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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended July 31, 2009

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from                  to                 

Commission file number 000-14798

American Woodmark Corporation
(Exact name of registrant as specified in its charter)

Virginia 54-1138147
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)

3102 Shawnee Drive, Winchester, Virginia 22601
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(Address of principal executive offices) (Zip Code)

(540) 665-9100

(Registrant’s telephone number, including area code)

Not Applicable

(Former name, former address and former fiscal year, if changed

since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes  x No  ¨

     Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes  ¨ No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer   x
Non-accelerated filer ¨ (Do not check if a smaller reporting company.) Smaller reporting company   ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨     No   x

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable date.

     As of August 26, 2009, 14,132,637 shares of the Registrant’s Common Stock were outstanding.
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PART I.    FINANCIAL INFORMATION

Item 1.
AMERICAN WOODMARK CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

(Unaudited)

July 31,
2009

April 30,
2009

ASSETS
Current Assets
Cash and cash equivalents $ 72,754 $ 82,821
Customer receivables, net 26,426 26,944
Inventories 27,610 32,684
Prepaid expenses and other 5,497 1,789
Deferred income taxes 6,472 9,300

Total Current Assets 138,759 153,538
Property, plant, and equipment, net 128,018 132,928
Promotional displays, net 11,516 12,793
Deferred income taxes 6,445 1,393
Other assets 4,375 3,085

$ 289,113 $ 303,737

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities
Accounts payable $ 11,181 $ 15,070
Accrued compensation and related expenses 16,200 24,909
Current maturities of long-term debt 862 859
Accrued marketing expenses 10,033 7,080
Other accrued expenses 8,994 10,249

Total Current Liabilities 47,270 58,167

Long-term debt, less current maturities 26,326 26,475
Defined benefit pension and postretirement benefits liabilities 13,988 12,900
Other long-term liabilities 3,554 2,513

Shareholders’ Equity
Preferred Stock, $1.00 par value; 2,000,000 shares authorized, none issued —  —  
Common Stock, no par value; 40,000,000 shares authorized; issued and outstanding
14,132,637 at July 31, 2009; 14,094,449 at April 30, 2009 83,888 82,293
Retained earnings 128,567 136,074
Accumulated other comprehensive loss
Defined benefit pension and postretirement plans (14,480) (14,685)

Total Shareholders’ Equity 197,975 203,682

$ 289,113 $ 303,737
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See accompanying notes to condensed consolidated financial statements
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AMERICAN WOODMARK CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except share data)

(Unaudited)

Quarter Ended

July 31
2009 2008

Net sales $ 100,835 $ 139,153
Cost of sales and distribution 89,001 117,093

Gross Profit 11,834 22,060
Selling and marketing expenses 13,349 15,568
General and administrative expenses 6,227 6,542
Restructuring charges 2,554 —

Operating Loss (10,296) (50)
Interest expense 169 183
Other income (215) (444)

Income (Loss) Before Income Taxes (10,250) 211
Income tax expense (benefit) (3,844) 55

Net Income (Loss) $ (6,406) $ 156

Net Income (Loss) Per  Share
Weighted average shares outstanding
Basic 14,113,627 14,069,603
Diluted 14,113,627 14,099,805
Net income (loss) per share
Basic $ (0.45) $ 0.01
Diluted $ (0.45) $ 0.01

Cash dividends per share $ 0.09 $ 0.09

See accompanying notes to condensed consolidated financial statements

4

Edgar Filing: AMERICAN WOODMARK CORP - Form 10-Q

Table of Contents 6



Table of Contents

AMERICAN WOODMARK CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(Unaudited)

Quarter Ended
July 31

2009 2008
Operating Activities
Net income (loss) $ (6,406) $ 156
Adjustments to reconcile net income (loss) to net cash provided/(used) by operating activities:
Depreciation and amortization 8,728 8,609
Net loss on disposal of property, plant, and equipment 72 99
Stock based compensation expense 1,116 1,198
Deferred income taxes (2,475) (1,246)
Tax benefit/deficit from stock-based compensation (118) 120
Other non-cash items (979) (560)
Changes in operating assets and liabilities:
Customer receivables 887 (3,299)
Inventories 5,524 3,445
Prepaid expenses and other current assets (3,672) 959
Accounts payable (3,889) (1,198)
Accrued compensation and related expenses (8,732) (229)
Other accrued expenses 1,933 3,048
Other 1,293 (485)

Net Cash Provided/(Used) by Operating Activities (6,718) 10,617

Investing Activities
Payments to acquire property, plant, and equipment (1,002) (1,594)
Proceeds from sales of property, plant, and equipment 30 64
Investment in promotional displays (1,389) (1,703)

Net Cash Used by Investing Activities (2,361) (3,233)

Financing Activities
Payments of long-term debt (146) (158)
Proceeds from issuance of common stock 310 35
Repurchases of common stock — (2,377)
Payment of dividends (1,270) (1,266)
Tax benefit/deficit from stock-based compensation 118 (120)

Net Cash Used by Financing Activities (988) (3,886)
Net Increase/(Decrease) In Cash And Cash Equivalents (10,067) 3,498
Cash And Cash Equivalents, Beginning of Period 82,821 56,932

Cash And Cash Equivalents, End of Period $ 72,754 $ 60,430

See accompanying notes to condensed consolidated financial statements
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AMERICAN WOODMARK CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE A--BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly,
they do not include all of the information and footnotes required by U.S. generally accepted accounting principles for complete consolidated
financial statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair
presentation have been included. Operating results for the three-month period ended July 31, 2009 are not necessarily indicative of the results
that may be expected for the year ending April 30, 2010. The unaudited condensed consolidated financial statements should be read in
conjunction with the audited consolidated financial statements and footnotes thereto incorporated by reference in the Company's Annual Report
on Form 10-K for the year ended April 30, 2009. The Company has evaluated subsequent events for potential recognition and/or disclosure
through September 1, 2009, the date the condensed consolidated financial statements included in this quarterly report on Form 10-Q were filed
with the SEC.

NOTE B--NEW ACCOUNTING PRONOUNCEMENTS

In February 2008, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards (SFAS) No. 157-2,
“Effective Date of FASB Statement No. 157,” (SFAS157-2). This FSP permitted a delay in the effective date of SFAS 157 to fiscal years
beginning after November 2009 for non-financial assets and non-financial liabilities, except for items that are recognized or disclosed at fair
value on the financial statements on a recurring basis (at least annually). SFAS 157 for financial assets and financial liabilities was adopted May
1, 2009. There is currently no impact of the provision of SFAS 157 on the Company’s results of operations or its financial position; however, the
adoption of SFAS 157 resulted in the expanded disclosure within the Notes to Condensed Consolidated Financial Statements.

In December 2007, the FASB issued SFAS No. 141, “Business Combinations,” (SFAS 141) (revised 2007) “SFAS 141R” and SFAS No. 160,
“Noncontrolling Interests in Consolidated Financial Statements” (SFAS 160), an amendment of ARB No. 51. SFAS 141R requires the acquiring
entity in a business combination to recognize the assets acquired and liabilities assumed. Further, SFAS 141R also changes the accounting for
acquired in-process research and development assets, contingent consideration, partial acquisitions and transaction costs. Under SFAS 160, all
entities are required to report noncontrolling (minority) interests in subsidiaries as equity in the consolidated financial statements. In addition,
transactions between an entity and noncontrolling interests will be treated as equity transactions. SFAS 141R and SFAS 160 were adopted May
1, 2009. There is currently no impact of the provisions of SFAS 141R and SFAS 160 on the Company’s results of operations or its financial
position.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities” (SFAS 161), an amendment
to FASB Statement No. 133. SFAS 161 is intended to improve financial reporting by requiring enhanced disclosures for derivative instruments
and hedging activities to enable investors to better understand how derivative instruments are accounted for under SFAS No. 133, “Accounting
for Derivative Instruments and Hedging Activities” (SFAS 133) and their effects on an entity’s financial position, financial performance and cash
flows. SFAS 161 was adopted May 1, 2009. There is currently no impact of the provisions of SFAS 161 on the Company’s results of operations
or its financial position.

In December 2008, the FASB issued FSP SFAS No. 132R-1, “Employers’ Disclosure about Postretirement Benefit Plan Assets,” (SFAS 132R-1).
FSP SFAS 132R-1 requires companies to disclose how pension plan asset investment allocations are made, the major categories of the plan
assets, the inputs and valuation techniques used to measure the fair value of plan assets and significant concentrations of risk within plan assets.
FSP SFAS 132R-1 is effective for financial statements issued for fiscal years ending after December 15, 2009. The adoption of FSP SFAS
132R-1 is not expected to have a significant impact on the Company’s results of operations or its financial position.

NOTE C--COMPREHENSIVE INCOME

The Company’s comprehensive income (loss) was $(6.7) million and $0.2 million for the quarters ended July 31, 2009 and 2008, respectively.
Comprehensive income differs from net income due to the changes in the Company’s pension and postretirement benefits liability.
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NOTE D—EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share:

Quarter Ended

July 31
(in thousands, except per share amounts) 2009 2008
Numerator used for both basic and diluted earnings per share:
Net income (loss) $ (6,406) $ 156
Denominator:
Denominator for basic earnings per share-weighted average shares 14,114 14,070
Effect of dilutive securities:
Stock options — 30

Denominator for diluted earnings per share-weighted average shares and assumed conversions 14,114 14,100

Net income (loss) per share
Basic $ (0.45) $ 0.01
Diluted $ (0.45) $ 0.01

Dilutive securities have not been considered in the calculation of net income (loss) per share for the quarter ended July
31, 2009, as the effect would be anti-dilutive.

NOTE E--STOCK-BASED COMPENSATION

The Company has various stock compensation plans. During the quarter ended July 31, 2009, the Board of Directors of the Company approved
grants of non-statutory stock options and performance based restricted stock units to key employees. The non-statutory stock options totaled
120,000 shares of the Company’s common stock with a weighted average exercise price of $24.73 per share. The options vest evenly over a
three-year period and have a ten-year contractual term. The performance based restricted stock units totaled 175,250 units which entitle the
recipients to receive one share of the Company’s common stock per unit granted if certain service and performance conditions are met.

Total compensation expense related to stock-based awards during the quarters ended July 31, 2009 and 2008 was $1.1 million and $1.2 million,
respectively. For the quarters ended July 31, 2009 and 2008, stock-based compensation expense was allocated as follows:

Quarter Ended

July 31

(in thousands) 2009 2008
Cost of sales and distribution $ 211 $ 276
Selling and marketing expenses 241 299
General and administrative expenses 664 623

Stock-based compensation expense, before income taxes $ 1,116 $ 1,198
Less:
Income tax benefit 425 467

Total stock-based compensation expense, net of taxes $ 691 $ 731
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NOTE F—CUSTOMER RECEIVABLES

The components of customer receivables were:

(in thousands)
July 31,

2009
April 30,

2009
Gross customer receivables $ 28,785 $ 29,672
Less:
Allowance for doubtful accounts (721) (536)
Allowances for returns and discounts (1,638) (2,192)

Net customer receivables $ 26,426 $ 26,944

NOTE G—INVENTORIES

The components of inventories were:

(in thousands)
July 31,

2009
April 30,

2009
Raw materials $ 9,043 $ 11,012
Work-in-process 21,586 22,961
Finished goods 7,106 8,853

Total FIFO inventories $ 37,735 $ 42,826
Reserve to adjust inventories to LIFO value (10,125) (10,142)

Total LIFO inventories $ 27,610 $ 32,684

For the three-month periods ended July 31, 2009 and 2008, after tax earnings were increased by $52,000 and $43,000, respectively, as a result of
liquidation of LIFO-based inventories. An actual valuation of inventory under the LIFO method is made only at the end of each year based on
the inventory levels and costs at that time. Accordingly, interim LIFO calculations are based on management’s estimates of expected year-end
inventory levels and costs. Since these items are estimated, interim results are subject to the final year-end LIFO inventory valuation.

NOTE H--PRODUCT WARRANTY

The Company estimates outstanding warranty costs based on the historical relationship between warranty claims and revenues. The warranty
accrual is reviewed monthly to verify that it properly reflects the remaining obligation based on the anticipated expenditures over the balance of
the obligation period. Adjustments are made when actual warranty claim experience differs from estimates. Warranty claims are generally made
within three months of the original shipment date.

The following is a reconciliation of the Company’s warranty liability:

Quarter Ended
July 31,

(in thousands) 2009 2008
Beginning balance at May 1 $ 2,048 $ 2,428
Accrual 896 2,308
Settlements (1,655) (2,415)

Ending balance at July 31 $ 1,289 $ 2,321
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NOTE I—CASH FLOW

Supplemental disclosures of cash flow information:

Quarter Ended
July 31,

(in thousands) 2009 2008
Cash paid during the period for:
Interest $ 117 $ 157
Income taxes $ 2,281 $ —  

NOTE J--PENSION BENEFITS

Net periodic pension cost consisted of the following for the three months ended July 31, 2009 and 2008:

Quarter Ended

July 31
(in thousands) 2009 2008
Service cost $ 830 $ 1,107
Interest cost 1,405 1,333
Expected return on plan assets (1,320) (1,531)
Amortization of net loss 314 78
Amortization of prior service cost 22 32

Net pension cost $ 1,251 $ 1,019

Employer Contributions

Under the requirements of the Pension Protection Act of 2006, the Company is not required to make a mandatory contribution to the pension
plans during fiscal 2010. Accordingly, no contributions were made to these plans during the three months ended July 31, 2009. The Company
has not yet determined if it will make a voluntary contribution during fiscal 2010.

NOTE K – RESTRUCTURING CHARGES

In the fourth quarter of fiscal 2009, the Company announced a restructuring plan that committed to the closing of two of the Company’s
manufacturing plants, which are located in Berryville, Virginia, and Moorefield, West Virginia, and suspending operations in a third
manufacturing plant located in Tahlequah, Oklahoma by August 2009. This initiative impacted approximately 600 employees. The continuing
housing slump led to the decision to reduce production capacity. These initiatives are intended to increase the Company’s utilization rates and
decrease overhead costs within the Company’s manufacturing operations. In addition to these initiatives, the Company made other staffing
reductions during the fourth quarter of fiscal 2009. The Company expects to incur total pre-tax exit costs of $16.5 million related to this
shut-down initiative and staffing reductions, including severance and separation costs of $8.4 million, pension curtailments of $0.1 million, and
$8.0 million for equipment, inventory, and facilities-related expenses. During fiscal 2009, the Company recognized $9.7 million of these costs as
restructuring charges. During the three months ended July 31, 2009, the Company recognized $1.9 million of severance and separation costs and
$0.6 million relating to equipment, inventory, and facilities-related expenses as restructuring charges. Except for property-related charges that
may still result if the company decides to sell one of its manufacturing facilities, the majority of the remaining restructuring charges pertaining to
these actions have been realized at July 31, 2009.

A reserve for restructuring charges in the amount of $2.4 million, relating primarily to employee termination costs, is included in the Company’s
consolidated balance sheet in accrued compensation and related expenses as of July 31, 2009.
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The following is a summary of the restructuring reserve balance as of July 31, 2009:

2009 RESTRUCTURING PLAN

(in thousands)
Restructuring reserve balance as of April 30, 2009 $ 5,140
Additions 1,528
Payments (4,232)
Reserve balance as of July 31, 2009 $ 2,436

The Company had previously closed a manufacturing plant located in Minnesota during fiscal 2008. This plant is being marketed for sale by the
Company and the plant’s net book value of $1.4 million, which the Company believes is fully recoverable, is included in Other Assets at July 31,
2009 and April 30, 2009.

NOTE L—FAIR VALUE MEASUREMENTS

On May 1, 2008, the Company adopted SFAS No. 157, “Fair Value Measurements,” (SFAS 157). SFAS 157 established a three-level valuation
hierarchy for disclosure of fair value measurement. The levels are described below:  

Level 1 — This level is defined as quoted prices in active markets for identical assets or liabilities. The Company’s cash
equivalents are invested in money market funds that are either insured by the US Treasury, or invested in United
States Treasury instruments. The Company’s mutual fund investment assets and liabilities represent contributions made
and invested on behalf of the Company’s named executive officers as a supplementary employee retirement plan.

Level 2 — This level is defined as observable inputs other than Level 1 prices such as quoted prices for similar assets or
liabilities; quoted prices in markets that are not active; or other inputs that are observable or can corroborated by
observable market data for substantially the full term of the assets or liabilities. The Company has no level 2 assets or
liabilities. 

Level 3 — This level is defined as unobservable inputs that are supported by little or no market activity and that are significant to
the fair value of the assets or liabilities. The Company has no level 3 assets or liabilities.

 As of the date indicated, the following table summarizes the fair values of assets and liabilities that are recorded in the Company’s condensed
consolidated financial statements at fair value on a recurring basis (in thousands):

Fair Value Measurements
As of July 31, 2009

Level 1 Level 2
Level

3
ASSETS:
Money market funds $ 72,186 $ — $ —
Mutual funds 1,258 — —
        Total assets at fair value $ 73,444 — —
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The carrying amounts of the Company’s cash and cash equivalents, customer receivables, accounts payable, and
long-term debt approximate fair value.

NOTE M --DEBT

The Company amended its primary credit facility in June 2009.  The amended facility maintained the Company’s $10 million term loan that
expires in December 2012 and amended the Company’s $25 million revolving line of credit. The amended line of credit is now secured by the
Company's inventories and receivables and expires in December 2011. The amended credit facility also requires the Company to maintain a
minimum of $35 million in cash on hand and contains certain other limitations on the Company's ability to increase its dividend and repurchase
its common stock. There was no gain or loss realized in amending the Company’s primary credit facility.
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NOTE N--OTHER INFORMATION

The Company is involved in suits and claims in the normal course of business, including product liability and general liability claims, in addition
to claims pending before the EEOC. On at least a quarterly basis, the Company consults with its legal counsel to ascertain the reasonable
likelihood that such claims may result in a loss. As required by SFAS No. 5, “Accounting for Contingencies,” (SFAS 5), the Company categorizes
the various suits and claims into three categories according to their likelihood for resulting in potential loss; those that are probable (i.e., more
likely than not), those that are reasonably possible, and those that are deemed to be remote. The Company accounts for these loss contingencies
in accordance with SFAS 5. Where losses are deemed to be probable and estimable, accruals are made. Where losses are deemed to be
reasonably possible or remote, a range of loss estimates is determined. Where no loss estimate range can be made, the Company and its counsel
perform a worst case estimate. In determining these loss range estimates, the Company considers known values of similar claims and
consultation with independent counsel.

The Company believes that the aggregate range of loss stemming from the various suits and asserted and unasserted claims which were deemed
to be either probable or reasonably possible were not material as of July 31, 2009.

NOTE O--SUBSEQUENT EVENTS

On August 27, 2009, the Board of Directors approved a $.09 per share cash dividend on its common stock. The cash dividend will be paid on
September 28, 2009, to shareholders of record on September 14, 2009.

On August 27, 2009, the Company’s Board of Directors approved the amendment and restatement of the Company’s Bylaws effective of that date
to decrease the size of its board of directors from ten to eight, as a result of Mr. Gosa and Mr. McKane not standing for re-election. This change
is contained in Article I, Section 2, of the Company’s Bylaws which are attached as an exhibit to this Form 10-Q.

On August 27, 2009, the Company’s Board of Directors amended the Company’s 2006 Non-Employee Director’s Equity
Ownership Plan to enable directors to receive awards of restricted stock units. The Board of Directors also approved
awards of 2,500 restricted stock unit awards to each non-employee director.  Each award is subject to service-based
vesting conditions. The awards become fully vested if the directors remain as members of the Company’s Board of
Directors from the grant date through August 15, 2011.
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Item 2.
Management’s Discussion and Analysis of Financial Condition

and Results of Operations

The following discussion should be read in conjunction with our unaudited condensed consolidated financial statements and the related notes to
the condensed consolidated financial statements, both of which are included in Part I, Item 1 of this report. The Company’s critical accounting
policies are included in the Company’s 2009 Annual Report, which was filed as an exhibit to the Company’s Annual Report on Form 10-K for the
year ended April 30, 2009.

Forward-Looking Statements

This report contains statements concerning the Company’s expectations, plans, objectives, future financial performance, and other statements that
are not historical facts. These statements are “forward-looking statements” within the meaning of the Private Securities Litigation Reform Act of
1995. In most cases, the reader can identify these forward-looking statements by words such as “anticipate,” “estimate,” “forecast,” “expect,” “believe,”
“should,” “could,” “plan,” “may” or other similar words. Forward-looking statements contained in this Management’s Discussion and Analysis are based
on current expectations and our actual results may differ materially from those projected in any forward-looking statements. In addition, the
Company participates in an industry that is subject to rapidly changing conditions and there are numerous factors that could cause the Company
to experience a decline in sales and/or earnings. These include (1) overall industry demand at reduced levels, (2) economic weakness in a
specific channel of distribution, (3) the loss of sales from specific customers due to their loss of market share, bankruptcy or switching to a
competitor, (4) a sudden and significant rise in basic raw material costs, (5) a dramatic increase to the cost of diesel fuel and/or transportation
related services, (6) the need to respond to price or product initiatives launched by a competitor, (7) the Company’s ability to successfully
implement initiatives related to increasing market share, new products, maintaining and increasing its sales force and new product displays, and
(8) sales growth at a rate that outpaces the Company’s ability to install new capacity. Additional information concerning the factors that could
cause actual results to differ materially from those in forward-looking statements is contained in this report and also in the Company's Annual
Report on Form 10-K for the fiscal year ended April 30, 2009, including Item 1A, "Risk Factors" and Item 7A, "Quantitative and Qualitative
Disclosures about Market Risk," as well as the Company’s 2009 Annual Report, including under the headings "Forward-Looking Statements,"
"Market Risks," and "Outlook for Fiscal 2010" in Management's Discussion and Analysis. While the Company believes that these risks are
manageable and will not adversely impact the long-term performance of the Company, these risks could, under certain circumstances, have a
materially adverse impact on its operating results and financial condition.

Overview

American Woodmark Corporation manufactures and distributes kitchen cabinets and vanities for the remodeling and new home construction
markets. Its products are sold on a national basis directly to home centers, major builders and home manufacturers, and through a network of
independent dealers and distributors. At July 31, 2009, the Company operated 11 manufacturing facilities and 9 service centers across the
country.

The three-month period ended July 31, 2009 was the Company’s first quarter of its fiscal year that ends on April 30, 2010 (fiscal 2010). During
the first quarter of fiscal 2010, the Company experienced a continuation of difficult housing market conditions that began during the Company’s
2007 fiscal year. In new construction, total housing starts were down 48% through July 2009 on a calendar year-to-date basis. In remodeling,
calendar year-to-date sales of existing homes were down only 4%, but the gross private domestic investment in residential property as supplied
by the Bureau of Economic Analysis declined by over 30% during the first half of calendar 2009. The Company believes that its remodeling
sales decline was roughly in line with that of the market during the first quarter of fiscal 2010, while its decline in new construction sales was
less than the market’s decline.

The Company believes the current housing environment continues to be adversely impacted by the combined impacts of inventory overhang,
falling home prices, and the continued credit crunch. The Company believes these factors, and their associated media coverage, have contributed
to a reduced ability and desire for buyers to obtain mortgage financing. The Company expects the short-term outlook for the housing economy
will remain uncertain until the credit crunch is resolved and housing prices have stabilized.
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Despite the present housing market downturn, the Company believes that the long-term fundamentals for the American housing industry
continue to remain positive, based upon continued population growth, relatively low interest rates, and other favorable demographic trends.
Based upon this belief, the Company has continued to invest in improving its operations and its capabilities to best service its customers. The
Company remains focused on continuing to gain market share and has continued to invest in developing and launching new products while
maintaining its product displays and related marketing collateral deployed with new customers in its new construction channel.
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The Company believes that it continued to gain market share throughout fiscal 2009 and during the first quarter of fiscal 2010. The Company’s
remodeling and new construction sales each declined by more than 20% during the first three months of fiscal 2010 as compared with the
corresponding period of fiscal 2009, driven entirely by reduced market performance. The Company believes that the magnitude of its sales
declines was less than that of the overall market.

During fiscal 2009, the Company announced its intention to realign its manufacturing network by closing two of its oldest manufacturing plants
and suspending operations in a third. These initiatives were achieved during the first quarter of fiscal 2010.

The Company’s 11.7% gross margin rate for the first quarter of fiscal 2010 was well below the 15.9% gross margin generated in the first quarter
of fiscal 2009. The reduction in the Company’s gross margin rate was driven by inefficiencies in overhead and labor costs that were driven by
lower sales volumes, offset in part by lower fuel costs.

The Company regularly assesses its long-lived assets to determine if any impairment has occurred. Although the direction of the housing market
and its resultant impact upon the Company’s performance is not presently positive, the Company continues to believe that the long-term
fundamentals for the American housing industry, as discussed above, will support a growing and vibrant housing economy in the future. The
Company does not believe that its long-lived assets pertaining to its 11 manufacturing plants or any of its other long-lived assets were impaired
as of July 31, 2009.

In connection with its aforementioned manufacturing realignment, the Company expects that certain of the three manufacturing plants that have
ceased production may be held for sale if management commits to a plan of disposal. At July 31, 2009, the aggregate net book value of the three
plants which are scheduled to be permanently closed or suspended was $6.4 million. If these assets become held for sale, it is possible that an
asset impairment charge could be recorded at that time if their estimated fair value is determined to be less than net book value.

The Company recorded restructuring charges during the first quarter of fiscal 2010 in connection with its plant closure activity. The net of tax
impact of these charges was a loss of $1.
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