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STOCK EXCHANGE LISTING: NEW ZEALAND (TEN)

Half Year Report 2010
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2010 fiscal year (i.e. for the six months ending 31 December 2009). It addresses in summary
the operational and financial highlights for the period.

Our Annual Report for the 2009 fiscal year (i.e. the year ended 30 June 2009) is available on our website ¢ www.tenon.co.nz. In

addition to our shareholder reports, from time to time we make announcements to the New Zealand Exchange. These can be
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predictive in nature, they are subject to a number of risks and uncertainties relating to Tenon, its operations, the markets in

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

and conditionsmay diF FSNJ YI GSNALff& FNRBY (K2aS SELINBaaSR 2NJ AYLX ASR o0& &dz
results are significantly influenced by the level of activity in the various sectors 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, remodeling and additions to existing homes in North America, relative exchange rates,

interest ratesineachml NJ SG 2 FyR LINRFAGFOAftAGE 2F Odzad2YSNERZ Oly KI @S | &dz:
financial condition. Other risks include competitor product development and demand and pricing and customer concentration

risk.
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financial performance for the period. The charts on the facing page outline the movement in
conditions over the six months under review.

[ 4 CHARTS ¢ store comps, US housing, NZ:US exchange rate, moulding & better lumber price]

¢KS | { 32 @S NNRY fbrohdme buyers arédaving a positive effect on

housing market activity The incentives, which were originally to have expired in November
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addition to firsttime buyers. Thishould go some way to sustaining activity levels in both

the new and existing house markets. Many house buyerso thought the incentives would

be gone by December, brought forward their buying, causing the home sales statistics to

surge up to the aticipated expiry dateAs expected, th®ecember sales numbers showed a
corresponding fallA y SFFSOG ay2NXIF AT Ay3Ié GKS b20SYdSNI
Association of Realtors announced in January that its pending home sales agreement index

(a leading indicator of the number of people preparing to buy homes) rose@P¥ 6 SNE 4 |
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¢ KS d&Y2y K aougngnunibda dré based on the inventory of available housing

divided by monthly sales activity (annualised), and hence are a functidyotbf these

factors. The 8.1 months of supply for new hoasd 7.2 months supply for existing homes

that were recorded in December, can be compared with a-“amghistoric equilibrium level

of 4-6 months supplyg so there is still some way to go yet befoboth new and existing

home markets are anywhere near balanced. However, these figures are clearly improving,
andiKSe IINB ¢Sttt 2FF (GKSANI LISI] tS@Sta 2F wmuHO
6b20SYOSNI Qny 0 adzldL) & T2 Nllyyl@portahtly;, BeinSdatbrg G A y 3 K2 Y
of new and existing homes on the market has been fallipgarticularly new homes, which

have a total inventory level now of only 231,000 houses (40% of their peak level of 570,000
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supply of homes into this market continues to be affected by the level of mortgage
foreclosures, which is itself dictated by unemployment and wider activity levels in the US

economy. Recovery in the existihgme market is critical to our earnings recovery, as our

exposure is predominantly to the renovation and remodelling market, and howreers

tend to renovate / remodel in the period immediately before and after the sale and

purchase of a property. In turnpositive activity in this segment will be immediately

reflected in the samestore sales data in the Big Box retailedsowe® and The Home Depot.

As the chart on the facing page shows, the calendar Q3 and Q4 (estimated) sales data for

these large retadrs continued to show negative comparisons yeatyear, although as the

guarters progressed the retailers reported that the numbers improved each madartib.
SELISOGIGAZY Aa (KIFIG GKS&S . A3 riredd t SHYRNBI QY L.
althoughit is likely that the millwork component of these comps will lag the overall figures.

The price paid for our key grade of highlue lumber sold intéthe US (moulding and better

lumber price) increased significantly over the perioayeragingsl,098mbf, compared with

$809mbf and $1,09bmf F2 NJ G KS &AE Y2y (iKa LISNA2RA& (2 Wdzy
respectively. This rise is a reflection of tightened supply of this key product, as Tenon and

others have slimmed down inventory levels in the supply chain and chtavestablish new

markets (e.g. China) for this grade of lumber.

Unfortunately, his price increasavas offsetby astrengthening NZ dollarwhich averaged
70.0cents against the US dollar for the period, compared \BBL7 cents (effective rate)in

the sixmonth periodi 2  WdzyO8r hédgindy activities softened this adverse movement,
reducing the average effective NZ:US cn@gs to the company t&7.9cents for the period.

The chart below reconciles our earnings result as it was impacted by motennethese

key drivers in the first six months of our fiscal 2010 year (given the rapidly changing
environment, comparisons with the immediate six month period are more relevant than
O2YLI Nh N&2ya 6AGK (GKS AAE Y2yiK gShifiedRtheli 2 5
OKFNI A& KSfLFdzZ Ay LINRBGARAY3I | aqaylLl ak
environment over the period.
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[ CHART ¢ EBITDA reconciliation ]

Whilst we are continuing to take action® directly mitigate the current tough macro
operating conditions, such as the implementation of effective exchange rate hedging policies
as noted above, our core focus must be to continue to address those controllable factors
internal to the business thatan truly influence value. As we have discussed previously, the
immediate objectives that have been set for Tenon are twofold:

A To ensure the business is run hard, to tight day to day operating disciplines, in order
to maximise short term performance andash generation in the current
environment, and
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A To increaseur longterm earnings bas and value, by continuing oarganic and
acquisitive gowth strategy, and cementing olgadership position in the markéas
outlined in the diagram below)

[ DIAGRAM ¢ Tenon growth strategy ]

Consistent with the above objectives, the following were achieved in the period:

A Operating earnings (i.e. earnings before interest, tax, depreciation and
amortisations¢ EBITDA) of $5 million were recorded. Thisips25% on the level
NBO2NRSR Ay G(G(KS AYYSRAIFGSte LINBOSRAYy3I &AE
consistent with the earnings guidance given at the ASM. This is an excellent
achievement in a continuing difficult operating environment.

Underlying this result wereelatively flat period-on-period salesof $159 million
($156 million and $166 million in the two previous six month periods respectively).
Pleasinglygross margins expandetb 28.3%, up from the 26.9% recorded in the six
Y2y Ka (2 Wdzy Sht dperabrky didellifds Snd tha goainuddibanefit
of the ongoing onecompany synergy programme that has been put in place.

As noted above, the earnings result was aidedby hedging strategy that saw us
lock inour NZ dollar costs at below the averagpot exchange rat@revailing over
the six monthsThis action proteted $600,000 in earnings the period.

A Working capital levels weranaintained at $51 million, down $1@illion on that
recorded only 12 months agoa level we believe to be sustainallerough this
point in the operating cycle;

A At only $1 million in the periodcapital expenditure remained below the
depreciation and amortisation levelWhile this is likely to increasdightly in the
second half of the year as upgrades to the operating and control systems at the
O2YLI yeQa ¢ dzLJ2 2 LISddpital axpeyiditureNsSSstill liddhji to Bey” LI | OS
maintained at a level below our loftgrm depreciation and amortisation figure;

A Net interest bearing debt fell to $34 millionc $13 million lower than the level
(including deferred liabilities) recorded 12 months earlier. With the large gains in
working capital reduction havingow been madefurther reductions in debt will be
derived flom operatingcashflow generatedvhich isnot required to bereinvested in
the business. The targeted debt level 0 June 2010 is $30 million, although the
eventual outcome will ultimately be determined by the operating environment over
the next six mortts, as well as by angcquisitive and organic growibpportunities
that mayarise during the period;

A The ArmourWood®and LIFESPA®outdoor products continued to expand their
market presence As an example, ArmouNood®is now present in550[ 2 5 S Q&
stores( this represents an addition&00 stores over the figure of only 12 months
ago, continuing the fast adoption of this leading outdoor tiward product;

[ CHART ¢ Armour Wood® product A Y 12 [ 265 Qa 8

A The service and distribution operatiomentinued to convert new customers and
expand their existing presence with established customeBy way of example, the
full-service storecouns A G K [ 2 6 SQa A L QddeS In thSgiodptaking Yy SO H
the total now to 887stores, and we have now begunto grokwi K [ 26 SQa Ay (2
Canada and Mexico.
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In addition to store count growth, we have continued to expand the categories of
products and servicese suppl to LoweQ regionally. For example, in the Northeast
store product catgory growth in the period has included (in addition to Armour
Wood®) PVC, pine finggpinted boards, select pine boards, and door components;

A A strategic consideration of thpotential of the Chinamarket is underway. The
decison was madeto return the Taupo site to a full 4hift sawmill operation in
order to service our current China demand, as well as to meet the future growth
potential this market offers. The-ghift stepup will take placein the current
quarter, and will then make our Taupo siteetlonly gradesawing mill in the world
operatingona?24/7rotaly Ay (2 Rl-gintate 2 LISNI Ay 3

A Acquisition targets were reviewedbut they were either unavailable at a sensible
price or they were not a fit with our established growth strategy (refer idiag
above)c i.e. that any acquisition must be totally consistent with and strengthen our
existing specialty business model, that it must grow our earnings base, and/or
provide a platform for further substantive growth. Further acquisitive targets remain
under review, and these will be balanced against the organic growth opportunities

available to the com panYour growth strategy was canvassed in considerable detail in the Tenon
2009 Annual Report, which was circulated to shareholders last year. This document is also available on
¢Sy2y Q& wWnbviedoh.db.bz. |

OUTLOOK

¢Sy2yQa NBfFGAGBS LISNF2NXYIFYyOS KIFa Gausr®l S 0SS
2LISNF 0Ay3 SY@ANRBYYSYy(l F2N G4KS Sy phoNtesferSOG 2 N» L
2010 will be those outlinedarlier inthis Reportg i.e. the focus will be on:

A Ensuring the business is run hard, to tight day to day operating disciplines, in order
to maximise short term performance and cash generation in the current
environment, and

A Increasing our longerm earnings bas and value, by implementing oorganic and
acquisitive growth strategy, and cementing our leadership position in the market.

Macro-economic conditions can be expected to showgming volatility in 20Q, with US

unemployment being a key activity driver, particularly as it impacts home foreclosures and

home inventories for sale. When the US economy enters its recovery phase and
unemployment eases, then the home improvement markets will also begin to ggain.

The leading Indicator of Remodeling Activity (LIRA) report released by the Joint Center for

Housing Studies at Harvard University in January this year, projects a remodelling upturn in

2010 stating:¢a L G F LILISF NE 6S YLl & oubentyetbdbldg ayeSWith ggisii 2 Y 2 F (K
of stabilization in the national economy, homeowners are once again planning home improvement

LINE2SOGa X NBY2RStAYy3 AYyRdZAGNE TFdzyRI YSy Gl fa +NB 38y
homes are on the rise arzd hom§ price dec/iges are moderating in’ most markets across the country. o
CAYlFIyOAy3a O02a0a INB fa2 FL@2dNIoftSs +fidK2dzZAK ONBRA
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platform for Tenon than either fiscal 2009 or 2010.

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

support of the Compang. S g Af f NBLR2NI (G2 e&2dz tFGSNI Ay GKS
progress towards its key goals for 2010.

Luke Moriarty Tom B Highley
Chairman Chief Executive Officer
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"Big Box" Building Retailers Average Same Store Sales

% change from previous comparable period
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EBITDA Reconciliation

Growth Strategy
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Greater share with existing customers
Accessing new customers
Organic Introducing new products

Expanding into new market segments
Applying new technology
Seed

Acquisition | Consistent with “specialty” model

opportunities
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