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About the Fund   

Hardwoods Distribution Income Fund (the ñFundò) is an unincorporated open-ended limited 

purpose trust.  The Fund was launched on March 23, 2004 with the completion of an initial 

public offering (IPO) of 14.4 million trust units (ñClass A Unitsò).  Net proceeds of the IPO were 

used to acquire an 80% interest in a hardwoods lumber and sheet goods distribution business 

(ñHardwoodsò or the ñBusinessò) from the previous owners.  The owners of the predecessor 

companies have retained a 20% interest in the Business in the form of Special Voting Units of 

the Fund and Class B Limited Partnership units of the Fundôs operating subsidiaries (ñClass B 

Unitsò), which together are exchangeable into Class A Units provided that the Fund achieves 

certain objectives.  Hardwoods Distribution Income Fund units trade on the Toronto Stock 

Exchange under the symbol HWD.UN.  The Fundôs performance depends on the performance of 

the Business. 

 

 

 

About the Business  

Hardwoods has been in business for almost 50 years.  We sell quality lumber, hardwood 

plywood and specialty products to cabinet makers, custom millworkers, furniture makers and 

other industrial customers that manufacture products made from hardwood.  Demand for 

products made from hardwood comes from multiple sectors of the North American economy, 

including new home construction, renovation, non-residential construction and institutional 

markets.  There is warmth to the look and touch of hardwoods that no other material can match, 

and people place a high value on products crafted from real wood.  Hardwood products are a part 

of our daily lives in the homes we live in (cabinets, mouldings, custom finishing, and home 

furniture) and places we visit (furniture, cabinetry, and finishing millwork for office buildings, 

restaurant and bar interiors, hotel lobbies, retail point-of-purchase displays, schools, hospitals, 

custom motor coaches, yacht interiors and other specialty areas). 
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Our role in the industry is to provide the critical link between mills that manufacture large 

volumes of hardwood lumber and sheet goods, and industrial customers that require smaller 

quantities of many different hardwood products for their own manufacturing processes.  We 

provide a means for hundreds of hardwood mills to get their product to thousands of small to 

mid-sized industrial manufacturers.  We add value to our suppliers by buying their product in 

volume and paying them promptly, effectively acting as their third party sales force.  We add 

value for our customers by providing them with the materials they need on a just-in-time basis, 

in smaller quantities and offering a wider range of product selection than the customer would be 

able to purchase directly from an individual mill.  We are also important to our customers by 

allowing them to buy material from us on approved credit, which is an important source of 

financing for customers in our industry.   

We are one of the largest distributors of hardwood lumber and sheet goods in North America.  

We are larger than most of our suppliers, customers, and direct competitors.  The hardwood 

distribution industry is highly fragmented.  While there are a number of hardwood distributors 

that operate from multiple locations, most are small, privately held companies serving discrete 

local markets.   

 

As shown in the map above, we operate 27 distribution centres organized into nine regions, 

providing geographic coverage in 14 states and 5 provinces across the US and Canada.  To 

maximize inventory management, we operate utilizing a hub-and-spoke distribution system.  Our 
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major hub distribution centres hold the bulk of our inventory, and make regular truck transfers to 

replenish stock in satellite distribution centres that are located in smaller markets.  We operate 

using a low capital expenditure model.  We lease all of our facilities, utilize third party freight 

providers for all our product shipping needs, and focus strictly on wholesale distribution.     

The North American economy is currently experiencing a significant economic downturn, 

particularly in housing and construction, which are key markets for the hardwoods products that 

we distribute.  This reduction in hardwood demand has reduced our sales and financial 

performance.  However current levels of housing and construction activity in North America are  

low relative to expected longer term population and housing trends, and we believe that when a 

sustained economic recovery takes hold prospects for our industry are attractive. 
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To Our Unitholders   

The first quarter of 2010 brought encouraging developments with signs of a stabilization in 

demand, stronger hardwood prices and improving EBITDA and Distributable Cash results for the 

Fund.  

Although our sales were down by 9.2% in the first quarter, this reflects a 10.6% decrease due to 

the negative impact of a stronger Canadian dollar on translation of our US sales for reporting 

purposes.  Our underlying sales actually increased by 1.4% in the three months ended March 31, 

2010, compared to the same period last year.  The improvement in our sales results was more 

evident on a sequential quarterly basis, with first quarter sales up 16.6% compared to the fourth 

quarter of 2009.  

Based on these results, we believe that hardwood demand is beginning to benefit from the 

stabilizing trend that has been underway in the residential construction market since mid 2009. 

Housing starts initiated in the second half of 2009 have now reached the phase where cabinets, 

flooring, furniture and other hardwood-related products are used, and this is helping to firm up 

demand for our products. Our sales results also benefited from higher hardwood lumber prices, 

which were up 8.7% compared to Q1 2009. 

While these are encouraging developments, it is important to note that the hardwood market, the 

US residential construction market, and the broader North American economy all remain fragile. 

According to the US Census Bureau, the seasonally adjusted annual rate of US residential 

construction starts amounted to just 626,000 starts in the first quarter.  While that was higher than 

in the same period last year, it is still a very low level by historical standards.  Meanwhile a full 

complement of hardwood competitors continued to pursue available opportunities, putting 

pressure on pricing and gross profit margins. During the first quarter, our gross margin 

percentage slipped to 17.8%, slightly below our target range of 18% to 19%.  

In response to these pressures, we maintained our strict focus on defending and building market 

share. During the first quarter, we continued to offer incentive programs that reward our sales 

force for identifying and winning new customer accounts and for implementing new product 

programs that produce sustained sales. We also maintained our focus on promising niche 

products that we can bring to market in innovative ways, such as our line of Hardwoods 

Greenbelt
TM

 products. 
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While working to support sales, we also continued to reduce our costs of doing business. Sales 

and administrative expense fell by 14.3% in the first quarter, reflecting the benefits of last yearôs 

branch rationalizations, as well as a positive foreign exchange impact on costs at our US 

operations and a one-time S&A expense recovery.  Our reduced cost base, together with 

improvements in our underlying sales, helped us achieve positive bottom-line results, with first 

quarter EBITDA increasing by 27.6% and Distributable Cash improving by 36.5% compared to 

the first quarter of 2009. 

Overall, we are encouraged by the gains made in the first quarter, but we remain cautious in our 

expectations for the balance of 2010. Increasing mortgage rates, the expiry of US homebuyers tax 

credits, and a large ñshadow inventoryò of homes in early stages of mortgage payment 

delinquency or bank foreclosure could all serve to slow the rate of recovery in the US residential 

construction market.  In Canada, mid-year implementation of the Harmonized Sales Tax (HST) 

will make home buying more expensive in Ontario and British Columbia and could have a 

negative impact on Canadian construction activity. 

Careful management of our business will remain a priority for us through 2010, with tight control 

of expenses, cash and working capital. We will also continue to ensure that our distribution 

network and expenditures are appropriately aligned with market conditions.  

Longer term, we recognize that current levels of housing and construction activity in North 

America are low relative to expected longer-term population and housing trends, and we believe 

that when a sustained economic recovery takes hold, prospects for our industry are attractive. 

Accordingly, we will continue to pursue strategies that strengthen our product and service 

offering and ensure we can participate fully in the eventual recovery.   

  

Maurice E. Paquette 

President and Chief Executive Officer 
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Managementôs Discussion and Analysis     May 7, 2010 

This managementôs discussion and analysis (ñMD&Aò) covers our unaudited interim 

consolidated financial statements as at and for the three month period ended March 31, 2010 

(ñInterim Financial Statementsò).  As well, it provides an update to the MD&A section contained 

in our 2009 Annual Report.  The information below should be read in conjunction with the 

Interim Financial Statements,  and the audited consolidated financial statements and 

accompanying notes of Hardwoods Distribution Income Fund (the ñFundò) for the years ended 

December 31, 2009 and 2008.  Results are reported in Canadian dollars unless otherwise stated, 

and have been prepared in accordance with Canadian generally accepted accounting principles 

(ñGAAPò).  For additional information, readers should also refer to our Annual Information 

Form and other information filed on www.sedar.com.   

This MD&A includes the following sections: 

1.0  Background 

  1.1 About the Fund 

  1.2 About Our Business and Industry 

2.0  Overview and Outlook 

3.0 Results of Operations  

  Three Month Periods Ended March 31, 2010 and March 31, 2009 

4.0 Liquidity and Capital Resources 

 4.1  Distributable Cash and Cash Distributions 

 4.2 Standardized Distributable Cash and Cash Distributions 

 4.3  Working Capital 

 4.4 Capital Expenditures and Productive Capacity 

 4.5 Utilization of Distributable Cash 

 4.6 Revolving Credit Facilities and Debt Management Strategy 

 4.7 Contractual Obligations  

 4.8 Off-Balance Sheet Arrangements 

5.0 Related Party Transactions 

6.0 Critical Accounting Estimates and Adoption of Changes in Accounting Policies 

 6.1 Critical Accounting Estimates 

 6.2 Adoption of New Accounting Standards 

7.0 Risks and Uncertainties 

8.0 Internal Control Over Financial Reporting 

9.0 Quarterly Financial Information 

Certain statements in this MD&A contain forward-looking information within the meaning of 

applicable securities laws in Canada (ñforward-looking informationò). The words ñanticipatesò, 

ñbelievesò, ñbudgetsò, ñcouldò, ñestimatesò, ñexpectsò, ñforecastsò, ñintendsò, ñmayò, ñmightò, 

ñplansò, ñprojectsò, ñscheduleò, ñshouldò, ñwillò, ñwouldò and similar expressions are often 

intended to identify forward-looking information, although not all forward-looking information 

contains these identifying words.  

http://www.sedar.com/
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The forward-looking information in this MD&A includes, but is not limited to: our belief that 

when a sustained economic recovery takes hold prospects for our industry are attractive; our 

belief that demand and prices for hardwoods products began to improve in the first three months 

of 2010, driven in part by continued stabilization of the residential construction market, and that 

our sales results benefited from the improvement in market conditions; that our outlook remains 

cautious; our belief that US economic conditions are fragile, unemployment is high and the 

inventory of unsold new and used houses in the US remains near historically high levels; our 

caution that many economists predict that the recent encouraging signs in the residential 

construction market could be tempered by higher mortgage rates, the recent expiry of the US 

governmentôs home-buyers tax credit and the shadow inventory of US homes in early stages of 

mortgage payment delinquency and bank foreclosure; our belief that in Canada, implementation 

of the Harmonized Sales Tax (HST) by mid-year will also make home buying more expensive in 

Ontario and British Columbia and could have a negative impact on Canadian construction 

activity; our belief that our risk of bad debt also remains elevated with many customers feeling 

the effects of the prolonged downturn; our anticipation that 2010 will bring a slow and uneven 

market recovery, and that a more sustainable and robust market recovery will not occur prior to 

2011; our intention that tightly managing cash and working capital will remain a key focus in 

2010, and that we will continue to ensure that our distribution network and expenditures are 

appropriately aligned with market conditions;  our intention to remain proactive on the 

marketing front with continued sales force motivation and further investment in strategic 

product lines; our intention to continue to prepare for a management transition in 2010, with 

President and CEO, Maurice Paquette planning to retire following a 36-year career with 

Hardwoods and its predecessor companies; and, our planned debt management strategy. 

The forecasts and projections that make up the forward-looking information are based on 

assumptions which include, but are not limited to: there are no material exchange rate 

fluctuations between the Canadian and US dollar that affect our performance; the general state of 

the economy does not worsen; we do not lose any key personnel; there are no decreases in the 

supply of, demand for, or market values of hardwood lumber or sheet goods that harm our 

business; we do not incur material losses related to credit provided to our customers; our 

products are not subjected to negative trade outcomes; we are able to sustain our level of sales 

and EBITDA margins; we are able to grow our business long term and to manage our growth; 

there is no new competition in our markets that leads to reduced revenues and profitability; we 

do not become subject to more stringent regulations; importation of products manufactured with 

hardwood lumber or sheet goods does not increase and replace products manufactured in North 
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America; our management information systems upon which we are dependent are not impaired; 

our insurance is sufficient to cover losses that may occur as a result of our operations; and, the 

financial condition and results of operations of our business upon which we are dependent is not 

impaired.  

The forward-looking information is subject to risks, uncertainties and other factors that could 

cause actual results to differ materially from historical results or results anticipated by the 

forward-looking information. The factors which could cause results to differ from current 

expectations include, but are not limited to:  exchange rate fluctuations between the Canadian 

and US dollar could affect our performance; our results are dependent upon the general state of 

the economy; we depend on key personnel, the loss of which could harm our business; decreases 

in the supply of, demand for, or market values of hardwood lumber or sheet goods could harm 

our business; we may incur losses related to credit provided to our customers; our products may 

be subject to negative trade outcomes; we may not be able to sustain our level of sales or 

EBITDA margins; we may be unable to grow our business long term to manage any growth; 

competition in our markets may lead to reduced revenues and profitability; we may become 

subject to more stringent regulations; importation of products manufactured with hardwood 

lumber or sheet goods may increase, and replace products manufactured in North America; we 

are dependent upon our management information systems; our insurance may be insufficient to 

cover losses that may occur as a result of our operations; we are dependent upon the financial 

condition and results of operations of our business; our credit facilities affect our liquidity, 

contain restrictions on our ability to borrow funds, and impose restrictions on distributions that 

can be made by our operating limited partnerships; our future growth may be restricted by the 

payout of substantially all of our operating cash flow; and, other risks described in our Annual 

Information Form and this MD&A.  

All forward-looking information in this MD&A is qualified in its entirety by this cautionary 

statement and, except as may be required by law, we undertake no obligation to revise or update 

any forward-looking information as a result of new information, future events or otherwise after 

the date hereof. 

In this MD&A, references to ñEBITDAò are to earnings before interest, income taxes, 

depreciation and amortization, unrealized foreign currency gains and losses, goodwill and other 

intangible assets impairments, and the non-controlling interest in earnings. In addition to net 

income or loss, EBITDA is a useful supplemental measure of performance and cash available for 




