and retailer/
designer Nat Wheeler. Images such as the
above contribute to the “fresh” feel of the
Dulux’s consumer website

companies
demand for houses and renovation. Rather than
demand accumulating, in this view, it is redirected, possibly to other discretionary spending
such as travel and entertainment, or to paying
down debt.
This reduction in available funds could also
bring about a partial disruption of the paint
market, in the classical sense of a disruption
as developed by Harvard professor Clayton
Christensen: the entry of a competitor offering a narrower range of features at a lower
price point. While Dulux does offer a very wide
range of paint quality and price points through
its various brands, it does seem to lack, as is
common for a premium supplier, a true “second
best” brand/product. In fact, Valspar is better
positioned in that market.
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In the end, the prospects for Dulux are probably going to be good for its FY2018/19. However,
uncertainty persists for its FY2017/18. There is
also the possibility that the paint market will
swerve over the next two to three years, which
will require a change in strategy. Background
concerns also stem from the ongoing global
consolidation of top-end paint corporations.
Looking back at the drivers of repaint cycles, it
wouldn’t be surprising to see Dulux (and other
paint companies) increase their fashion-based
marketing over the coming 18 months, in a move
away from what has been mostly highly-technical, performance-based marketing for the past
year.
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Wesfarmers/Bunnings
Strategy Day
Each annual Wesfarmers’ Strategy Day, from
the perspective of reporting on Bunnings,
tends to fall into one of three categories. Type
A is when Australia’s largest home improvement retailer is making an investment in
something controversial — such as when it
radically expanded its store network in response to the challenge from Masters Home
Improvement — and needs to both announce
this and defend it under questioning from
investment analysts.
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Images of Bunnings’ in-centre
smaller-format
store at Chadstone, Victoria.
Top, seemingly
acres of paint on
the ground floor;
below, top floor
garden centre
panorama

Type B is when Bunnings is doing something a little controversial, but not very obvious, so the company can get it past
the analysts by either not emphasising it, or by making it
seem as though something else is being referenced. Type C is
when some other event has occurred outside of Wesfarmers
that has captured the analysts’ attention, and coloured their
attitudes and questions.
This year’s Strategy Day, held on 7 June 2017, was mostly
type C, with a dash of type B added. The exterior event that
captured the attention of the analysts was the imminent
arrival of the world’s largest online retailer, Amazon, to the
Australian market. Analysts came close to suggesting that
some of Wesfarmers’ divisions, in particular its still-failing
mid-range department store Target, were unlikely to survive
the arrival of Amazon in the Australian retail market.
Bunnings did not come in for that level of questioning, but
analysts did push to understand what the retailer’s online
strategy would be over the next two to three years.
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All this is to say that it’s always a good idea to keep in
mind that “Strategy Day” goes both ways when it comes to
Wesfarmers, and particularly Bunnings. Analysts do get an
opportunity to ask more questions, the company does present more of the fundamentals of its plans for the next year
or two years. However, Wesfarmers has always been adept at
concealing elements of its strategy from competitors. It’s not
uncommon to find that a little less has been said than at first
seemed to be revealed. And on occasion, what seems to have
been said is not quite what was really said.
That’s one side of the Strategy Days. The other side is that,
especially for Bunnings, the top executives do deliver some of
the most dense, and at times the most profound, statements
about the basics of how these businesses intend to operate.
They can often be a kind of very modest, but nonetheless
ambitious, operational manifesto.
For Bunnings, these manifesto-like statements reference
what is perhaps the deepest part of its DNA. Bunnings’ most
closely held belief, as nourished by its former CEO, John Gillam, is that “nothing is deserved, everything must be earned”.
The Strategy Day introductory statements are, at their heart,
a reiteration of this belief, and a careful listing of the ways
in which, in the coming financial year, the retailer intends to
(again) earn the trust, loyalty and engagement of its customers, its staff and its suppliers, as well as acceptance by the
communities in which it operates.
The manifesto delivered this year by Michael Schneider,
who has replaced John Gillam as both managing director
of Bunnings Australian and New Zealand (BANZ), as well as
overall CEO of Bunnings, including Bunnings UK and Ireland
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Wesfarmers Strategy Day
• Amazon’s announced entry into
the Australian market, which
help drive retail corporations’
stock prices down in early June
2017, was a constant backdrop to
the Strategy Day
• Bunnings CEO Michael Schneider said the company would
pick up only 20% of the annual
revenue generated by Masters
Home Improvement before its
exit in December 2016
• Mr Schneider reiterated Bunnings’ commitment to delivering
“best offer” to customers, and
continuing to win the trust of
its customers, suppliers and
staff.
• Mr Schneider’s remarks could
be interpreted to indicate a
down period for the home
improvement retail industry,
though he also indicated he does
not expect Bunnings’ growth
in revenue and EBIT terms to
decrease
• Mr Schneider does not expect
Bunning Australia & New Zealand to launch a transactional
website in the near future, but
he indicated strong support for
its existing website in terms
of both pre-sale and post-sale
services to customers
• Ex-Masters stores in Mt Gambier, South Australia, and
Dandenong, Victoria, are already
undergoing conversion to Bunnings stores
• Outgoing Wesfarmers CEO,
Richard Goyder, strongly
defended Bunnings UK and
Ireland, announcing that the
Wesfarmers’ board will travel
to the UK to review its development, and compare it with
competitors in early July 2017

(BUKI), was particularly dense, and deserves close parsing
and interpretation. In HNN’s view it presages some more difficult times to come for not only Bunnings, but also for home
improvement retail in general.

Smaller stores
Before getting into this deeper view, it is best to start with
something on the lighter side of the Bunnings presentation.
As remarked above, while this Strategy Day was largely a
type C affair, there was a dash of the type B, which in this
case is all about a little bit of “misdirection” by understatement.
We saw something of this in the response to what was a
good question from respected analyst David Errington, Bank
of America Merrill Lynch, Research Division - Head of Consumer Research for Australia and Asia. Mr Errington asked:
The one area that I’ve really been interested to watch in the
last five years is the flexibility in your format. I mean, John
[Gillam] always used to say, and you used to say, you’re not a
cookie cutter, but you’re taking that to new dimensions like the
Collingwood store. With the carparks all around the place, it
didn’t seem to be a typical Bunnings, but you seem to be a lot
more flexible now in where you’re putting stores. You can put
car parks on the roofs. You can put them underground. You
can do anything you like.
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Bunnings results for FY2016/17Q3

Bunnings results
for its third quarter
2016/17 were mildly
disappointing, with
the retailer tracking
a half percentage
point below overall
market expectations.
Sales revenue for the
quarter came in at
$2793 million, up by
7.67% on the previous
corresponding period
(pcp), which was
third quarter 2015/16.
Year-to-date-revenue
(from 1 July 2016)
was $8747 million, an
increase of 8.12% over
the pcp.
Total stores sales
growth was 7.4%,
down from 11.5% in
the pcp. Store-onstore (comp) sales
growth was 6.0%,
down from 8.3% in
the pcp.
Bunnings Australia
and New Zealand

managing director,
Michael Schneider,
explained the slightly
down result as coming from both the
extreme weather conditions in New South
Wales and southern
Queensland. Mr
Schneider also noted
that the current
quarter is cycling
quite high numbers
from the pcp.
Additionally, during
the investor conference call, he noted
that the effects of
the Masters Home
Improvement
liquidation sale had
lingered through
January and February 2017, as customers
had pre-purchased
for their needs in
December 2016.
HNN notes that
the pcp included the
announcement by

Masters that it would
be exiting the industry by the end of the
year, with a corresponding slump in
both its competitive
intent and marketing.
Bunnings UK
and Ireland (BUKI)

recorded $400 million
in sales for the quarter, which brings its
total for the year-todate to $1429 million.
BUKI managing
director Peter (P.J.)
Davis reported that
customer transac-

tions had grown by
2.2% over the pcp, on
a like-for-like basis.
This brings the total
increase of customer
participation for the
year-to-date to 6.9%.

Results for FY 2016/17 3rd Quarter
Category

2016/
2017
3rd Qtr

2015/
2016
3rd Qtr

2014/
2015
3rd Qtr

2016/
2017
Change

2015/
2016
Change

Sales
Revenue

2,793

2,594

2,337

7.67%

11.00%

Year-to-date
sales revenue

8,747

8,090

7,293

8.12%

10.93%

Total stores
sales growth

7.4%

11.5%

8.1%

-4.10%

3.40%

Store-on-store
(comp) sales
growth

6.0%

8.3%

6.3%

-2.30%

2.00%

AUD millions

Bunnings
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What’s the sales density of these new type of formats? Are
they comparable to a typical 15,000 to 20,000 square metre
one out in the sticks or — and do they — what sort of return
metrics are they? And going forward, what sort of proportion
are we going to see with these new type formats that are outside of the norm of what we expect the Bunnings Warehouse
to be?
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Mr Schneider replied:
The Bunnings stores we open — so Bunnings Warehouse will
always be the big box, big stock, big box, stores that you
know. And the Bunnings stores are our small format.
For a long time, we had formed a view that the future was only
warehouses. We revised that in the last probably six or seven
years, to say the small formats play an important role. They
play a role in going into a market to get the communities to
having a Bunnings store in the area before you migrate to a
warehouse. We’ve done that a few times where we have them,
with the feeling “well, we couldn’t get anything else in Collingwood.” So we took the old credit building and turned it into a
Bunnings store.
So from a format point of view, I’m pretty agnostic. I think if we
can get the numbers to sort of work, and Richard [Goyder] and
Terry [Bowen] touched on some of the sort of modelling that
we do, then we can get in and get going. It’s great, and some
of them are good infill, particularly as traffic in major cities gets
worse on weekends, and they’re very convenient during the
week for charities to drop in and get the things that they need.
In terms of productivity, they perform really well. Some will be
better than others and some of our warehouses also have high
stock turn.
Well, there is nothing wrong with that response. However,
the underlying reality is that Bunnings is engaging in some
really experimental new formats, such as the store it has proposed for the inner-Sydney suburb of Rozelle.
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Plan and diagram of
proposed Bunnins store
in the inner-Sydney
suburb of Rozelle.

Where the Collingwood store does a good job of compressing the content of a Bunnings Warehouse to a “pocket
edition” that covers most of the needs for that area, the
proposed Rozelle store would seem, based on its plans, to
offer lower stock density and more amenity in an urban environment. It even includes a turntable in the delivery area, to
reduce the problem of turning trucks in urban traffic:
Service vehicles (up to 12.5m long) will be provided with a
turntable to turn within the site enabling them to enter and
depart in a forward direction and these vehicles will approach
along Parsons Street from Crescent Street and depart along
Parsons Street to Mullens Street.
It is a quite radical, and very interesting idea.
Any other retailer — just about — in Australia, given this
question would have gone on about these new formats, what
the company plans to do with them, their potential, other
plans under development.
But not Bunnings. Not Bunnings, because the retailer
simply does not see any real advantage in doing so. All it
would be doing, we expect the Bunnings’ view would be, is to
increase expectations, telegraph strategy to competitors, and
possibly increase local resistance to the development application.
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Architectural renderings of
the proposed Bunnings for
the Rozelle/Balmain area of
Sydney, New South Wales.
An innovative urban infill
store, this Bunnings would
seem to offer high amenity
and lower stock density.
Its nearest competitors
include the Mitre 10 Sunlite
stores.
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In the end, if the store gets approval (the first version was
rejected), the store will be built, and it will be judged on how
it justifies that investment and satisfies the needs of its customers.
The next bit of this conversation with Mr Errington is just
as masterful. He asks another very good question:
But going forward, say if your next 100 [stores], which arguably
... could be the rolled out in, say, five or seven years, how many
of those would be warehouses compared to how many would
be these infill type stores?
That question is fielded by Justin Williams, the incoming
chief financial officer for Wesfarmers (replacing Terry Bowen):
Majority is still warehouses. It’s still the preferred format, but
where there’s opportunities, where there’s markets, as I said,
where it’s rightsized, then we take advantage of that flexibility.
The majority. If 100 are built over the next seven years,
that’s...well, it’s 51, isn’t it? Once again, the company answers,
but it doesn’t advertise its strategy, or limit its future options
by much.

The manifesto
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After carefully reading the introductory comments that Mr
Schneider made at the Strategy Day, HNN has reached the
conclusion that the Bunnings strategy for FY2017/18 — and possibly
beyond that — is based on expectations of a flat to slightly reduced
market for home improvement
goods and services.
This does not mean that Bunnings
is suggesting or forecasting a reduction in either revenue growth or
earnings before interest and taxation (EBIT) growth. It does mean
that the company will likely be making some changes to strategy and its
approach to ensure it does deliver its
expected good growth results.
Probably the most significant
data point which could suggest this
is Mr Schneider’s careful description of the opportunity he sees for
Bunnings arising from the exit of
Masters:
In the last 12 months, we’ve seen
some fairly significant change in the
market with one large competitor
closing down.

Continues on page 44
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The strategy document
that Bunnings circulates
to staff annually.

Bunnings Chadstone, Victoria
Homeplus Homemaker Centre
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Top, not the entrance you
expect to a Bunnings, this
one located on two-floors
in a shopping centre.
Above, the store has a lot
of paint on sale. While
is has compromised
in other areas, such as
kitchens, it seems to have
the full warehouse paint
range. Above right, a
cheery message makes
a big difference. Right,
Bunnings breaks out
moving supplies, dolleys,
and lots of bubble wrap.
What a great idea.
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Display Scale

Bunnings Chadstone, Victoria
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Bunnings has been a
master of scale for the
past five years, when it
upgraded its store layouts
to compete with Masters.
Scale can seem “simple”,
but most larger independent hardware stores in
Australia get it wrong: they
look like small stores inside
a large space.
Top, showerheads are such
a “thing” now, that they
rate their own scaled-up
display. Above, a new Bunnings approach to flooring
displays uses vertical,
instead of canted, displays.
Left, Bunnings continues
to work on its “wall of
plumbing display”.
Used properly, scale reduces the stress of comparison,
and opens the customer’s
eyes to the wide range of
choices available.
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Products on Display
Bunnings Chadstone, Victoria

1
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2

3

4

6

5

7
1. In-floor lighting displayed in an installed setting.
2. Ozito’s Power X Change tools have their own custom
display now.
3. The $99 changesaw assumes the mantle of the $99
mitre saw.
4. Ozito pressure cleaner, as Ozito continues to expand its
brand range.
5. Small gyprock “patches” for repairing walls.
6. Table — how you doing, IKEA?
7. A complete range of Ryobi air-powered nailguns (HNN
is still trying to work that one out).
8. A special orders catalogue display, showcases a range
now available through online ordering.
9. Door installation. Bunnings has a stealthy expansion
into offering some installation services.

8

9
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The Wide and the Narrow
Bunnings Chadstone, Victoria

HNN first visited Bunnings at Chadstone shortly after it
opened, and found it to be a very interesting concept, but
also one that was still finding its feet.
The store faced many challenges. There was the unusual
size, its location in a “homewares” enclosed mall, which included an outdoor and barbecue specialist, The Good Guys,
E&S Kitchen and Bathroom, and JB HiFi. In an adjacent mall
is a large Harvey Norman store.
When we came back several months later, we found that
the store had improved, but it was still, quite frankly, a little
unformed. Some of the displays didn’t really make sense, and
the floorplan was far from the best.
Returning in mid-June 2017, we found — as we had expected — that most of the issues had been sorted out, and some
of them in interesting ways. The store seems to have the full
paint range found in a warehouse store, but a very reduced
kitchen and bathroom area, while the plumbing display is
itself very extensive.

One of the outstanding features of the store, on our last
visit, was how good the floor staff were. They managed to be
both relaxed and capable. For example, one team member already had some answers ready for a customer when he came
over, because he’d been listening in to the rather loud conversation he’d been having with his wife on a mobile phone.
What was really interesting, however, was also how this
new, smaller format of store, mid-way to a warehouse but
not quite, brought up a number of real challenges. With
many of the aisles narrower than is usual, the standard Bunnings pallet displays simply don’t work as well — they end
up partially blocking access to the merchandise.
It’s a difficult challenge not just for Bunnings, but for many
retailers, as they try to find ways to better fit into smaller
stores in higher-density urban areas.
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Far left and middle, pallets that are a little too wide for
aisles, and what is likely constrained storage space leads
to some tight situations on the selling floor. Right, the
fence paling display makes it almost impossible to access
the shopping carts.

Bunnings Chadstone does a great job with a compact but
very useful garden section. Housed under a transparent
section of roof on the top floor, it is a unique retail offering. Pictured here is the indoor plant section, housed in
the main indoor area of the store.
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Continued from page 39
Accounting for range overlap, the differential in average pricing and the role of competitive marketplace on those dynamics, we see some opportunity for growth, but at a much more
modest level than some analysis has suggested.

In fact, the number that Wesfarmers has suggested is 20%.
The company is stating that Bunnings will pick up only 20%
of the revenue that was going to Masters while it operated.
This gave rise to some questions from analysts. Bryan Raymond from the Research Division of Citigroup asked:
On the residual sales you expect to pick up from Masters’ closure, I’m just interested in your workings how you got to 20%?
It seems, given the crossover that amounts to 70% to 75% of
the overall range, it seems like a relatively low number. I would
be keen on [understanding] ... how you got to your 20%.
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Mr Schneider handed over to Mr Williams to respond.
Yes, 20%, consistent, obviously, with our market share, and it
sort of really reflects the competitiveness of the industry. As
Mike’s slide showed, there’s a myriad of competitors out there.
So, the sales were built up. They came from a large number
of competitors, and it make sense that they would be shared
back between that similar suite of competitors. We don’t
expect to pick up large numbers of those sales. The industry
is much more competitive than that. That’s the reality of the
industry, it’s highly competitive.
Mr Schneider then picked up on this answer:
And probably on a unit basis, we — if you thought about gain
on a unit basis, it might be a bit higher, but we’ve also invested
significantly in price and we also recognise that there was a
price differential between us and that business.
So if you normalise some of that, if you — how many hammers
you’re selling, as an example, it might be more than 20%. But
in dollar terms, that’s sort of where we see it planning.
He is suggesting that a Masters’ customer might spend $199
on a cordless power tool, but an equivalent power tool might
cost only $189 at Bunnings, so a 5% reduction in revenue
would be built in.
It fell to Richard Barwick, an analyst with CLSA’s Research
Division to ask a key follow-up question:
I think your comment, Mike... was it “lower than some analysis
that’s out there”? Is that code for “the
market’s expecting too high sales in
Bunnings over the next 12 months”?
Mr Schneider clearly denied this:
I don’t think that we’d sort of suggest
that for a second, I think it’s really just
about trying to make sure that we can
give all of you and everyone listening
in sort of a good sense of the mechanics and how we’ve worked out our
numbers.
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A slide from the Stategy
Day presentation.

Without the kind of modelling Bunnings can do on its own
business, but thinking through typical customer interactions
and the dynamics of the market, it is just really hard to get
to the 20% number for the transfer of sales from Masters to
Bunnings.
The narrative that Mr Williams and Mr Schneider are
suggesting is that a customer back in 2014 stops going to his
or her local Thrifty-Link for drill bits, sandpaper, paint, nails,
hammers and mitre saws, and switches to a nearby Masters.
Two years later, after Masters closes, he or she then says
“Righto!” and shows up back at the Thrifty-Link.
In support of this, there are, of course, some
people who just do not like Bunnings, and will
not shop there. But so strong a preference is
quite rare. It seems that, in general, a more
likely narrative is that customers who have
previously sought out a big-box experience by
shopping at Masters will, when Masters closes, transfer their purchases to the only other
big-box in the market, Bunnings. This is especially the case given that some Masters stores
are within 100 metres of a Bunnings, and most
others tend to be less than a five-minute drive
away.
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Again, though, allowing for a two-month aftereffect of the Masters liquidation sale on the
market, Bunnings does have modelling not only
for March of the previous quarter, but probably
for April and May as well. That is “low season”
modelling, but it would still be telling.
HNN’s prediction, in line with other analysts, was around a 60% pickup for Bunnings
of Masters customers. We could assume that
is too high, and 50% is more likely. Given that,
the only way that HNN can make sense of this
prediction is to suggest that what is going on
is that the Masters market (which was tilted
towards more affluent consumers) will itself see
a contraction, of around 35% over the FY2015/16
demand. Combined with a (to be generous)
10% price difference, that would mean overall
potential demand was 90% of Masters demand,
further reduced to 58.5% by a decline, with
Bunnings then picking up, overall, around a 29%
gain.
Of course, all this eventually just becomes a
game of numbers and assumptions. If we are
lucky, five or more years from now we’ll be able
to look back and have some clarity about the
shape of the market.

Proximity of Masters former stores to Bunnings stores. Top,
Queensland; middle, Sydney; bottom, Melbourne. Blue markers are
Masters stores, red markers are Bunnings stores.
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What is very clear, however, is that the outlook is essentially pessimistic. Neither Mr Williams nor Mr Schneider is
saying “Well, there was an 8% differential in price between
Masters and Bunnings, but that will be wiped out through
increased demand”.

Competition
The exchange reported above also brings up another
feature of Bunnings’ presentation at the Strategy Day. The
reason why Bunnings will get less share of Masters’ revenue
is, Mr Williams tells us, the competitors in the market.
Mr Schneider made repeated references to competition
in his prepared remarks. A standard slide Bunnings uses in
its presentations showing the logos of its competitors has
swelled considerably to include about 200, where in the past
it listed a more modest 60 or so.
He began by stating:
...as competition increases and the broader addressable market is further explored, we must ensure we’re listening closely
to what our customers are asking for as well as evolving our
offer to reflect the changing landscape of our industry.

46

His fullest statement about competition came mid-way his
remarks:
In stark contrast to what many people talk about, we see and
experience a market that’s incredibly competitive. It has a wider range of specialists, mass merchants and category killers.
Whilst many have a strong physical offer, many others have a
strong online presence, and increasingly, we’re seeing both.
By focusing on ensuring we have a winning offer and drive our
real focus on having the lowest prices, we continue to work
really hard to ensure we have the products, the prices and
the service that allows us to compete effectively regardless of
format.
Later he stated:
We take no competitor, and I mean no competitor, local or
global, physical or digital for granted. We are never complacent. If we ought to be successful, we must continue to give
great value and fantastic experiences to our customers,
and in doing so, be chosen
by them.
These remarks are, on face
value, quite true. Competition has increased in the
home improvement market. The main independent
hardware groups, chiefly
Metcash’s Independent Hardware Group (IHG), and the
smaller Hardware & Building
Traders (HBT) as well, have
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A highly-populated view
of competitors: slide
from the Strategy Day
presentation.

realised that whatever other advantages they offer, they need
to start by having the best supply chain possible. Beacon
Lighting has optimised its business, Reece continues to dominate some sectors in bathrooms, and retailers such as Sydney
Tools offer low power tool prices online, and are expanding
their physical presence.
However, it should be noted that the main reason why
Bunnings has so many competitors in so many markets is
that it keeps entering new markets, and taking considerable
market share away from the incumbents. A business will
certainly gain competitors through that strategy, but it is not
as if it is beset by competitors popping up out of nowhere.
It is possible that both in these remarks, and in its remarks
about gains from Masters, Bunnings is dealing with a concern
that the Australian Competition and Consumer Commission
(ACCC), which has been active recently in the home improvement sector, might be wary of how much market share the
retailer has now gained. Even a simple suggestion by the
ACCC that Bunnings should limit its future expansion could
be damaging.

Leaner times
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While concerns about some kind of regulatory intervention may have shaped a narrative that sees Bunnings depicting itself as a little less strong than it really is, HNN does still
believe that underlying this is a genuine concern about a
weakening home improvement market.
Bunnings would not be alone in this. The Housing Industry
Association (HIA) is forecasting (as of 8 March 2017) volume
growth in renovations of 2.0% in 2017/18, and 2.7% in 2018/19.
The Reserve Bank of Australia (RBA) has also suggested that
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Percentage change on a
year-to-year comparison
of quarters. These stats
are used for national
accounts, and include
work not requiring
approval below $10,000
in cost.

the “interest rates and equity windfalls” may be balanced by
increased concern over the future. Writing in its “Statement
on Monetary Policy” for May 2017, the RBA noted:
A substantially weaker housing market could have broader
implications, including slower growth in consumption and
dwelling investment than expected.
The way in which the company looks at gains from Masters’ exit wasn’t the only indicator of a Bunnings strategy
geared to delivering ongoing growth in a down market. In the
opening part of his prepared statement, Mr Schneider made
reference to delivering:
...strong and sustainable returns across a variety of economic
conditions. Working to stay nimble and responsive to what
our customers are looking for is evident in the consistent track
record of performance that Bunnings has continued to deliver.
In addition to this slightly unusual comment, there are
three areas of focus that come up which indicate Bunnings
may be gearing up for tougher times.
The first is an increased focus on existing customers, over
gaining new ones. This isn’t to say that Bunnings is not also
seeking new customers and new markets, but where in the
past that was a primary focus, the focus seems to have shifted to engaging more with customers the retailer already has.
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The strongest statement about this Mr Schneider made
was this:
Unsurprisingly, our strategic agenda remains the same. A
deep and strong focus on the lowest prices, the widest range
and the very best of service. In doing this, we ensure we remain absolutely focused on creating value for our customers
over the long-term, and supporting these with physical and
digital experiences that create inspiration and confidence to
take on many types of DIY projects and do them in ways that
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create real values for the customers who do them. If we do
these things, as I said, we get to be chosen more often, hoping
to not only expand the market, but the degree to which we get
to participate.

This is a well-known strategy for dealing with flat or
declining markets. Gaining new customers in new markets
carries upfront development costs, which can take a year or
two to recapture. Convincing existing customers to buy more
or from a wider variety carries lower costs.
The second element is what Mr Schneider has termed “better use of capital”.
Bigger products and the changing technologies, store formats
and the ability to use our capital more effectively to create better, even more convenient store offers or being more productive to invest in more value for customers.
Later he states:
Supporting this, we’ll continue to improve operating efficiencies, lowering both our operating and capital spend on a
per-project basis, meaning we can drive our growth agenda
even more efficiently.
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Referring to new stores and the rollout of new store formats, he said:
Trials across the last year on using capital more effectively and
efficiently in these sorts of projects has been really pleasing
to us and will form part of their model going forward, which
enable us to do even more work with less capital.
In a down market, conserving capital is very important
to providing good performance numbers. This is especially
the case with Bunnings, which as a service/retailer, judges
its performance using return on capital (RoC), rather than,
say, return on net assets (RONA), which is more common in
manufacturing.
Finally, there is Mr Schneider’s focus on efficiency. This is
an area where he has long been acknowledged as an expert.
The recent shift in Bunnings Warehouses to combine the
kitchen ordering, special orders and information desk into a
single staffed in-store unit is typical of the clarity he and his
team bring to this task.
Mr Schneider is also an enthusiastic supporter of using
technology to improve both efficiencies and customer experience:
We’re finding even more ways of
using our tech platforms to improve
efficiencies in the business from HR
to supply chain to in-store tools to
make our business even easier to
run.
And:
Simplifying processes, using apps
and other technology, such as mobile point-of-sale will ensure even
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Market overview slide
from the Strategy Day
presenttion.

faster and more enjoyable experiences in store.

It goes almost without saying that pursuing efficiencies is
a really key strategic move in a down market. It is a fundamental to ensuring growth continues.

Community
Not associated with market conditions, this was perhaps
the most surprising feature of Mr Schneider’s address: he
re-emphasised the need for Bunnings to be more engaged
with the communities in which its stores operate. The word
crops up no fewer than six times in what he had to say.
By working hard to be trusted by our team, our customers,
suppliers community and of course, the wider market, we
continue to ensure that the sincere and genuine way we participate in both the broader market and local communities is
maintained. And the customers are willing to choose to shop
with us because they understand and they appreciate it.
Later he said:
And our plan reflects this. It focuses on even better experiences for both our commercial and consumer customers and in
the communities, which our stores are and our teams live.
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As well as:
Speaking about stores, the unique environment of our stores
is something that we know our customers really enjoy. And
doing more to bring our stores to life and participate even
more in the community in which we operate will be core to the
engagement we want to continue to build with our customers.
HNN is sure that Mr Schneider and his team, like all good
retailers, has a strong and genuine desire to engage with the
communities where he does business, in a way which reaches
beyond the store itself. It could be equally true, however, that
the campaigns run by small retailers of all types is having
some effect on customers’ attitude to shopping at larger, corporate-owned stores.

Product lines
In terms of hints as to what new product developments
can be expected from Bunnings, the slide presentation did
call out a new outdoor power equipment offering from Honda. It also suggested that Bunnings would be continuing to
market smarthome, LED lighting,
and assisted living items for ageing
Australians.
Perhaps one of the more interesting hints at what is coming is a
couple of references Mr Schneider
makes to “big products”:
We’ll continue to expand our reach
through rolling out an online offer
that supports and grows our already
substantial special orders offer,
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Growth markets from a
Strategy Day slide.

enabling customers to buy large products in areas, such as
playgrounds, sheds, outdoor structures, mature trees, bulk
landscape, all of these in an online platform.

Online
As we mentioned above, if this Strategy Day was dominated by anything, it was the issue of Amazon. It was Wesfarmers’ departing managing director Richard Goyder who
started the ball rolling on Amazon commentary at the very
beginning of the day, using Bunnings as an example that this
challenge is not really anything new:
This chart just shows how Bunnings Australia and New Zealand
has performed compared to what analysts view of what would
happen to Bunnings with a new competitive Masters coming into the business 5 or 6 years ago. And obviously there’s
strong outperformance compared to what people thought at
the time.
So you’re all thinking, is Goyder trying to make a point about
Amazon? Well he’s trying to a point that actually new competition is not new to business and never will be new. The competitors sharpen us up and they certainly sharpened — Masters
certainly sharpened the team, John Gillam, PJ and the team at
Bunnings, and they got to work and did a really good job.
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It’s a great story. Amazon does have a current market capitalisation of around AUD640 billion and revenue for calendar
2016 of AUD183 billion, which is about the same size as the
GDP of New Zealand. In addition to retail, it operates the
world’s most popular cloud services, and also, its own freight
airline.
It seems quite likely the company will come to have some
definitive effect on retail in Australia over the next five years,
more so than Woolworths’ Masters venture.
Mr Schneider did mention the issue of online retail in his
prepared remarks:
We’ll continue to expand our reach through rolling out an online offer that supports and grows our already substantial special orders offer, enabling customers to buy large products in
areas, such as playgrounds, sheds, outdoor structures, mature
trees, bulk landscape, all of these in an online platform. And
this is a range that extends past 20,000 different products. It
will support our consumer and commercial customers with a
reliable and value-driven offering, and it
will also enable us to take the offer into
some of our new neighbouring markets
in both the Pacific and Southeast Asia.
Later, Thomas Kierath, an analyst
with Morgan Stanley’s Research Division, did bring up the topic of Amazon:
John [Gillam] was never a big fan of
online, I see that you don’t have a transactional website. Do you have the same
view or do you think that the business
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One of Mr Goyder’s
slides, quietly making
the point that analysts
have not always predicted Bunnings’ growth
correctly.

needs to evolve to start offering products that can be delivered? They’re a bit more convenient as lots with Amazon,
etcetera, coming to the market.
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Mr Schneider provided quite a lengthy reply:
Over this year, we’ll have 20,000 plus products online, I think.
You can’t buy [online] today, and we love the fact that customers love coming and shopping with us. And we see ourselves
as a very differentiated offer. When you come to the store,
there’s a lot of education, inspiration. We run big family nights
for all of the major events, and we see tens of thousands of
people come to those across Australia or New Zealand for one
night.
So there’s clearly a strong desire to participate, but there’s absolutely space for us to do more in the online space. So that’s
why we have the special orders component. And we listen
really carefully to customers. And we get tens of thousands of
pieces of feedback every year....As I said, one of my real instincts is that Click and Collect and Click and Reserve is a vote
of no confidence in a business’s ability to be in stock, that’s my
view, and we work really hard to be in stock.
So if you get in the car and drive to local Bunnings, it’s there.
You can get it. You can get a home. Later this year, we’ll have
website functionality that says how much of it is there, and you
can make a choice between store A and store B based on that.
But we never say never. And I think if you crystal ball into the
future, then absolutely. But equally, we won’t announce a date
or set ourselves a goal because it is something we’ll do in partnership with our customers.
There is an interesting conflict that gets revealed in this
answer. While making sure that stock is available is one
reason to use click and collect, it is not the only one — nor
necessarily even the most important.
In an article from the UK newspaper The Telegraph published in early January 2013, one woman using click and
collect has this to say:
As I was picking up a parcel at John Lewis yesterday, I bumped
into Fiona Mehta, from Harrow, who was collecting four baking
trays and a table cloth. “I much prefer to shop from the comfort of my sitting room, avoiding the crowds,” she told me. “I’ve
got more time to browse. But I work, so I can’t wait at home for
the delivery. This just makes sense.”
goo.gl/d4vuki
One big motivation for click and collect usage is avoiding
having to interact with the store. For dedicated store retailers this seems almost impossible, but for many people stores
pose as many problems as solutions. They just want the product, not the interaction.
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Wesfarmers and online
The concordance between the statements of Mr Goyder
and Mr Schneider indicate that the issue of online at Bunnings is less about Bunnings and more about Wesfarmers as
a whole.
If today you order groceries from Coles, a dress from
Target, and a box of A4 paper from Officeworks, each of
those items will be delivered via an entirely different delivery system — even though the order through Coles means a
Coles-branded truck will pull up in your driveway.
HNN is planning a more in-depth analysis of this when
Wesfarmers’ full-year results come out in August 2017. In
brief, however, it comes down to three things: Culture, capital
and model.
In terms of culture, online retailing, the tech industry itself,
has a very different culture to the one that Wesfarmers and
Bunnings in particular promotes. It’s not so much ahierarchical as anti-hierarchical, and it relies on individuals who are
anything but “team players”.
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As far as capital is concerned, entering the field this late in
the game means that Wesfarmers and Bunnings would have
to drop bucketloads of money into implementing adequate
online ecommerce. It’s not so much about the online provision of purchase services, but rather the network of logistics
that is needed behind the scenes.
The Home Depot is a good example of the kind of investment required. Not only has it established a set of online-dedicated distribution centres (DCs), but also an elaborate cheapest/fastest logistics network that enables shipments from the
DCs, direct from store to customer, or adjacent store to store
to customer.
This is the kind of capital investment Wesfarmers does not
like to make, as the return is driven not by increased margins
or efficiencies, but by market growth (and retention), which
means it can take five to six years to fully pay it back.
While these are two major
elements, perhaps the biggest
one of all comes down to model. It is simply difficult to see
how Wesfarmers can efficiently implement e-commerce at
scale without consolidating
the logistics into a single, separate entity that handles online
for all of its retail brands:
Bunnings, Coles, Officeworks,
Target, and Kmart.
To do that, however, would
mean it would have to break
the late 1980s style conglomer-
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ate model under which it has operated since shortly after listing. Under that model, business lines are kept separate and in
their own silo, so that individual businesses can be sold off or
acquired as needed.
There has been debate over the past 20 years as to whether
that model had outlived its usefulness. The debate has continued up to the present day, with an article appearing in the
19 June 2017 issue of the “New York Times” declaring that the
conglomerate hasn’t so much disappeared, as evolved. Its key
example? You guessed it: Amazon.
goo.gl/ChCiYq
Is there an immediate threat to Bunnings (and other home
improvement retailers) from Amazon? Most commentators
point to existing markets where Amazon operates to suggest that there is not. However, in all of those markets major
home improvement retailers have taken on the task of becoming omnichannel. Australia will be the first market that
Amazon enters where there is no significant online home
improvement alternative.
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While Citibank has estimated Amazon will gain around
5% market share in some hardware categories, such as tools,
HNN believes that, after three years of operation, it will likely
be closer to 7%. The effect won’t only be a gain in market
share, but also a reduction in overall margins for retailers on
some key items. That especially applies to small, light products which can be easily shipped, and which typically carry
higher margins now: sandpaper, drill/router bits, locks, small
electricals, etc.
It will be interesting to see how that plays out. It is, however, worth referencing what is probably the single most quoted paragraph in all of business literature:
The railroads did not stop growing because the need for
passenger and freight transportation declined. That grew. The
railroads are in trouble today not because that need was filled
by others (cars, trucks, airplanes, and even telephones) but
because it was not filled by the railroads themselves. They let
others take customers away from them because they assumed
themselves to be in the railroad business rather than in the
transportation business. The reason they defined their industry incorrectly was that they were railroad oriented instead of
transportation oriented; they were product oriented instead of
customer oriented.
That was written by Harvard Professor Theodore Levitt and published in the
Harvard Business Review of July/August
of 1960. The question it begs is whether
Wesfarmers has become less retail oriented, and more store oriented.
The title of Dr Levitt’s famous essay is
“Management Myopia”.
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Revenue growth at the
world’s largest online
retailer, in USD.

Bunnings UK and Ireland
Both Mr Goyder and the outgoing chief financial officer,
Terry Bowen made comments about BUKI at the start of the
Strategy Day. Mr Goyder built a picture of what’s happening
with the retail operations:
There’s a really strong focus on building the business, but also
ensuring that we’ve got the new format ready to go so we
can rollout at pace. We have two [Bunnings UK format] stores
open, we’ll have another store open later this week. We’re
looking to have four opened by the end of June and 10 by the
end of the year. That will be the point where we’ve got a “go”
or “no go” decision in terms of rollout at pace of Bunnings
stores in the UK.
And there’s a — as I said, there’s a heck of a lot going on in the
business. Those of you who went over will have seen that, but
we are pleased with customer traffic, we’re really pleased with
the way that the Bunnings brand stores are performing. We’re
taking the board to the UK in a few weeks time [to] have a look
at not just the Bunnings stores in UK but also other retailers.
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Mr Bowen contributed some details on capital expenditure:
As Richard [Goyder] said, we will be putting additional capital expenditure we hope into Homebase to convert those
stores to Bunnings but again, with a very strong caveat that,
that would only occur if there was going to be strong returns
on that capital. For this financial year, just for some guidance,
we’d anticipate net capital expenditure to be between $1.1
billion and $1.2 billion and that would be subject to any late
property activity.
Mr Raymond from Citigroup asked a good question:
I’m just interested in your views on what marks really successful pilots, which would be the one that you would want to
progress and potentially roll out as future stores. Then, second
part of that question is, if it doesn’t hit the hurdles that you
want what’s the implications, is there another round of pilots,
or is it a write-down or whatever implications are from there?
Mr Goyder responded:
It’ll be the store model that we think is replicable and will
make a decent return on capital. So
some of the factors to that, obviously, customer numbers, transaction
sales, margin and what the long
run operating cost of the stores are.
And so far so good with the two
that we’ve got open at the moment,
but the 10 that will be open by the
end of the year we’ll be testing
different demographics, different
locations, different competitor sets
that they are open against.
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Homebase develops
its own version of an
Australian tradition.

We’ll have a much better view through the balance of the year
than we had. Yes, I mean if we — if all we did was have two and
make a “go” or “no go” decision now, we’d be pretty confident
of going ahead, but we want to see how the rest go. There will
be some slightly different sizes as well in stores.
But ultimately whether we think we’ve got a format that will
work with customers who then can make a decent return, and
as Terry said justify the capital spend. And if it doesn’t work,
then we’ll go back and try again. So we’re not going to roll
something out that isn’t going to work. We want confidence
that it’s going to work because there’s 250, 260 odd stores
that were needed, and once we go we want to go within the
capacity of the business to deal with. We want to go reasonably quickly.

The situation with BUKI is, at this stage, quite clear. Wesfarmers ended up investing far more than it expected in both
refitting the existing Homebase stores, and in recruiting and
training (or retraining) its staff. Then it offered for sale kitchens and bathrooms that were not suited to the market, and
when they didn’t work out, found it difficult to locate replacement suppliers.
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The distress that some investment analysts have noted
over BUKI is largely due to Wesfarmers changing its initial
position on investment, and the whole risk/reward equation. Wesfarmers could have cut the Homebase store fleet
by one-third to check refurbishment/training costs, or just
decided to “muddle through” with fewer changes. Instead, it
increased the overall investment. What Wesfarmers hasn’t
communicated is how the increased
investment translates to better returns. Currently many of them have
concluded it is a miscalculation.
At the moment it is simply not
possible to judge the venture. That
is because what is at issue is not
capital allocation, store efficiency,
negotiations on margin with suppliers and so forth. It is really about
culture. Can BUKI work out how
to introduce the innovations it has
to offer so that they mesh with the
surrounding culture?
It’s not worth really going into
the Homebase/Bunnings UK online
and TV media campaigns. Briefly,
the following is the link to a Homebase online video for Fathers’ Day:
youtu.be/a4kh-Unxk70
This is the link to B&Q’s current
TV ad for spring:
youtu.be/9_u5l_Y51og
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Top, Homebase online video with a
proud father alone in his shed.
Bottom, B&Q ad for transforming your
garden into a place for social gatherings.

It’s difficult to really make a comment.
While Mr Goyder and others have referenced the end of
calendar 2017 as the point at which we will know more definitively about BUKI, in fact it will come earlier than that. The
2017/18 Q1 numbers will come at the end of the high season
for UK home improvement, and should be fairly definitive in
terms of how it is travelling.

Conclusion
What did clearly emerge at this strategy day was the competence of Mr Schneider, and his ability to establish a challenging and yet feasible agenda. What also came into view,
however, were some of the sharp differences between his and
his predecessor’s personal style of management.
Mr Gillam would generally have one moment of just a bit
of grandstanding at the Strategy Days — often one of the
event’s more enjoyable moments. The better investment
analysts seemed to find ways to prod him just enough that
he would share some of his insights with the community. As
a result, it seemed at some events that Mr Gillam would save
much of the real content he had to deliver for the Q&A sessions. At others he would be forced by a kind of exasperation
to extemporise on core issues at Bunnings — such as that it
did not manage primarily on a margin basis.
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Mr Schneider is more stealthy in his approach. He is respected as a very good negotiator, and there are moments
when these skills seem to be foremost in his contacts with
analysts. The difficulty with this approach is that, taken too
far, it will eventually lead to misunderstandings and resentment.
As with writers and journalists, the
worst possible thing you can do with
investment analysts is to bar their access
to information they do actually have a
right to know. It simply motivates them to
put a lot of energy into research, and that
research will typically turn up results that
take the reticent company by surprise.
The brilliant research Mr Errington did
with Woolworths and Masters is a case in
point.
It’s worth noting just how much more
information US home improvement
companies, such as The Home Depot and
Lowe’s Companies, make available to the
investment community. This includes
details such as ticket size and number
of transactions. So far, revealing that
information has not led to their collapse.
Instead, it has given the investment community key insights into their workings,

Micheal Schneider, CEO of Bunnings
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which leads to better overall understanding, and, arguably,
better and fairer analysis.
What Mr Schneider and Mr Gillam do share is an evident,
very strong sense that they do mean what they say. Part of
Mr Goyder’s ongoing legacy is that platitudes won’t ever get
you very far at Wesfarmers. The challenge for the next generation of managers and C-suite executives, entering a decade
where more intensive and longer-term use of capital will be
required, is coupling that admirable ethic with market and investment communications that equal that of the company’s
international peers.
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Sears sues second
Craftsman vendor
in this
update:
•start
MiTek’s
text
award-winning
merchandising
for building
products

• Kohler launches
retail concept
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• True Value
reports on Q1

• Danik Hook voted most innovative product

• Ace Hardware
wins on customer
service

• Lowe’s outsources some tech jobs
• Houzz raises
more funds

• TreeHouse opens
in Dallas
• Sears is taking
Western Forge to
court

Sears has filed its
second lawsuit in less
than a month against
one of its Craftsman
hand tools suppliers,
alleging that the vendor is abruptly ending
its relationship and
agreeing to resume it
only on terms “onerous” to the struggling
retailer.
It also announced
that it has settled its
dispute with the first
supplier, One World
Technologies, which it
sued in Cook County
Circuit Court in May.
Sears will continue its
relationship with One
World, which makes
power tools under the
Craftsman brand.
For more than 50
years, Western Forge
supplied Craftsman
tools for Sears to sell in
its bricks-and-mortar
stores and online. In
2010, Western Forge
was acquired by Ideal
Industries, and since
July 2011, the relationship continued — until
now, according to the
latest lawsuit.
Up until the end
of April — when the
agreement was set
to expire — Ideal
and Sears discussed
extending the deal, the
lawsuit says.
But “after several
weeks of assurances by
Ideal intended to lull

Sears into the belief
that Ideal would agree
to extend the agreement, Ideal abruptly
informed Sears that
it will not agree to
extend the contract beyond its term,” according to the lawsuit.
Sears said in its suit
that it told Ideal in
late February that it
wanted to extend the
deal another year.
“Despite giving Sears
numerous written
and verbal assurances
over the ensuing eight
weeks that an extension was forthcoming,
Ideal waited until April
28 to tell Sears that it
wouldn’t extend the
contract, Sears alleges.
Ideal, under a “transition” period in the
contract, however, is
supposed to continue
to supply products for
six months, through
the end of October,

but Ideal did so for
only one month, Sears
alleges.
Sears wants the
court to force Ideal to
continue providing the
products through the
end of October. The
retailer said in court
documents that it has
been seeking a new
supplier.
“Ideal now refuses
to provide Sears with
transition assistance
and has informed
Sears that it will not
fulfill any existing
purchase orders,” Sears
said in its lawsuit.
Furthermore, Ideal
has informed Sears
that it will fulfill Sears’
orders only if Sears
agrees to onerous payment terms that were
not part of the agreement and that were
unilaterally imposed by
Ideal.
Ideal’s refusal “has
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left Sears without the
ability to sell certain
of its Craftsman brand
tools without supply interruption and
constitutes a material
breach of the agreement,” the lawsuit
argues.
Sears spokesman
Howard Riefs said the
company “will take the
steps necessary to hold
vendors to honour our
agreements.” Sears also
wants to recover damages, though no dollar
figure was given in the
lawsuit over what the
company characterizes
as a breach of contract.
https://goo.gl/PbuLTh

usa
update

Eco-friendly retailer in Dallas
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TreeHouse, which
specialises in supplies
and services that
promote healthy and
sustainable spaces, has
expanded beyond its
Austin, Texas home
base, and opened
in Dallas. Its new
35,000sqft outpost is
billed as the nation’s
first energy-positive
(ie. it will generate
more energy than it
uses) big box store.
Co-founder and CEO,
Jason Ballard, said:
This building sets
a completely new
standard for ecological
and human health
and is an embodiment
of what our company
hopes to accomplish
for homes as well. This
store is a signpost to
what the future will be
like for both homes and
retail.

TreeHouse, dubbed
the “Whole Foods of
home improvement,”
offers shoppers a curated selection of green
products, materials
and technologies —
some of which are not
available elsewhere.
It also offers turn-key
services and programs,
including kitchen and
bath design. solar energy kits, home insulation and “smart” home
installation.
San Antonio-based
architectural firm
Lake/Flato used TreeHouse’s approach to
products and materials
selection, in combination with sustainable
design practices, to
create the store. Mr
Ballard said:
For so long, net-zero energy was this
magical aspirational

goal. This building is
beyond net-zero...completely new territory.
The architecture of
the store is crucial to
its energy efficiency.
It boasts saw-tooth
roofs that are positioned to maximize
the effectiveness
of its giant, ultra
high-efficiency SunPower solar rooftop
solar array. (This
feature solved the
need for extra space
for solar panels). The
standing-seam metal
roof collects rainwater
and reflects heat.
In addition, the north
facing clerestory windows allow for indirect
sunlight to effectively
illuminate the interior
without the impact of
direct heat. This allows
for a cooler baseline
temperature in the

store and minimising
the use of electricity.
A Tesla Powerpack (a
rechargeable battery
storage system for
utility and commercial applications) is
located at the centre of
the store. It stores the
power produced by the
rooftop solar array, deploying it for evening
use and allowing the
building to return excess renewable energy
to the city’s grid.

TreeHouse Dallas is
the anchor tenant in
The Hill, a North Dallas
shopping centre.
https://goo.gl/FW6GtL

an AR feature to its
mobile app that allows
users to preview what
new pieces of furniture
might look like in a
certain place in their
home.

architects and contractors — can apply for
the program.
Program benefits
include trade-only
discounts up to 50%
on products, access
to a support staff and
free shipping on most
orders of more than
USD49.
Vendors providing
discounts include Baldwin and Emerson.
https://goo.gl/fzqwsq
https://goo.gl/11yfbu

https://goo.gl/RhX9uS

Houzz goes fund raising

Home improvement
online platform Houzz
continues is in the process of raising another
round of funding. The
company confirms that
it is raising USD400
million in new financing, at a valuation that
multiple reports peg at
around USD4 billion.

Founded in
2009, Houzz
provides a
platform to
help users
renovate
and remodel
their homes,
as well as
providing tools for
finding furniture and
fixtures they might
want to purchase. The
company operates in
markets that include
the US, UK, Australia,
France, Germany, Russia, Japan, Italy, Spain,
Sweden and Denmark.
It makes money

mostly through paid
listings for local home
professionals and
service providers. But
it has been delving
more deeply into direct
commerce through the
augmented reality (AR)
products it has added
to its website and mobile apps.
Houzz has introduced a deep learning
tool that analyses
home photos added to
the site and enables
users to search for and
purchase comparable
products directly from
the page. It has added

Trade program
The Houzz Trade
Program has also been
launched to provide
industry professionals
with discounts.
All professionals
working in the home
improvement industry
with a valid business
— including designers,
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Lowe’s moves tech jobs to India
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As a way to improve
its profitability, Lowe’s
has laid off about 125
tech workers, primarily
at its headquarters
in Mooresville, North
Carolina.
Many of the affected
information technology job functions are being sent to Bangalore,
India, where Lowe’s
employs approximately 1,000 people in information and technology
and analytics.
The layoffs are the
latest in several rounds
of reductions over the
last year.
Lowe’s eliminated 96
tech jobs in October,
then in January cut
another 2,400 full-time
jobs, mostly at store
level. In February, it
followed with more
than 500 corporate
layoffs, including 430
at its headquarters and

70 support staffers.
In a memo to IT
workers, chief information officer Paul
Ramsay said the staffing reductions are part
of planning effort that
began “several years
ago” to build a more
diverse, global team to
respond better “in this
highly competitive 24/7
retail environment”
and more quickly to
“evolving consumer
needs.”
Mr Ramsay added
that the company will
be providing a competitive severance package and outplacement
services, including a
job fair with local IT
employers.

exoskeletons to
work. Lowe’s is
testing exoskeletons on four
employees at
a Christiansburg, Virginia,
store to make
it easier to lift
objects and
stock shelves.
Some Lowe’s
employees spend 90%
of their time moving
and lifting everything
from bags of cement to
huge buckets of paint.
Wearing the exoskeleton is somewhat
similar to putting on a
rock climbing harness
and a backpack. The
suit also includes
attached carbon-fibre
shafts that run down
Wearing
a person’s back and
exoskeletons
thighs. The shafts flex
and store energy as a
Other Lowe’s employ- person bends over to
ees have been wearing pick something up.

When the employee stands, the rods
straighten and the
energy releases,
making the task easier.
The process is similar
to how a bow releases
energy when an arrow
is launched.
Lowe’s developed the
exoskeleton in partnership with Virginia Tech
engineering professor Alan Asbeck. For
years, engineers have
tinkered with exoskeletons as a way to augment human abilities

with extra mechanical
powers.
Kyle Nel, executive director of Lowe’s Innovation Labs, describes
the suits as a way to
better recruit potential
employees and make
their workdays easier.
https://goo.gl/CgS4M7
https://goo.gl/cqx2AU

Customers satisfied with Ace Hardware, again
The J.D. Power 2017
U.S. Home Improvement Retailer Satisfaction Study has ranked
Ace Hardware “Highest
in Customer Satisfaction among Home
Improvement Retail
Stores” for the eleventh year in a row. Ace

has been awarded this
ranking by J.D. Power
every year since the
inception of the survey
in 2006.
The 2017 J.D. Power study is based
on responses from
2,751 consumers who
purchased home

improvement products
or services over the
past 12 months. Ace
ranked highest among
major retailers with
an overall satisfaction
index score of 835 on a
1,000-point scale.
According to surveyed consumers, Ace
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performs particularly
well in the categories
of staff and service, as
well as store facility.
This year’s score
is based on overall
performance in the following five areas: merchandise, price, sales
and promotion, staff
and service, and store
facility. Ace Hardware
president and CEO,
John Venhuizen said:
We are truly honoured and humbled to
receive this prestigious
award for the eleventh
consecutive year. We

could have never done
it without the loyalty
of our neighbours, the
entrepreneurialism of
our local owners and
servant hearts of the
100,000 red-vested heroes upon whose back
these awards stand.
https://goo.gl/
wqED1K

usa
update

Retailers choose Danik Hook

63

The response at the
National Hardware
Show tells us the Danik Hook is something
different, something
special. We’re not just
another screwdriver.
Inventor, Daniel
Austin is an avid
boater and water
skier, and originally
Independent retailmost innovative at this created the Danik
ers from around the
year’s event. The award Hook to quickly and
US have selected the
means the Retailers’
easily secure anchor or
Danik Hook as the 2017 Choice selection panel boat lines without ever
winner of the National believes the Danik
having to tie a cumHardware Show’s ReHook is unique and
bersome knot. It soon
tailers’ Choice Award.
has the potential to be became apparent, howThe Danik Hook is
a home improvement
ever, the Danik Hook
tool that can be used
industry best seller.
could be used any time
to quickly tie-down
Talks are underway
something needed to
anything. It was
with retailers from six be tied-down.
selected from apcountries, said national Customers use the
proximately 500 new
sales manager Greg
Danik Hook to tieproducts as one of the Spangler.
down a tarp on the

truck or trailer or to
secure an awning. Outdoors enthusiasts find
the Danik Hook makes
it fast and easy to tieoff a tent or hammock.
If a rope or bungee
cord is needed to tiedown something, it can
make the task easy.
The quick release
lever is the heart of all
Danik Hooks. The Danik Hook Mini accepts
Paracord, bungee cord
or rope ranging from
5/32 to 3/8 inch diameter. The integrated
ring makes securing a
second line effortless.
It is made of a non-corrosive, glass-filled
thermoplastic which
can lift and hold up to
300lbs (136kgs) under

laboratory conditions.
For bigger jobs, the
stainless steel Danik
Hook can attach any
3/8 to 5/8 inch diameter
anchor rope line to
secure any size boat
or anything else up to
8000lbs (3629kgs).
The slightly
smaller composite,
non-scratching Danik
Hook can handle any
3/8 to 7/16 inch diameter line for items up to
500lbs (227kgs).
https://goo.gl/DG5RjG

Weather impacts True Value Q1 results
True Value pointed to
bad weather as a key
factor for a sales decline in its first quarter.
The retailer reported gross billings of
USD502 million for the
first quarter ending
April 1, down 1.6%
from the same period
a year ago. Revenue
was USD347.6 million,
a decrease of 2.6%. Relative to the prior year,
net margin remained
essentially flat.
Retail comparable
store sales were down
1.9% for the same
period. Unfavourable
weather patterns
across the US led to
a decline in retail
traffic and drove lower

volume resulting in
decreased warehouse
replenishment, the
company said.
However True Value’s
international business continued to see
strong growth with
gross billings up 13%
and handled sales up
18%.
The company’s top
three performing categories for the quarter
were hand and power
tools, hardware, timber,
building supplies as
well as plumbing and
heating products.
Although weather
trends affected quarterly sales, True Value
asserted that it made
progress in the execu-

tion of its multi-year
strategic plan. John
Hartmann, president
and CEO, said:
Coming off a year of
record growth, stores
that have implemented the Destination
True Value (DTV)
format consistently see
increased returns, experiencing comp store
sales 200 basis points
greater than overall
retail comp.
During the first
quarter, the company
added 534,930 square
feet of relevant retail
space through the DTV
format.
https://goo.gl/yaG8rb
https://goo.gl/jmZ5Li
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2017 1ST QUARTER
PERFORMANCE
FINANCIAL HIGHLIGHTS

Gross Billings

$502.0

Revenue

Net Margin

Million

Million

$347.6

Million

DTV Retail
Comp

($5.8)

Up 0.2 percent

Retail Comp
Store Sales

Down 1.9 percent

RETAIL SALES: TOP-PERFORMING PRODUCT CATEGORIES

Hand & Power Tools

7.2%

Hardware,
Lumber & Building

Plumbing & Heating

GROWTH

EFFICIENCY

ENGAGEMENT

DESTINATION TRUE VALUE

INTERNATIONAL GROWTH

Added

Gross billings up

square feet
of relevant
retail space

Handled sales up

13%

534,930

18%

Paint sales up

90%
PAINT
Began shipping new
EasyCare 365 and
Coronado by Benjamin
Moore & Co. as part of
the 2-4-1 paint strategy

1,700 stores adopted
new pint paint sample
program

TRANSPORTATION
Completed route
optimization for
all 12 distribution
centers

25 basis

point freight
rate
reduction

“We continue to put the independent hardware dealer at the center
of everything we do. Coming off a year of record growth including
new stores and remodels, stores that have implemented the
Destination True Value (DTV) format consistently see increased
returns, experiencing comp store sales 200 basis points greater than
overall retail comp,” said President and CEO John Hartmann.

usa
update
MiTek reworks building
products display
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Kohler debuts experiential
retail concept

The first-ever Kohler Experience Centre (KEC), located
in Manhattan, New York (USA) houses fully-functioning
displays of Kohler’s product line — including showers, tubs,
sinks and “intelligent” toilets — in what is a first for the
brand. The centre is open to trade design professionals and
the general public.
The 10,000sqft. store has more than 20 kitchen and bath
vignettes. It includes a private “bathing space” in which
customers can experience Kohler products such as its digital
showering system and showerheads.
The centre offers a new Kohler global specification service,
which allows architects and designers to have instant,
hands-on access to all products across the company’s entire
product portfolio. A Kohler team of experts will be stationed
on-site to help source and resolve plumbing projects both in
the United States and around the world.
Kohler plans to open nine KECs over the next year, with
MiTek USA said its award-winning “retail sets” (newly
London to open soon. Additional locations include Los Andesigned aisle signage, product bins, and colour-coded pack- geles, Singapore, Shanghai, Hong Kong, Bangkok, New Delhi
aging) have recently been installed at Roadside Lumber and and Taipei.
Hardware in Agoura Hills, California.
https://goo.gl/V5wi98
The new retail sets are part of a national effort by MiTek
to redefine in-store displays of building products. The company’s displays and packaging recently won three awards
from the North American Retail Hardware Association
(NRHA). MiTek won a gold award for its bin display, a silver
for carton display, and an honourable mention for packaging.
At Roadside Lumber and Hardware, MiTek’s retail sets
showcase 650 products including fasteners, hangers, connectors, embedments, epoxies, and more. In addition to the
aisle signage, product bins, and packaging, the retail sets
also include end-cap graphic displays and colour-coded
header boards, all designed to enhance and simplify the
retail buying experience. Owen Nostrant, Roadside’s general
manager, said:
Effective display of 650 products, many of which must be
correlated to specific code requirements in the field, is no
small task. MiTek’s new retail sets not only help buyers sort
through their choices using colour-coded shelving systems,
its displays are uniquely eye-catching.
https://goo.gl/DgHQMk

hnn.bz

europe update
Bunnings Hemel opens,
new locations revealed
in this
update:
•start
BUKItext
appoints
COO

• Bunnings opens
its third outlet
in the UK and
announces more
store locations
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The third Bunnings
Warehouse in the UK
has opened. It is a
conversion of a Homebase store located at
in Hemel Hempstead,
Buckinghamshire. The
Insight DIY team led
by managing director
Steve Collinge made
a visit to the
location.
They believe “a
few tweaks” may
be starting to
appear in some
of Bunnings’
in-store ranges.
The hand/power
tool category in
the Hemel Hempstead store is
“dominant”, and
the paint offer
and gardening
range are “impressive”.
However the same
can’t be said of its
kitchen and bathroom
products, according to
Mr Collinge. He writes:
Once again, there’s
a poorly represented
kitchen and bathroom
offer, although having
spent time with PJ …
I’m beginning to understand why kitchens and
bathrooms are a lower
priority. However, with
the increasing focus on
the performance of the
remaining 252 Homebase stores, I still don’t
quite understand why
they have effectively
handed all their kitch-

en business to Wickes
on a plate.
However Mr Collinge
believes the store in
Milton Keynes (scheduled to open in the first
week of July), will be
the “acid test”.
With 100,000sqft of
space available, there

gl/obqY4i)
Insight DIY believes
this is an “important
move” for Bunnings as
it provides an exclusive, premium range to
deliver a key point of
difference to its decorative offer. B&Q stocks
the Farrow & Ball

are only so many BBQs
the size of small family
cars and hot tubs that
can accommodate a
family of twelve in
comfort that you need
to offer. We’d therefore
expect a more credible
offer of K&B than we’ve
seen in any of the three
Bunnings stores to
date.
In the paint category,
the repackaged and
refreshed Craig & Rose
1829 range takes centre
stage.
(The Craig & Rose
brand is owned by
DuluxGroup. To read
more about its acquisition, go to: https://goo.

paint line. Mr Collinge
writes:
The core chalky emulsion range looks great,
is well positioned on
price and has developed its colour offer to
reflect the whites and
greys now popular in
the UK. The small Artisan Decorative Effects
range offers some interesting products, but at
GBP49.95 and GBP69.95
for a 2.5L can, we’ll be
updating you on the
depth of dust gathering on these tins over
the next few months.
According to DIY Insight, the other brands
to get significant
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exposure in the Hemel
Hempstead store
include Monarch and
Paint Partner (painting
ccessories), Selleys,
Ozito power tools,
Kaboodle kitchens,
Aqua garden watering,
Matador BBQs, Trojan
hand tools, Marquee
garden furniture
and Flexi storage.
Insight DIY
also said it has
been tracking
Bunnings pricing
since the day the
first store opened
in St. Albans.
According to Mr
Collinge:
The most recent
audit completed
on 6th June 2017,
showed Bunnings
was 10% lower than
Wilko, 17% below B&Q
and 27% lower than
Wickes … in identical
or directly comparable
lines. In the garden,
Bunnings is 19% below
Wickes, 21% below B&Q
and a massive 34%
below Wyevale.
Of course, you
wouldn’t expect the
bigger players to price
match a competitor
with only three stores
and no transactional
website, but this is
clearly going to have to
happen at some point.
continues next page

europe
update

BUKI appoints retail executive
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B&Q’s retail director
for UK and Ireland, Damian McGloughlin will
become chief operating
officer at Bunnings UK
and Ireland (BUKI). He
will report directly to
BUKI managing director PJ Davis.
According to a
number of reports, Mr
McGloughlin has spent
32 years at B&Q after
joining at the age of 16.
He has been placed
on gardening leave
until he starts his
new role. This means
Mr McGloughlin will
stay away from work
during the notice period, while still remaining on the payroll.
A B&Q spokeswoman
confirmed McGloughlin’s exit and added:
“We wish Damian all
the best.”
Industry publication
Retail Week writes
that Mr McGloughlin’s

move to Bunnings
makes him the latest in
a steadily growing list
of UK DIY experts to
join the business.
Bunnings owner, Wesfarmers axed Homebase’s entire board
– with knowledge of
the UK market and
replacing them with
existing Bunnings staff
– shortly after buying
the home improvement retailer from
Home Retail Group for
GBP340m in February
2016. Since then, it has
added many with British DIY experience to
its management ranks.
Matt Tyson, former
Masters Home Improvement managing
director and also
ex-Kingfisher, has been
advising BUKI and is
understood to have
been pivotal in convincing McGloughlin
to switch allegiances.

“Matt would
have been
instrumental in
bringing Damian to Bunnings,”
a former B&Q
colleague of
Mr McGloughlin’s told Retail
Week. He said:
When they
were at B&Q together, Damian
was a divisional
director and Matt was
operations director
at the time. Matt was
his mentor, his father
figure if you like, so he
would no doubt have
been telling Bunnings
how talented Damian
is and urging Damian
to come on board.
But another former
B&Q colleague believes
it is one skill in particular that Bunnings will
benefit from most. He
said:
Damian is really well

liked by the B&Q team.
His departure will be a
big blow for them. He’s
very much a man of
the people – people in
stores like and respect
him. They enjoy working for him and they
want to work for him.
…
On a broader note,
he knows the sector
really, really well, so
he’s a great acquisition
for Bunnings. Their
warehouses are similar
in size to B&Q’s Super-

centres, which Damian
knows inside out, so he
will bring a great deal
of knowledge to that
format for Bunnings.
B&Q will be smarting,
without a doubt. Their
loss is very much Bunnings gain.
https://goo.gl/hAx2Fr
https://goo.gl/tWdy5F

Bunnings Hemel, new stores (cont.)
To read more about
Insight DIY’s impressions of the Bunnings
Hemel Hempstead
store, go to: https://goo.
gl/rgEpgT

Store specifics
The Hemel Hempstead store is on the
site of the former
Homebase at Apsley
Mills Retail Park. At
64,000sqft, it is slightly smaller than the
67,000sqft store in St.
Albans that opened at

the beginning of February and much larger
than the 40,000sqft
Hatfield Road store
that opened in April.
In total, the Hemel
store stocks over 27,000
products, all of which
the team were encouraged to get to grips
with during a 10-day
supplier expo, where 93
of the largest brands
delivered “in the aisle”
interactive product
knowledge training.
To celebrate the opening, Olympic gymnast

champion and Hemel
local Max Whitlock
MBE hosted a welcome
breakfast for team
members.

be converted to a
Bunnings Warehouse.
Sittingbourne is an industrial town situated
in the Swale district
of Kent in south east
Other stores
England. Insight DIY
said:
Wesfarmers recently
With Folkestone and
confirmed there will
Sittingbourne being
be ten Bunnings stores only 42 miles apart,
operating by the end of as expected the next
2017, in locations that
tranche of openings
include Broadstairs
by Bunnings are likely
and Basildon Vange.
to be part of a Kent
A Homebase store lo- Cluster enabling them
cated in Sittingbourne to invest heavily in
will be the sixth to
local advertising to
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build awareness of
their brand, which is
unknown to UK home
improvement customers.
https://goo.gl/tVQb4F

news
Graphene paint launches in
the UK market
in this
update:
• Roofus tool is
developed in WA

• Everdure BBQ
wins a major
Australian design
award
• UK end-users get
graphene paint
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Graphene – considered the strongest substance known to science – has been used
to make eco-friendly
paint by manufacturer
Graphenstone.
The paint is made
from a pure lime base
that has been combined with graphene –
a recently engineered
material hailed as the
thinnest, strongest
and most conductive
ever developed.
It will be distributed
in the UK through The
Graphene Company,
which claims Graphenstone is the most environmentally friendly
paint in the world.
While lime-based
paints have been
on the market for
years, the addition
of graphene, with its
superconductivity,
means that the paint
can improve the
thermal regulation of
buildings. They would
therefore require less
heating and air conditioning. The Graphene
Company director Patrick Folkes told Dezeen
magazine:
When used on
interior wall surfaces,
rather than heat being
radiated through the
walls, the graphene
within the paint
captures the heat. It

then conducts the
heat through the
paint, and across
the whole Graphenstone-painted
surface of interior
walls. This enhances the insulation
measures used in
buildings by slowing heat conduction
through walls and
out of buildings.
Another environmental benefit
comes from graphene’s
thinness and strength,
which means less
paint is required to
achieve a durable
finish that is resistant to corrosion. The
Graphene Company
said a litre of paint
would cover two eightmetre-square coats.
The paint’s base is
made from 98% pure
lime, which is known
for its absorbency of
carbon dioxide, meaning that the paint
purifies the surrounding air. The Graphene
Company said it is the
combination of these
materials that produce
“the most sustainable
and eco-friendly paint
in the world”.
Graphenstone is
based in Seville,
Spain, where the
purest qualities of
lime in the world can
be found. But while

this super-pure lime
makes for highly absorbent and breathable paint, it lacks in
strength. This is where
graphene comes in. Mr
Folkes said:
For the first time
in history you’ve got
this fusion of one of
the oldest and most
trusted building materials, lime, with the
very latest nanotechnology. What that has
ended up producing
is a product that has
all the benefits of lime,
which … is very breathable, antibacterial and
absorbs smells and
carbon dioxide, and
class-one strength, like
an acrylic product.
When the paint is applied, it creates a hard
shell as the lime hardens up in the carbonisation process. Folkes
describes the initial
consistency as a “little
bit watery”, but over
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a period of 10 days, it
creates a hard, even
coverage. What’s more,
no fumes are given off
in the process.
It might smell a bit
like wet masonry but
you could put a baby
to bed in the room
and no harm would be
done whatsoever.
The product is
available in exterior
and interior versions,
and has already been
used to coat the walls
of hospitals, hotels
and schools. Mr Folkes
said it is also attracting interest from the
restoration industries.
https://goo.gl/kZAt3s

news
A new angle on carpentry
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The Roofus layout
square tool is the invention of a WA-based
designer who is hoping
to get it into construction sites around the
country.
According to Sean
Pepper, a carpenter by
trade, the Roofus combines the use of about
six or seven tools into
one. He has worked
backwards form overly-complicated designs
before arriving at the
Roofus design.
Mr Pepper’s passion
for the project started
when he started learning carpentry at Peel
TAFE in 2008, where he
discovered a love for
designing, crafting and
building. In particular,
calculus and trigonometry – ie. the study of
angles and lengths –

stood out to him. He
told the Mandurah
Mail:
When I started my
apprenticeship, I was
introduced to a lot of
the language of angles
and cuts, because that’s
what a lot of it was
based on, particularly
plumb cuts and seat
cuts.
Mr Pepper noticed
early into his apprenticeship a lack of
modern, concise ways
of making this measurement. He said:
Right now, there are
about six or seven commonly used tools to get
those measurements.
They’re all necessary
because these measurements have to perfectly
match up, and the
structure of the roof
depends on it.

The problem is these
tools are very old and
out dated. What the
Roofus does is replace
all of that with just the
one tool, which allows
you to make all your
measurements in one
go.”
Since 2009, Mr Pepper
has spent many hours
noting carpentry
measurements and
producing numerous
prototypes. He said:

At first, I started
playing around with
modifying my builder’s
protractor to make
some markings easier
by using a small magnetic adjustable arm to
achieve seat cuts in my
roof struts.
At other times, I
created my own mathematical equations to
simplify common roof
strut measurements to
achieve a perfect fitting

compound angled strut
length from just one
basic calculation.
Now Mr Pepper is
ready to hit the market, and has already begun turning heads. The
Roofus was nominated
for a Young Australian
Design Award.
https://goo.gl/gyCoe1

Everdure BBQ gains another award
The Everdure range
of charcoal barbeques
by celebrity chef and
restaurateur, Heston Blumenthal has
taken out the “Best in
Category” Domestic
Appliances Award

for Product Design at
the 2017 Good Design
Awards. Jury panel
comments stated:
Every detail of this
product has been
meticulously designed
with the end user in

mind. The unique
aesthetic will set this
range apart from
anything else on the
market.
The Everdure by Heston Blumenthal line
features three charcoal
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barbeques. It includes
the Cube, a compact
portable barbeque and
two larger charcoal
units, the Hub and Fusion. The models have
patented Rotiscope
technology, for quickly
setting up a commercial-quality rotisserie
at three different
heights, all powered by
a discrete motor.
Earlier this year the
Heston Blumenthal
range took out two
coveted European
awards, the Red Dot
Product Design “Best
of the Best” award for
outstanding design
and the IF Design

Award for its charcoal
and gas ranges.
Good Design Australia is the country’s longest standing national
design award and
promotion program,
and one of the few forums for professional
designers to showcase
their expertise to national and international audiences.
https://goo.gl/ok957k

NEW PRODUCTS
The Worx BladeRunner® X2 is a portable benchtop
saw that does the work of multiple saws by making fast
and accurate rip, crosscut, scroll, inside and mitre cuts
using standard T-shank jigsaw blades. Sharon Blackwell,
Worx product manager, said:
What’s nice about this benchtop saw is that it’s not limited to only cutting wood. Oftentimes, homeowners need
to cut aluminium, PVC, copper pipe or ceramic tile, and
BladeRunner X2 handles all those materials by simply
changing blades.
BladeRunner X2’s compact size makes a small footprint
of 17 inches wide by 15 3/4 inches deep. An advantage
of BladeRunnerX2 versus conventional benchtop saws
is the ease of changing blades. There’s no need for
wrenches; just slide the blade release lever on the left of
the tabletop to seat or release the blade.
BladeRunner X2’s adjustable hold-down arm matches
the thickness of the work piece, and incorporates a splitter to help keep straight cuts on track.
https://goo.gl/T3zVKJ
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Designed with construction sites and
remote locations in mind, the Secure
Track Sense provides internet-connected monitoring for up to 12 months on
just four AA batteries.
It can be located indoors or outdoors to
protect a wide range of assets including
residential properties, new home builds,
renovations, site offices, shipping containers and vacant properties. It can also
be used to monitor the back of a ute.
The alarm is configured through a
mobile app, and any unexpected activity
such as movement or sound triggers
alerts.
Multiple users can be assigned to one
unit. Pooling alarms in this way creates
what the company describes as “an electronic neighbourhood watch network”.
https://goo.gl/F3NqBm

Rhino-Rack Shovel Mounting Bracket is the ideal accessory to keep a shovel
at the ready when needed to dig snow,
sand, mud or any other type of terrain.
It mounts directly onto the Rhino-Rack
Vortex crossbars or Rhino-Rack Pioneer
systems.
With easy installation and removal, users will be able to mount a shovel onto
a vehicle with multiple configuration
options. The brackets can be inverted
to position the shovel above or below
the tray and the hinged design allows
mounting of a wide variety of handles
as well.
Constructed from steel with a high
quality powder coated finish, this mount
bracket is built to last and to hold a shovel in place for rough roads. It is backed
by a 3-year warranty.
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Loctite has introduced its RE-NEW product to the Australian market.
Manufacturer, Henkel, said its formula
is guaranteed to last, with an innovative
formula of Silicontec2.0 which is 100%
silicon and waterproof, to help make RENEW suitable for cracks and joints in wet
areas. The formula also contains a triple
protection system for long-term mould
protection, covering as well as hindering
the growth of mould on the sealant.
Alexandra O’Keefe, marketing manager,
Henkel Australia, said:
We know that people don’t want to
spend more time than required fixing
tired seals and joints so we’ve made
sure to create a product that does just
that.

At ABSCO Industries, it is our mission to manufacture the best
outdoor storage and garden products available anywhere.
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ABSCO Industries
is a wholly owned
Australian company
manufacturing a
large range of steel
products including
garden sheds, large
outdoor structures
and garden beds.
From its manufacturing facility in Brisbane, ABSCO offers
an extensive range
of over 350 different
types of outdoor
products. ABSCO
Industries has been
the major supplier
of these products to
the hardware and
outdoor building
industries for over
40 years. The good
reputation that we
built up during those
years is now being
recognised throughout Australia and
rapidly expanding
overseas markets.

reduces the time and
effort required. ABSCO Sheds assemble
up to 80% faster than
its competitors.
Most components
are marked with part
numbers which are
also clearly identified throughout the
three dimensional
drawings displayed
in the assembly
instruction booklet.
SNAPTiTE reduces
screws by 75%! It
permanently locks
all perimeter channels to all roof and
wall sheets without
the need for tools
and fasteners. Most
other connection
points have been
fully pre-punched to
maximise the ease of
assembly.
ABSCO has an
ongoing dedication
to product development. Being small
and nimble allows
SNAPTiTE
ABSCO to design
Technology
products that are
ABSCO products
on trend and bring
feature the unique
them to market
patented SNAPTiTE quicker than a traditechnology. This rev- tional manufacturer.
olutionary assembly
system dramatically

For more information,
please visit our website at
www.abscosheds.com.au
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Starrett Australia introduces new bi-metal hole saws
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The origins of the L.S.
Starrett company go back
to 1880 when Laroy Starrett, a farmer from the state
of Maine in the US, set
out to make a new kind of
combination square. The
problem in producing the
square was that the heat
generated in grinding the
straight edge would lead
to the formation of an imperfect edge. In what was
to become a trademark
for the Starrett company,
Mr Starrett solved this
problem in production and
metallurgy, and produced
a square that became a
“hot seller” in the market.
Soon Starrett added a
range of other measuring
tools, such as steel tapes,
callipers and micrometers.
The next advance in metallurgy Mr Starrett brought
to the field came with the
production of hacksaw
blades. Unsatisfied with
the quality of blade that
then-standard processes
produced, he developed
the unique “bi-metal”
blade. Bi-metal unique
technology joins two strips
of high-speed steel wires
to a backing steel in a solid
phase, using the principle
of solid-state diffusion
bonding.
Bi-metal unique technology is totally different from
traditional weld or laser
bonding, which rely on
metal fusion as the union
agent at the interface.

Hole Saws
The newest version of
this bi-metal process has
now been released in
Starrett’s latest hole saw

products, the Fast Cut and
the Deep Cut lines.

Fast Cut
The new Fast Cut Bi-Metal Hole Saws contain an
extra cobalt HSS tooth
material for enhanced
heat and wear resistance,
along with a new 5.5 TPI
positive rake tooth design,
to ensure a smoother and
faster cut when compared
against our previous Constant Pitch Hole Saw.
The features include:
• New tooth material with
extra cobalt for enhanced heat and wear
resistance - improving
the product life.
• New 5.5 TPI positive
rake tooth form provides less torque for a
smoother, faster cut in
all materials.
• 30% extra gullet volume
for better material penetration.
• Ideal for stainless steel
and mild steel sheet,
tubes and other materials with a thickness of
up to 3mm (1/8”).
• Size range: 14mm
- 210mm (9/16” 8.9/32”).
• 41mm (1.5/8”) hole saw
depth.

Deep Cut
The new Deep Cut
Bi-Metal Hole Saws combine the aggressive tooth
form from our previous
Dual Pitch Hole Saws, with
the new extra cobalt HSS
teeth to provide enhanced
heat and wear resistance.
The features include:
• 51mm (2”) hole saw
depth improves cutting

Starrett hole saws come in handy kits, which make great PoS displays

•

•
•
•
•

performance on tubes,
particularly where there
is a need to cut through
both sides.
New tooth material with
extra cobalt for enhanced heat and wear
resistance - improving
the product life.
Ideal for solid materials
greater than 3mm (1/8”)
in thickness.
Aggressive material
penetration and kerf
clearance.
Size range: 19mm 210mm (3/4” - 8.9/32”).
51mm (2”) hole saw
depth - requires arbors
with an extended length

pilot drill (e.g. A1E, A2E
or A17-38E etc.).

Packaging
In addition to innovative
products, Starrett also
offers attractive packaging
and PoS materials. These
EVA (Ethylene Vinyl Acetate) cases offer protection
for Starrett’s hole saws,
and make a great sales
tool as well.
The kits are designed for
specific uses, including
locksmiths, electricians,
plumbers, industrial uses,
and general purpose kits.

Contact Starrett Australia:
Tel: 61 2 9620 6944
Fax: 61 2 9620 6988
info@starrett.com.au
au.starrett.com
Unit 2, 57 Prince William Drive
Seven Hills, NSW 2147
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Cowdroy Weatherseal range
Easy-to-install range of weather seals and gap fillers
for windows and doors

Cowdroy’s Weatherseal
range can be integrated into
any design, or fitted by the
consumer to existing doors or
windows. The range is made
as easy as possible to install
and come complete with fitting instructions and self-adhesive backing tape. They are a
cost-effective way to seal gaps
and cut energy bills.
The range of weatherseals
and gap fillers can be fitted to
jambs, faces or edges of most
windows and doors. Choosing
the right product depends on
the specific needs.

CM48 Rubber
Windows & Door Seal

This continuous rubber seal
may be fitted to jambs, faces or edges of windows and
doors. It suits most windows
and doors and will seal against
the rain, heat, cold, dust,
draughts, noise, insects and
seals against rodents. It will
seal gaps 3mm to 5mm, is 5m
long and comes in white or
brown.

CM59 Rubber
Window & Door Seal

CM11 Gap Filler
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This continuous rubber seal
can be fitted to jambs, faces
Gap Filler seals gaps in most
and edges of windows and
windows and doors that are
doors. It suits most windows
3mm to 4mm. It is easy to apand doors and seals against
ply and saves time and money
the rain, heat, cold, dust,
on expensive sealants when
draughts, noise, insects and
large gaps or cracks require
rodents. It seals gaps 2mm to
filling.
3mm, is 5m long and comes in
It is suitable for domestic and
white and brown.
commercial applications and is
available in 6mm, 10mm and
CM61 Brush
15mm diameters. The product Window & Door Seal
comes in a 5m roll and is availThis continuous brush seal
able in white.
may be fitted to jambs, faces or edges of windows and
CM14 Foam
Windows & Door Seal doors and seals against the
heat, cold, dust, draughts and
This continuous foam seal
insects. It suits all windows and
may be fitted to jambs, faces
doors and seals gaps 3mm to
or edges of most windows and
5mm. It is 5m long and comes
doors. It is suitable for most
in grey.
windows and doors and seals
against the heat, cold, dust,
draughts, noise and insects.
Contact Cowdroy
It is available in three difCowdroy can be contract by
ferent sizes. CM14 measures
phone
at:
9mm x 6mm, suitable to seal
1800COWDROY
gaps 3mm to 5mm and is 5m
long. It is available in grey and or by email at:
white.
sales@cowdroy.com.au
CM14A is 19mm x 6mm,
The Cowdroy website is
suitable to seal gaps 3mm to
located at:
5mm, is 5m long and is white.
www.cowdroy.com.au
CM14B is 12mm x 12mm,
seals gaps 8mm to 11mm, is
2.5m long and is white.
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