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There are forward-looking statements included iis tiocument. As forward-looking statements are ipte@ in nature,

they are subject to a number of risks and uncetigsrelating to Tenon, its operations, the marketsvhich it competes
and other factors (some of which are beyond thetrobf Tenon). As a result of the foregoing, attuesults and
conditions may differ materially from those expegssr implied by such statements. In particular drés operations and
results are significantly influenced by the levélaativity in the various sectors of the economiesvhich it competes.
Fluctuations in industrial output, commercial andsidential construction activity, changes in avhildy of capital,

declining housing turnover and pricing, declinirgyéls of repairs, remodelling and additions to &g homes in North
America, relative exchange rates, interest ratesath market, and profitability of customers, cavér a substantial
impact on Tenon's results of operations and finaincondition. Other risks include competitor protiuevelopment and
demand and pricing and customer concentration risk.

All references in this document to $ or “dollarsteareferences to United States dollars unless ottser stated.

Overview

2009 saw a continuation of extremely difficult ma@perating conditions for Tenon. As we
noted in our Interim Report, and as has been wigelylicised in the news media, these
market conditions (referCurrent Market Conditions discussion below) are quite
unprecedented in our industry. The cyclical decimehe US housing sector that initially
began in 2006-2007, followed a period of 3-4 yearsignificant growth that had pushed
house prices and housing starts to all time highg. subsequent decline from those highs
has been steep and dramatic, and unfortunatelgedxated by the impact of the global
credit crisis that took hold in the first half ofiofiscal 2009 year. Tighter access to credit,
rising unemployment, and the flow-on impact of #adactors into lower residential housing
investment, higher home foreclosures, lower hoasessvolumes and prices, and increased
housing inventory, emerged as new and further bkardbr the US housing sector to
overcome.

In the current tough operating environment we cdudde chosen to focus only on very
immediate operating metrics, such as current yaanimgs and cash flow. Whilst short-term
financial targets were certainly a key focus for we elected not to make those our sole
focus. We have also taken the opportunity at tiigtpin the cycle to lock in our leading
market position, by putting in place a series avgh initiatives designed to establish a
much higher earnings base for the Company for wherenter the recovery phase of this
cycle than we had when the down-phase began tie@s ugo. These initiatives, along with
those that we plan to pursue in the future, areudised in detail in th&rowth section of
this Report below.
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In terms of our immediate financial objectives, 2@@aw Tenon:

Right-size the business to meet the demands of the currematipg environment. This
required reductions in shifts at each of our mactuigng facilities, resulting in
headcount attrition, with total Group employee nensbof around 1,100 today being
some 200 below the peak of two years ago;

Continue capital expenditure at well under half the anmegreciation and amortisation
level — a reflection of the healthy operationaltestaf our manufacturing facilities and
our low “business as usual” capital needs;

Enter into a supply chain financing programme, which has rallewed Tenon to
receive payment for a large part of its receivabledl in advance of normal credit
payment terms;

Reducenet interest bearing debt and deferred liabilit@$35 million - down by $53
million from a high of $88 million recorded only tawyears ago. This has been a major
achievement for the Company;

Renegotiatethe banking covenants in the Group’s financinglitge- with the US bank
syndicate agreeing to favourably amend the keyrastecover and leverage ratios in
order to provide the Company with greater headrainthis very low point of the
operating cycle. The Group’s renegotiated syndicatnk facility does not expire until
June 2012;

Generate net cash from operating activities of $42 millienan extremely strong

performance in the current market conditions, amdflection of the positive impact of

the working capital initiatives put in place duritige period and the $16 million benefit
from the introduction of the supply chain financiprgpgramme;

Maintain gross margin percentages across the Group at 668 levels, despite the
much tougher operating conditions experienced #92and

Report operating earnings (i.e. earnings before interéak, depreciation and
amortisations — “EBITDA”) of $10 million.

The earnings result was in line with market expémta and the EBITDA guidance we had
given of $10-$11 million for the year. That theukksvas down on the $16 million recorded
in 2008 is a reflection of the fact that operatownditions deteriorated markedly across the
period with the onset of the global credit crigige effects of which intensified as the year
progressed. This impact more than offset the sgifiingn earnings which we would
normally have experienced. This can be seen inni four charts, which show the
movement in Tenon’s key value drivers in recentquky; compared with their more normal
long-run levels.
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The chart below reconciles our earnings result em$ impacted by the key value drivers of

our business in fiscal 2009. Although obviously @iifred, the chart is helpful in providing
an overview of the changes in our operating enwirent year-on-year.
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Given the dramatic decline in operating and macesket conditions that have occurred,
producing the financial performance that we di®@09 is positive, and a reflection of the
strong strategic positioning the Company has notabéished and the application of tight
operating disciplines over the past 12 months.driqular, generating sufficient cash flow
from operating activities to enable net interesarbey debt and deferred liabilities to be
reduced by over $50 million (inclusive of the benedf the supply chain financing
programme) over the past two years is a highlyitabl® achievement.

Current Market Conditions

There can be no argument that the level of activityur sector today is considerably lower
than it was a year ago. By way of example, annedlisousing starts for June 2009 were
down 47% on the annualised rate recorded for JW®8.2A similar fall holds true for

remodeling activity, which is off approximately 35%m its level of two years ago. Indeed,
and as we noted in our Interim Review to sharehis|dse are currently in an environment
where the traditional counter-cyclicality of rembdg spend with new house construction
has not occurred. As a result of the broad basgshgjrecession, for the first time, significant
declines in both market segments have occurredlsinaously. Historically, remodeling

spend has tracked at relatively constant and demsisevels, with steady growth that has
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survived the “downs” of the new housing cycles. T&son’s key driver is remodeling spend,
it is that decline that has impacted us the mdse "Big Box” building retailers’ same-store
previous comparable period % sales figures (showthe top chart on page 3) best indicate
the negative trend we have been dealing with s réagard.

On the positive side, there have been some recgns €merging that the worst of the
housing market decline may have passed. Factoetriaos cited by analysts in this regard
include:

The positive impact that the US government’'s haystimulus package has begun to
have — i.e. a $8,000 first-time home buyer tax iti@dailable until 30 November 2009),
and the “Making Home Affordable” programme whichopides the opportunity for
some eight million homeowners to avoid foreclosbie refinancing their existing
mortgage commitments;

A significant increase in housing affordability +eflection of relatively low mortgage
borrowing rates and the significant decline that becurred in the median price of new
homes which is now back down to 2003 levels;

Falls in inventories (as measured in months of kymd existing homes (9.4 months as
at July ‘09) and new homes (7.5 months as at Dy from their peaks earlier in the
year of 11.0 months and 12.4 months respectively;

An increase in the pending homes sales indexd@mtracted sales not yet completed) in
June 2009, reflecting five consecutive months déingains;

Two consecutive quarterly improvements in the N&loAssociation of Home Builders
remodeling market index — an index that measurekehdemand for current and future
residential remodeling projects;

An increase in new housing starts — with the JWQ® seasonally adjusted figure of
581,000 new houses being some 19% higher thanothieof 488,000 housing starts
recorded in January this year,

An increase in existing single-family home salessignificant driver of remodeling
spend) in July 2009 to an adjusted annual leve#.6f million, up from the low in
January of 4 million; and

Two consecutive monthly (May and June) increasdsimse prices, as measured by the
S&P Case-Shiller US Home Price Indices.

Whilst these are all positives that indicate therketamay now have bottomed and be
stabilising, it is still “early days,” and we aiigdly to see considerable fluctuations in short-
term data of this type. In addition, as rising upi@wyment in the US in fiscal 2010 will
undoubtedly have a further impact on both resi@htbusing spending (i.e. remodeling) and
housing foreclosures (which were up in July), wé be@ maintaining a cautious approach as
we enter fiscal 2010. Given the considerable unadst that exists around the paths and
levels of our key value drivers over the next yeparticularly the NZD:USD cross rates and
the extent of the housing sector recovery that texages in the next 12 months — we will not
be giving earnings guidance at this point in thary&/e will however, update shareholders
on our progress at the ASM in November, by whighetimarket conditions may make
forecasting a little easier.
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Growth

In the Overview section of this Review, we outlined our desirepitt in place growth
initiatives that would see us considerably advaheestrategic positioning and earnings base
of the Company moving forward. Although much hagady been achieved in this regard,
unfortunately the current operating environmentkaabe gains that have been made. With
time, as the housing sector recovers, the embeddenings growth now in place will
become clearly evident.

While we operate multiple streams of earnings gnowtey can be very broadly summarised
into two generic categories — organic growth andugitive growth. The diagram below
outlines, in a very simplified form, the model we adopting in this regard.

Greater share with existing customers
Accessing new customers

Organic Introducing new products Strengthen existing model

Expanding into new market segments
. Grow earnings base
Applying new technology

Seed future opportunities

Acquisition Consistent with “specialty” model

L

We thought it helpful to give examples of eachhwse growth-streams so that shareholders
can fully understand the path we are moving down.

Achieving agreater market share with our existing customewnsd growing organically as
our customers grow, is the lowest-risk / highestre growth opportunity we have. We
already understand our key customers’ product @amdce needs, and can act as partners
with them to grow their own businesses. An exangplthis is the growth in our store count
with our largest customer, Lowe’s, as they haveaeged across North America. At the peak
of the cycle, in 2006, our full-service distributibusiness, Empire, was servicing some 650
Lowe’s stores. Today, at the bottom of the cycle, ave now servicing in excess of 850
Lowe’s stores, representing approximately 50% tafltbowe’s stores operating today.

Empire Store Count With Lowe's
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This is also a good example of the point made alivelation to embedded growth — i.e.
that bottom-of-the-cycle market conditions are nagkhe increased earnings base that has
been built into the business through this orgatacesgrowth. Although we do still anticipate
future Lowe’s store growth in future years we deijado not take it for granted, and we
realise that it is totally dependent upon us caritig our industry-leading level of service-
delivery to this very important customer. It isstisiuperior service-delivery that has allowed
us to grow with Lowe’s as they have entered theaQemm market, where we have also now
extended our full service mouldings distributioognamme.

Accessingnew customeris extremely difficult in the current environmehgwever we have
been able to successfully do this with our pro-eleblusiness activities. By way of example,
over the last 12 months Fletcher Wood Solutions $fWas added four new, regionally
significant distributors, which in aggregate ad8s2w stocking facilities for FWS products.
In each case, LIFESPAN ® has been the initial eitva for these new distributors, but they
have quickly then seen value in FWS’ full produffeongs, and broadened their distribution
arrangements to include these other products. Mipadt of acquiring new customers at the
bottom of the cycle will be very meaningful for Tenas the recovery phase begins.

The introduction ofnew innovative productallows us to maintain and grow our business
with existing customers, and also to attract newtamers. RapidFit ® mouldings (i.e.
mouldings used in a renovation which are instadledctly over existing mouldings without
requiring their removal first) and the National $tseries of mouldings and mantels are only
two examples of some of the full-service, new paichfferings Tenon introduced in 2009.
These are incrementally additive to other new pebdidferings that have been launched in
recent years, such as our primed board programimeseTthree products are shown in the
pictures below. Developing these innovative proslatiows our customers, in-turn, to make
new exclusive product offerings to their customerand in so doing, opening up new
revenue streams for Tenon.

y

Wiy

e L

Expanding intonew market segments a major undertaking, which can only come after
considerable market and competitor analysis has bempleted. Following the completion
of just such an analysis, we entered the outdookenainitially with our Armour Wood ®
and LIFESPAN ® outdoor treated trim-board produdtkese products have been well-
received in the market. By way of example, the tlwar the following page shows the
growth of Armour Wood ® into the Lowe’s stores tka currently service.
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Growth of Armour Wood ® into Lowe’s stores
(store count)
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You can see that, at almost 500 stores, Armour V\®@inow represented in more than half
the Lowe’s stores we service — a figure that hasentiban doubled in the past 12 months
from the 200 store level at June 2008. This peruanmompound store growth rate is
extremely pleasing, yet these trim board produgpsasent only a small fraction of the total
outdoor market potential offered by treated pinedpcts. The next diagram shows this point
for the total house exterior.

Potential Outdoor Applications

« Porch flooring

Rake board Siding
« Porch panels
« Decking/railing

Window trim \ /
« Fencing/trellis/

screens
¢ Columns
« Stair components
* Window and door
components
Corner
boards

Fascia (behing  DOOF trim Soffit

gutter, downspouts) Decorative Garage door trim
columns Exterior
mouldings

To put this into dollar terms, the total marketesiar the outdoor segment is estimated to be
more than $30 billion — some 10 times the siz€asfon’s traditional mouldings market.

The application ohew technologyhas the ability to dramatically change the langscaf
products supplied into the outdoor segment, angairticular the value proposition that
wood-based alternatives will be able to offer. Tremas already invested heavily into the
research of these exciting new technologies, ameispositioned to take advantage of them
as they emerge. We will update you on developmgunisg the next 12 months.
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We have in the past also undertakequisitive growthput only where it is consistent with
our specialty products model. The acquisition ofi@nental Mouldings in fiscal 2007 and
Southwest Moulding Co in 2006-2009 (where we prsgreely bought out the minority
interest, with the final $9 million payment beingade in the 2009 fiscal year) are good
examples of this activity. Although the earningsboth these acquired businesses has been
affected by the current market down-turn, the sgiat premise and fit with Tenon’s existing
businesses which underpinned their acquisitiommate still holds true, and their real value
to the Company will ultimately be reflected in Gpoearnings as the cycle recovers. In
addition, with the acquisition of the outstandintgrest in Southwest Mouldings, all Tenon’s
operating businesses are now 100% owned, allowingpureely extract the full synergy
gains across the Group under our One-Company progea

Governance

Tenon’s ASM was held in New York in November lasty, providing an opportunity for the
Company to speak directly with its US-based shddsms. This year our ASM will return to
Auckland. Venue details and timing will be sepdsatgrovided to shareholders with the
notice of meeting.

In April this year, Rubicon, our 58% majority shiaoéder, was required to have an
independent report prepared on its value. Grantusamrepared that report, and when
assessing the constituent elements of Rubicoréd watluation, valued Tenon in a range of
$1.52 - $4.07 per share. This wide range is of s reflection of the earnings base of
Tenon under different operating environments, witie low end of the range reflecting

current market conditions and the higher end ofrdree being indicative of the Tenon’s
potential earnings under mid-cycle conditions. Timé&d-cycle valuation is a pleasing

independent endorsement of the Tenon'’s previouated view on this same matter.

Effective from 1 September 2009, Mr Tom B Highleyl Wwecome Tenon’s new CEO. Tom
is currently the President of The Empire Companyenon’'s 100% owned full-service
distribution business into the Lowe’s and pro-deatarkets in the US. Tom has been with
Empire for eight years, the past five years of Whiave been in his current role, and prior to
that he was Vice President of Empire’s pro-dealeisidn. During that time Tom has had
responsibility for actively re-engineering Empirebaisiness model, so that it can take
advantage of its market growth opportunities whalsthe same time continuing to meet the
heightened customer-service levels that have madmarket leader.

A full external search process was undertaken byBibard, to ensure we benchmarked our
internal candidates against the best availablermaiteexecutives for the role before a new

CEO decision was made. It is a reflection of thenPany’s management depth that an

internal candidate was selected out of this proasdseing the best candidate to step up into
the top role in the organisation. In this regamtheof our existing direct operational reports

to the CEO has, on average, almost 20 years ofriexge in the business - experience has
been highly valuable to us in the current operagéingronment.
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Tom replaces our current CEO, Mark Eglinton, whél e leaving Tenon in September and
returning home to New Zealand to take up a chietative role outside of Tenon. Mark has
been with the Company for nine years, the last &duwhich were as CEO - a period which
saw the Company undertake an extensive restrugtand strategic repositioning of its core
business activities. We would like to take thipapunity to thank Mark for his outstanding
contribution and strong leadership of Tenon throtigk period, and in particular in the
recent challenging operating environment. We wish\well in his future.

Outlook

We are confident that the long-term outlook for diememains strong. The repositioning and
restructuring of the Company that has taken plaee the last 2-3 years, the earnings growth
initiatives that have already been seeded alonlg fuither growth options we plan to put in
place over the next 18-24 months, and the positorgger-term US macro-housing
fundamentals (e.g. forecast household formationaandging housing stock in the US), all
bode well for Tenon’s future performance.

Conditions in the immediate-to-short term, howewee more difficult to predict. The path
of the NZD:USD cross rate is a complete unknowrm, & volatility extremely difficult to
manage. It is disappointing that neither the Res®&ank nor the Government seem able to
address what is clearly a critical and highly-vildavalue-driver for all NZ-based exporters
selling in US dollars. If New Zealand's economicaeery is to be export-led, and the
country’s export sector is to grow, then addressiigymost fundamental of issues should be
at the top of the agenda of those decision makers.

Rising unemployment in the US will undoubtedly haae impact on a housing sector
recovery, however this factor should be moderateddme extent by increased housing
affordability resulting from the significant drop both house prices and interest rates that
has already occurred, and by the US governmentsihg stimulus package through the
first half of our fiscal 2010 year. We will, howayestill be working on the basis that
operating conditions will continue to be difficidnd volatile, and we will once again be
managing our activities to tight operating diseipk — just as we did in 2009.

Having said that, and as noted in the introductoothis report, we are also very keen to see
the Company strengthen and grow its existing awivito ensure its earnings leverage to the
emerging cyclical upswing is optimized. We will bery focused in our pursuit of this
activity — which, as outlined in thérowth section above, will be centred on both organic
and acquisitive growth activities.

We naturally favour organic growth, as it is antt that we must undertake in any case to
protect our existing leading market position. Itaiso a path we know well, having been
successful with it in the past. Our experiencédné prganic growth offers us the lowest-risk
and highest-return for our investment dollars, aredwill be very actively pursuing those
opportunities first. By way of example, and as adie signaled to shareholders, we believe
the outdoor segment offers huge potential for them@any, and we are hopeful of
announcing the next major step of this strategthénew calendar year. By its very nature,
organic growth does carry with it the need to bustime degree of working capital and
negative short-term earnings in order to initiaglypport the customer proposition, however
we plan to manage these needs and impacts to ntlagclvailable funding within our
existing bank facility.
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Quite apart from organic opportunities, the currdiificult market conditions may well
present us with acquisition opportunities whicheoftfis the potential to make a step-change
in the Company’s earnings level. We have investidateveral such opportunities over the
past year, however for a variety of reasons thdyndit eventuate. It goes without saying that
we are seeking only those opportunities that arsistent with Tenon’s specialty business
model, as we strongly believe that is the besttjposng for our business. Although
acquisitions outside this strategic model may bailable, we have chosen not to progress
those as they would only serve to dilute the swgfoéspecialty business model we have
worked so hard to establish. We will, however, oarg to investigate the right acquisitions
on a proactive basis, and we will have no hesitaiio bringing them to shareholders for
approval should we see them as fitting well with existing business model, and being in
the best long-term interests of the Company.

As we enter fiscal 2010, we would like to take tpgortunity to thank all our stakeholders
for their support over the past year. We look fawvdo updating you again on the
Company’s activities and progress at our Annualr&ialders’ Meeting in November this
year.
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