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Cabinetry Demand Accelerating, Conditions Ripe for 

Further Improvement
TRG Takeaways/Opinion: Throughout 2020, cabinetry was one of the most challenged products despite the strength in housing and housing products, as more

time was spent in homes and people were eating in (vs. eating out). Many homeowners did not want contractors in their homes due to social distancing, and 

kitchen and bath projects are more disruptive to daily life. Ironically, these factors were what sparked our view that kitchen and bath remodels would go into the 

“pent up” demand category, and be in greater demand as homeowners got more comfort in having contractors in their homes. We believe recent data points 

reflect this prediction playing out (KCMA data, FBHS, AMWD, NX reports/comments, as well as TRG channel checks). 

Recent data and perspectives – NX, AMWD, FBHS, and KCMA data:

▪ Quanex (NX, $27.68) North America Cabinets (NAC): Last three quarters showed solid YOY growth (+6%, +8%, +26%), after five quarters of YOY 

declines. This reflects the return to growth in semi-custom cabinetry, which NAC is primarily dependent upon. NX expects NAC to display 15% YOY growth 

in FY’21 (ending Oct), which points towards solid growth in the next couple of quarters.

▪ American Woodmark (AMWD, $84.88): In the most recent quarter (Q4’21 ending April), total sales +19% YOY. New construction grew 13%, R&R grew 

22%. Within R&R, HCs grew 25% and dealer/distributor grew 13%. AMWD expects sales in Q1’22 to be up mid/high-teens. 

▪ Fortune Brands (FBHS, $102.54): Sales +11% YOY in Q1’21, noting that demand was strong in all categories and this strength points to consumers’ 

willingness to undertake big-ticket R&R projects. 

▪ KCMA data (slide 4): Sales dipped dramatically in April/May 2020, down slightly in June 2020, but have been up on a YOY basis every month since that 

time, with double-digit growth in four of the past six months reported (Dec, Jan, Mar, Apr). In a reversal of trends, semi-custom and custom cabinetry have 

shown much stronger growth and re-gained some incremental share from stock. 

Macro context for home spending – positive:

▪ More time spent in homes permanently: Even as the economy re-opens, there is a higher level of WFH. We believe, generally, people spend money 

where they are and where they’re going to be. This has and will continue to drive homeowners to spend money on their homes.

▪ Rising home equity on rising home values: Home prices have moved higher, as a greater % of U.S. citizens want to own a home versus rent. There are 

not many homes for sale. Rising home values has caused a re-financing boom, putting more money in people’s pockets. Furthermore, rising prices and 

bidding wars are influencing homeowners to stay put versus move. All of these factors provide an incentive for homeowners to spend on upgrading homes, 

instead of moving. Kitchen and baths will get a large portion of these dollars, inevitably. 

▪ The consumer is strong and has more firepower leftover: Consumers are spending more, but savings rates are elevated and the CEO of Bank of 

America recently stated that they believe their consumers have only spent 30-35% of the last two rounds of their stimulus checks. This provides a positive 

outlook on future consumer spending.

TRG views on investing into this trend (slide 3):

▪ AMWD is the pure-play, and we believe for those who are patient and willing to look through the current inflationary pressures, that there is meaningful 

upside. FBHS is the strongest and broadest resi products manufacturer, and has meaningful sales and margin expansion opportunity in Cabinets. However, 

the bulk of profitability comes from higher margin segments. NX is least dependent upon cabinets, is the least meaningful lever to total company results. 
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Specific Stocks & How They May Be Impacted

TRG views on investing into this trend:

▪ Cabinets % of sales: AMWD ~100%, FHBS ~40%, NX 24-25%

▪ What they all have: All should benefit to a degree from increased cabinet demand, though NX is more focused on semi-custom demand. All have margin 

expansion opportunity, but there are differences in how they get there. 

AMWD – pure-play / HCs / margin upside: AMWD plays across the spectrum and derives just under half of sales from HCs, along with exposure to new 

construction. We like this combination. AMWD also just restructured their debt on highly favorable terms, which saves ~$12MM/year on interest expenses and 

authorized a $100MM buyback. Therefore, we believe there will be greater capital returns going forward.

▪ Near-term headwinds = inflation (but pricing) and demand exceeds sales (capex): Inflation has been and will remain a headwind for another couple of 

quarters, but was especially intense with incremental costs from the TX freeze impact. The TX impact is in the midst of moderating. Pricing is implemented 

in dealer/distribution and new construction, while negotiations are well underway with HCs and are expected to go into effect in Q1’22. Orders are exceeding 

shipments, despite the company raising production levels in their recent quarter. AMWD expects capex to be ~4% of FY’22 sales (ERP, automation, other 

capacity expansion projects). 

▪ Looking through = better margins and more free cash flow: Management still targets a long-term EBITDA margin of 14-15%, which we expect progress 

on due to operating leverage from strong volumes and pricing increases coming through on incremental sales. We also expect lower capex as a % of sales 

relative to FY’22 guide (FY’17-21 average = 2.5% of sales). Our estimates over the next two years reflect sales growth (+9%, +7% YOY), with margins 

slipping in FY’22 (-20 bps to 12.6%), but expanding in FY’23 (13.7%). 

▪ AMWD long-term outlook (to FY’26): Sales CAGR +6% to $2.3B, EBITDA +9% CAGR to $335MM, FCF +7% to $150MM.

▪ TRG Fair value range: We use ~8-9x EV/EBITDA on FY’23 EBITDA of $278MM, which implies PPS of $103-120 (upside of 23-42%).

FBHS – broad strength in products, channel, and end market: While Cabinets is largest segment by sales, it’s contribution to company profits is declining as 

FBHS has successfully grown the higher-margin segments through organic and acquisitive means. Multiple times, FBHS has proven their ability to improve the 

Cabinets segment and this is in the midst of playing out as sales and margins both improved on a YOY basis in both FY’19 (9.7%) and FY’20 (10.4%). We 

expect greater than 12% in the next two years. We expect the two higher-margin segments (Plumbing and Outdoor & Security) to continue their higher growth 

rate and drive an increasing % of total profits in the coming years, supported by new construction and R&R.   

▪ FBHS long-term outlook, Cabinets (FY’20-23): Sales CAGR +7-10%, EBIT margin ~14%.

▪ TRG Fair Value Range: We use ~21x our FY’22 EPS of $6.22, which implies PPS of $131-133 (upside of 29-31%).

NX – semi-custom dependent, but least impact to total earnings power: NX is least dependent on cabinets (lowest sales and lower EBITDA contribution), 

but is the segment with greatest potential for margin improvement. We expect NAC EBITDA margins to be in excess of 6% in FY’23 (expect total company 

EBITDA margin of 12.8% in FY’23). We expect strong housing demand to be intrinsically be accompanied by labor challenges, which could drive more 

manufacturers to outsource elements of their production, which would benefit NX.

▪ TRG Fair Value Range: We use 7-8x EV/EBITDA on FY’22 EBITDA of $139MM, which implies PPS of $29-33 (upside of 5-20%).



©2021 Thompson Research Group  |  thompsonresearchgroup.com  |  All rights reserved. Company confidential. 4

Key Tables: Cabinet Trends & Comments

Source: Company Filings; TRG Research

KCMA, Cabinet Types (Feb’20-Apr’21)

KCMA, All Cabinets (Feb’20-Apr’21)

*FBHS & AMWD sell at all points of spectrum

*Good for FBHS & AMWD as they participate

in all price points/categories

*Stock was strongest performer prior

to 2020 – good for FBHS/AMWD, negative for NX

*Semi-custom demand rebounding

strongly after being

*Positive for NX, who is focused on semi-custom 

Source: KCMA Data
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Analyst Certification:

The analyst(s) principally responsible for the preparation of this research report certify that the views expressed in this research report accurately reflect his/her (their) 
personal views about the subject security (ies) or issuer(s) and that his/her (their) compensation was not, is not, or will not be directly or indirectly related to the specific 
recommendations or views contained in this research report.

Analyst:

▪ The analyst does not serve as an officer, director, or advisory board member of the subject company.

▪ The analyst or a member of the analyst's household does not have a long position in shares or derivatives of the subject company.

▪ The analyst or a member of the analyst's household does not have a short position in shares or derivatives of the subject company.

TRG has not acted as an investment banker for the company(s) mentioned in this report in the past or will solicit in the future.

Receipt of Compensation:

The research analyst responsible for preparation of this report has not received any compensation from the subject company in the past 12 months. 

Thompson Research Group, LLC does not make markets in securities. The firm does not perform or seek to perform investment-banking services for these companies in 
the future. Analysts receive no direct compensation in connection with the firm’s investment banking business. All TRG employees, including the analyst(s) responsible for 
preparing this research report, may be eligible to receive non-product or service specific monetary bonus compensation that is based upon various factors, including total 
revenues of TRG and its affiliates as well as a portion of the proceeds from a broad pool of investment vehicles consisting of components of the compensation generated by 
directors, analysts or employees and may effect transactions in and have long or short positions in the securities (options or warrants with respect thereto) mentioned 
herein. 

Although the statements of fact in this report have been obtained from and are based upon recognized statistical services, issuer reports or communications, or other 
sources that the firm believes to be reliable, we cannot guarantee their accuracy. 

All opinions and estimates included constitute the analyst’s judgment as of the date of this report and are subject to change without notice. The firm may effect transactions 
as agent in the securities mentioned herein. 

This report is offered for information purposes only, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where 
such would be prohibited. 

Additional information available upon request.
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supporting the independent research industry. Certain personnel of TRG (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA member firm 
registered as a broker-dealer with the Securities and Exchange Commission and certain state securities regulators. As registered representatives and independent 
contractors of IRC Securities, such personnel may receive commissions paid to or shared with IRC Securities for transactions placed by TRG clients directly with IRC 
Securities or with securities firms that may share commissions with IRC Securities in accordance with applicable SEC and FINRA requirements.

Important Disclosures



©2021 Thompson Research Group  |  thompsonresearchgroup.com  |  All rights reserved. Company confidential. 6

As registered representatives of IRC Securities, our analysts must follow IRC Securities’ Written Supervisory Procedures. Notable compliance policies include (1) 

prohibition of insider trading or the facilitation thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4) appropriate use of electronic 

communications, amongst other compliance related policies.

TRG does not have the same conflicts that traditional sell-side research organizations have because TRG (1) does not conduct an investment banking activities and (2) our 

clients are only institutional investors.
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Additional Significant Risk Factors and Investment Considerations

The securities or trading strategies discussed in this report may not be suitable for some investors.  Investors must independently evaluate each issuer, security, or 

instrument discussed in this report and consult independent advisors where necessary.  

1. Past Performance is not indicative of future results.

2. Market Risk:  Securities may decline in value due to factors affecting securities markets generally or particular industries. The value of a security may be worth less than 

the original investment.

3. Concentration risk:  Investing a substantial portion of assets in securities within a single industry or sector of the economy may be subject to greater price volatility or 

adversely affected by the performance of securities in that particular sector or industry.

4. Leverage Risk:  Fluctuations in interest rates on borrowings or the dividend rates on preferred shares as a result of changes in short-term interest rates may reduce the 

return to common shareholders or result in fluctuations in the dividends paid on the common shares.  There is no assurance that a leverage strategy will be successful.

5. Foreign Investment Risk:  Investment in foreign securities (both governmental and corporate) may involve a high degree of risk.  In regards to debt securities, such risks 

may impair the timely payment of principal and/or interest.

6. Short selling involves an inordinate amount of risk including the theoretical potential for unlimited losses and losses that can greatly exceed the principal amount 

invested.  In contrast, the potential gain from short selling is generally limited to the principal amount invested.  Short sellers can have their stock called away by the lender 

of the shares shorted, subjecting the short seller to incremental risk.  Short sellers by definition must borrow shares, subjecting short sellers to margin risk.  The risks cited 

here with respect to short selling are not all inclusive and investors should consult with their independent advisors prior to engaging in any recommended short selling 

strategies, including, if applicable, the short sale recommended in this report.

The risks detailed above are not inclusive.  Other significant risk factors not identified here may be equally or more important to any particular investor in terms of assessing 

the overall risks associated with these securities.  

The information contained herein is illustrative and is not intended to predict actual results, which may differ substantially from those reflected herein.  

Investors should consider this report as only a single factor in making their investment decision.
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