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There are statements in this document that are “forward-looking Statements”. As these forward-looking statements are 

predictive in nature, they are subject to a number of risks and uncertainties relating to Tenon, its operations, the markets in 

which it competes and other factors (some of which are beyond the control of Tenon). As a result of the foregoing, actual 

results and conditions may differ materially from those expressed or implied by such statements. In particular Tenon's 

operations and results are significantly influenced by the level of activity in the various sectors of the economies in which it 

competes. Fluctuations in industrial output, commercial and residential construction activity, changes in availability of 

capital, declining housing turnover and pricing, declining levels of repairs, remodelling and additions to existing homes in 

North America, relative exchange rates, interest rates in each market, and profitability of customers, can have a substantial 

impact on Tenon's results of operations and financial condition. Other risks include competitor product development and 

demand and pricing and customer concentration risk. 

 

All references in this document to $ or “dollars” are references to United States dollars unless otherwise stated. 

 
Six Months’ Activities to 31 December 2010 

This document is an interim report covering the first six months of operation for Tenon’s 

2011 fiscal year (i.e. for the six months ending 31 December 2010). It addresses in summary 

form only the operation and financial highlights for the period. 

  

In our 2010 Annual Report to shareholders we described the outlook for the coming six-

month period (i.e. the period now under review in this Interim Report), in the following 

terms: 

 
“In the very immediate term it is likely that we will continue to face challenging macro-economic 

headwinds – particularly from high US unemployment, the effect of the removal of the US Federal 

Government’s homebuyer tax credit scheme, and the “shadow” housing inventory that exists from the 

potential for further bank-enforced home mortgage foreclosures. However, it is positive that even in this 
environment the large US home centre retailers – Lowe’s and The Home Depot – are predicting 

comparable store sales to improve by approximately 2% year-over-year for the current year (after three 

years of negative store performance), and most forecasters concur with an estimated range of 2%-3% in 
projected store sales improvement. Much of the improved purchasing activity is likely to be associated 

with home maintenance and repair expenditure, rather than with expenditure in Tenon’s “sweet spot” -  
i.e. the larger discretionary remodeling  activity – which is likely to lag overall total store performance in 

the short term. So, in summary, the immediate period (i.e. the next six months) is likely to show on-going 

market volatility and a continuation of the current difficult operating conditions, with industry earnings 
performance continuing to be dictated by the macro-economic fundamentals in the US.”  

 
 

 

News Release 

http://www.tenon.co.nz/


Page 2 

Unfortunately this outlook has proved to be a fair summary of the six months operating 

conditions we have just experienced. Indeed, the conditions were in fact tougher than 

forecast, in that the NZ:US exchange rate strengthened considerably across the period - from 

just over 69 cents at 30 June 2010, to almost 77.5 cents by balance date (i.e. 31 December 

2010).  

 

The charts below graphically outline the market conditions in Tenon‟s sector for the six 

months under review.  
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In addition to a strengthening of the NZ dollar and a declining moulding & better lumber 

price for Tenon‟s Taupo product exported from New Zealand, NZ-domestic log prices 

continued to rise - a result of very strong China demand for NZ pruned logs, which are of 

course an important feedstock into our Taupo sawmill and remanufacturing plant.  These 

factors combined, together with a lower level of demand as surplus high-cost inventories 

(which had resulted from the temporary inventory spike caused by certainty-of-supply 

concerns following the Chile earthquake in the last quarter of fiscal 2010 – please refer 

Tenon‟s 2010 Annual Report for further discussion) were slow to clear through the industry 

supply chain, caused a significant downturn in the profitability of Tenon‟s NZ-based 

operations in the period.  

 

In the US, as noted above, our “sweet spot” is with the larger discretionary remodelling 

projects (we have been greater than 60:40 weighted to remodelling activity over new housing 

activity through the trough of the housing market recession), and although the large home 

centres are now showing positive year-on-year “same store” comparable sales (refer chart on 

facing page) the combined interior and exterior millwork comparable store sales within these 

store totals are yet to turn positive. In short, this means we have still been facing a declining 

market, period-on-period, and we have had to work extremely hard in order to sustain our 

financial performance through this point of the cycle.  

 

Pleasingly, improved efficiencies, aggressive cost-out initiatives, the introduction of new 

products, and the acquisition of new customer locations, have seen us lift the financial 

performance of our North American activities in a down-market. The performance 

disappointment in the six months under review however, aside, of course, from general 

market conditions, was that the extent of the toughening in NZ-domestic conditions saw a 

downturn in the profitability of our Taupo operations that more than offset the positive gains 

made in our US businesses.  

 

Had it not been for the worsening macro-environment for our Taupo-exported product, 

Tenon‟s overall results would have been up on the two immediately preceding six months 

periods (adjusting for the impact of the Chile earthquake) – a reflection of the positive 

progress we have made in our North American distribution activities despite the extremely 

tough operating conditions. 
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In financial summary: 

 

 At $162 million, revenue for the period was up slightly on that recorded in the previous 

comparable period (Dec‟09, $159 million).  

 

The Company grew sales in an environment of negative year-on-year millwork retail 

comparable store sales and declining housing starts, reflecting a combination of market 

share acquisition and effective management of pricing in line with a rising product-cost 

market.   

 

Pleasingly, new products introduced over the past 48 months contributed to around 10% 

of Company revenues for the six-month period under review.    

 

 Operating earnings (i.e. EBITDA, or earnings before interest, tax, depreciation and 

amortisations) of $4 million were recorded (Dec ‟09, $5 million).  

 

Gross profit for the first half was $43 million versus $45 million in the comparative 

period.  Gross margins decreased slightly, due to higher cost of goods sold arising from 

the lagging inventory effect of the Chilean earthquake, higher log prices in New Zealand, 

and a higher average NZ:US exchange rate (0.7124 for the current period compared with 

0.6792 cents for the Dec‟09 six months). 

 

The earnings result was aided by our foreign exchange hedging strategy, which  saw us 

lock in our FX requirements at well below the average spot exchange rate prevailing over 

the six months. This strategy generated more than $600,000 in earnings in the six-month 

period under review. 

 

 Working capital was $54 million at December 2010, up only $2 million on June 2010. 

This small movement is within normal operating parameters, particularly given that 

inventory levels were impacted by the tail-end demand and pricing effects of the Chile 

earthquake.  

 

 Our interest bearing debt net of cash was $30 million at balance date (Dec‟09, $34 

million) – well down from the circa $90 million net debt (including deferred liabilities) 

we carried on our balance sheet at the cycle peak.  

 

This figure includes a negative cash impact from the restructuring of Kok‟s Woodgoods. 

The Kok‟s restructuring was announced in our 2010 fiscal year and fully provided for in 

our June 2010 earnings result, however the cash impact of some of those accrued costs 

was not actually incurred in cash until the first quarter of the current six-month period, 

and hence they have impacted the current period‟s cash flow.  

 

Although our current secured debt facility does not expire until June 2012, as the 

calendar year progresses we will be considering how best to secure and structure our debt 

funding needs as we move forward to grow the Company and expand our reach. We were 

in compliance with our Bank ratios and covenants for the six months period, and intend 

to remain in compliance for the balance of the facility‟s life. 
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Given the dreadful macro-operating environment, our financial result in the period was solid, 

and one which certainly stands up well to scrutiny against our peers. It is also a result that is 

exactly in line with the outlook statements we made at the Company‟s Annual Shareholder 

Meeting in November last year where we said that operating conditions would “see the 

current six-month period to December [2010] to be the toughest in this cycle.” 

 

However, what the summary financial results outlined above do not show are the number of 

initiatives we have in place to combat the difficult operating conditions we have been faced 

with – i.e. the long list of incremental improvement projects designed to ensure our 

performance improves in a down-market environment.  

 

By way of example, we continue to advance our market leading data analytics capabilities in 

the areas of customer performance and supply chain management.  We are moving well 

beyond the traditional industry analytics management capabilities to best-in-class value 

creation through analytics. This critical investment in resourcing and infrastructure that we 

are now undertaking will unquestionably translate into better product category performance 

for our customers and for Tenon in the future. We are making this and other similar  

investments at the bottom of the cycle to better position the Company for profitable growth 

as the cycle upswing emerges. 

 

Over the past 12 months we have also been putting considerable effort into leveraging the 

best practices of each of our business activity groups across the whole of Tenon.  In doing so, 

we have been able to elevate group-wide competencies, increase market penetration and 

product adoption, improve our customers‟ retail performance, and capture the full potential 

of our end-to-end value chain.  Some specific examples include: 

 

 The transfer of our „category-management‟ and „vendor managed inventory (VMI)‟ 

expertise, that currently drives the success of our full-service distribution retail home 

centre activities, to our Fletcher Wood Solutions‟ outdoor program (i.e. ArmourWood™ 

primed and treated boards) and to Ornamental Mouldings‟ decorative millwork programs. 

 

In only our second year of category management and VMI, the success of the managed 

outdoor program has generated several new profitable product category extensions for us, 

including our new Royal PVC boards program, and the same approach has also 

repositioned our Ornamental Mouldings direct retail home centre programs for continued 

improvement and market success in the future. 

 

 The introduction of the full range of Ornamental Mouldings‟ products and accessories to 

our Tenon pro-dealer-focused sales and distribution centres. 

 

 The launch of our LIFESPAN™ treated outdoor boards (i.e. for the professional 

contractor) to Tenon‟s pro-dealer focused sales and distribution centres. 

 

 The consolidation of our full-service sales and distribution operations to our own brand 

of Creative Stair Parts, positioning Creative as one of the largest stair part brands in 

North America by revenue. 

    

These represent only a few of the examples that fall within just one of the many work-

streams we have underway. We will report to shareholders on progress we have made with 

some of our other work-streams in our full Annual Report later in the year. 
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Outlook 

 

In the immediate term (i.e. the next six months) it is likely that we will continue to be 

buffeted by short-term macro-operating conditions over which we have limited control (e.g. 

the NZ:US exchange rate and recent severe winter storms in the US), which will mean that 

the many incremental customer and product initiatives we now have in place will be 

important factors in driving our performance over this period.  

 

However, the longer-term macro-outlook for Tenon remains very positive.  

 

As we commented at our ASM, the longer-term prospects for the US housing sector are 

underpinned by some key positive fundamentals, including: - 

 

 US housing affordability at 40-year highs; 

 US new home inventories at 40-year lows; 

 US mortgage rates at near 40-year lows; 

 Robust population growth in line with long-term trends; 

 Housing starts per head of population at 60-year lows;  

 An aging US housing stock, with two-thirds of the total being at least 25 years old; and 

 US housing activity at well below underlying long-term demand. 

 

This latter point is shown in this next chart, where you can see that the historic average new 

housing starts figure of 1.5 million houses compares with an underlying demand level of 

circa 1.7 million houses, and with the current depressed level of housing starts of just under 

600,000 houses – so the US is currently running at more than 1 million homes pa below the 

underlying, long-run, required level of new house construction.  
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To this point,  the National Association of Home Builders, Freddie Mac and Fannie Mae (the 

two largest mortgage buyers in the US) are now projecting new housing starts to increase 

more than 30% from the December 2010 level, to (on average) around 700,000 starts per 

annum in 2011, led by a gain in the construction of single-family houses.  These projections 

are supported by the 596,000 housing starts recorded in January 2011, which is up 15% on 

the 520,000 figure reported in the previous month.     

 

In terms of remodelling activity, Harvard‟s Joint Center for Housing Studies, who released 

their Leading Indicator of Remodelling Activity (LIRA) forecast just last month, is 

forecasting healthy gains in remodelling activity this calendar year – and longer term (i.e. 

over the next 5 years) they are estimating homeowner improvement spend to increase by 3.5 

percent per year in real terms (i.e. adjusted for inflation).  Two-thirds of this projected annual 

growth reflects an increase in per household spending, and the remaining one-third comes 

from a 4.5 million increase in the number of homeowners expected over this period. The 

remodelling industry may also benefit from spending on the rehabilitation of foreclosed 

properties, a backlog of deferred recessionary-period spending, and lower housing mobility 

where homeowners with no equity in their homes could focus more on upgrading homes they 

cannot trade-up. 

 

The chart below outlines the new near-term LIRA forecast, compared with the historical 

actual. The prediction is for very strong gains this year, with the dip shown for the Q3 

projection being a reflection of the projected impact that distressed properties continuing to 

come on to the market and on-going weak house prices will have on improvement 

expenditure. 

 

 
 

These latter two factors are the current constraints on the US housing recovery, and their 

impact is inter-related. Until house prices stop falling and reach a floor, distressed homes will 

continue to come up for sale, which will have the effect of depressing home prices further, 

and in–turn, bring more foreclosed houses on to the market. Fortunately, there now appears 

to be an indication of a growing demand for existing homes that may go some way to 

addressing the foreclosed properties as they enter the market. In this respect, the pending 

home sales index (a forward looking indicator of home sales) increased for the fifth time in 
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the past six months to its highest level since the expiration of the home buyer tax credit in 

April last year.  

 

A general pick-up in the health of the US economy will also further help break this loop, and 

in this respect there are already some encouraging signs: 

 

 Real GDP rose 3.2 percent annualised in the fourth quarter of 2010, up from 2.6 percent 

annualised in the third quarter. More importantly, while the recovery was initially driven 

by private inventory investment and a rebound in manufacturing, the latest acceleration in 

GDP reflects an upturn in real consumer spending which increased 4.4 percent 

(annualised) in the last quarter of 2010 – double the growth rate in the summer months. 

 The consumer confidence index (an indicator of current and future consumer spending 

intentions), as measured by the US Conference Board, climbed to a three-year high this 

month (i.e. February) to 70.4, significantly higher than the February 2009 low of 25.3, 

and a reflection of US consumer belief that the US economy and personal incomes will 

grow this year. 

 Real disposable personal income increased in each of the last three months, and at its 

current level of $10.3 trillion is almost 3 percent higher than the low reached in October 

2009. 

 

The interaction of a recovering economy and stabilising home prices will begin to drive a 

sustained upturn in the US housing sector – both in new home construction and remodelling 

activity. At the moment we have seen “fits and starts” but not yet a sustained recovery – and 

our financial results have reflected this “false start” dynamic.  

 

However, on the basis of current positive market signals we do expect to see the beginning of 

this recovery occurring later in calendar 2011, with home centre same-store comparable sales 

for Tenon‟s basket of products and services projected to turn positive during this year – after 

nearly five years of negative store comparable sales (year–on-year) – and with new housing 

starts forecast to increase noticeably off a low base.  

 

 

We would like to take this opportunity to thank all our shareholders for the continued support 

of the Company. We will report to you later in the calendar year on the Company‟s progress 

towards its key goals for 2011.  

 

 

 

 

Luke Moriarty       Tom B Highley 

Chairman of Directors     Chief Executive Officer 

 

 

23 February 2011 
























